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EXPORT POLICY
7¢1 INIRCDUCTION

Ag a part of the government's effort to rationalize trade
and industrial policlses one area of vital'impértance deserving
clcse prior atténtion is the export regime, For a good number
of reasons export development is crueial to enhancing the
objec;lves Of industriazl, agriculturai and above all economic
development of Bangladesh, Exports have lagged considerably
behind imports. In a nut shell it may be sald that Bangladesh
needs ©o boogt up her exports, And in this regards a compre=
hensive export policy is very much instrumental..

In compliance of tﬁe importance, the pﬁesent Chaptér of
the study is planned go evaluate the export’poiicy of the
country. It will also give a bird's aye view on findings of
different studies on exploration of export markéets conducted
by the Governments to see posaibilitiea of future prospécts.

T.2 EXISTING EXPORT INCENTIVES

With a view to help the exporters to oéercome the
difficulties arising out of relatively narrow export béae and
make their products competitive incentives are usually provided\
" to exporters, The country has socught €0 promote éxport growth

by ugsing a combination of policy measures and over time
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increased uha‘ incentivea éor’ exporting by improving or extens
ding the scope of the incenuvea »ana sometimes by adding new
ones to the list, The ﬁouowing mcents.vas are usually
pmidea to &partmn ‘

(a) The cmﬁeaaibnél interest rate of export credit for
ncnt:aditiénaz. iﬁems' is 9 percant in general and 7 percent for
selected non«traditional 1tems such as light engineering and
~ elegtrical goods, handzc?:;ﬁts and handloom products, The
concesslonal interest rats of export credit for traditional

items (jute, jute goods excluding carpets and loose tea) is
12 percents ‘ . |

(k) Incremented mcontive;? on interests

Exporters of non-i;éaditim’zal itens that exceed the export
| earnings of éhe previous jaa:’ by more than the anticipated
increase 4n the target sei; fcf the asctor are ,qligmla for a
further reduced rate os'.‘: 1x%t:ezaest of 7 percent on exports so
exceoded, ) | ' '
{e) Extent of Export aredit:

Commercial bankas pmlﬁo export credit to the extent
of 90 parcent of the value of confirmed and irrevocable L/C
(lstter of credit) or of the firms sale aemmach

(q) . Credit to first time applicantaa
Cc:mamial banks will not :afuae any applicatton for
axport credit receivad for the first. time.
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(e} Baek to Back L/C (Lotter of Credit):

All authorized dealers (commereial banks) can establish
letter of credit (L/C) con a backetow=back basis for the
importation of new materials and other accesscries from abroad
without the prior permission of the Bangladegsh Bank for readye
made garments, specialised textiles, household linen and hosiery
prgducts. Under this facility, tﬁe exporting £irm can open an
import L/C to the extent of 75% of the net FOB value of export
L/C (net of freight, insurance and commission on shipping) |
covering a uge of pericd of 120 to 180 days. This order to
import against an export order provides the exporter in the
process an offget to some disadvanéége he would suffer ii he
has %o buy’thé foreign exchange in the Wage Eaénet Scheme (WES)
market to do the impdrting. The exporter gets in effect a
foreign credit Zor the interregnum between the time he opens
the import L/C and the time he can pay the supplier ﬁrom tha
proceeds on his exporte '

(£) Inland backeto=back L/Cs

Authorised dealers may also establish an inland hadkato—
back L/C in favour of suppllers of locally produced materials
on the strength of the original LA openeé by the fo:eigﬁ
buyer favouring the exporters.

2. Export Performence Denefit (XEB)

Exporters are entitled to receive thelir progeeds at a
rate calculated by adding to the officlal rate of exchange a
premium represented by the proporticned difference between

the secondary and official exchange rates as indicated by the
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peyxcantage of thelr respective slahs, Alrectly f£rom the comare

clal banks at the time of negotiating their export documents,

Thia current export performence Benefit (XPB) asystem is
a modified variant of the earlier Export Performance Licence
(XPL) « cum « Import Entitleément Certificatas (IEC) systems
Thig had three entitiemagt rates for product groups § 100%,
70%, and 40% of the FPOB value of exports. The manimum XPB .
entitlement iz introduecad from 1984 at the rate of 100% of the
FOB wvalue of expcrﬁé to only four product groups, leather goods,
finished leather,. carpets and packet tea with tea bags, Theie
are 50 product groups 1nqluding scme primery goods which‘aref‘
eliéibie<for XPB. entitlement at theirate of 80%, 36 items
eligible for a 60% XPB entitlement and all unspecificd items
including raw Jjute, jute goods (except carpet, twine, yarn
and wabbing) and loose tea are eligible for a~&0% XPB, This.
XPB systen hag been mﬁdifiaa later on and threé entltlement
rates are inteoduced. .

3. Duty drawbadk gchemes

An exporter of manufectured produgts is entitled to
draw back the value of the cnstém dutien, sale tax sk,
already paid on the importation of raw meterials used in the
production or manufacture of the export products, Currently =
there are thres metheds, e.ge. dravback at acéhélaf naticnal
payment of Suty end drawback at flat rate for reallzing
drawbacks, Payments of dra&baﬁk at the flat zate iz ﬁaéa through
the axporter's bank in the form of a 100 percent intereste

free advance of the eligible amount of drawback., For realizing
\ b \
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the duty drawback benefits, exporters are advised to consult
the drawback for manufactured Export Rules 1970 and the
Naticnal payment of drawback of customs duty and sales tax
rules 1983,

Phe main problem with the existing drawback system
currently {(1986) in force is that it is adminiatrativeiy Tarden=-
gome, It 18 espeglally hard €0 administer when applied to
indirect exporters supplying theélr products to dlrect exéort
units, As drawback privileges ore cbtained only if materials
are actually imported, the system is also biaséd against backw
ward integrat;ens

4. Export Creait Susrentes Scheme {ECOS)

The export credit guarantee wing of the Sadharan Bima
Corporation (SEC) provides guarantee to bankeré and exporters
against possihle'losseé resulting from the advances giﬁan and
against the overseas commercial and political risks, respace
tively, Currently three types of guarantee €.g. the export
finance guarantee (pre-shipment), the export £inance
guarantee (post-shipment) and the comprehensive guarantee are
available, While the f£irst two types of guarantee are extended
o the bankefs. tha third one is extended directly to the
exporters. X
{a) Capital Machinerys '

Currently, capital machinery for export~criented
industries is allowed to be imported at a concessional rate of
2.5 percent import duty, B '
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(1) Spare parts: _

Dravwback of imports dutiea andl sale tax pald in excess
of 2.5 percent on the importation of spare parts is granted
to actual exporte-oriented in&ustries; provided that such
gspare parts are not produced within the country,

6. Income Tax Rebate

Expoxiers of various categories are entitled to an
income tax pebate varying in percentage, depending on thelr
export performance as fixed by éhe NER from time to time. The
export rebate is varied aéco;ding to the proportion of the
gxporter's total output which 1s actually exported and ranges
between a minimum of 30% end a maximum of 60% of the tax
payable, the minimum being applied when export fales exceed 10%
but do nob exceed 20% of total sales of the exporting flrm.
The benéfit‘the exporter receives om account of the income tax
rebate &epenﬂs_an several factors: profit on export, the rate
of the rebate he is entitled to, the effective rate of income
tax he is otherwise liable L0 pay corresponding to the

taxable income he has, etd.
7. Rebate on Insurance Premium

Speclal rebates are alliowed tO export-oriented
industrics (non-traditionél items) in respect of thelr premiuvm
payments for fire and marine insurance and o the exporters

of such pxcducts against goods shipped for exporis.

8. ZFreicnt Rebate

Special inducement and promotional frejight rates ave

provided to exporters by the Bangladesh Biman éirlinea and the
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Bangladesh shipping corporation,- =

9. Export Ingentives for Desmed Exporters

Lowally produced materials used as dirset inputs for
the manufacture of exportiproducts or for products supplied
against international tenders for local produét procurement in
foreign currency are tegaf:ded as "deemed éxpoﬁta” and qualify
for all the export 1ncent§.ves and faeilitles such as duty
" drawback, XPB ate, that ara extended to direct exporters,

10, Secondagy mw;,m:sxm%mw‘
Renittances sgainst the export of services in the form
of technical advice; consultsncy, conatruction work etc.

undertaken by Bangladesh é.‘zcmpam,gs/ﬂms abroad are pald at
the secondary exchange ra‘é:eéx% ‘
11, Monitoring of Export Credit
A special credit call has been created in the Bangladesh
Bank() to monitor and supervise the operation of export finan=-
cing on a continuing basiss A special unit has 3180 bean sat
up in each commercial bank to desl with export credit naeds,

All the export 1n¢;znt£vea measures discussed above
were in existence during éinah{:ial year 1985«.-86;,;5 The policies
continues in 198687 wi;th§ some modification _During Pre=~
independence time the govat of Pakistan used to provide ‘-
. the following incentive nz?easéres for export sectorss
(1) Export bonus scheme, %(2) rebate of import duties on xaw
materials used in export jinauatrias;g £3) rehate of direct
taxes in export industri.a%s. (4) exemption of -sxported goods



£rom domestic sales and p:‘;zci.ae tases and (5) the use of

special permission to uupart by exporting £irms. The cbjectives
of  those export mcenﬂva ';measares was to help the inﬂustriaizsan
tion of Weat Pakistan and to use. Bangladesh as-:market of -
inaustrial gaods of Wast Pakistan.

After independence ,the government of éangladesh has
rg&icéily changed “the export incentive msasures used dm_:ing
pra~independence period. Efforts have been made to widen the
scc;pe of export incentive fmeaaures and to make thelr iméact
effective to accelerate eiei:pa:t-arientad industrialization in
the éconony,, Our ﬁoregairég gms'aussicn éteaumes that the
quantative aspects of the export incentive meagures used in
the country quite campxehénsivey ‘But how far they are sound
from qualitative point of view that is to be judged in succesdw
- ing analysis, SR

7.3 EXEORT ROLICY QF BANGLADESH 3. 19861987

The fanowing abjecuvea of Bangladesh export policy
were prescribed by tha Miniatty oﬁ Commerée, - Government. of the
People's Raepublic of Bangladeah for financlal year 1986-1987.
1+ Yo increase tha total expc:t earnings to contribute
eﬁfect:lve}.y to the balance of pament support in c@nfomity
with the Third Five Year Plan objectivesy .

2« 7To strsngthen the ptadpct base of e;xportableh commodities

" in order to generate sufficlent surplus for exportss

3. Po raise the value add':ed componeat in exports by promoting
backward linkage of fipi!héd produets with domestic inputsy
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4. To ensure closer ¢o-ordination with industrial and credit
policies in order to Wide an integrated and more
affective tm,‘:éntzvea é;ystem for exportsy '

S. To improve the share :é:»f non=jute, non-traditional and
manufactured items m total export effortas

6. To assist the traditional sector pértieuiaﬁ-;y Jute goods
0 overcome the grisiis prasently being faced by the industrys

7. To aimplifé the expog‘;: procedures and further rationalise
and improve the adxhlné.straticu of export incentives.

Te achieve the afo:esam export ebjectives it has been
_deciced by the Gavemment that not only the axisting tncentives.
unless modifiea. will cantimm but also some more export incen-
tives a§ detailed below w:ln. be available to the exporterss ‘
(a) Export Finances |
(1) Normal gredit flow o the export gectors _

In the interest of unhindered g?owth of m:éo:t the
Bangladesh Bank will msure that the normal £low of export
¢redit is maintained and xfm credit squeeze is applled ;r;x,xthd‘
~ export sector, The cash cfredit (CaCu) 1limit in the 1mpor£
Sector ws.u be determined abaolutely on the basglis of the export
performance of the aoncemed exporter during the p:oceeding y
year and will not be uubjgct to any general dredit restgicti'.ve\ ‘
measures. ': -
(2) Mocking sep..z_az. to leather and leather goods industsiess

To al:r@u.fic and atreamlme the operaﬁional proeedurea o£
the delivery of working capital at eoncessionary rate of ‘
interest and also to give;i impetus to the faster growth of the
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aectox. Bangladesh Bamc win examine the pcasibiuty of
providing working capital to the finished leather and the
leather gocds industries at 9% interest straight away. instead ’
of the present practice cf providing the same at i4% interest
initiauy subject to refund of 5% on completion Of export.

(2) Wopking capital .te..msa.as processing zopel)
(EPZ) Industriess ;
'.l'he facllity of providing warking capital at 9% rate
of 1nte:est to some mdustries within the country will alao be
available to some induntries in. BFZ with 100% Bangladeshi

uwnershipa g
' (4) overdue Interest:

To prc;teat the. int;:est of the exporters and also o
gave them Eyom f;‘inanciaa.. ioa%s., Bangladesh Banks will issue cleay
instructicn to the effect that no overdue interest shall be
charged by any commercial :'bank. if the export is affected under.
irrevocable and confirm L/c cn the basis of sight payment. This
will not hcwever apply if. the re. @atriatim of sale pmceads is
delayed on account of the fauure of the exporter to submit
export documents to the bank in pmper form and in tima,

(5) Menitoring Of _m.n .:.es.l.i.t.t
To help streamiine t:he: problem and bcsthlenecks on the

way of amehh flow of expgrt credit a high level committee with
Governor, Bangladcsh Bank as Chairmany Seqretary, Ministry eﬁ
Gommerces Secretary,. Finance bivisions President, Federation
of Bangladesh Chanbers of Ccmnex:ce and znaustry and Vice=
Cha:},rman Export Promotion Bm:'eau as members will be aonstitzmad

‘l
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to identify the export oredit requirements, review and
monitor the flow of export credits and suggest appropriate
meagsures 50 that the exﬁotte:s can obtain adequate credit in i’
times The Commities will meet at lenst once in every three
months,’

(b) In matters of providing investment loans the Department
of Finance and Investiment {DFI) will assign the highest
priority to the export sector and at least 60% of their
investible fund shall be eayrmarked for new as well as EMRE
pfojecta for sustained growth of cxuoct oriented indusiries in
the counteya

{c) Foreign Exchange for Business Trips sbroad:

In view of the manifold increase in the overseas living
expanszes the entitlement rates of forelogn exchanges allocation
for undertaking business trips sborad will be ravised to the
advantage of exporters az followsi |
(1) for new ¢omers at a rate of $ 90 per doy subject to a
maxinum of § 3000 per annum,

(11) for excorts upto TK. 2,5 million Quring the proceding
finangial year an amount not excesding § 4500 per annum,

(114) for ewports exceading TR. 2.5 million but within TX: S50
million @ 1% of £,0.bs value of exports subject to a
mindmum of $ 4500 and maximun ¢f & 131,000 per annum,

(iv) for expirts exdceeding TH. 50 million but within TK- 100
million @ 1% of f£.0.b. valus of export subjest O &
mindmum of § 18000 per annum,

(v) for export exceeding TR. 100 million a fixed amcumt of
4 25800 por annum, |
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The foreign exchange for undert:aking business tripa
abroad as pey rules mnﬁionea above will henceforth be '
available under wage eame:r schenme (W.BuS5,) only. :

(2} Export Pexformance ﬁemefit:a {(xpB)2 -
~_ The XPB scheme wlll continue w:.th the ex!.stmg three
entit}.gment rates of 100%,5 90% and 40% subject to the following

)

changesx
(1) ZInclusion of new __‘_%’t

On the basis of value addition and to make the product
base wider; some nev&\"non‘-t:':raaitmnal. Ltems like cutflower,
green plants, £lower bzcorjn sticks, furforal ircn scale ash,
‘ "vﬁ,triéied ¢lay piéc; \coffée. teas waste and nylon waste have
been brought under 100% XPB entitlementi
(1) Uparadation of M Atemss |

The XPB entitlemenk xam “of tobacco ana jute yarn and
twine have been énhanced tmm 70% to 100% and that of hessian
and sacking from 40% to 100% in order to make their pz'oducts A
competitive in the mtetnational maxkets,

(141) Higher XPB for use of Jocal Ssbricss
To encourage hackwérd Q.ntegraﬁion and discomage the uge

of :lmorted mterials the xm antitlmnt rates for readymde
garmenta/hcsiery and knitwaar/sizk products/specialised ,
taxtiles and household unen have beén eénhenced to 100% in the
case of the use of local ﬁahrms and reduced to 40% in case of
the use of imported ﬁabrics.

{4v) &ammmwwmw

products wnder the zﬁma Ws
A unit producing iﬁtemadtary gaods and supplying the
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same to itself or to its sister concern under the same management
for mapufacturing exports products will also be entitled to |
the ¥PE henefit eongidering such supply\ as decmed export, The
XPB ,fer finighed export products will be provided aepa;-atyly.
This will apply in the sectors of readymade garments, Iincluding
hendgloven, knitwear, hosiery goods, silk pmdw::ts; speciansec‘i‘
textile and household linen as well ag leather goods.

(&) Duty drawbacks ,
To streamline the payment of drawback t0 the exporters
Hational Board of Revenue (NER) will ensure:
i} prompt updating the exigting drawback ratées
(1i) speedy introduction of new rates for new items of exports

(iii) further simplification of the dxa\&:baé}c ﬁayment procedures .,

(£) Duty and Taxest .
(1) Refund of excise duby on packsqing materials:

To encourage the exporters to use local packagihg
materials and also to make their pmém:ts price competitive,

excise duty paid on hessian cloth and jute bag used as packaging
materials for the export goods will be refunded.
(11) Dnty free imnopt of g_e_am by garment industriess

To help develop and diversify export items in the garment
sector, duty free imi:ort of at least two samples will be allowed
per design, per ysar per axi:}orter subject 0o a minimum of 30
designs and on condition that the same will be defaced and cut
at the custamé entry point,

{g) Alternative Incentives:
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(1) gash aaggtancg %o garmen ;g_@usggugt

To mccurage the expo:tex:a further to use local f£sbric
and also to simpi:l.fy the existing incentives realisation
progedure cagh assistance "oﬂ 15% of the £,0,b, valus of export .
w:lu be prov&deéx o thasa gnmmant industries which will not
avail of bonded wa:ehouu/duty drawbac¢k facili.ty. Such industries
will however bé eligible for all other incentives including XFB,

The new incentives will be available side by side with
exlstii:g package of '!.nc’en{:ives ax\xd‘the exporters will be ﬁra§
to opt for eittiér of the ﬁwa alternatives,

'Bangladgah ‘Bank wiii). work out the detailed moééhti&s of

' . ) -

the new incentives, ,
(14) Incentives on net forelon sxchenge esrnings®

Az another altmati.vea to the ax!.sting incmtives system
and to provids sufficiem. mr:ouragemnt. for backward 1ntegra~
'tion in d:l.ffemnt aacpq:t seemra appropriate incentive schem ,
will be mtrcqueeq on the: ‘basis of net foreign exchange earne
ings in lieu of all ether“export incentives except bonded '
warehouse/duty drawback facilities, Sectors o be covered by
this alternative axport incentives schems will be indentified
in phases and modalities including caicnlating the het exchange
earnings will be worked out by Bangladesh Bank in consultation
with Ministry of Commerce, National Board of Revenue (NBR),
and Export Promotion Bureéu (EFB) in due course,- ‘

Ngg-ﬁ‘igangial w_
* (ﬂ mw&mm& &esz..z.&_.:ma'

' 3

i
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As a measure of aa;iitﬁ.anaz encouragenant and f.or
faclilitating the use of lacal fabrics cent percent quota ahalll
be guarantesd for export afi readymade garmenm fade cut of
local fabrics, : T

(1) z ma&m&mmmmx

To facilitate the export produstion the export oriented
industries vill be allowed to import raw materials under banmd/
negative list against export order and tmdez; ‘bank guarontee.
Such importation will be anewad by CMeﬁ Controller of Imports
and Exports {cCI and E) on r«cmmnexndaticn from E:eport Promotien
Buz‘eau (EPB) o ‘

(114) WW%MWM%‘

To help promote the export of books and pericdicals the
faeility of observance of cmtoms ~£orma3.itie§ at Dhaka Foreign
Pést Office will be pestored.

(iv) Zhrust Secteps

In order to mm&!&&cg dynamism in the implementation of
Export policy it has been iidaaidatd that £rom now on one/two ‘
sectors be idmtiii@é for iamexe:‘at'ea development and all out
efforts be made for harnessing the potentials of the concerned
sector(s) to the £n1_.155£ munt through :éncentgatea and co-
ordinated attention. The frbmm foaﬁ' sector has been earmarked
as the thrust sector for 1986-198‘7 and the following special
measures will be taken far the fullest exploitation of the
potentials of this Ser:tsm

(a) High Level Mopitoring .%ms&aa' |
A high 1avel eomiﬁtee with Minister fur Comeme as 1ts
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Gha.'q.man will ba‘ g:cn‘stimf;j.ed €0 assess the development require-
mentas of the sextor to agi;'arsga for Jns::essary inputs for
increased production, msi;tée implementation of various hatchery/
culturs projects, look mi;a the problems faced by the sector,
take measures for their removal and monitor the export marketing
on a regular basis, :
(b) ghrimp Sulture ..nmwx

" Shreimp dulture inaurame will be introducaﬁ like other
insurance to geduce :isk af invesmente
(¢) Exog ﬂz.l..t.?...rs. |
‘ Zrmueazate steps w:lu be taken for scientific culture of
frogs €0 augment £rog p:eduatien for export of frog legs.
() Setting up & suality sontrol and testing leboratoriess
Establigshment of qqali..ty contr;al and testing laboratories
at Chittagony and Kiuina with all the modern facilities will be
expsdited, | / |
(e) Facility for M&E oﬂ Essential Sparest
Essential spares under this Sector will be allowed to be
imported by the producer acpc:t:er himself as accompanied baggage
through pass book entry aubjeg:t +0 a masimm valuve qf 8 1000 par
year and on payment of Y!jmt%al duty without undergoing the normal
import formalities,. P '
(£) Pacility ..es.m&s..m..mt |
Each proca‘ssing planf: will be allowed to import a Reefer
Van upto 5 tons capacity at; a reduced rate of impert duty of 30
percent cmly.

1

"

t W
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(v) Export House: . .

Export houses kave: emurged in the recent years in many
of the developing countries as positive mechanism to boost up
the export trade of tne" cwntry. In Bangladesh however no firm
has yet \begn faml;y ret,:’q:gmaed by the government as export
house although Prading Corporation of Bangladash (TCB) in the
publie sector and some big firms in the privats sector have (S
aasmned the xole of s::part Houses, consiaering the picnesring
role bai.ng playad by Expa:t House in other devaloping c:mmtriaa
it has hgex; decided that Exym Honsw ‘be established in both
the public and the private sectors and a package of incentives
be devised for these housés ‘for encouraging them to play an '
eaffective rczla in furthering the export gme:hh of the mauntry. |

 With this end in viaw a high l.eva.! committes with the

Governor, Banglaﬁcah Bank . a.s Chalrman and Secretary, Miniatry

of Go:unez-ce, Chairman,, Ha!:wna!. Baax:d of Revenue (SBR}; Vica~
" Chairman, Export Pramnt!.on Buresu (=) and Chairman, Federation
of Bangladesh Ehwmm of - emeree and Inaustries as members
hag basen constituted o idantity the ﬁm to be doaignateﬁ as
Bxport Houses and devise the ‘package Of 1ncentivas to be
provided to these housu. :

From thé export pol.tcy 1986-1987 it seems that the same
incentives already exi.atent have been modified and soma new
incentive’) maasures have baan adaptaa during the said year,
S¢€41) they ar;e not :mfﬁieient to provide adequate incentives
to expart pmductien. mrm Bevempmant Report 1987 stated that
aangladash £ollowed most Snwas:& ariem:aa trade strategy.

b
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7.4 ERODUCT SPECIFIC DECISIONS

..‘&Q Gopdss
| m Long tepm Jute ..gxm: .
A long term jute policy covering production, pricing,
marketing etc*. will be ﬁcig_m‘;lated for ensuring stability in
the export of jute sactor. | -
(11) Extension of time Aimit for Expor Registgation Form (EE)
and gales proposalt | |
Bangladesh Bank will enhance the’ existing time I:lm:lt
for submisgion of Export Rpgist:atian Porm (ERF) and, sa;au
proposal f£rom 30 days to '60 days and 48 hours to 72 }iuurs raspogk:
tively to provide reasonabla tima for fae&litat:ing the negotia= |
tion of export contract. ‘
be Zea:
The main objectﬁ.ves of tea policy wera: ,
(1) %o increase praduation to provide for more expertable
sw:p}.us.. . : 3 : v
(2) %o maintain qtmiit;r of tea and improve it f’urtha:
{3) To explore new markets with a view to boost up exports,

. Measuves for wgm Egomotion .ef-. Zea

To further eneow:age axport of tea the following decisions
have been €takens , . |
(a) Einsncial Incentives :?

(1)  withdrawn) of sxport w on teas
. Bxport duty on tea at m 3,00 per kg. has been abolished .
S , !
to mske Bangladeshi tea more compstitive in the world market.

b | s



(41) Packet Teas |

In oxder to impart shatper competitive edge to the item
XPB entitlement has been raised from 80% to 100% for packet tew.
The XPB aéntitlément fozr' tea bags in packet will continue at 200%,
(111) Expevimental consicgnment of Packet Teap

Fo help exporterns ~explore newer markets experimental
consigneents of packet tea of value not exceeding £250 FPOB at a
time may be sent without opening L/C.
be. Non-Financial Measures
(1) Market developments ‘

To help introduce and popularise Banglaa@hi tea 5.:; the
hitherto uwnexpiored market, éelegati.«;s;ns; conpoged of represcnw
tatives of the Trade a,s: well as the Governmenty will be sent
abroad and week-long Bamgladeshi tea festival will be held in
at least two prospective markets.

(14) pQuality improvementss

To ensure the maintenance of quality of tea and its
further improvement Bangladesh Tea Boayd will see to it that the
guldelines presaribed in 'éhe pelicy measures are strictly
observed by all concerned,

¢. (Meagures to Ephonge Productions

(2)  Leng term lesser

\ To encourage further investiment in the gardens, the
exlsting declsion to gramt lease for 35 years should be implemen=
ted oxpeditiously and was to be completed by 3ist January, 1986,
(i1) Less Developed Gax;de*ng; 4 | |

To make less developed gardens viable and increass their

per hectare yleld, the feasibility study to bring éhose estates
under Bangladesh Tea Rehabilitation Project (BTRP) will be - ,
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ccntinued, Aleng with i, :ﬁangladssh Tea Board will ensure.
that daseréiﬁg gardens ax:e able to ntilize the credit
facilities made available by all naticnallised commerical banks -
and Bangladash Krishi Sank. | |
(118) Esmlisgggent __g_ naw Gordenss
It has been d&c!.ded in principle to encourage the aetting

© up of small and family size gardens in the prospective areas of
G:hittégcng i1l Tracts r&;;img
(iv) Experimental Qma

In order to est:abl.tsh the viahility of tea plantations
o in new areas 2 exparimantal gmena each of 10 hecta:as, win.
be set up at iwmls.a in Pemhagar»ﬁiswict and Gagp Hills arvea
in gresater Mymensingh Bisﬁrict under thé Supervision of
Bangladeuh Tea Board and :H; will also bear the necessary expan= .
diture in this connec:tion. .
(v) Survey at Nilpha Eﬂ Mz

" Ag a part of the extunt.ion sehemd, feasibllity study will
~ be undertaken by the Bangl‘adesh Tea Board in the northern part
of Nilphameri diswiet to asssas the anitabu:!.ty of tea plantaw
tion in the area. ’
(vi) _S__gp_;z of Gag to Tes '.!.‘ea <}

zn addition to gas aannect:ian alr:eaﬁy nade to 20 gardens
action is undexway to supply gasg to 57 more gapdens in the second
phase. Steps should also he taken ta expm'&imly supply gas ‘
to the rest of the gardsns in Sylhet and Chittagong area.
(vit) Supply of E :ggisggs - :

Since the ammmual rgqxir@mani: of 18 thouzand metric tons
_of. fertillasers cannot be met by the Fenchugong Fertilizer Factory,'



Bangladesh Cha Sangshéd will be allowad to import upto 9
thousand metric tons under Wage Earners scheme with clearance’
from the Bangladesh Tea Board, |
e, Leathers Moré Fund for g_s@_g Projectss |

The DFis will meke more funds availsble for BMRE projects
under this sector for faciliting speedy switch over from wet-blue
»to crust/finiahed leather processing.
d, Readymade Garmentst
{4) Egtablishment of aceessory Indugiriess

Seriovs efforts will be made to esteblish complementary
agcessory processing industries to help increase value added
components in the garment sectorn,
(11) Alternative mechanism for Import of Fzbrisss

A suitable machanism will be dsvised fm: import of fabrics
for production of rea&ymade garments for expart where the use
of back to back L/C is not applicable,
e, Handigraft and Handl ogg’ 13
(1) Income Tax Exemotion:

All income arising from export of handicrafts sghall be
extempted from income taxe - |
(41) Duty fres import of S Bet

Recegnised manufasctures/exporter under this sector will be
allowed to import duty free‘ samples upto ¢ ‘ 300 per vear for
ﬁacilita;ting the development and a&aﬁ@aticn of export products.
(114) Export of Samolegs

Exprcters oﬁ this sector will ke allowed 0 send sampleé
to overseés buyers vameizig upto TK 1000 without any offici=zl
recommendation., Samples valueing betweén TK 1001 and TR 2000
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may be sent wmder éﬂﬁifiéaﬁm from Export Promotion Bureau
(EFB), bayond which the p&mﬁ,ssmn of Chief Controller of
Import and Export {cer & E) apd Bangladesh Bank will be raquired.
- (®) Tpfrasteucture Supoort ..em.wt |
(1) Infrasmtzucture: j
Uninterrupted pﬁwei}' supply o mrt ~£namtr$as; The
existing policy deaision :imga:ﬁs.ng uninterruptsd and regular
power supply to export oriented industries will be strictly
adhared to for purpeies eﬁ snsuring unhindered production of
export and maintaining delivery schedule.
(1) Support, Servicess o
lta) Incressing gailing to importani; deatinaﬁenm
‘Bangladesh Shs.ppi.ng Copporatien will toke measures for
mauaa&nq tha £requmey of aa:lnnga to important export
destinations.. .
{b) xmpxwmt of port £ac11$tust
The port antharities will provide improved porh ﬁacniﬂes
for purposes of cargo hanqung for exports” .

%o promotes exports am t0 achieve desired diversifisation

the second f£ive yvear plan ‘19&0*;95’5 pursued a flexible exchange
" rate policy. In general the wxchange rate policy was directed

to anc@urage a shift of rssm&s mra into the aacto:a whigh
produce traded goods in order to achieve a amema}., adjustment
in the eéxternal sector. ’ o

The second plan for%mlatcd a moge liberal impert policy
to gear up the export @s&ei:teﬁ manufagture sector as compared |

4
pa
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to the one followed dﬁriné first plan,
: The third plan 1985+1980 formulated inporteexport ‘poli.cy
to reflect national dwelespmmt programme and priorities and
encourage moxe effic}!.mt ﬁse of umi.ﬁéd resources, It was
expected that both these cbjectives would be better served
through pursuing a ube:a:; import policy which would allow market
to allocate scarce foreign exchange resources, This was 8lso
aonsiatent. with the pnl,icy for development of the private ssctor,
During the segond p;tan uonsiderable progress was made in this
direction and liberalization is being gontinued, Within this
brosd principle import as well as export problems would have
£0 be managed with the u!.i;imte objective of redemption of
balance of payment crisis ami éﬂdtms{tdd through axchange rate
and tariffs so that mnecé;ssary imports were discouraged and
exports were mcmmaged{m this régayd the ‘aﬁa was 0 be directed’
to engure aupply cf those naw mataria&e which ax'a not locally
avas.labla 80 as to make £u1}.§r wse of existing industrial _
capacities, to eliminate upﬁas.: competition betwaen local products
and impofts. to aveld protection of inefficlency in the industrial
sactor aﬁd Me all i‘zo ‘1mipmv‘e the ecmditicn which will mzke
the mcport markets as attnactive to local products as the domestic
markets so.that export import gam is contained within the limit
of available aid.. To this end such policies as protection, tariffs,
export perﬁarmanée banafzté.\déty drav‘:b’ack; conaessiméx rates
of interest for axport ana rexchanga rate will nead to be closely
followed and ‘evaluated in tgms efthair imgaat on balanee of
payments aimticn.v Since eupam will czent;znue largely to depend
on primary maaitg.ga and goods processed there of, it was to

]
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recognise that the balance of payments wou&d be crueially <
dapendmt on the management of foreign axe.hanga reserve of the
gcountry in relation to f:.uctuatzen in export earningss It
Lfocussed on satisfying critir:al level of import nesd of tha econemy

rather than alzewing impaxt o fluetnate with export and theralky
transmitting sucti ﬂu::tuatima to other sectors of the acencm,

7.6 ASGESSUMENT AND Rm“’ 2’2’. .._.?.‘A;I&. W’&.m
* DEVELOPMENTS
Gavemment assistanae m exports can be assaased }.n the

same way ai asaistanca to iwam'. substitution by measuring the
effective rats of protection {ERP) the exporting activity
receives, The ERP: is & meésum of the additional income that
‘asistance pcls.ciea enable an activity to pay to factors of
production (value added) cecn@m:ed to what it could pay without
any assistance. In an massist;ed simatien an act}.ﬂty is assumedf
to b able to buy inputs epd sell outputs at boxder prices at the
bffiaiai exchange r&ﬁe. Taxes on inputs and outputs represent
| negativa asaistance whwaan export incentives pmide positive
astzataneea ‘rxade and xnéustriai Policy (TIP) stulies of the
Gawtmmnt ahaw that ement policies add up t,qa a range of less
than zero to 28 pe:cant af:‘fectiva p:cfzaction an assistance :Eor |
export activities, '

In a few pmﬁix&e ~s§éeiﬁi¢ cases suc;h as "yeadymade qament;'.
specialized textiles and hoslery products ERP ranges between 10
and 28 pereent, In such ,aéés‘ee., nonetrade asaisi:&nce measuyres
such as eredit subsidy, 1ncama tax rabate and ruauned tariff on
machimxy imports ean hcosi:. « overall level of eﬂfeetiva astiatanca
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£0 betwoen 17 and 40 pencant-

This 'relative highar: ranga of- aasistanae iz enjoyed by
a:» fav axport activitices w;tt; low 1eve3.s of domestic content xghic:ﬁ
anjoy bonded warshouse privilages in canjunetion with export
benefiits, Most export &a&vzﬂ% receive much less assistance for
the following reasons ('ﬁé paper; 1986)1
“(a) Measur&s other then tbe bonded warehouse system such’ as
'dui:y drawbacks work imperfwbly and ﬁo not provide full oﬁfae&:
on the taxea paid on imperted inpm:a.
(b) Most expe:ct activities do'not have full access to foreign
exchange at tne aﬁfia!.a; emh&nga rate and
(e) Few if any ezpm:t actzvities have unmst::icted acoess to
importable materia}.s due t:a aonml on importa"

The modest affecti?a protection recelved by typical export
production a’ct:t.v{tiuv tzanﬁpasts {'zs,th' a x’mc:h» higher average affépﬁ
tive rate ‘oi pmﬁsctim {E’kP) reﬁeiveﬁ by ‘impori: aubsﬁitution
induatries. The avexzagq ERP of estport: sactexa is estimated at
around 11% whereas. for impam auhatitutim aeatox it 18 over: 134%
{TIP Papersy; Year 1985)4, I:E the aupcrt assistance is juége& in the
light: of the. fact that. i:ha g&neral system -of protection keeps
thc real axchange rate 1crwu: than it wbula otherwiae be, it can
be sald that mm:ene polieies actually diaqouraqe most potential
axports.. Wm:e aince export incentives are generally
granted on a case by case or £irm by firm i:se;sig potential
. exporteps have no asag:rané? of receiving aven existing benefits.

. The effects of direch export incentives can be incorporated A
into real effective eacchané'e rate {REER) ‘which shows how ‘mudﬁ a
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xepfeaentative exporter actua;ly recelives in taka from a dollar's
worth of expa:ta‘ ;

In caiculating the REER the nominal exchangs rate 1s
adjusted for the rate of domestic iﬂfl&tién relative o that in
Bangladesh's trading partner countries and for changes in the
relative values of these comtrics currencies. The resulting real
trade weighted esxchange rate ig then converted into REER by
ineluding the effects of ek@ﬁré subsidies and taxes (1f any).
The REER for imports can be eslculated in a simllar way to show
. what a representative import actually pays in taka for a dollar's
worth of imports. Comparisén of REER for exporters with the REER
for fmports shows how much nominal protection or assistance an
averzge exporter recalves relatively to what a typlcal ilmport
subgstituting ectivity receives (See Table 3 Tu1)e

fhe most striking réveiatian in the table 1z that real
trade weighted exchangs rates for both 1mporté and exports vere
about the same in 1984~1985 as they were in 1976-1977, despite
the wmajor depreciaticn of the nominal taka/dollar exchange rate
during this perilod. The mein vreason is that the rate of inflation
in Bangladesh exceeded that in trading partner ecountries by a
wide margin epoding the value of the teka in international trade,.
The REER for non-traditicnal esmports has done some what bettey
than the real trade - weighia& axchange rate (RTWE§) since
intyoduction 9£f the XFh schems in 1979~19804 The pergentage
difference bestween the REER and thé RTWER, which showed thé
impact of direct export incentives has also been rather ungstable,
largely because of fluctuations in the pﬁamium of the WES over
the offlcial rate of exchange.
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" Real ngeé:t;.‘r.ve Exgh’angs Rates for #.mpori:s and non~traditional

Bxportas

Taka

\

U.S

4

Import Exchange Rate

Non-traditional Eicpo:t

Real

Exchange rates

25,6

8.3

Year REER Percen- RIWER  RBER Pereentage
:;g?gg‘ giggcrw difference
ted ence
RTWER

197374 7.97  9.72  22.0 7.97 797 0.0
1974=75 7,41 8,60 17.0 7445  7.85 0,0
1975-76 14,96 . 15.22  19.3 12,90 1290 0,0
197677 13.97 18,23 30,8 14,07 14,07 0.0
1977-78  13.69 17.79 30,0 . 13.74 13.74 ' 0.0
1978+79. 13,62 18,07 32,7  13.68. 13,68 0,0
1979-80 13,49 17,11 26,8  13.71 14,36 4.7
1980-81 13,40 17,35 29,3  13.63% 14,08 3.3
1961-82  10.0077 18:85 . 237, 14.80 " 15,53 4.4
1982-82 18,22 19808 22,6 . 15.72°. 15.85 0.8
1983-86 15,3 19,13 26,7  14.94 15,82 5.9
1984485  13.07  16.42 12,68 13,73

Sources TIP paper, "Foreign Exchange Rg‘gimes and Indugtrial

grewth in Bangladesh® Doc, TIP,_MU_H.1 Table 3, 5

and 8, (Bangladesh Planning Commission) .

f

\
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Comparison of the REER for non-traditional exports with
that for imports shows that gevernment trade policy is heavily
biaged in ﬁavuu; of import substiﬁutioﬁ. In 19284-35 the difference
betuean the REER aad RTWER for Luports which xeﬁlects the average
rate of nominal protegtion on assistauce thal lmport substitute
ing activiiios recalvs 25.6% compared 4o a dlfference of oniy
B, 3% for ncnetraditional <oports. The biag Infavour of import
substitution has dimdnished gince the mlid 19708 eapeclally if
account were taken of the ppgbable decline in gscarcity premia
following rolaxation of quantitative import restrictions. It was
nct possible hovever to include scarcity premia in the calculation
of the REER for imporits. I thelr impacts were included in tha
REER for imports, there would Be an aven larger gap between the
level of assistance given to import substitution and exports in
1984#1985 than shown in table 7.1. Besides this fundamental
inadequacy other short comings of the existing export policies
aret (a) They not only provide too little aggigtance to badkwara
int@giation but they have builtein blases against ity
(») They provide 1nadequaté assigtance ¢o sales in forelgn
axchange undetr international tendery
{c) The overall lavel of assistance 13 unstable due to £luctuations
in the premdum of the WES emchange rate over the official exchange
ratey (4) Effective implemsntation of some of the méasure‘is
unsatisfactory and {e) Instltuticnal support for promoting foreign
investient, jetnt-veniure projeats, market development and other

related matters is weak;
7.7 REVIEW OF DIFFERENT EXPORT PROMOTION MEASURES

The current incentives have been almed at especially
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1uera$aing nm-tradit&enai' axports. Besides ‘th:a XPB other
important measures useé to include provisions oif (1) access to
”{’ax free imports of ‘intermediate inputs used S.n export pmductibn
by a variety aﬁ measuresy tm an easier aceess to {mported
1nputs for some spedial prcductm (4i1) a more liberal and suba’
| sidised access to e.radit. {iv) reduced taxes on machinery imports
and (v) special income tax concession. In addition a somewhat
flexible exchange gaté pé;iay 15 ‘beling ;‘ollc‘:&edi The ¢verall
effect of the current measures for various types of export ,
production can be measured by smploying the concept of effective
rate of subsidy (ERS) _wh‘ic?x is broader in its coverage of incens
tives than the effective rate of protection (ERP), Effective
’:atq of protection (ERP) covers only trade assistance wharcaa
effeem.ve rate of aubaidy {ERS) include in addiwn nonstrade
assiatanee.

‘ A brief note of the mdividual incentives and their -
quantitativa impz.i.cations for asaisfaam ;aﬁfecﬁs are presented belowt

Bonded W faﬁi i Expm units which can rmive

' this facility ¢an import their input x:equi.rmnta (with a few (
éxceptions) tax free. Since this facility is lisble to abuse &
in the fofm of {llegal Imaga into the domesti¢ market it ¢an
‘confer some additional benqﬁt on the user in addition to the

tax offsat, It is notable that absence of full tax offsety o=
on inputs results in & negative effective assistante to the o
export unit and 2%.113. )tax aéfhet in zero a&étatanc:e; In this sense
the benefit produced by banded warshouse system is semathing |
pozitive which is mdicated by O¢s The bonded £ac111ty is or can

$.~ K
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be é.vauabla to only a few export products which include ready-
made garments, specialised textiles and knitwear and £rom
| 19851986 leather goodss . '
‘Buty Drawbaeks  Export units not being able tH avail themselves
of the bonded warehousé facility are entitled to some variant of
a duty drawback or impext taxes axesption or refund system. For
many reasdns this system has not worked very well (TIP paper 1984),
and because of the }.gaé than fu.‘li tax oéﬁaat*mpm units receive
under this system, the qnantatﬁ.ve masum of this effective agsise
tance 1s less than zexro (O ). |

$he benefit on this account depends on the -export perfors
mance benefit (XPR) entitlement rate and difference between the
officta) or primary mhaizg;a‘: rata and the wage éamar échema {wes)
or secondary oxchango rate. W&Bﬂyh the difference betwesn the
official and WES mhanga :am is 11.6 percmt. Estimation of
the benefit is done on the baaia 100% xPB (on gross ea:parts)
produces a benefit equi.valmt o acma 10% of the FOB valua of
exgsum and a 70% XPB pmduees & benefit ecuivalent to 7% of tkc
value of exports, In terms 9£ value added effective assistance
would depend on the valus added to output ratias With & 30% valus
added to output ratio 100% iPB results in a 33:.%;% effective agsis-
tance and 70% XPE in 23,3% cffeativa azuhtanca..,
Qthex M‘

‘A backwtowbaék L/C 3.:: its absenca a £ull cash :meort
uaamé ‘enables producers i:o import thelr requirements at less
cost than if they have, o impm under WES.& Full absence or
pareiel lack of thi.s £ac£11ty provides some diaincmtives or
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negativa assistancea, Tﬁe backeto=back L/C system is being used

by the garments exporters. This facility can also be enjoyed

by the leather products ,mﬁtﬁaamrg'mhar producers are

 mostly unable to avail of this facility as this depends on tha.
availability of forelgn credit which is available énly for
 duration which is generally too short for most production
processes from export erdeg o export delivery, They alse hardly
regeive full cash import licdnse for all their imports require=
ments, Other benefits incltixda availability of bank credit at
lower interest rates and income tax concessions on export sales,
However, one enquiry with zgaanufac:mer& seoms 0 suggest that
they are not aither very familier with or e:annat iuny avail of.
this offms.any avanable benafita (siadicui H,.G.An EPFB undated),
Another ;:mgfit is the eoncesaimal duty at which export units
can import thelr machmexy; Here the benefit iz estimated by
regarding the absence of tifxe investment incentive as a negative
asgistancss The investment: incgntivé iﬁ measured as a differential
in¢entive expcxt producers ‘reéeiva compared to the treatment
melved by tha producers ef sompeting goods,

A guantitative wa:.uat&m of all the export incentives
has been done in Table ‘7.2* for readymade garments, specialised
' textiles and hoaiery p:oducta«

Table 7.3 gives sm ides of the overali asss.atance

- received by industries in genara:.. Ag ¢an be seen ‘£rom Table 7.2
current export promotion meaatm&s provide an overall effective
assistance of goms 40% o readymade garmeonts, ahout 28% to
hosiery products and some 17% to specialised textiles, Readymade
garments recsive a fairxly high effectiva asgistance due to a lcw
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value added to output: !.’a‘t’.i:)( The effective aasistance to other
Ip:oducta in general 1z cmiﬁwahly lower,

In Table 7.3 we &oak at the level of tﬁfmﬁw assistance
which is gemerally avaua:g;e to expoptera who have not yet
recsived any hondea wareh&hse agrangemants, wm mﬁt avail of
the special baﬁzntmba&c 3:-/&: agrangemnt or do not get thc COMD &N
sating f.ulz dmport J.t.cmsa benefit and who ¢an be aasnmud as not
bmeﬁiting from the hrveawﬁ incentives, The orders of magnitude
of effective assistance to export industries in general baxring
a few of them as depicted in Table 7,3 present a genexal picturs
of rather too light an aaaiamﬁ&a being received by epr:t |
industries £rom the axi«sti:ng policies. The average leval of
effective asgitance seems to Yde somewhere around 15%,; while the
lowest level appears to béj near zuro Or sven hagativa.;

The implieit ﬁwaééantage due 0 tzﬁa) pmbabla axchange |
rats distortion appears ei.thaxr +o aiﬁsnt or cutwaigh the effoot
of the current axport pmtzm measures as can he seen in
Ta:bzee 7ebe This table alao nluataates that activittes nsing
dcamestie inputs ave aericna}.y diaedvanﬁaged.» -

The review of aﬁﬁac;tiva assigtance t.a mpart production
in Bangladésh leads to acma majm: rmrks.
1. The upshot of the diammaion is that even though a widt argay’
of :!.:xcenti.vas are baing uaad, the export gsector in the. eamt:y
‘is not being adequately anecmaged. The current export meantnm
. confer some ai.zaabla baneﬁits on ona.y a fow industiriel acti.vtts.cs
such as raadymade gamnta. fins.shed leather ami leather goods,
sonme specialisad textlles atxz“ which have been able to take
- advantage of such benetits__ as bonded Qwarghmg, faaiiity,~ bacgk=tow

i

E.
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Effective Assistance of Exports in the general categorys
ERS in % ) J

100% XPp

70% XPB

40% XFB

VA 25% VA 30% VA 30% VA 25% VA 25% VA 20%

Duty draw
back

XPB

Cash Import

License
ERP

Credit
subsidey

Income tax
rebate

Investment

Incentives |

| Total,

G
28,6

“De3
19.3

3.3
S.1

Dl
1846

-

)

3363

=117
21,6

3.2

a0

“10¢7
20,8

0

23.3 )

*11{7

11.6 .

“10a7
10,8

0‘_
28

~15

13.0
4.7
7.2

*1205
12,1

20

-20)

Source: TIP paper, “Export performance and prospets and

government policy o promote exports in Bangladesh®

(DoCc TIP MU _G.4). Bangladesh Planning Commissicn.
July 1985,

-
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Tabl"e R Y
Effective Agsistance to Export, Proauaticn with connection for
: Exehange Rate Diatortion

Existing sitmat:ian Shaagg grége of -
} - 4
Situatioml Situationi2 Situationsi s:l.tuatmnza
Out of value 100 . 100 120 , 120
" unagsisted XPB ¥ B 10 - -
{70% or 100%) 107 | 120 120 » 120

Input ¢osta traded
(at official
axchange rate)

Tarif€ included 95 - . 5% 114 . 81
Input cos%s traded ] )

domestically ‘

purchased S S 44 - - 83

Add.Import cost )
with no licence : .
benafit 6.;‘;« . 3.5 ) w’ .

Input costs o

nop-traded 5 - -] 5 -
Duty drawback = =30 = =i6 ~56 -19
Licence benefit  =3¢3 = «1.7 - - =
Total input L !

cost assisted = 73.2 85.8 . 83 100
Agsisted value . ‘

added 33.8 - 24,2 37 20
Unassisted VA 30 - 30 RS-+ - a7
ERP wnadfusted  12,7% | =19.3% 23% =33

'ERP adjusted w8, 6% | —30.6% 0% ~46%
Credit subsidey 1,17 1.17 - 1.4 1.4
Income tax rebate 1,8 - 18 2.0 B % 1
Investment o ‘ B *

. incentives =3.2 ¢ =32 . =3.8 ~3.8
Assisted VA4 ‘ ; ' | |
Returns . 33.57 23,97 3.6 - 18,7
ERS unadjusted 11.9% = =20.1% 22%  ~37.7%
ERS adjusted orhet ~B.3% & 35,2 0 ~1.I% = ~49,5%

some t An +able 3 7.3



317
hack L/C facility, investment incentives etc., But most other
activities 4o not benefit from thase inceritives and hence export
production in genmeral is belng very inadequately assisted
relatively to the average level of assistance being received by
1mpax):1; substitution activities,

2, Pne ex;:o:ﬁ units which have '3,:6 use higher cost domestically
produced inputs in their production without being compensated for
the additional cost are seriously disadventaged. The current
export promotion measures do mot 40 enough to minimize this
dlsadvantage. The government needs o consider introducing an
appropriate mechanism such as a tax exemption gééi‘tificate system
as proposed by TIP (1985) to compensate the export unit for
additional cost they incur uptd® o certddn level when they use
domaestic inputs, . ‘

3, When proper allowance s made for the distortion in the
axisting exchange rate, the typléal export activitlies can be
seen as being negatively asseisted which mesns thet the export
incentivesz ag can be generallg avalled of do imi; even compensate
the acdtivities for the dlscouragement they recei;re from the
exchange rate side. This suggésts that the exchange rate may

and in this case doag extert a greater influence than other
export promotion measures .: An exchange reform would seem +0 be

' in order _Af the export sector in the country is to be more
effectively assisted, . \ R

Notes

i. Acronymsi
NRS ¢ Nominal Rate of subside’
ERS Effgctive Rate of subsidy
VA 3

Value added
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2. Methods of Estimation:

NRS on output = Output assisted/unassisted output value
KRS on zﬁputs = Input assiated/unassisted input value
BERZ & NRS on output/anassisted VA to cutput ratic = NRS
on Input/unassisted VA ©o Inpur Ratio + “ssistance
to VAAA, ‘ |
3¢ Under situation 1 it is assumed that the manufacturers are able
+o dmpord all t;:aéed Inputs, while under situation 2, they can
import only a pert of such inputs. It is assumed that they are
not getting any offset for the protection deémé;stically produced
goods arxe refeiving.

Under shadowspriced situations as taken neither the XPB
nor the import license benefit mean arx;rih:!.ng ag the existing
difference between the officilal and XPB/WES rates of exchange
would wither avay. Also it is notable that no stipmlation iz done
in change in.nonﬁtradea input cost under adjusted exchange rate
situation.

From Table 7,3t

Effective rate of protection as combined effects of duty
drawback XPB and cash import licenae varies From 21.6% to zero
pemen;t depending on value added pergentages Here the ERS
ranges between 20.8% and =~1,1%, ’ |
Erom Table 7,2t )

Effactive rate of subsidy (ERS) received by readymade
garments 45 39,9% while 21t was 17.4% for speclalised textiles
© and 2B.4% for hosiery producsts, That ls ERS rpecclved by readye

made garments was the highests -
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7.3 EXEORT PROCESSING ZONE ¢ BANGLADESH

In early 1979 an many as 52 zones started operating
sucgessfully in 28 developing comntries. Befors 1966 there were
only two: Kandala in Indis and Maya Guaz in Perto Rido. From
19661970 the following zenes tock off: Kachsuing, Taiwas,
Bataon in the Phuipptnem La Romana in the Dominican Republie
the bord zone of Mexico, the calm gone in Panama, 23 2ones
booke;‘! out from 19711975 m the 11 countries of Asia and in
1576+1978, 21 zZones were set vp in 14 countries ocutside Asta..

There are six dtffex:anﬁ mtrzas in Asia having zones s.n
full operation; India, Sonjzh Korea, Malaysia, the Phiuppinem
Sei Lanke and Taiwan, Three more countries Bangladesh, Indonesia
and Pakistan joined the group late,

In Bangladesh private capital is scarce and technical
knowshow ig ;!_.:.;nited. A_Beeauju of this there is ample scope for
and indeed a necessity to sacourage meth from abroad. |
The governmant is consclious of the need to step up production
and therefore policies have been adopted to stimilate industrial
development by assisting 1oca1 and foreign Qntréprmm‘ a
plan for satﬂng up m:parﬁ; processing uones in the port cities
of Chitf:agong and Khulna am& an airbased gone adjacent to the
zia :tntematianal Ai:port: Dhaka ha# bean put mﬁo effact by the
chemmant. ,

The Chittagoeng Expom Pmeasmg Zone (CEPZ) has been
est:abliahad in the piaturaqque surrcundings of Patenga in the
pox:t eity of Chittagong w.tth chjectives to (a) foster and
qenez-ate economic deveiepmnﬁ of Bangladash hy encouraging and
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prémting forelign mwwﬁmai;zt in a zone and (b} diversity the .
sources af‘ foxeign mchangi} eagpinga by increasing export theough
the zone, ’ ‘ |

. The Chittagong Export Processing Zone, the first project
Became cperative in mid 1984, 3 industries hava been sanctioned
by the Bangladesh EPZ authority with total inevestment of US -
§ 26,17 million (TK 80,16 crores) till 1985-86, Of the total
plots fully developed with inSrastructural facilities 60 percent
have been alloted to the industries sanctionsd and 40% leased out.
'The annual axport of thes&f' sanctioned ixﬂuatrzés have been
projected to be worth US s 61.9 millfon (TK 190 crores). On
implemaritation these unﬁ;a will employ 6396 Bangzaaeahz. persomel
and generate economic bonaﬂ.t of US § 4.958 minzan (TR 15.17
arom) pex annum for the cmmt:y.

Sectoywise the umts include gamenes. Jute and spacialised
textiles; electronics, mginesring, chemicals, leather pzoducts
‘and service industries, 16 industrias have already gone .‘mi:e
cormercial pmductton with an investment of US § 16,4 million
(TR 50,2 crores) with zmuua: projected exports of US § 28.4
miilicn and employed @houe 3035 Bangladeshis. As 2 :eault the
countyy has baen qetting ac&nemia benafit Of US § 1.84 million
(TX 5,62 crores) per annum, Basid,a this another § units ware in
the process of implmentahim and expegted to go into operatican
by Decembar 1987, These 5 units involved investment of US § 1.45
million {TK 4.4 crores) with projected employment of 512 persens
and export of us $ 8,5.6 m:!.nion (TR 1?'3 crores). Thus a total
of US § 17,6 milldon (TK 54.6‘1 crores) was o be tnvested in the
CEPZ by Dccmber 1987,
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© Thess 21 units willi employ 4567 pérscns and will lead to
annual export worth US § 34 miliion (TK 104,3 crores) and generats
economic benefit of US § 3.959 million (TK 9.4)arores) annually
£rom January 1987, Out of tzhe 21 units which ware expected to go
into prcduet&gn by Decanbg:,wa?; 5 units were 100% foraign owned
8 units were jo&nt«-vmtum? projects involving Bangladeshi investe
ments and entr&pmm fw:n UsA, Japan, Hengkeng, Singapore. and
Pakzutan and 8 units wete iully ownad by Bangladeshis,

The wport aamings of tha CEPZ inereaaea from US & 164
thousand in 1983-84 to US s 16474 thousand in 1586~87 (Seae Table
7.5). An amount o US § 22j million export eaxnings has beeh
projected for exports in 198788

tra;f:::ﬁ 78

Yearwise Export Earnings ofz? Gh&t#adbng Expoxt Processing zone of
- Bangladesh
Year. Nos, of wnits operating Annual Export earnings
. ; (CO0 Us & )
198284 . 2 * 164
1964485 S - 4450
198586 8 7400

198687 12, o 16474

Source @ Bangladgsh Export Frocessing Zone Authority, Dhaka '

The progress of the CEFZ 1s slow. It has been estimated ‘
that about 6426 pecple wiu ge% employment: 1n the prajeci:s aftey
full swing operation of the pwject;s takn plam. b %4 guhlia \
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infrastructure investment is considezed then it may turn out Tl
the aignificant benefits fpx the ccunﬁry through emplment»
and ;Eafeign Qwhj-mgg eaznings are outwa:!.ggd! by the heavy publle
infrastructure investment, From 1986-87 government have taken
dewision to provide working cepital to 100% Bangladeshl owned
industries in 'EPZ at 9% 1ﬁ%ereat rats, This may further reduce
scedal benefit by shifﬁ..ng capitai £rom othey éaawable sectors
of the economys.

Similax are the fmamgs of Poter G« VWarr (198?) for the
_ Batsan EPZ in the Phili ppineag mta,n EPZ give signmmam
benefits to the cmmtry 'eh:augh\ enmploymeant angd forelgn exchange
sarnings, But this was outwelghed by heavy public infrastructure
investment necessiated by the cholce of location. Moreover,
although fi:ms oceupying tshe zorie were predominantly foraign over
90% of their ixavesment wat ﬂ.nanmé by G@vemmmt guaranteed
bcrmings at aontroneé a.ntamst rates from within the Philippines,
Whether the same will he tmm 1;1 case of Bangladesh m}.y time will
tell in futura, Because Bangla&uh’s EPZ ‘iz teoo infant for thmad«»
- bare analyais at presnnt. Howw«er w& oan conaider the step as a

positivm one,
i

7.7 "ZOIEVIIAL EXEORY LINES OF BANGLADESH®

‘ Venturing pmd&etiéhs about potential sxport lines is a
highly complex utﬂertaking. Only a few yoars ago nohody could
foresee that Bangzadaah wcum make such a big at:idq in readymade

garments and shti.mps mepem.

)

Trade and 1ndustria1 policy (wxp) reform ngxanme of t!m

i
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Government of Bangladesh suggests that there ig a wide range of
product lines with gresﬁects for significant export develcpumente
Readymade ggrments hold promise for further rapid growth throulh
upgrading of unit values of the cuota constralnt ltems, product
diversification, market expansion and improvement of domestic
valve added through backward integration, Bangladesh currently
facez cquotas from four countries on mainly two cotegories of
garments shirts and jackets in which past export growth has been
concentrated, However, the penctraticn of Bangladesh in large
export markets in texms of proportlions of tha overall imgcrts’
c#zsuuh preducts in these countries has heen quite small, Product
. diversification, horizontal market expansion and upgrading of
export unit valuea are three important ways on which future export
pogaibilities of readymade garments depend, Footwear is another
export commoaity with growth boﬁential. Bangladesh enjoys
comparative advantage in this industyry but 13 yet to make an
entry into the export market even though CECD countries imports
of footwear were valued at some $ 8 billicon in 1981. The decision -
in 1985«86 to permit the industry to use bonded warchouses €0
import finished leather is majer step toward fealising this
potential, Similarly provided a proper policy environment is
created electronic goods such as assenbled compohents, TV and
radioc sets eto., could alse hecome a majer export product line

as suggested by the TIP report (1985).

Even though Bangladesh has achleved a vepy impressive growth
in shrimp export possibilities for further multlfold expansion
have not bean exhausted.
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Capital and engineering goods ineluding seme electrical

. - items in production of which Bangladesh seems o have a

comparative ddvaﬁta_ge ::m;id be another significont export items,
These items include eletricaxh wzraw transformers, | slectric motors,;
diesel enginea. power pumpa for tube~well irrigation, PVC and

GeXs pipes telephone cahlea. electrie fans and metal products
such as atesl cutlery, ig

Bmglaaesh's mspects for making an exparﬁ breakthrough
in textile fabrics are real, but so far very iittle has ben realised,
A key remuirement for making the fabrie menufacturing industry
export~driented would bhe a; reorientation aff current policy environe
ment, Other pmccndi%:ions iaeeessary for realizing the industry's
export potential aush as imp:ov&nq ma ﬁ.nishing cuality of
textiles to zntematmnal standam acquiring market access through
aggressive sslesmanship, aasae&atien of some established fabric.
suppliers in the international markets, Only a small fraction of
the existing jute an;pet m;king aapéc:i@y -is ‘currently utilised
because at exizting prices "Bang.'t,adashi carpet face a very linited
demand in the world mazkat; Seope exists for considerable reduttion
in costs which combined with an improvement in export assistance
¢could lead to a mbstantlai mnsian of carpet exports,

- Hoslexy products are baing exported on a very linited scale
at present. Investment in xiw modern plante and modernization of
existing units could considerably expand thelr ewporting sapacity,
Bangladesh has comparative ‘advantage in the production of
processed food (tmit:n. vegetabzes. splces etc.) Current exports
on a very limited =cole aould ba subatant::!.a).ly expanacd through
greater marketing efforts |

i
I
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and its export rossibility also locks promising. Different TIP

studies identify the folleowing export potsntial product lines:

Table @ ?.6

Pptential Export product lines identified in TIP studies

Readymade garments weol and
acrylic sweaters and other
Rnitwear

Tip study Reference
DOC, TIP=»11PU_B,2
péC, TIP_EPSU_B.7

Specialised textiles and
textile fabric \

Footweay

Leather and Leather product

Electronic

Other Enginesring and Electrical

goods
Ceramlc tébleware
Shrimps

Processed f£rults, vegetable and
spice

Proceased f£ish

DOC_TIP_IIPU_Bu6

DOC,TIF_DPEPL Ee10

DOC_TIP_DPEPL.C.19
DOC,TIP MU_C.7

DOC,TIP_EPSU.G.7

DOC,TIP MU_A
DOC . TIP_PPIU_A.16

DOC,TIP_EPSU _D,.11

| DOC.TIP_DPEPL_G.6

DOC_TIP_DPEPL _C.17

DOC_TIF DPEFL,_C.16

Two important studles were <onducted by Export Fromotion
Bureau Bangladesh for explovation of markets for Bangladesh
experta. The study report titled, "Markets in Middle East and
Gulf states (1982)" mentioned that Bangladesh hag good
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progpects to expand her exports in the markets of Iran, Iragq,
Turkey, Jordan, Saudi Arabia, Syria, Behréin, Oman, Qatar, UAB
and Ruwalt, Tﬁe report mgnéianed that there is a possibility

of exgérting new items as well as of increasing export of existiﬁg
items, ‘

Similarly the report titled "Markets in EEC countries =~
shows that”Bangladesh possesses epough scope to expand her
exports to Belglum and Luxembourg, Denmark, Federal Republic
of Germany, France, Ireland, Italy, Netherlands and United
Kingdom by enhaneing exports of some existing éxport items and
exporting new items,

—~

7.0 SUMMARY AND CUNCLUSION

Bangladesh Trade policy is heavily blased in favour of
inmport substitutiond The difference hetween the REER aﬁﬁ RTWER
for imports which reflects the average rate of nominal

protection on assistance that lmport substituting activitles
(receive was 28,6% compared to a difference of only 8,3% for nonw

traditiénal exports in 1984-85, -

Little agsistance to backward integration, inadecuate
agsistance to sales in foreigavexchange under international
tendex, Instabllily in overall assistance level due to
fluctvations in the WES premium, ineffective implementation of
measwres and weak institutional support are the major loopholes

in existing export policy.

The main policy instruments used, the bonded warehouse
system, duty drawback and XPB on grosg exports are all blased
againgt backward integration. That iz because the exporter receive
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i

the full tzaxA offset un-bonégd warehouse imports on duty drawe
back only when he imports 3nd not when'he uses local 4dnputs
and bscause XFB on gross expo:t basis. pmi&eu no incentive i:ao
reduce the import content in such export products, Thus
effective mcouragemtﬁbamard integration of export industries .
to increase domestic value’ added and net fareign axchange
sarning is aluiost absent, 5;

Ariothier important issue resulting from current (1586-87)
policies is that. sale of losal products under international
tender to government pmmemmt fox variocus pzojects :hs also
not receiving encugh mcouragement. Such sales also eam {
foreign exchange and hence: ‘should not be ignored. XFB has two
' drawbéaksa Pirstly the benefit it confers is dependent on the
premium of the WES ’exehangé rate over the offws.a}. rate and
given ths current premium, tha lavel aﬁ the XPB entitlement needs
to be considerably larger :!.ﬂ it is & sex:ve as an instmment
for providing adequate assismqa. Secmdly. it is not fully
reliable instrument as: the’ pmmium that the WES sxchange rate
fnm:hu is not atable« Ms:ewar. the inten&eﬂ purpose of
the net XFB System may be fjouqd if exporters purchase locally
what has been imported by M:hexs -.*

A major loophole in the bonded wagehouse system is that
u is liable to gross mi.susa‘ The main difficnltus with the
duty drawback system are the lengthy pmcaautea for verifying
the legetimacy of claims and the é&n&h&btrati§a discretion it
gives to officials for sm‘:fils ve:ﬁficaﬂcpgi The drawback system
extended to doxizesifie suppliers of inputs to ’axpart units is also

[}
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Mhe:mfly defective si.ncé it encourages these sépplie:a to
import their own inputs t.o avail themselvea of drawback
privileges, Thus the arawback syatem can not serve as an’ 4.dea1
instrument to _encourage backward mtagratim. '

To overcome shcrtccmings of the existing export policy
TIP has proposed introducing a new instrument Tax Exemption
ce;ti.ficate {TEC) system e;'es effective alternative to XPB and
duty drawback, TEC is ‘simiilar'tb the eash ¢ompensation subsidy
used in India and the tax credit certificate in colombia and
other schemes auccessﬁully utilised by developing countxiess

The performance of Bangladesh EPZ is very pooyr and siow,
The s:!.gnifmant bmefits af the aountry through employment and
foreign exchange earnings muxd be either minimised or oute
wveighed by heavy publ:lc infrafstrucmre mvestmant.

Bangladesh has expart patentiala in ueaaymaae gamanta,
wool and acrylic weaters and other knitweara» ‘specialised
textiles, footwear and other laather proﬁamtsf eslectronics,
enginesring and eleci:rical goonds, cmude tablawax:m juhe and
wcolen eargsats. pmoasea ﬁish ané procezssea fruita,

The export policy July 1986~a”um 1987 dec!.ared by
Government of Bangladesh has gdvaeatad some new steps with
respact to modification lefi' éxisﬁing ones along with some new h
policy steps. Fhe qmmnent has been alert to ‘increase value
added of the export items whose import content is more by
bagkward integration, It seems from the preseription of export
pcil.tc‘sy 1986=87 that the st{eps that sre supposed to be taicm will
have some positive impuczats.onsq. But yet they will not be
sufﬂeunt to help the ea:port. sactor adequatehr.



