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A Brief on the Macroeconomic Scenario, Investment Policies and 

Regulatory Framework of Bangladesh.   

Executive Summary

Macroeconomic performance 

With the process of globalization an unavoidable fact of life worldwide, more and more countries are becoming active participants in international trade and commerce. In this regard, few countries have made its presence felt in the global arena with greater speed than Bangladesh. That is attributable to the robust economic performance exhibited by Bangladesh in the 1990’s. Even a cursory glance at a number of economic indicators reveals decisively that as an LDC, Bangladesh achieved remarkable advances in all three sectors of agriculture, industry and service. 

With increasing contributions from the industrial and service sectors, growth of GDP averaged around 5% in the 1990s, up from 3.8% in the 1980s. With an overall growth rate of 5.27% during the FY 1996-2001, agriculture became a major triumph for the country as the economy achieved self-sufficiency in food for the first time in its history. An enhanced level of output in export-oriented manufacturing industries accompanied by an improved level of services in catering, telecom, financial and public administration services led to an impressive scenario in industrial and service sectors, with the former posting a growth rate of 8.7% and the latter 5.2%. Exports grew at 14.4% in the 1990s, as opposed to 9.2% in the 1980s. This accelerated growth rate became possible with non-traditional items, such as RMG, winning wide market acceptance worldwide. 

A consistently low rate of inflation was one of the major contributors to macroeconomic stability, with expansionary policies and low food prices facilitating the process. Although the country is yet to attain an efficiently functioning financial market, with problems arising from market imperfections such as an oligopolistic structure, inadequate prudential regulations and supervision framework, weak and inefficient financial institutions, the banking sector showed some positive signs in the second half of the 1990s with classified loans coming down to 34% from 44%. The interest structure has been tailored to favour the export sector. 

Balance of payments was another area where the economy performed above expectations, as current account deficits remained reasonably low. This process was helped by enhanced export rates. However, with concurrent increases in import due to trade liberalization, current account balance could not be maintained at a surplus. In capital account, foreign direct investments picked up in FY 1998 due to high interest in the country’s energy sector, while portfolio investments peaked in FY 1995, subsequently plummeting due to a large volume of outflow after the capital market crisis. A positive transformation came about, as a formerly aid-dependent economy that characterized Bangladesh became trade dependent, with foreign aid and export earnings decreasing and increasing respectively in relative shares. Worthy of mention is also enhanced efficiency in external debt management, which, aided by a strong export performance and a steady flow of remittances, helped to reduce debt service liabilities. 

A favorable investment climate led to a higher investment-GDP ratio, with increased private investments both domestic and foreign as source of origin. The Board of Investment reports seven sectors as being the leading investment fields during the period 1996-2001: energy, textile, chemical, engineering, food processing, agriculture and ceramic. The US, the UK, Malaysia, Japan, Hong Kong and Singapore were the frontrunners in their volume of investments in the country.                    

National Policy Trends 

The impressive macroeconomic performance of the Bangladeshi economy was the result of an infrastructure that emphasized market-friendly policy trends and a facilitating regulatory framework. The economy made great advances in the 1990s in poverty alleviation as both the Human Development Index and the Human Poverty Index increased substantially. Percentage of people living below the poverty line posted major declines. The government has focused on poverty elimination with social development and good governance, targeting reduction of people living below the poverty line, of children not attending school, of maternal mortality rate, infant mortality rate, malnourished children and of proportion of women not having access to malnourished children. 

While the government recognizes the private sector as being the main economic engine of growth, it also aims to improve the situation of the public sector, which is plagued by sick industries. A privatization board aims to privatize the state owned enterprises through international tenders, which make these enterprises available to both domestic and foreign buyers. However a lack of strong political will and clear strategy has undermined the privatization process. 

In trade policy, the government attempted to strike a balance between trade liberalization and protection of the local industries. Tariff reductions helped facilitate low-cost accessibility of imported goods for exporters, while export incentives helped exporters compete internationally from a position of strength. Several major steps were observable in the exchange rate policies, such as liberalization of system, convertibility of currency and serious implementation of structural adjustment and reform package. In keeping with greater international economic involvement, Bangladesh joined several trading blocs: SAPTA, SAFTA, BIMSTEC, the Development Quadrangle etc. Bangladesh has been an active participant in the WTO.

Regulatory framework 

In creating a regulatory framework conducive to macroeconomic stability, Bangladesh encourages fair competition by rigorously conforming to international guidelines in its competition laws, by addressing the labour issues effectively with laws pertaining to wages and employment, trade unions and industrial disputes, by liberalizing capital control to some extent to facilitate foreign investment, by strictly enforcing laws aimed at environmental conservation and by protecting intellectual property rights. 

Infrastructure for development 

The government of Bangladesh realizes that sustained economic growth is firmly tied to a favorable infrastructure. In this regard, it has selected telecommunications, transport, energy, technology and human resource development as sectors for infrastructure development. In telecommunications, the government encourages private participation in setting up card systems and public call centers for improving teledensity while striving for the most sophisticated telecommunication services by accessing the international information superhighway and broadband internet services through radio link and satellites. A number of private operators have created a vibrant cellular phone industry. In transport, Bangladesh has made considerable headway through paved roads, ports, railways, domestic and international airports and water transport. The country generates, transmits and distributes electricity through the Power Development Board. The country has a huge reserve of natural gas. Manpower in the country is mostly unskilled, but recently, more and more educated workers are entering the job market. Labor cost is one of the lowest in the region. 

Investment policy audit 

With a market oriented economic policy accepted as being the most effective engine of growth, all political entities have made it their top priority to create an investment-friendly economic climate. Based on Foreign Investment (Promotion and Protection) Act, 1980, investment policies in Bangladesh have been engineered to attract foreign investment specifically in export-oriented industries, industries in export processing zones, high-tech products, diversified use of indigenous natural sources and local raw materials and labor intensive/technology oriented/capital intensive industries. 

The Board of Investment has been reengineered as a One Stop Service Centre, which has facilitated registration of foreign investment. Entry and exit policies have been designed so that foreign investors can come with any amount of capital, either as equity and debt, and then repatriate the full profit or dividend, and even the total investment at any stage of operation. Except for pharmaceutical industries, all restrictions on local content requirements have been relaxed, as in the case of technology transfer, except where oil companies are involved, in which respect the oil companies must provide for transfer of technology to Petrobangla. Laws for environmental protection such as anti-pollution measures, investment protection from expropriation and dispute settlement have been devised. Facilities such as tax holidays, tax exemptions, duty concessions, accelerated depreciations have been devised to promote both foreign and domestic investment. Several agencies have been formed to facilitate investment, such as the Board of Investment, Bangladesh Export Processing Zone Authority, and Infrastructure Development Company.     

Investment-related policymaking process  

Policymaking regarding investment issues recognizes the private sector as the catalyst for economic growth and intensively promotes foreign direct investment, maximizing which is the holy grail of the country’s industrial policy. Devising these policies are agencies like BOI, the Export Promotion Council, the Ministry of Finance, the Ministry of Industry, Ministry of Commerce and Bangladesh Bank, the three last mentioned being the most influential. It is a measure of the importance which the government attaches to foreign direct investment that the BOI has been put directly under the Prime Minister’s office. Economic diplomacy has been given the top priority in all international dealings. The order of priorities in the policymaking process is as follows: power generation, exploration and exploitation of oil, gas and other mineral resources, toll highways including bridges, expressways and tunnels, port infrastructure development, industrial parks and private export processing zones.

Thus a strong regulatory framework assisted by effective policymaking and a fast-improving infrastructure enabled the country to make the 1990s a decade of macroeconomic stability and robust economic development and growth.  

A REVIEW OF MACROECONOMIC SCENARIO, INVESTMENT POLICIES AND 

REGULATORY FRAMEWORK IN BANGLADESH
SECTION I. THE DECADE OF 1990S: A DECADE OF SUCCESS AND MACRO ECONOMIC STABILITY

Bangladesh is one of the major economic partners in South Asia. Although the country belongs to the group of least developed countries (LDCs), over the last decade she has shown some degree of success in addressing economic problems and alleviating the poverty situation. In fact, the decade of the 1990s could claim to have the distinction of being a turning point for the Bangladesh economy. During this time Bangladesh has demonstrated some encouraging signs by breaking from the stereo type of low level development spirals, and was able to achieve a certain measure of macro-economic stability. The trend rate of growth for the decade of the 1990s is estimated to be about 4.8 percent against 3.8 percent achieved during the preceding decade. As a matter of fact, the GDP growth rate consistently crossed the 5 percent mark for most of the years during the second half of the 1990s. At the same time the population growth rate came down to 1.5 percent implying. A combination of higher growth rate of real GDP and lower growth rate of population helped achieve higher per capita income for the country's population.  Poverty incidence has also declined.

Box1: Human development in Bangladesh

	
	Bangladesh
	LDC 
	Developing Country 

	Per capita GDP (PPP adjusted)
	1483
	1170
	3530

	Adult literacy rate
	51.3
	51.6
	72.9

	Life Expectancy at Birth 
	59.9
	51.7
	64.5

	Human Development  Index
	.470
	.442
	.647


Source: Human Development Report, 2001, Statistical Pocketbook, 2000.

Reduction of population growth – the demographic transition from a high-fertility to a low-fertility regime – has been one of the most outstanding development successes of Bangladesh in recent years. The total fertility rate (TFR) has registered an impressive decline from 6.3 percent in 1975 to 3.3 percent in 2000. The 2001 census showed population growth rate to be as low as of 1.47%.  In addition to decline in population growth, Bangladesh achieved considerable success in its social development.  Life expectancy at birth increased from less than 45 years during the post independence era to 61 years recently.  Similarly adult literacy rate has increase from 25.8% in 1974 to 51.3% in 1998.  Government claims that it has progressed close to 60% very recently.   Human development index increased from 0.329 in 1975 to 0.470 in 1999.  Though all the indicators of social and human development have been making progress since independence, progress in last decade is remarkable.  Infant mortality rate has declined from 116 per thousand in 1988 to 57 per thousand in 1998, access to sanitation increased from 4% in 1981 to 35% in 1995.  There has been considerable positive trend in the gender aspect of development.  Woman literacy rate has increased from 25.8% in 1991 to 42.5% in 1998, primary school enrolment ratio increased from 70% in 1991 to 94% in 1996, and female labor force in non-agricultural activity increased from 14.8% in 1991 to 38.7% in 2000. 

The consistent open market policy adopted by Bangladesh created a considerable size of middle class, which has substantial purchasing power. At present, the middle class of the country is about 8-10 million. One might also note that the purchasing power parity figures for GDP is more than three times as high for Bangladesh as GDP figures at the market exchange rates. 

The above is not to say that Bangladesh has overcome all her economic problems, but to register the positive changes and attainments demonstrated by the country in the 1990s. This is also to demonstrate the potential of Bangladesh economy for further growth and development through massive investment. Actually Poverty situation is still severe in Bangladesh.  To arrest the incidence of poverty within a reasonable range, Bangladesh has to enhance its growth rate through massive investment. The later obviates the need for encouraging both local and foreign investment.  

Bangladesh is a member of the SAARC created in 1985, which aims to accelerate the 

Process of economic, social and cultural exchange among its members. A preferential trading regime SAPTA was established in 1993. The first round of negotiations on concessions and preferences was held in 1995. In 1996, during the second round of negotiations, commerce ministers of SAARC members announced a commitment to establish a South Asian Free Trade Area by 2005. Economic integration among the SAARC countries following progressive liberalisation of the domestic policies and based on preferential treatment of member countries could create one of the largest economic blocs in terms of market size with a population size of about 1.3 billion. Bangladesh is one of the fastest liberalisers among the SAARC countries and its policy regime for FDI has been claimed to be the best in South Asia.  

Along all these successes and changes what appeared as important for investors is the macroeconomic stability in the decade of 1990s.  Except some slippage at the end of the decade overall macroeconomic situation reasonably good and the macro economy enjoyed a reasonable balance as per the standard of a developing country. The salient features of macroeconomic stability are as follows:

BOX 2: GDP GROWTH, SECTORAL GROWTH RATES AND SECTORAL SHARE

A. GROWTH*

	
	1991-96
	1996-01
	1991-01

	Agriculture
	1.73  (1.15)
	5.27 (5.07)
	3.50 (3.29)

	Industry
	7.95  (7.81)
	6.78  (6.42)
	7.36 (7.07)

	Service
	4.28  (4.20)
	5.07  (4.98)
	4.68 (4.54)

	GDP
	4.40  (4.29)
	5.55  (5.37)
	4.97 (4.80)


*Average annual growth is reported. The numbers in the parenthesis show trend growth rate.   

B.  SECTORAL SHARE 

	
	1980-81
	1985-86
	1990-91
	1995-96
	1999-00

	Agriculture
	31.68
	31.93
	30.37
	25.68
	25.51

	Industry
	20.95
	21.55
	21.74
	24.87
	25.29

	Service
	47.37
	46.52
	47.90
	49.45
	49.20

	GDP
	100.00
	100.00
	100.00
	100.00
	100.00


Sustained Growth of GDP

Bangladesh made a record that its economy experienced a highest average growth rate of around 5 per cent in 1990s in comparison to that of the 1980s (3.8 per cent). Many economists opine that that the growth prospect is still dependent on few variables, viz. crop production, RMG exports and migrant workers’ remittances. Still we observe some notion of sustainability in growth performance. First, average growth rate in second half of the last decade was higher than that in the first half. Despite the devastating floods of 1998, GDP growth was 4.9 per cent in 1998-99.  Despite the global slowdown and a setback in our export performance and other unfavourable environment, growth rate is estimated to be 4.8 per cent in the current fiscal year (FY 2001-02).  Growth performance is also associated with positive structural change.  Although share of service sector increased in the 1980s, share of industrial sector marked considerable increase during the last decade. 

Success in Agriculture

Though overall growth rate in agriculture was lower than GDP growth rate, there is couple of success in this sector. Within the agricultural sector fisheries showed a spectacular growth rate during the last decade. Growth of livestock and poultry was also remarkable.  After stagnation in mid 1990s, cropping sector also showed dynamism in the 2nd half of nineties. Well-planned agricultural sector management in terms of finance, seed and fertilizer distribution, supply of power and diesel, prevention of entitlement failure, price support facilitated a sustained growth of crop production for a consecutive period of five years. This has gradually led the country towards a situation where surplus production of food grains became an achievable target. Once Bangladesh had a deficit in foodgrain up to 20% of total demand; now Bangladesh is virtually self sufficient in food-grain production. Per capita availability of food-grain out of own production (after keeping a provision of 10% of production for seeds and wastage) has increased from 152kg in 1991 to 184 kg in 2001.  Attaining food self sufficiency is one of the major milestones of the economic success of the last decade, which facilitated tremendously in attaining macroeconomic stability. The average growth rate of crop and horticulture was –0.43 per cent per annum during FY 1991 to FY 1995, which increased to 6.13 per cent in FY 2000. The food grain production has been increased by 7.6 per cent in FY 2001. Agriculture sector’s overall growth rate was 5.27 per cent during the FY 1996-2001, where trend growth rate of agriculture was estimated at 3.29 per cent over the last decade.

Industrial Sector Performance

The manufacturing sector also has experienced higher growth during 1990s. Within the industrial sector, growth rate of manufacturing sector was quite low during the second half of 1990s that also lowered the overall industrial growth rate.  The situation, however improved very lately. The industrial sector growth rate was estimated at 8.7 per cent in FY01, compared with 6.2 per cent in FY00. The increased growth was mainly due to a surge of manufacturing output including export-oriented industries. The growth in the services sector was sustained at 5.2 per cent owing to impressive progress in key services such as catering, telecom, financial and public administration service.

Export Growth

The annual growth rate for the export sector was 14.4 percent in 1990s against 9.2 percent in the 1980s. Bangladesh has almost quadrupled its export during 1990s by crossing the US $6 billion. Today, it has been recognised as one of the low-income countries experiencing faster export growth. Export as a percentage of GDP has increased from around 5 per cent in mid 1980s to around 13 percent in the fiscal year 2000-01. Impressive growth of export of woven and knit RMG along with laudable growth in some non-traditional items contributed to such massive export growth.  As a result share of non-traditional items has increased significantly at the expense of the share of traditional export items (see annex table 4). However, because of the global recession and the impact of TDA (2000) inducted by USA, the largest export destination country of Bangladesh, export growth had a setback in the current fiscal year. 

Inflation

Bangladesh maintained a strong economic performance with record low level of inflation during the decade.. For the last 10 years, Bangladesh has been experiencing a stable inflation rate, which never crossed the double-digit benchmark. The average inflation rate (on the basis of 12-month average) during the 1990s was 5.62 per cent with the highest ever of 8.91 per cent in 1998-99, which is contributed mainly to a devastating flood. The inflation rate has been contained at 3.9 per cent at the end of FY 2001. In FY 2001, the inflation rate was also a low of 1.7 per cent on a point-to-point basis. Even on the moving average basis, inflation was never above 4 per cent in FY2001 and was contained below two per cent for half of the year. The successive governments had pursued a moderately expansionary policy to perk up investment, but at the same time, low food prices due to high agricultural growths helped keep the inflation at a low level. In fact, low inflation has emerged as the cornerstone of macro-economic stability of the Bangladesh economy in the recent times. 

Interest Rate

The financial market in Bangladesh is predominated by the banking sector. In the financial market, government still has considerable influence on the interest rate structure due to the dominance of NCBs in the market place. On the deposit side, due to the presence of several special government savings schemes with high rates of return, the interest rate structure is still distorted. 

Bangladesh experienced an interest rate deregulation under the structural adjustment reform in 1990s. The ultimate purpose of interest rate deregulation was to ensure a smooth and efficient functioning of financial market under competitive market forces. Under the reform measures, banks are now totally free to determine the structure of deposit and lending rates. Regarding the fixation of interest rates banks are divided into two distinct clubs; one PCB club and another NCB club. The relatively smaller banks of each club generally follow the relatively bigger ones in terms of price fixations [see Annex Table 5]. 

Although banks are free to fix the interest at their own, the central bank, the Bangladesh Bank fixes its own bank rate to guide the commercial bank lending. The current bank rate is 6 per cent. Sonali Bank, the largest nationalised commercial bank, charges 13 per cent for term-loans. Prime Bank, a leading second generation private sector bank, charges 16 per cent for term loans. For working capital, Sonali Bank charges 14.50 per cent interest while Prime charges 16 per cent. However, there are certain provisions to provide some concession to exporters.

The interest rate remained high in real terms during the last decade. Actually nominal interest rate in Bangladesh appeared as rigid downward, though inflation has come down in the previous decade resulting in a high real interest rate.  Average real interest rate on advances by the NCBs was more than 9 (nine) per cent. Theoretically, the high real interest rates following a period of interest rate deregulation may be expected in a market with oligopolistic structure and other imperfections like inadequate prudential regulations and supervision framework and weak and inefficient financial institutions.  Spread between lending and deposit rates was also very high, averaging 6.7 percent. Some economists argue that NPL problem of Bangladesh banking sector is responsible for high interest rate spread. But alternative estimations cannot fully explain the high interest rate spread in Bangladesh. Other reasons for high interest rate spread is market imperfection, heavy reliance on interest income as off-balance sheet activities are inadequate to generate Bank’s income, downward rigidity of lending rates because many of the banks are just reluctant to deviate from old convention.

The interest rate policy has a pro-export bias. The export sectors enjoyed a low interest rate throughout the decade of 1990s, the interest rate ceiling for the export sector was 10%. Recently, the interest rate for the export sector and agro-based industry has been reduced to around 7% aiming to retain the export market share by the Bangladeshi export industries which is under threat as result of global economic downturn. In agriculture, only the nationalised and government-owned specialised banks provide loans. The sector enjoyed preferential interest rate still 1999. 

The discipline in the banking sector restored during the second half of the 1990s, when the classified loan decreased from an ever-increasing trend. The classified loan has been reduced to 34% in 2000 from 44% in 1999. 

Balance of Payments 

During the 1990s the BOP situation has been improved relative to the 1980s. Except in one or two years, current account deficit was reasonably low. During this decade Bangladesh witnessed a strong growth in exports and remittance inflows. The export sector showed a promising growth because of a robust garments sector performance. In FY 1993, exports fetched $2383 million for the country, which increased, to $5762 million in FY 2000, showing a more than 200 per cent growth over the decade. The export volume was $6467 million in FY2001. Remittance, which was $944 million in 1992/93 rose to $1949 million in 1999/2000 but, fell to $1882.1 million in FY2000/01.

Current account deficit was very low during the early years of 1990s. Among the years in 1990s the deficit peaked in FY 1996 standing at $1291 million mainly due to a slacked export performance and a hike in imports. In FY 1993 the deficit of the current account was $253 million, which ultimately ended up at $394 million in FY 1999 and a surplus of $2 million the following year. The BOP situation in FY 2001 again deteriorated with a deficit of $817 million. 

The growth of import was also robust during the decade as a result of trade liberalisation and also due to the dependence of the export sector on imported raw materials and machinery. In FY1993, the total imports of the country stood at $4071 million, which shot up to $9363 million in FY 2001. The simultaneous growth of imports and exports could not help Bangladesh to achieve a sustainable surplus current account balance. The growth of backward linkage industry can help Bangladesh to attain a surplus in current account. 

In capital account, foreign direct invest showed a sudden surge in FY 1998 mainly due to interest of foreign investors in the country’s promising energy sector, mainly in gas. In 1996/97, FDI was $16 million only, which surged to $249 million in FY 1998. These amounts however only reflect the cash flow through banks and do not include imports of machinery.

Portfolio investments though showed a rising trend at the beginning of 1990s, it ultimately withered away. In FY 1995, portfolio investment was to the tune of $61 million, however, during the capital market crisis in FY 1966 a large volume of outflow of portfolio investments had been observed to the tune of $132 million. 

Decrease in Aid Dependence 

Bangladesh also achieved remarkable success in external resource management. During 1990s, flow of foreign aid as percentage of GDP came down by more than 100 percent, which indicate gradual reduction in the country's aid dependence. From a primarily aid dependent country Bangladesh has gradually evolved and graduated into a trade dependent country. This is evidenced form the relative share of foreign aid and export earnings; in the GDP in 1991 the relative share were 5.6% and 5.6%; in 2000 these have become 3.2% and 12%. Several factors contributed to aid dependence: growth of export exceeded growth of import, high growth of remittance, increased dependence on domestic borrowing in the face of enhance competition for foreign aid in the changed global scenerio etc. 

The foreign aid pledge in FY 1991 was $1370 million, while aid disbursement was $1732 million. In FY1994, aid pledge was $2409 million and disbursement was $1559 million. However, in FY2000, aid pledge slumped to $1480.9 million and disbursement stood at $1575.1 million, showing hardly any growth. During FY2000/01 (July-May) period, commitment rose to $1737 million but aid disbursement fell to $1054.6 million. The decelerated flow of aid was also due to global aid fatigue and government’s incapacity to utilise pipeline projects and slow reforms [Annex Table 9].

External Debt Management

Bangladesh’s external debt burden has also been eased during the 1990s. Debt service ratio in 1991 was 19.4%, in 2000 the ratio has come down to 10.7%. This also contributed to macroeconomic stability of the country. Robust export sector performance and steady flow of remittance have played a critical role in ensuring this good record in debt serving. As contracts under the PSCs will come to be serviced in the near future, debt service liabilities will start growing, a major challenge for the new government.

Investment Flow

During the last decade investment marked a considerable increase. Investment-GDP ratio has increased from around 17% in FY91 to more than 23% in FY2001.  Impressive trend in investment is basically due to increase in private investment both domestic and foreign.  During the same time span private investment to GDP ratio increased from some 10% to 16%.

The Board of Investment  (BOI), set up to facilitate both foreign and local investment, recorded registration of 80 foreign investment proposal in FY01, amounting to $1.27 billion. According to BOI estimates roughly 40 per cent of these project are under implementation. BOI also registered 1788 domestic projects worth $1.42 billion in FY01. BOI said 80 per cent of the projects have been implemented.

During 1996-2001 most of the foreign investment registered with the BOI were in energy sector. During these period $6.59 billion foreign investment projects and $1.19 billion domestic investment were registered. Textile sector was second in place with $2.39 billion domestic investment project and $478 million foreign investment projects were registered with BOI. Chemical sector secured the third place with $1.69 billion foreign and $428 million local investment projects registered. Engineering  sector secured the forth  place with $252 million foreign and $597 million local investment projects registered. Food processing sector secured the fifth place with $483 million foreign and $265 million local investment projects registered. Agro-base  sector secured the sixth  place with $111 million foreign and $462 million local investment projects registered. Ceramic industry was the seventh largest investment field with $451 million foreign and $30 million local investment projects registered.

Investments in Bangladesh were mostly in greenfield projects, however Bangladesh also saw some mergers and acquisition. Most of the large greenfield investments were in energy sector. Cement also witnessed big investment of $240 million by Lafarge. Telecom sector also witnessed some huge foreign investments. Grameen phone leading the group with $604 million FDI. Seba telecom also saw $176 million Malaysian investment. 

During 1995-2001, the USA tops the list of countries from where foreign investment projects were registered with BOI. It accounted for $4.41 billion projects registered with the board. The UK seconds the list with $ 1.23 billion registered and both Norway and Hong Kong third with $655 million registered. Other countries who appeared as important are Singapore ($472 million), Malaysia  ($392 million), Japan ($ 302 million), France ($253 million), India ($247 million) and South Korea ($214 million).  Very recently, Saudi Arabia also appeared as a major player in terms of registration of FDI with BOI ($533 million).

Box 3: Share of Foreign Investment registered with BOI by Countries


(FY 95 to December 2000)

	United States
	29.05%

	United Kingdom
	10.34%

	Malaysia
	9.92%

	Japan
	8.31%

	Hong Kong
	7.75%

	Singapore
	4.96%

	Other Countries
	29.67%

	Total
	100%


Source: Estimated from BOI data

Actual investment data is much lower than the registered figure.  This is because of the fact the implementation rate rates are in general very low
. However, according to BOI, implementation performance of projects of Malaysia, Japan and Norway are quite good. 

According to IBRD data, the net inflow of FDI increased during the second half of the decade, on the other hand, foreign portfolio investment declined since the capital market crisis in 1996 [see Annex Table 7].  However, data on FDI reported by any international publication may not reflect the true situation as Bangladesh as the method collecting FDI data is not comprehensive enough.  The World Bank Dhaka office recently addressed this issue and provided some comprehensive estimate of FDI.  According to the study these comprehensive figures should be more amenable to international standard. Data on FDI inflow and its decomposition is shown in appendix table 8.  Again it confirms that most of the since mid 1990s is directed to the natural gas sector. 

Both privatization and attracting foreign investment were at the heart of recent industrial policies.  However, it would be very difficult to draw any link between these two.  Although international tender was called for privatization of of many units, no foreign investor ultimately bought those units.  There are some evidence of subcontracting and technology transfer through FDI 

SECTION II. POLICY TRENDS IN THE 1990S

National Economic Development Strategy

The major policy objectives of Bangladesh government are to alleviate poverty and ensure sustainable economic growth. In the fifth five year plan poverty reduction was the main policy objective of the government. 

Bangladesh achieved impressive success in the broad areas of poverty alleviation. The Human Development Index (HDI), the major indicator of poverty alleviation has increased by more than 40 percent, rising from 0.309 in FY1992 to 0.470 in FY 1999, with an implied average increase of 9.3 percent per year. The incidence of Human Poverty Index (HPI) has declined from 61.3 percent in 1981-83 to 43.3 percent in 1998-99. The incidence of income poverty at the national level - as measured by the head-count index of poverty–declined from 52.3 percent in 1983-84 to 46.6 percent in 1995-96. According to the last Household Expenditure Survey of 1995-96, 47.1 per cent of the rural population lived below the poverty line. Another 24.6 per cent lived below extreme poverty line. This rate has slightly improved and in 1999, 43.3 per cent of the urban population lived below poverty line while 44.9 per cent of the rural population did so. Preliminary report of the recent Household expenditure survey also shows further decline in poverty, particularly in the rural areas. Percentage of people living hardcore poverty in the rural areas declined to 18.7 per cent in the year 2000. (See annex table 12). Various kinds of programmes both by government sponsored and NGO driven are taken to fight poverty. The donors have also pinpointed poverty as their main target in assistance.  

The government has also signed a partnership agreement on poverty reduction with the Asian Development Bank in 2000. Under this agreement, the government has focussed on pro-poor sustainable economic growth with social development and establishment of good governance. By the year 2005, it aims 25 per cent reduction in the proportion of people living below the poverty line, 50 per cent reduction in the proportion of children aged 6-10 not attending school, elimination of gender disparities in access to basic education, 35 per cent reduction in maternal mortality rate, 30 per cent reduction in infant mortality rate, 20 per cent reduction in the proportion of malnourished children under the age of 5, and 50 per cent reduction in the proportion of women not having access to reproductive health services.

In long-term (by 2010), the government also aims to achieve universal primary education, reduction of maternal mortality rate by 75 per cent and infant mortality rate by 65 per cent.

In spite of improvement of the Human Poverty Index (HPI) and Human Development Index (HDI) during the last decade, the pace of the progress can not be termed as satisfactory. Poverty is enemy of development since it is a drag on development and its eradication remains the single most important national target.

Rejuvenating the Ailing Public Sector

With the pursuing of market-oriented free-market policy, Bangladesh envisages the growth of national economy through private sector as the engine of growth. The government has decided not to make any further investment in manufacturing sector. At the same time many of the sectors like the telecommunication, power, railway etc have been opened to private participation. On the other hand, the government has been trying to sell off the loss incurring state-owned enterprises (SOEs) to lessen its financial burden. The total loss of PMEs stood at Tk. 4.8 billion in 1999/00, which was equivalent to 4.3 per cent of industrial GDP in the large-scale manufacturing sector during the corresponding year.
 The country is also burdened with the sick industries: of the 1960 private enterprises applying for registration with the Ministry of Industry in 1997, about two-thirds or 1265 enterprises were manufacturing units with 10 or more workers.
 A privatisation board had been set up to look after the privatisation process and later the board has been promoted to privatisation commission, giving it more authority. 

The most applied method of privatisation is to sell units through international tenders in which both local and foreign buyers can participate. Workers and employees can also buy the SOEs. The government has also offloaded its shares of different companies, mainly to foreign firms, through the stock market. The World Bank is also assisting the government in privatising the SOEs. ADB is assisting strengthen the capacity of the privatisation commission as part of his capital market development program. 

During 1993-1995 the Board had been able to privatise only 12 mills with a total value of Tk. 1.87 billion; during 1996-00, 8 more enterprises valued at Tk. 83 million have been privatised; sale process for 2 more units have been initiated; letter of intent has been issued for 8 other mills; shares of 6 multinational and national companies have been offloaded; in case of 4 public limited companies GOB has delivered its share to ICB. Over the recent past, GOB has handed over 9 textiles mills to the workers, employees and management of the concerned mills as a new form of privatisation. However, the pace of privatisation remains modest, indicated by the fact that losses suffered by the PMEs declined only at a rate of 4 per cent per annum between 1990/91 and 1999/00.

Lack of strong political will and the clear strategy to the deal with issues like the compensation package for retrenched workers, shortage of institutional capacity reflected in inadequately trained staff, organisational deficiency, lack of clear evaluation guidelines have affected privatisation process. Government has drawn up a list of 50 SOEs to be privatised in the next phase. The government also planned to separate the excess lands of this units and sell them independently.

Trade Policy

Thought trade liberalisation process started since mid 1980s, Bangladesh initiated vigorous trade liberalisation in early 1990s under the structural adjustment programme.  Trade liberalisation policy included reduction in tariff rates, simplification of tariff structure, minimising non-tariff barrier, simplification of trade laws etc. After joining the WTO in 1995 the liberalisation policy continued in trade sector. Earlier Bangladesh government had two-year import-export policies, however to get a long-term vision the policy is being now developed for five-year period. The trade policy always tries to strike a balance between imports and exports and remove all barriers on movement of goods and services to make them available at cheaper costs to the people. At the same time, the policy envisages to protect local industry, increase exports, and create an enabling environment for FDI. As a result of trade liberalisation, unweighted average tariff on import reduced from 47.4% in 1993 to 18.0% in FY 2002 and import weighted tariff declined from 23.6 per cent to 14.0 per cent
. As a result trade ratio has increased from some 22% at beginning of the last decade to around 33% at the end of the last decade. Effective rate protection declined from 42.1% in FY 1991 to 20.3% in FY1999.

Box 4: Average tariff on Import FY93-FY01

	 
	FY93
	FY94
	FY95
	FY96
	FY97
	FY98
	FY99
	FY00
	FY01
	FY02

(Jul-Mar)

	Unweigthed
	47.4
	36
	25.9
	22.3
	21.5
	20.7
	20.3
	19.5
	18.6
	18.0

	Weighted
	23.6
	24.1
	20.8
	17
	18
	16
	14.1
	13.8
	15.1
	14.0


Source: National Board of Revenue.

The export promotion incentives designed in the trade policy continue to play a crucial role as complementary to the liberalisation process. The incentives ensure that export-oriented industries are able to access imported-inputs at world-prices, exporters are subsidised which enable them to compete from position of strength in the global market, investments in export-oriented industries are encouraged, and that foreign direct investment in export-oriented industries in the EPZs are promoted. These incentives have played a crucial role in enabling Bangladesh to achieve a robust annual export growth rate of 12.5% over the last decade. 

The export incentives provided in Bangladesh till now could be broadly grouped into (a) assistance to gross value added or returns to primary factors, (b) assistance to inputs or intermediates and (c) assistance to output. The main objectives of these incentives are to: (a) ensure reduction of administrative bottlenecks, (b) enhance backward linkage and value addition, (c) diversify exports, (d) promote export-oriented investment, and (e) strengthen price competitiveness in global markets. The incentives have gone a long way to ensure a norm situation for the export-oriented activities in Bangladesh, and were able to substantially reduce the anti-export bias in the economy. 

To stimulate export-oriented activities, exporters have been provided with import facilities under back-to-back L/Cs, bonded warehouse facilities, assistance under cash compensation scheme and duty drawback; 100 per cent export-oriented units outside the EPZs are allowed to import capital machineries on a duty free basis. The approval of the Private Export Processing Zone Act 1996 by the cabinet enables private companies to set up special EPZs in selected areas. The government is also actively considering the option of allowing local private entrepreneurs to set up export-oriented industrial parks. However, due to implementation weakness and low capacity of institutions, incentives have often failed to reach their objectives.

As a result of liberalisation measures Bangladesh has reduced the number of banned items to 121 through its new import policy and has tried to do away with administrative bottlenecks through a synergy between the Industrial policy and Trade Policy. The policy also eased the process of raw material imports for export-oriented industries. The non-resident Bangladeshis and foreign investors have been allowed to 

import capital machinery and raw materials on the basis of CIF as part of equity share. 

The policy has made it compulsory for importers to have TIN and take insurance cover for opening L/C. It has also eased import procedures for export oriented industries. The import policy has also substantially reduced duty from as high as 42.5 per cent in 1997-98 to 37.5 per cent in 1999-2000.

To make the export policy contemporaneous with the plans, and to take the advantage of long term strategic option the government has recently has gone for five-year export policies. The policy, among other things, supports initiatives towards export diversification, setting up of backward linkage industries, training of human resource, quality control of products and development of export infrastructure

The export policy has simplified export credit guarantee scheme and allowed retention of up to 40 per cent export receipts. It has also allowed soft loan for exporters, simplified tax payment and duty draw back systems and allowed bonded warehouse facility for all 100 per cent export oriented industry. Vegetable exporters have been allowed to export by air at reduced fare for the garments industry VAT on import of samples and grey fabrics has been rationalised.  Agro processing and leather industries have been identified as thrust sectors.

Exchange Rate Policy

Although exchange rate regime was never fully liberalized, exchange rate policy in Bangladesh went through an evolution since its independence and eventually moved to a relatively liberalized system. Bangladesh adopted a moderately flexible exchange rate policy since mid 1979 when exchange rate was pegged with a basket of currency, British pound still being the intervention currency.  Since then, the government had a policy of steadily depreciating the Taka with a view to improving international competitiveness of export and encourages efficient import substitution.  In 1983, pound sterling was replaced by US dollar. Major changes in exchange rate policy came in 1990s when Bangladesh started to implement structural adjustment and other reform package seriously. In 1994, the government accepted the obligations embodied in IMF article VIII, making Taka convertible for current account transactions. The objective of this measure is to create confidence in Bangladesh’s currency, support the process of trade liberalization, and link the economy with international market. Exchange rate regime is further liberalized through permission to exporters to retain a part of their foreign exchange earnings, enhanced foreign exchange entitlements for business and travel, withdrawal of restrictions on non-resident’s portfolio investment, greater flexibility of authorized foreign exchange dealers with respect to fixing buying and selling rates and foreign exchange liquidity etc.  Since the liberalization of foreign exchange market, a managed but moderately flexible exchange rate policy has been pursued.  The Bangladesh Taka is now pegged to a weighted currency basket of Bangladesh’s main trading partner, with US dollar being the intervention currency. Exchange rate is adjusted periodically based on changes in Bangladesh Bank’s Real Effective Exchange Rate
 (REER) along with other relevant considerations like foreign exchange reserve, inter-bank market exchange rate, unofficial exchange, and overall macroeconomic situation etc. 

Over the last two decade while nominal exchange rate was devalued by almost two hundred percent, bilateral real exchange rate with U.S.A depreciated only by some 35 percent. Real effective exchange rate (REER) shows almost similar trend like bilateral RER until mid 1990s. Thus, competitiveness has improved over time. While RER is almost stable since mid 1990s, our currency started to show real appreciation since mid 1990s in terms of REER.  A recent study (Rahman and Basher, 2001) shows that although our currency was overvalued until late 1980s, exchange rate was broadly in equilibrium in the 1990s.  However, currency started to show slight overvaluation in the recent years.  

Bangladesh in the WTO and Regional Trade Blocs

Bangladesh is a member of SAPTA which was established in 1993. In 1996 commerce ministers of SAARC announced a commitment to establish a South Asian Free Trade Area (SAFTA) by 2005. Under SAPTA duties on 5500 items have been reduced by 5 to 100 per cent and non-tariff barriers on 180 items have been removed in addition to relaxation of rules of origin. 

The other trade blocs that the country has joined are BIMSTEC (Bangladesh, India, Myanmar, Sri Lanka, Thailand Economic Cooperation) and D-8 (involving Bangladesh, Pakistan, Egypt, Malaysia, Indonesia, Turkey, Nigeria and Iran).

Bangladesh is also looking for sub-regional opportunities by involving itself with the Development Quadrangle which includes Nepal, Bhutan, East and NorthEast India and Bangladesh.

Bangladesh is also a signatory to the WTO since its inception in 1995 and enjoys preferential treatment as a LDC. It is also playing an active role in upholding LDC views in various negotiations, especially in the WTO where Bangladesh has been traditionally the spokesman of the LDCs. 

Section III. Regulatory Framework Creating Enabling Environment

Competition Law

Although there is no competition law in place in Bangladesh policy measures do endeavour to create an environment for fair competition. The trade policy, investment framework, regulations governing service providers and product distributors, procurement practices encourage fair competition. All government sector procurements are done through competitive bidding process and the World bank-ADB procurement guideline is being followed. Companies are also protected from product infringement through patent and trademark laws that help fair competition.

Bangladesh has provisions for assigning anti-dumping or counter veiling duties to encourage competition. In the absence of an antitrust law some state owned enterprises like the BTTB enjoy certain monopoly market. In some cases, conflicts of interest are created when public enterprises are simultaneously partners, competitors and regulators vis-à-vis private ones. Although Bangladesh liberalised his tariff regime to fight smuggling, illegal imports of goods also threaten fair competition in Bangladesh. 

Labour Issues

Bangladesh follows certain labour laws and labour standards. These relate to wages and employment, trade union and industrial disputes working environment and labour administration. The country has its own Workmen Compensation Act, Payment and Wages Act, Industrial Relations Ordinance, Factories Act, Shops and Establishment Act and Employment and Labour act.

Contract or agreement is usually made between the management and the Collective Bargaining Agent (CBA) on settlement of industrial disputes as per provisions of the Industrial Relation Ordinance, 1969. In case a bipartite negotiation fails, conciliation machinery of the government is requested by the aggrieved party to intervene and the conciliation process is undertaken. If it succeeds, agreement is signed between the parties, and the conciliator becomes a witness. In case of failure the party raising the dispute may go for strike or lockout as the case may be. The government may however prohibit the same after one month in the interest of the public. In the essential services like electricity, gas, water supply, hospital etc, strike is prohibited. 

In the public sector, the government on the recommendation of the National Wage Commission established from time to time determines wages and fringe benefits of the workers. The public sector employees are however covered by the pay commission declared by the government from time to time. In the private sector, wages and fringe benefits are determined through collective bargaining process. Sometimes, private industries follow the public sector wages and salary structure for their workers and employees. 

Leave and holiday of the workers and employees are regulated by the Factories Act and the Shops and Establishment Act. Workmen’s Compensation Act, Maternity Benefit Act, Employment of Labour Act etc. deal with provident fund and gratuity. The Industrial Relations Ordinance deals with trade union in Bangladesh. In any industrial and commercial establishment, a trade union may be formed with 30 per cent of the total number of workers and employees. Only the CBA is authorised to raise industrial disputes and negotiate with the management. 

Workers in the public and private sector remain at their job for eight hours daily including half an hour for meal and rest with Friday as a holiday. Work in excess of this is paid as overtime. The rate of overtime is two hours pay for every one-hour’s job on the basis of the worker’s basic pay. (See Box 11).

Despite the existence all these law, they are not always obeyed, particularly by the small and medium scale industries.  Incidence of child labor is also there in few industries.  There is some evidence of discrimination in wage rate against female workers.   

Capital Control

As a part of overall reform programme in Bangladesh, Taka has been declared convertible on current account since October 20, 1993 and accordingly on April 11, 1994 Bangladesh has been awarded with Article VIII status of IMF Articles of Agreement. Although current account convertibility has nothing to do with capital flow, the current account convertibility played very significant role in trade facilitation. 

In general the capital account in Bangladesh inconvertible, however, under some special provision a number of capital account transactions have also been permitted. The liberalisation related to BOP aimed at inducing higher investment, promote export and improver BOP situation and increase confidence in the strength of local currency. 

The exchange control regime has been reformed to accommodate foreign direct investment with out opening up capital account totally [see Annex Box 8]. There is no ceiling on FDI in Bangladesh. Inward FDI in the industrial sector require no permission. Foreign owned or joint venture companies can obtain foreign currency loan from abroad or working capital from local banks without any restrictions. 

Non-resident Bangladeshis may buy Bangladeshi securities through stock exchanges against payment in freely convertible currency remitted through banking channels. Proceeds from sales including capital gains and dividends earned on securities may be freely remitted. However, these transactions are not allowed on money market instruments. The residents cannot purchase securities from foreign stock exchange and non-residents cannot issue securities in Bangladesh. Sale and issue of securities in abroad by the residents are also subject to the prior approval of Securities and Exchange Commission. 

Some relaxation of capital controls since 1994 have allowed private firms to borrow form abroad. Authorised dealers may obtain short-term loans and overdrafts from overseas branches and correspondents for a period not exceeding seven days at a time. However, lending by the financial institutions of Bangladesh to the non-residents needs prior BB approval. Purchases of real estate by a non-resident with funds from abroad and the transfer of movable personal assets by residents to abroad are allowed. 

Environmental Issues

Bangladesh has specific laws to conserve environment while setting up industries. Industrial units have to fill up a prescribed form while they apply for incorporation.  Any industrial unit has to get permission from the Department of Environment of the Ministry of Environment and Forest.  Permission is subject to case by case studies.  Though there is no explicit declaration about maximum emission levels of pollutant, the approval of the industrial units is guided by the Environmental Regulation Act, 1995 of the country.  

Intellectual Property Rights

Bangladesh virtually did not have any policy regarding modern intellectual property rights.  However, Bangladesh has enacted modern Intellectual Property Rights Act in 1999 which makes the compliant with the global rules in this regards.  There is a huge scope of improvement in that Act to accommodate new and new products and services.

SECTION IV. INFRASTRUCTURE FOR DEVELOPMENT

As the development of infrastructure is one of the pre-requisites of investment Bangladesh attempted to develop infrastructure to attract both domestic and foreign investment. However, the infrastructure development is one of the core areas where huge investment flows are required. 

Telecommunication

In the major cities comprehensive telecommunication services such as fully automatic telex, fax, e-mail, internet, telephone including international direct dialling are available with the rest of the world. 

However, the countrywide picture demands huge improvement. Struggling with world’s one of the lowest tele-density
 ratings, Bangladesh ranked 38th among the 40 countries of Asia Pacific region in 1999. In the backdrop of 8.5% Asia-Pacific teledensity and 2.8% in South Asia, Bangladesh has a long way to go to bridge her “Missing Link”. Current teledensity in Bangladesh is approximately 0.5%. This sector specially requires huge investment to achieve the fifth five-year plan target of 4% teledensity by year 2002. 

There are 125 telephone exchanges with nation wide dialling facilities in Bangladesh. International calls are routed through two trunk exchanges located in Dhaka. Four satellite earth stations provide the international communication link. International direct dialling is offered to subscribers in capital Dhaka, port city Chittagong and some other districts.

To create a level playing field in the sector separation of regulatory activities of Bangladesh telegraph and Telephone Board was a necessity. This has been done accordingly through the enactment of Telecommunication Regulatory Commission Act, 2001. The Telegraph Act of 1885, in tandem with The Wireless Act of 1933, was traditionally the only governing tool until the National Telecommunications Policy (NTP 98) was enacted. To let the sector grow within a sound regulatory and institutional framework, the government announced a new national telecom policy in 1998. It made little difference to the transparency of decisions, as the MOPT relies on BTTB for performing the regulatory tasks. 

The government is encouraging private participation to set up card phone systems and public call centres to take telecommunication to the grassroots. It is also working on a high-speed data transmission system to facilitate international communication. 

Exponential growth of mobile may appear as a promising alternative of boosting the country’s ailing teledensity. The industry is, however, far away from that target. Development of the mobile sector in Bangladesh is already rapid and driven by the private sector.  A number of private operators are licensed to provide service and expansion has been funded through private sector equity and debt.  With its opening up to private investment, five cellular telecom companies have entered the sector mainly in partnership with major international telecom. GrameenPhone, the leading cell phone company, has over 350,000 subscribers and become South Asia’s largest cell phone company. Bangladesh’s ability to foster such development in this sector sets a good example for other segments in this industry.  Mobile users with universal access grew only by 15% while the subscribers without such privilege recorded 359% growth in 2000. The latter would be growing exponentially in 2001. 

Bangladesh has recently floated tenders for setting up submarine cable and expects to be connected to international information superhighway by next year. In the meantime, internet service providers are providing broadband internet services through radio link and satellites.

Transport

The road transport network has been improved in Bangladesh during the last decade, even the remotest areas today are connected by road networks. Bangladesh has about 18,738 km of paved roads. Ports and important business centres are well connected by roads and highways. Bangladesh Railways has a network of about 4,400 km connecting all the administrative and business points of the country. Railways container service form Chittagong Port to Dhaka is available. The railway system is being upgraded through management contracts with private operators. The ultimate goal is to privatise the railway fully. The 11 domestic airports are connected with both public and private fleets. There are international airports in the country, both the domestic and selected international air routes have been opened to private operators. 

Bangladesh has perhaps the best water transport system in the region, which accounts for two thirds of cargo transport within the country. Hundreds of rivers have criss-crossed the land, connecting all parts of the country. The major rivers run to the Bay of Bengal in the south where the Chittagong port plays the pivotal role in the country’s international trade. The port has two container terminals and handles most international cargo. The second sea port – Mongla Port – is being upgraded. A private container terminal has been planned with foreign investment in Chittagong and Dhaka to expand capacity.

Energy

Generation, transmission and distribution of electricity in Bangladesh are the responsibility of a statutory body namely, the Power Development Board (PDB). In Bangladesh, electric power is generated in hydro, steam, gas turbine and diesel power plants, All the generating stations are interconnected through a national grid. The Dhaka Electric Supply Authority (DESA) started operation to maintain uninterrupted supply of electricity. The tariff for electricity consumption varies from Tk. 2.45 to Tk 4. The industrial consumption rate of electricity varies from Tk. 2.45 to Tk 5.0 (US$ 0.054 to US$0.20) per 1 KWH. 

Energy consumption per capita is low in Bangladesh even by regional standards less than a third of Indian consumption; transmission losses are the highest in the region at 30 per cent. The country’s installed capacity is around 3200 MW against the demand of 2800 MW. However, the available power is only about 2700 MW. Bangladesh has welcomed private investment in private sector. Three barge-mounted power plants in the private sector are now being set up – one of them has already started generating power.

Bangladesh has a huge reserve of natural gas. The proven reserve is around 11 tcf and estimated reserve is even higher. A number of foreign firms including Unocal, Shell and Cairn Energy are active in exploring and developing gas field. Natural gas supply is available in major industrial areas of Dhaka and Chittagong Divisions. Gas tariff for industrial consumption is Tk. 3.64 (US$ 0.08) per cubic meter including supplementary duty and VAT. 

  

Technology and Skill levels

Bangladesh has low technology base and its industries are mainly focusing on labour-intensive manufacturing rather than hi-tech units. As a result, industries are mostly concentrated in primary product manufacturing. 

Bangladesh offers a substantial manpower reserve – mostly unskilled, but also some semiskilled, skilled and educated workers. There is a good supply of relatively low cost labour in the country as reflected by its huge unskilled labour reserve. Some of these unskilled workers have a working knowledge of English and posses the basic skills required by industries.

There has been a recent trend of flow of skilled manpower in the job market and more and more industries are going for hi-tech installations to compete in the global market. However, the pharmaceutical industry, which came up during last decade, has been developed with high –tech set up and currently has access to both domestic and foreign market. The textile sector is the most advanced one in this regard and latest composite units are being set up to feed the country’s readymade garments sector. The service sector, specially the financial sector, is also getting upgraded and attracting more skilled human resource. The recent ICT boom as a result of announcement of the ICT as a thrust sector has also led to automation in industries and companies and basic IT knowledge is now almost a common virtue among the desk-bound workers.

SECTION V. INVESTMENT POLICY AUDIT  

Investment Policy for Foreign Investment

Since the beginning of the 1990s, Bangladesh has adopted a number of policies to facilitate the expansion of the private sector and increase the inflow of foreign investment. It was already mentioned that the private sector is recognised as the engine of economic growth. Although the transition process from an agrarian to an industrial economy has only started, there is a consensus among the political parties on promoting a market oriented economic policy. Foreign companies are welcome, in fact, a recent assessment showed that the country offers perhaps the most liberal FDI regime in South Asia with no prior approval requirements or limits on equity participation or restrictions on acquisition, repatriation of profits and income.

Bangladesh offers important investment opportunities for foreign companies. These opportunities are reflected in the inflows of FDI, which increased from virtually zero in the 1980s to over $300 million in the late 1990s. The international investors may consider investing in Bangladesh to access a growing market, low-cost production facilities, or an abundance of natural resources. 

Bangladesh also offers a base for labour intensive manufacturing. Low-cost is the factor most often cited by the private as well the public sector in Bangladesh when asked to name the most attractive feature of the country. For example, in 1998, the average hourly labour cost in apparel manufacturing was a mere $0.43 which is competitive even by regional standard. 

In the 1999 Industrial Policy, the private sector has been recognised as the one playing predominant role. Except reserved sectors, private sector investment has been kept open without any ceiling. Private investment both local and foreign or joint venture between local and foreign or with public sectors is allowed.

Private investment from overseas sources is welcome in all areas of the economy with the exception of only five industrial sectors (reserved for public sector). Such investments can be made either independently or through joint venture on mutually beneficial terms and conditions. In other words, 100% foreign direct investment as well as joint venture both with local private sponsor or with public sector is allowed, Foreign investment, however, is specially desired in the following categories of industries.

· Export-oriented industries; 

· Industries in the export processing zones; 

· High technology products that will be either import substitute of export oriented; 

· Undertakings in which more diversified use of indigenous natural resources is possible; 

· Basic industries based mainly on local raw materials; 

· Investment towards improvement of quality and marketing of goods manufactured and /or increase of production capacities of existing industries; and 

· Labour intensive/ technology oriented/ capital intensive industries 

Policy framework for foreign investment in Bangladesh is based on Foreign Investment (Promotion and Protection) Act, 1980 which provides for non-discriminatory treatment between foreign and local investment, protection of foreign investment from expropriation by the state and ensured repatriation of proceeds from sale of shares and profit. 

Fully foreign-owned firms or joint ventures are in no way obliged to sell their shares through public issues, irrespective of the amount of the paid-up capital. However, foreign investors or companies with foreign investments are eligible to buy shares through the stock exchanges and their participation is guided by appropriate rules. Foreign investors or companies may obtain full working capital loans from local banks. The terms of such loans are determined on the basis of bank-client relationship.

Registration of Foreign Investment

The registration of FDI is made through the Board of Investment. This registration facilitates not only to acquire legal status but also to access the support and incentives provided to the FDI.

For registration of projects, entrepreneurs are required to apply in prescribed forms available at the One Stop Service Centre of the BOI. As a matter of fact, unless an investor is setting up units in the export-processing zones or industrial estates, the BOI is the investor’s point of contact. 

Registrations of industrial projects, as well as royalty, technical know-how and technical assistance agreements are done with BOI. Permission from BOI is required for payment beyond prescribed limits of royalty, technical assistance fees, and fees to foreign nationals.

An entrepreneur, either local or foreign can set up and industry in collaboration with public sector corporation. Such a joint venture is required to be registered with BOI if the private sector’s share holding is more than 50 per cent. In such a case, it is treated as a private sector project. For any public sector, which makes contribution out of its own fund, it needs approval of the concerned ministry. If the share holding of the corporation is 50 per cent or above, it is treated as a public sector project. The concerned ministry for approval of the planning commission processes the public sector project.

Private investors arranging foreign loans, suppliers’ credit, deferred payments, PAYE scheme etc, are required to obtain their approval from BOI. Investors need to approach BOI in prescribed application form for the purpose.

There have been several attempts to streamline the project registration process in Bangladesh. The first law regarding FDI was Foreign Private (Promotion and Protection) Act passed in 1980. To make the registration simplified and provide more facilities to investors, Board of Investment (BOI) was created under the Investment Board Act, 1989 under which projects are registered at one place and receive one-stop service

The One-Stop Service provides free investment counselling, utility service connections, solution of problems in case of any difficulty arising in clearing imported machinery under concessional rate of import duty and obtaining bonded warehouse licence. It also helps getting environmental clearance for projects.

Any manufacturing company employing ten or more workers (with or without use power) is required to be registered under the Factories Act, 1965 (Act IV of 1965) with the office of the Chief Inspector of Factories and Establishment. The Act is primarily to regulate working conditions and to ensure safety measure in the factory.

 A certificate in respect of proper arrangement for anti-pollution and safety measures will be required from the Development of Environment before setting up an industry.

Entry Policy

Bangladesh offers a most easy entry and exit for foreign investors who can come with any amount of capital, either as equity or debt, and then repatriate the full profit or dividend, and even the total investment at any stage of operation.

All FDI has to be registered with the Board of investment (BOI) if the investment is outside the specialised export processing zone or investment parks of Bangladesh Small and Cottage Industries Corporation (BSCIC). A manufacturing firm employing ten or more workers must also register with the Chief Inspector of Factories and Establishments. Pre-registration clearance is required for investment in ready-made garments, banks, insurance companies and other financial institutions.

Industrial projects need to take clearance from the Environment Department after conducting proper environment assessment. Projects with low level of polluting potentials take 15 days to get clearance from the department while those with high potential take about 30 days approximately.

Business may be carried out in Bangladesh by a company incorporated locally or by a company incorporated abroad but registered in Bangladesh. The incorporation or registration is done by the Registrar of Joint Stock Companies and Firms under the provisions of the Companies Act, 1994, which provides company directors with the authority to manager their company [see Annex Box 2].

There are three kinds of companies a) companies limited by shares, b) companies limited by guarantees, and c) unlimited companies.

There are two broad categories of companies limited by shares – the public and the private. A private limited company is restricted in its rights to transfer its shares and also limited in the number of its members from a minimum of 2 to a maximum of 50, excluding persons employed in the company. A private company may not invite the public to subscribe to the shares of debentures of the company.

On the other hand, a public limited company shares and debentures to the public through a prospectus which complies with the requirements of the Companies Act, 1994, and the Securities and Exchange Commission Act, 1993. The minimum number of members for a public limited company is seven. A company can be formed as a public limited company to begin with or can be converted from a private into a public company. Publicly traded companies pay a lower rate of corporate tax – 35 per cent rather than 40 per cent.

Forms for incorporation and registration are available with the office of the Registrar of Joint Stock Companies and Firms. Nominal fees are charged for registering the Article of Memorandum of a proposed company.

Investors requiring industrial plots to set up factories in areas outside of the export processing zones and BSCIC parks may approach the BOI for assistance. For this, they need to be registered and to have an industrial layout plan to justify actual requirements. After receiving complete applications, the BOI will provide assistance in acquiring industrial plots.

Most industrial areas or estates in Bangladesh are owned or controlled by the city development authorities. There are also a few industrial estates owned and controlled by other government agencies like the Public Works Department or the Housing and Settlement Directorate. Forms can also rent custom-made premises in the export processing zones.

Investors need to have the designs o their buildings approved by the city development authorities. They also need to get clearance from the Department of Environment. For utility services, investors may apply directly to the authorities concerned or approach the BOI for assistance.

Any foreign or local investor who wants to employ foreign nationals must apply in advance to the BOI on prescribed forms. Employment of foreigners is allowed only when local experts or technicians are not available to do the job. Moreover, an industrial unit is required to limit the number of foreign employees to a maximum of 15 per cent of its total workforce including its senior management.

There is also no barrier to the acquisition of local enterprises by foreign investors. Foreign investors may also buy enterprises earmarked for privatisation. As for access to sectors and industries, foreign investment is encouraged in all industrial activities excluding the four reserved industries and readymade garments, banks, insurance companies and other financial institutions. Such investment may be undertaken either independently or through joint ventures with the local private or public sector.

Exit Policy 

An investor can wind up an investment either through a decision of the annual general meeting or an extraordinary general meeting. The company must inform the public through the government gazette or a newspaper within ten days of taking such a decision.

The directors of the company must agree to pay off any liabilities of the enterprise within three years of the winding up and this agreement must be backed by an auditor’s report. The company can appoint liquidators to pay off its liabilities. After completing the task, the liquidator must prepare a report on the liquidation process and explain how liabilities have been paid off. This report should be submitted to the Registrar of Joint Stock Companies.

On the other hand, a company can opt for a court intervention to wind up its operations, in the absence of the annual general meeting or the extraordinary general meeting. The court can also wind up a company if it fails to pay off its liabilities. Foreign investors have the right to sell their concerns to local entrepreneurs. Once a foreign investor completes the formalities to exit the country, (s)he can repatriate Th sales proceeds, or the balance after securing proper authorisation from the Bangladesh Bank. Fully documented applications are disposed of promptly. No approval by the Bank is required for the repatriation of portfolio investment.

Sector-wise Restriction on Investment

In the Industrial Policy, 1991 (revised in 1992) industries earmarked for only public sector investment are included in the reserved sector. These are.

a) Arms, ammunitions and other defence equipments and machinery;

b) Production of nuclear energy;

c) Forest plantation and mechanised extraction within the bounds of reserved forest;

d) Security printing (currency notes) and minting; and

e) Railways 

All sectors excepting the aforementioned reserved industries are open for private sector investment.

Local Content Requirement

There is no general local-content requirement for foreign investment in Bangladesh. Industries are free to use raw materials procured locally or from outside the country at competitive prices. However, in the case of the pharmaceutical industry, raw materials of some drugs have to be locally procured. The government also encourages the use of local raw materials in garments and some other non-traditional exports by providing either cash compensation or duty-drawback facilities applicable to export items.

In this context, it should be noted that, as a least developed country, Bangladesh offers the benefits of Generalised System of Preference to importers in developed countries when the share of raw materials is 60 per cent or more.

Technology Transfer

There are no general technology transfer requirements, which are binding on all FDI. There are some sector specific technology transfer requirements. For example, contracts signed with foreign oil companies stipulate the transfer of technology to the national oil company, Petrobangla.

Environment Related Requirement

Investors need to conform to certain environmental safety standards to get clearance certificates from the Environment Department. These include appropriate water-treatment plants, air-pollution- controlling devices, noise pollution and safety measures etc. The Department of Environment has classified industrial activities into three categories: green, yellow and red, with the environmental safety standards becoming stricter in ascending order.

Investment Protection 

The Foreign Private Investment (Promotion and Protection) Act of 1980 guarantees protection against expropriation of foreign investment. If a foreign investor becomes subject to a legal measure that has the effect of expropriation, adequate compensation will be paid and it will be freely repatriable. The amount of compensation will be determined by apprising the market value of the investment immediately before the measure went into effect. However, there has been no instance of expropriation of foreign property since the act was passed in 1980. Risks of expropriation are almost nil as the country avowedly follows the principle of free-market economy. Bangladesh is also a signatory in good standing of the Multilateral Investment Guarantee Agency, which insures investors against political risk. OPIC"s (Overseas Private Investment Corporation, USA) insurance and finance programs are operable in Bangladesh. Bangladesh is also a member of World Intellectual Property Organisation (WIPO) and World Association of Investment Promotion Agencies (WAIPA) which will create safeguard for foreign investment in Bangladesh.

Bangladesh also provides risk coverage to exporters who can take out several types of hedging under the export credit guaranty scheme. These also include the export payment risk policy and the whole turn over pre-shipment finance guaranty.

Dispute Settlement Mechanism

Bangladesh follows standard dispute settlement procedures arising in course of business transactions and investment. Investors can take shelter of courts in case of disputes either with the government or any private party. If they feel that their rights have been violated, they can file writs with the High Courts.

For labour disputes, investors can approach the Labour Court for remedy. In Bangladesh, 47 labour laws are now in operation relating to wages and employment, trade union and industrial disputes, working environment and labour administration and related matters.

For settlement of industrial disputes, contracts or agreements are usually made between the management and the collective bargaining agent as per provisions of the Industrial Relations Ordinance, 1969. In case a bipartisan negotiation fails, conciliation machinery of the government is requested by the aggrieved party to intervene and the conciliation process is undertaken. If it succeeds, an agreement is signed between the parties, and the conciliator becomes a witness. If it fails, the party raising the dispute may go for strike or lockout as the case may be. The government may however prohibit such actions after one month in the interest of the public. In essential services like utilities and hospital, strike is prohibited.

For other types of disputes, for example tax disputes, the investors can appeal before the National Board of Revenue. It is also a common practice to appeal to the ministries concerned to resolve various disputes in trade and industry.

Bangladesh has also signed the World Bank’s Convention on the Settlement of Investment Disputes between States and Nationals of Other States, which provides for the international arbitration of disputes between foreign investors.

Arbitration facility of the International Center for the Settlement of Investment Dispute (ICSID) is also available in Bangladesh. 

Fiscal Regime for Foreign Investment

Tax holiday: Tax holiday facilities are available for 5 to 7 years depending on location of the industrial enterprise. For Dhaka and Chittagong divisions the tax holiday period is 5 years and for Khulna, Sylhet, Barisal and Rajshahi Divisions and 3 Chittagong hill tract districts 7 years. Tax holiday facilities are provided in accordance with the existing laws. The period of tax holiday is calculated from the month of commencement of commercial production. National Board of Revenue issues tax holiday certificate for the total period within 90 days of submission of application.

Accelerated depreciation: The GOB provides accelerated depreciation allowance to the industrial undertakings, which do not enjoy tax holiday facility. Such allowance is available at the rate of 100 per cent of the cost of the machinery or plant if the industrial undertaking is set up in the areas falling within the cities of Dhaka, Narayangong, Chittagong and Khulna and areas within a radius of 10 miles from the municipal limits of those cities. If the industrial undertaking is set up elsewhere in the country accelerated depreciation is allowed at the rate of 80 per cent in the first year and 20 per cent in the second year. This facility provides huge safeguard against the investment made by a foreign investor. 

Foreign companies or experts receive tax exemption on their royalties, and technical fees. Such exemptions are also given on the interest of foreign loans under certain conditions.

For avoiding double taxation there are bilateral arrangements with major trading partner countries. Exemption of income tax up to 3 years is given to foreign technicians employed in industries specified in the relevant schedule of income tax ordinance.

Private sector power companies enjoy income tax exemption for 15 years from the date of commercial production. Tax exemption on capital gains from the transfer of shares of public limited companies listed with stock exchanges is also allowed.

Duty Concession: Generally, an import duty, at the rate of 5 per cent ad valorem, is payable on capital machinery and spares imported for initial installation of BMRE of existing industries. However, to promote export through local and foreign investment for 100 per cent export-oriented industries, no import duty is charged for importing capital machinery and spares. However, the import duty at the rate of 5 per cent is secured in the form of bank guarantee or an indemnity bond, which is returnable after installation of machinery. Besides, the duty waiver, VAT is not also payable for imported capital machinery and spares. 

Fiscal Incentives to Non resident Bangladeshis

Investment by non-resident Bangladeshis falls with the ambit of FDI and treated accordingly. Special incentives are provided to encourage investment in the country by the NRBs. NRBs’ investment enjoys facilities similar to those of foreign investors. Moreover, they can purchase IPO of Bangladeshi companies. A quota of 10 per cent has been fixed for NRBs in primary public shares. Furthermore, they can maintain foreign currency deposits in the non-resident foreign currency deposit accounts. 

Restrictions on Outward Capital flow

Since Bangladesh Taka has become convertible for current-account transactions in March 1994, payment settlements against trade in goods and services have been freely permitted. Authorised dealers can settle payments for all imports in conformity with the import policy. They may also settle payments abroad for freights and passages, technical service fees and royalties, and issue foreign exchange for travel abroad by residents. Before effecting remittances, authorised dealers must scrutinise the remittance requests to be satisfied that these represent bona fide current transactions and are not disguised attempts to circumvent capital transfer restrictions. Limits on the amounts of foreign exchange that may be purchased from authorised dealers for travel abroad are $1000 per person annually for visits to SAARC member countries and $3000 for other countries. For medical treatment, the annual limit is $10,000. Requests for larger amounts can be accommodated by the Bangladesh Bank after scrutiny.

Outward remittances for the payment of interest and repayment instalments of principal on all permitted foreign borrowings are freely effected by authorised dealers, reporting post facto to the Bangladesh Bank. Authorised dealers, subject to post facto scrutiny effect outward remittances of post-tax profits and dividends on such investments by the central bank. Disinvestment outflows, along with capital gains, of non-resident investment in companies listed in the stock exchanges are also effected in the same way. Outward remittances representing disinvestment of foreign equity in companies not listed with stock exchanges require prior authorisation by the Bangladesh Bank, which is accorded after scrutiny to establish the appropriate sale price of the unlisted company’s equity.

Authorised dealers may also remit the profits of foreign firms, banks, insurance companies and other financial institutions operating in Bangladesh subject to ex post checking by the BB. Request for repatriation of the proceeds from liquidation of direct investments are subject to prior scrutiny of BB. Foreign nationals may remit 50% of net salary in connection with service contracts approved by the governments. The entire amount of their leave salary and savings can also be freely remitted. However, all outward transfers of capital require approval. 

Bilateral and Regional Accords 

Bangladesh is a member of SAPTA which one established 1993. Under SAPTA duties on 5500 items have been reduced by 5 to 100 per cent and non-tariff barriers on 180 items have been removed in addition to relaxation of rules of origin. 

Bangladesh has also entered into a number of investment and taxation agreements with a number of countries. It has bilateral treaties on investment promotion and protection with 20 countries. They are: Belgium, Pakistan, China, the Philippines, France, Poland, Germany, Republic of Korea, Indonesia, Romania, Iran, Switzerland, Italy, Thailand, Japan, Turkey, Malaysia, the UK and the USA.

Negotiations are going on with India, Hungary, Oman, Maldova, DPRK, Egypt, Austria, Mauritius and Uzbekistan.

It also has treaties for avoidance of double taxation with Belgium, Canada, China, Denmark, France, Germany, India, Italy, Japan, Malaysia, the Netherlands, Pakistan, Poland, Republic of Korea, Romania, Singapore, Sri Lanka, Sweden, Thailand, the UK and Russia.

Negotiations for avoidance of double taxation are going on with the USA, Iran, the Philippines, Qatar, Australia, Nepal, Turkey, Indonesia, Cyprus, Norway, Finland and Spain.

Investment Facilitation Institutions/ Initiatives

Board of Investment

There are a number of investment facilitation institutions in Bangladesh, all working to help entrepreneurs find land, execute deeds, get permissions done easily and guide them through the process [see Annex Box 10].

The first and foremost organisation in this regard is the Board of Investment (BOI) [see Annex Box 5]. The board gets the utmost priority as it works under the Prime Minister’s Office. The major functions of BOI include undertaking investment promotion activities at home and abroad, providing all types of facilities for promotion of capital investment and rapid industrialisation, registration of industrial projects as well as royalty and technical assistance agreements etc. BOI approval is also needed for royalty or technical fee remittance. It issues work permits to expatriates working in industrial undertakings, provide import facilities to industrial units in the private sector, approve the terms and conditions of foreign private loans and suppliers’ credit, and allot industrial lands. BOI also works for conciliation of disputes relating to foreign investors and providing assistance to avail entrepreneurs of infrastructure facilities for industries.

BOI also runs a One Stop Service Centre that provides with pre-investment counselling, utility services, solution of problems in case of any difficulty in clearing imported machinery under concessional rate of import duty and obtaining bonded warehouse facility.

Bangladesh Export Processing Zone Authority

Bangladesh Export Processing Zones Authority has also been set up to help investors, specially the foreign investors. It provides land and utility services to investors and also looks after the day to day problems of investors. In addition, Bangladesh small and Cottage Industries Corporation (BSCIC) also provides its industrial estates for investors. Both BEPZA and BSCIC approves wherever necessary the payment of any royalties, technical know-how fees and appointment and payment of remuneration of foreign personnel [see Annex Box 6].

Infrastructure Development Company
Infrastructure Investment Facilitation Company (IIFC) has been set up with the backing of the World Bank to catalyze investment by the private sector in the development of ports, roads, energy, telecom and water supply. Established at a cost of $15m. The centre will work closely with the infrastructure Development Company – another brainchild of the World Bank. The aim is to channel some $225m to the private sector companies as equity through the company, which is expected to attract private capital to the tune of $1.5bn in a few years.

The chambers often hold investment fairs of their own in the country and the Bangladesh Garments Manufacturers and Exporters Association as well as Bangladesh textiles Manufacturing Association hold their own annual Fairs to attract the investors. 

Section VI. Policy-Making Process for Investment Issues

National Objectives for Investment

Bangladesh recognises that along with a robust agriculture a vibrant industrial sector is required for sustainable economic growth.

The industrial policy states that Bangladesh will have within a decade a sizeable industrial sector where manufacturing will account for at least 25 per cent of the GDP and at least 20 per cent of the employed workforce. This will mean a considerable rise from the figure of around 10 per cent which the sector shares of GDP. The policy states that a vibrant and dynamic private sector will be the principal actor in the country’s industrial arena. The industrial sector will be competitive in the liberalised internal market as well as in the external market. The industrial sector will have a dominant export orientation, the industrial policy envisages.

One of the main objectives of the industrial policy is to attract foreign direct investment in both export and domestic market-oriented industries to make up for the deficient domestic investment resources and to acquire evolving technology and gain access to export markets. 

The government’s objective is to ensure rapid growth of industrial employment by encouraging investment in labour intensive manufacturing industries, including investment in efficient small and cottage industries.

The broad strategy of the government is to remove all regulatory barriers within the quickest possible time to facilitate easy and rapid flow of domestic private and foreign investment. Appropriate legal framework will be put in place to protect both investors’ and consumers’ rights to ensure proper market operation and consequently for lowering cost of doing business, the Industrial Policy says. The policy ensures non-discrimination between domestic and foreign investment. Foreign direct investment is targeted as an important vehicle of technology transfer, skill development and promotion of management and marketing know-how. 

Foreign investment is encouraged in all industrial activities in Bangladesh including service and manufacturing industries excluding those in the list of reserved industries and readymade garments, banks, insurance companies and other financial institutions. Such investments may be undertaken either independently or through joint ventures, with local private sector. The capital market is also open for portfolio investment.

There exists consensus among all political parties in Bangladesh as regards promotion of foreign investment and in terms of supporting the private sector of the country. The political parties have this policy objective embedded in their respective election manifesto. As a result, the country’s policy objectives regarding investment remain unfazed by political or social objectives.

Policy Making Institutions

Whenever an issue regarding investment is related to a particular ministry, or ministries or departments, these bodies meet and take decisions. However, the Board of Investment (BOI) is the central body that deals with the investment issues and often coordinates meetings. The export promotion council also plays a key role in taking decisions about ways of increasing exports and incentives. The Ministry of Finance, Ministry of Industry, Ministry of Commerce and the Bangladesh Bank are the three most influential bodies that review different investment related matters including taxation, lending rates, incentives etc. BEPZA seals with the issues of industrial units located in the special zones for export-oriented industries. 

As Bangladesh follows a centralised investment policy the sub-national layer agencies have almost no say in such matters.

Bangladesh realises the importance of foreign investment in national development and as a result has marshalled its policies and strategies to attract foreign capital. The subsequent Prime Ministers have taken keen interest in welcoming foreign entrepreneurs and as a reflection of such initiative, the Board of Investment has been put under the Prime Minister’s office. The prime minister holds regular meeting of the BOI board of which she is the chairperson. Whenever the prime minister ravels abroad on official visits, she takes a business delegation along to tap investment and export opportunities. The governments have also assigned economic diplomacy a top priority for all Bangladesh missions abroad. As a direct interest of the then Prime Minister and industry minister, Euromoney Conference on investment sponsored by the Financial Times of London was held in Dhaka which was participated by foreign investors. The commerce minister also takes keen interest to promote Bangladesh in international arena. The recent effort of the commerce minister to gain quota and duty free access for Bangladeshi garments in the USA is an example of personal effort to foster local industries.

Priority Areas in Investment

The government is giving special importance to building up the infrastructure in the country. With this in mind a number of policy initiatives have been introduced – to pursue private participation in infrastructure projects on a Build Operate and Own (BOO) and Build Operate and Transfer (BOT) models in the following areas:

· Power generation,
· Exploration and exploitation of oil, gas and other mineral resources,
· Toll Highways including bridges, expressways and tunnels,
· Port infrastructure development
· Industrial parks/Private Export Processing Zones (EPZs)
“Private Sector Power Generation Policy of Bangladesh” was approved by the government with a view to boosting up private sector power generation in the country.  Government estimated that on an average 300 MW of power generation capacity must be added every year which would require huge resources, which government can not afford.  Hence government took a policy to encourage private investment in power sector in terms of IPP (independent power project).  Plant size would be selected by the government in consultation with the project sponsor.   Special fiscal incentives
 will also be provided in this sector.

Investment Policy Ownership

Bangladesh has been following the global economic trends and it has opted for free market economy. It also recognised the importance of the private sector as the engine of growth as an indigenous agenda. However, to a large part the pace towards private sector openness was inspired by donor agenda. 

Bangladesh has undertaken a number of important reforms to attract foreign investment under various donor programmes. The capital market reform programme supported by the Asian Development Bank is one of them under which the Security Exchange Commission has been strengthened and various laws have been passed to safeguard portfolio investment and establish corporate transparency.

Financial sector and public administration reform programmes were also undertaken under the World Bank assistance. Realising that a sound financial sector is vital to attract investment, banks have undergone reforms to do away with their bad debts, the central bank supervision has been strengthened and fixation of interest rates has been left to the financial houses. A special Infrastructure Development Company Limited (IDCOL) has been set up with WB and IFC fund to finance private sector projects. 

The privatisation programme of the government also receives full support from the donors. The privatisation commission was set up as a result of the World Bank’s insistence and the government from time to time promises privatisation as an avowed policy. 

Role of Civil Society in Investment Issues

The government from time to time does involve the civil society stakeholders in its policy making process. The finance minister has a team of policy advisors who on need basis sit with the minister and reviews various policies and the economic options. Their advice is taken into cognisance, but not always.  

Another important policy-making institution, the Bangladesh Bank, also has a board made up of civil society stakeholders who hold regular meetings on important policy matters.  

The business bodies are also consulted with in formulating trade related policies. The export promotion bureau council also has membership from the private sector. 

The finance ministry also holds series of meetings with chamber bodies and associations before the annual budget is announced with a view to familiarise with their demand and perceptions. It is a tradition that the business bodies submit their own budget proposals, which the ministry scrutinises. When it deems appropriate the Ministry incorporates the suggestions put forward by the trade bodies in the budget.

Besides these, the government also holds meetings with various segments of the civil society, specially the business community taking decisions in important investment and business related areas. 

In recent times, the role of Civil society has been reinforced with the emergence of civil society groups with substantive research and advocacy potentials. These groups often initiate various policy related discourse and debate. Recently, in1999 keeping in view the upcoming national elections in Bangladesh (which were subsequently held on October 1, 2001) the Centre for Policy Dialogue overtook a two year programme for policy preparing a set of “Policy Briefs”. A number of these policy briefs have dealt with various investment related issues which were subsequently reflected in the manifestos of some of the political parties and fed into the political and policy discourse.
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ANNEX 1: Tables

ANNEX TABLE 1: SECTORAL SHARE OF GDP AT CONSTANT PRICE

(revised national accounts)

	
	1979-80
	1989-90
	1995-96
	2000-01

	AGRICULTURE
	33.2
	29.52
	25.68
	25.05

	1. Agriculture and Forestry 
	28.2
	25.15
	20.32
	19.53

	2.Fishing
	5.00
	4.37
	5.36
	5.52

	INDUSTRY
	20.89
	20.83
	24.87
	26.20

	3.Mining and quarrying
	0.58
	.91
	1.05
	1.10

	4.Manufacturing
	11.12
	12.52
	15.43
	15.55

	5.Electricity, gas, and water supply
	0.56
	1.33
	1.50
	1.46

	6. Construction
	4.83
	6.01
	6.89
	8.09

	SERVICE
	45.91
	49.65
	49.45
	48.75

	7.Wholesale and retail trade
	11.28
	12.17
	12.91
	13.45

	8.Hotel and restaurants
	0.56
	0.59
	0.61
	0.64

	9.Transport, storage & communication  
	8.52
	9.32
	9.07
	9.43

	10.Financial intermediations
	1.56
	1.56
	1.58
	1.58

	11.Real estate, renting and business activities 
	10.45
	9.94
	9.46
	8.72

	12.Public administration and defence
	1.55
	2.10
	2.52
	2.56

	13.Education
	2.19
	1.93
	2.07
	2.24

	14.Health 
	2.58
	2.35
	2.28
	2.19

	15. Community, social, and personal services
	11.02
	9.75
	8.95
	7.97


Source: BBS

ANNEX TABLE 2: PPRODCTION OF MAJOR FOOD CROPS (000 ton)

	
	Rice
	Wheat

	1980-81
	13865
	1092

	1990-91
	17852
	1004

	1995-96
	17687
	1369

	1996-97
	18882
	1454

	1997-98
	18862
	1803

	1998-99
	19905
	1908

	1999-00
	23067
	1840


Source: BBS

ANNEX TABLE 3: TRENDS IN MACROECONOMIC BALANCES: FY90-FY01

(PERCENTAGE OF GDP AT CURRENT MARKET PRICE)

	 
	FY91
	FY92
	FY93
	FY94
	FY95
	FY96
	FY97
	FY98
	FY99
	FY00
	FY01

	Saving-Investment
	
	
	
	
	
	
	
	
	
	
	

	Investment
	16.9
	17.3
	17.9
	18.4
	19.1
	20.0
	20.7
	21.6
	22.2
	23.0
	23.6

	Of which: Public
	
	7.0
	6.5
	6.7
	6.7
	6.4
	7.0
	6.4
	6.7
	7.4
	7.9

	                 Private 
	
	10.3
	11.5
	11.8
	12.4
	13.6
	13.7
	15.3
	15.5
	15.6
	15.7

	Gross National Savings
	19.6
	19.3
	18.2
	18.8
	19.3
	20.2
	21.6
	21.8
	22.3
	23.1
	23.8

	Gross Domestic Savings
	14.5
	13.9
	12.5
	13.1
	13.3
	14.9
	15.9
	17.4
	17.7
	17.9
	18.8

	Fiscal Balance
	
	
	
	
	
	
	
	
	
	
	

	Total Revenue
	7.1
	8.0
	8.8
	9.1
	9.3
	9.3
	9.5
	9.4
	9.0
	9.0
	9.4

	of which: Tax Revenue
	5.8
	6.5
	7.2
	7.3
	7.3
	7.4
	7.8
	7.5
	7.2
	7.2
	7.6

	Total Expenditure
	15.0
	14.5
	15.1
	16.6
	15.9
	15.0
	14.6
	13.5
	15.1
	16.0
	16.3

	of which: Current Expenditured
	6.9
	6.8
	7.0
	7.0
	7.0
	7.4
	7.1
	7.2
	7.6
	7.8
	8.0

	Overall Budget Deficit:of which
	7.9
	6.6
	6.3
	7.5
	6.6
	5.7
	5.1
	4.1
	6.1
	7.0
	6.9

	 Net Domestic Financinge
	2.4
	1.5
	1.2
	2.8
	2.0
	1.7
	1.6
	0.8
	2.1
	3.3
	3.4

	Balance of Payments
	
	
	
	
	
	
	
	
	
	
	

	Trade Deficita
	4.7
	3.9
	4.0
	3.7
	4.7
	5.6
	4.6
	3.7
	4.2
	3.9
	3.8

	Net Factor Incomeb
	5.2
	3.2
	3.4
	2.8
	5.1
	8.0
	5.0
	4.2
	5.0
	3.9
	5.5

	Current Account Balancec
	-0.5
	0.7
	0.6
	0.8
	-0.4
	-2.3
	-0.4
	-0.6
	-0.9
	-0.04
	-1.7


Notes: FY: Fiscal Year. aIncludes net income from non-factor services. bIncludes private transfer (mainly remittances ), interest payments on external public debt and other investment incomes. cEquals trade deficit minus net factor income from abroad. dExcludes food subsidies. eIncludes borrowing from banks and non bank sources.

Sources: Estimates from official national income accounts of the Bangladesh Bureau of Statistics and data from the Bangladesh Bank.
ANNEX TABLE 4: EXPORT PERFORMANCE
	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	Export (Million US$)
	1994
	2383
	2534
	3473
	3884
	4427
	5172
	5324
	5762
	6467

	   Of which: Primary goods 
	268
	314
	347
	452
	476
	526
	502
	422
	469
	

	            Manufactured  goods
	1726
	2069
	2187
	3021
	3408
	3901
	4670
	4902
	5283
	

	Annual growth rate of Export
	16.1
	19.5
	6.3
	37.1
	11.8
	14.0
	16.8
	2.9
	8.0
	12.2

	 Export as a % of GDP
	6.37
	7.41
	8.05
	9.21
	9.55
	10.48
	11.76
	11.65
	12.23
	13.08

	Export as a % of  South Asian

Export
	
	6.80%
	6.78%
	6.28%
	6.20%
	6.42%
	6.36%
	7.18%
	
	


Source: Bangladesh Economic Survey, 2001, and Direction of Trade Statistics Yearbook 2000 

ANNEX TABLE 5: INTEREST RATE STRUCTURE IN THE SCHEDULED BANKS 

[WEIGHTED AVERAGE]
	Year
	Interest Rate on Deposit
	Interest Rate on Advances
	Inflation Rate (1990-100)
	Real Rate of Interest on Deposit
	Real Rate of Interest on Advances

	1987
	8.62
	14.59
	10.45
	-1.83
	4.14

	1988
	8.8
	14.62
	11.3
	-2.5
	3.32

	1989
	8.94
	14.66
	8.03
	0.91
	6.63

	1990
	9.12
	14.87
	-
	-
	

	1991
	9.07
	14.91
	8.9
	0.17
	6.01

	1992
	8.11
	14.98
	5.14
	2.97
	9.84

	1993
	6.6
	14.17
	1.31
	5.47
	12.86

	1994
	5.48
	12.79
	1.81
	3.67
	10.98

	1995
	5.04
	12.47
	5.25
	-0.21
	7.22

	1996
	6.2
	13.37
	4.02
	2.18
	9.35

	1997
	6.83
	13.82
	3.87
	2.96
	9.95

	1998
	7.115
	14.04
	4.48
	2.635
	9.56

	1999
	9.115
	14.01
	5.12
	3.995
	8.89

	2000
	7.17
	13.79
	3.9
	3.27
	9.89


Source: 1. Bangladesh Bank. Economic Trends, Various Issues.

2. ADB. 1998. Key Indicator of Developing Asian and Pacific. Volume XXIX, Oxford University Press, p. 37.

ANNEX TABLE 6: BALANCE OF PAYMENTS: CURRENT ACCOUNT BALANCE
(in million US$)

	Account
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	Export
	1994
	2383
	2534
	3473
	3884
	4427
	5172
	5324
	5762
	6467

	Import
	3526
	4017
	4191
	5834
	6947
	7162
	7524
	8018
	8403
	-9363

	Trade Balance
	-1532
	-1634
	-1657
	-2361
	-3063
	-2735
	-2352
	-2694
	-2641
	-2896

	Service (Net)
	68
	76
	21
	-89
	-104
	163
	182
	198
	192
	19

	Income (Net)
	-89
	-73
	-31
	-41
	55
	-107
	-100
	-135
	-221
	-265

	Current Transfer of which 
	1435
	1430
	1578
	1827
	1821
	2145
	2017
	2237
	2672
	2316

	Remittance
	848
	944
	1089
	1198
	1217
	1475
	1525
	1706
	1949
	1882

	Current Account Balance
	-118
	-255
	-89
	-664
	-1291
	-534
	-253
	-394
	2
	-817

	Current Account Balance as % of GDP
	-0.50
	-1.03
	-0.35
	-2.28
	-4.05
	-1.63
	-0.74
	-1.09
	0.01
	-1.77

	GDP (Current Market Price)
	23761
	24851
	25754
	29111
	31871
	32858
	34059
	36155
	37379
	46083.7


Source: Bangladesh Bank

ANNEX TABLE 7: FOREIGN INVESTMENT

(Million US$)
	Year
	FDI
	Portfolio Investment
	Foreign Investment in EPZ (Net Inflow)1
	Total Net Inflow of Foreign Investment

	 
	Inflow 
	Outflow
	Net Inflow
	Inflow 
	Outflow
	Net Inflow
	
	

	1996/97
	17
	1
	16
	16
	148
	-132
	53.88
	-62.12

	1997/98
	273
	24
	249
	14
	11
	3
	68.82
	320.82

	1998/99
	200
	2
	198
	3
	9
	-6
	70.61
	262.61

	1999/00
	194.4
	0.8
	193.6
	10.7
	10.6
	0.1
	34.98
	228.68


Note: 1 Includes investments in joint-venture enterprises with local entrepreneurs.

Source: IRBD, 2000

TABLE 8: INFLOWS OF FOREIGN DIRECT INVESTMENT IN BANGLADESH, WORLD BANK ESTIMATE

	Sectors
	1994-95
	1995-96
	1996-97
	1997-98
	1998-99*
	1999-00*

	Gas
	14
	40
	170
	217
	194
	51

	Power
	0
	0
	0
	60
	321
	185

	Telecom
	0
	4
	31
	26
	13
	10

	FDI in EPZ
	31
	26
	46
	59
	73
	88

	Other FDI
	38
	171
	50
	25
	206
	296

	        Ports
	0
	0
	0
	0
	100
	100

	       Biman
	0
	0
	0
	0
	0
	50

	       Cement
	15
	35
	0
	0
	89
	135

	       Textiles
	4
	9
	16
	0
	0
	0

	       Others
	19
	127
	34
	25
	17
	11

	Total FDI inflow
	83
	241
	296
	387
	807
	629


* Data on these years are projections based on contracts, agreements and othe economic factor

Source: World Bank

ANNEX TABLE 9: DECOMPOSITION OF THE FOREIGN AID(in Million US$)

	Fiscal Year
	Commitment
	Disbursement
	Disbursement as % of Commitment

	1991
	1370.0
	1732.0
	126.4

	1992
	1916.0
	1611.0
	84.1

	1993
	1275.0
	1675.0
	131.4

	1994
	2409.0
	1559.0
	64.7

	1995
	1612.0
	1739.0
	107.9

	1996
	1279.0
	1443.0
	112.8

	1997
	1661.2
	1475.5
	88.8

	1998
	1790.7
	1251.4
	69.9

	1999
	2648.5
	1536.0
	58.0

	 
	(361.6)
	(468.8)
	 

	2000
	1475
	1588
	107.6

	2001
	2053
	1369
	66.7


Note:  1. Figures in parenthesis include flood-related aid.

Source: ERD, Foreign Aid Division; Statistical Yearbook, 1998, Bangladesh Bureau of Statistics.

ANNEX TABLE 10: TRENDS IN TAX REVENUE (NBR PORTION) AS PERCENTAGE OF IMPORTS AND GDP, FY95-FY01
	 
	FY95
	FY96
	FY97
	FY98
	FY99
	FY00
	FY01

	
	Percentage of Importsa
	
	
	
	

	Taxes on Income and Profit
	6.7
	5.6
	5.7
	6.1
	6.1
	7.0
	7.9

	Custom Duties
	15.6
	13.7
	14.0
	13.0
	12.4
	10.7
	10.4

	VAT
	14.0
	13.5
	14.7
	13.7
	12.5
	12.8
	13.4

	Other Import Dutiesb
	7.7
	7.4
	8.6
	8.3
	7.7
	7.3
	8.3

	Total Tax Revenue (NRB portion)
	43.9
	40.2
	43.0
	41.2
	38.6
	37.8
	40.0

	
	Percentage of GDPc
	
	
	
	

	Taxes on Income and Profit
	1.0
	1.0
	1.0
	1.0
	1.1
	1.3
	1.4

	Custom Duties
	2.4
	2.3
	2.4
	2.2
	2.2
	1.9
	1.8

	VAT
	2.1
	2.3
	2.5
	2.3
	2.2
	2.3
	2.4

	Other Import Dutiesb
	1.2
	1.2
	1.4
	1.4
	1.3
	1.3
	1.5

	Total Tax Revenue (NRB portion)
	6.8
	6.8
	7.2
	7.0
	6.8
	6.7
	7.1


Note: 1. a The cif value of Imports. b Includes the taxes on resource and resource transfer, Excise duties, Supplementary duties  and other taxes and duties. c GDP at current market prices. 

2.Import Data for FY01 are for (July-May) period.

Source: The estimates of import duties are those of the revised budget. Import estimates are from the Bangladesh Bank.

Table 11: Nominal and Real Exchange Rates

	Year
	Nominal Exchange Rate (year Average) 
	RER(US) Index

1994=100
	REER Index

1994=100

	1981
	17.99
	72.8
	77.2

	1982
	22.12
	84.3
	83.6

	1983
	24.62
	88.7
	85.9

	1984
	25.35
	86.3
	79.3

	1985
	28.00
	89.1
	79.5

	1986
	30.41
	88.7
	87.1

	1987
	30.95
	85.2
	90.2

	1988
	31.73
	84.6
	91.8

	1989
	32.27
	85.2
	89.3

	1990
	34.57
	90.4
	93.9

	1991
	36.60
	93.9
	95.5

	1992
	38.95
	99.5
	102.0

	1993
	39.57
	100.9
	99.3

	1994
	40.21
	100.0
	100.0

	1995
	40.28
	94.8
	100.2

	1996
	41.79
	97.2
	100.1

	1997
	43.89
	99.4
	98.5

	1998
	46.91
	99.6
	95.5

	1999
	49.09
	100.1
	95.4

	2000(December)

2001(December)
	54.00

57.00
	
	


Source: Estimated with IMF data

Annex Table 12:Indicators of Human Development

	
	1980s
	Latest available year

	Population (thousand) 
	89912 (1981)
	123151 (2001)

	Adult Literacy (%)
	35.32 (1991)
	51 (1997)

	Primary Enrolment Ratio
	
	82 (1997)

	Life Expectancy at Birth
	55.1 (1988)
	60.6 (1998)

	Infant Mortality Rate (per thousand)
	116 (1988)
	57 (1998)

	Underweight Children (6-71 months) per ‘000 
	71.5 (1985-86)
	57.4 (1995-96)

	Per Capita Daily Calorie Intake
	2191 (1985-86)
	2240 (2000)

	Percentage of people liiving below                hardcore poverty line
	Rural: 28.6 (88-89)

Urban 26.4 (88-89)
	18.7 (2000)

25.0 (2000)


Source:BBS

ANNEX 2: Boxes

	Box 1: Recent Measures undertaken by the Government to Promote Investment

	· Private Export Processing Zone Act. A private EPZ is being set up at Chittagong by a Korean comparably with an estimated investment of $200m,

	· A permanent Law Reform Commission has been set up to ensure greater transparency and predictability in the way rules and regulations are

	· An Administrative Reforms Commission has been set up,

	· The Company law 1913 has been updated and modernized,

	· The Industrial Relations Act has been amended to enhance labour market efficiency,

	· Power generation in the private sector has been allowed,

	· Telecommunication in the private sector has been allowed,

	· Multiple entry visas to visiting foreign investors is being given by all our missions abroad,

	· Provision made for allowing import of standby generator free of tax, and sale of excess electricity to nearby industrial units without permission from any agency provided own distribution line is used,

	· Licenses issued to four cellular telecom phone operators. This is illustrative of government’s commitment to a competitive and market economy.


	Box 2: INCORPORATING A COMPANY IN BANGLADESH

	Business in Bangladesh may be carried on by a company formed and incorporated locally and a foreign company incorporated outside but registered in Bangladesh by establishing a place of business here. There are mainly two types of companies: Limited companies and Unlimited companies

	Limited companies are divided into two categories; Company limited by shares; and Company limited by guarantees.

	Unlimited companies and companies limited by guarantees may or may not have share capital.

	Companies limited by shares:

	There are two broad categories of companies limited by shares  namely: a)   Private limited companies: and b)   Public limited companies.

	Private limited companies: 

	A Private Limited company means a company which by its Articles 

	a) Restrict the right to transfer the shares;

	b) limit the number of its members to a minimum of 2 and maximum of 50 excluding the persons who are in the employment of the company

	c) prohibits any invitation to the public to subscribe for the shares or debentures of the company ; and

	d) entitles to commence business from the date of its incorporation.

	Public limited companies :

	· A public Limited company may issue invitation to the members of the public to subscribe the shares and debentures of the company through a prospectus, which complies, with the requirements of the companies Act. 1994 and the Securities and Exchange Commission Act, 1993 as amended from time to time. 

	· The required minimum number of Members is 7 but there is no maximum limit.

	· The minimum number of Directors is 3.

	· A company can be formed as a public company or alternatively a company, which is incorporated as a private company, can also be converted into a public company.

	· In order to commence business the public company shall have to obtain a commencement certificate from the Registrar of Joint Stock Companies.

	Memorandum of Association: 

	Memorandum of Association of the company shall state the name of the company, whether it is public limited or private limited and the location of the registered office of the company. The memorandum should clearly spell out the main objectives, the authorized capital-division of this capital into shares of fixed amount and liability of its members.

	Articles of Association:

	The Articles of Association are the regulations governing the internal management of the affairs of the company and the conduct of its business.


	Box 3: PROCEDURE FOR OBTAINING FACILITIES AND SERVICE
To avail of the facilities and services provided by BOI for setting up of industries, the procedure mentioned below are to be followed by the entrepreneurs:

A. Registration of joint venture/100% foreign investment proposals in the private sector:
For registration of the projects entrepreneurs/investors are required to apply in a prescribed form available in the One Stop Service Centre of BOI.

B. Registration of self-financed local investment projects including industries sanctioned/financed by financial institutions or commercial banks:
The entrepreneurs/investors of such projects are also required to apply in prescribed form to BOI for registration.

C. Permission for setting up joint venture industrial units with the public sector corporations:
An entrepreneur, either local or foreign, can set up an industry with public sector corporation, Such joint venture is required to be registered with BOI if the private sector share holding is more than 50%, and in such case it is

 treated as private sector project. For any public sector which makes contribution out of their own fund needs approval of the concerned ministry. If the share holding of the corporation is 50% or above, it is treated as a public sector project. The concerned ministry for approval of the Planning Commission processes the public sector project. 

Procedure of import of raw and packing materials and spare parts :
No permission is required for import of free list items. For items in the restricted list, BOI, BEPZA and BSCIC will fix up the import entitlement and recommend to Chief Controller of Imports & Exports (CCI&E) for issuance of IRC (Import) Registration Certificate). CCI&E issues IRC in favour of the industrial enterprises within 30 days of receiving application. Items included in the banned list cannot be imported unless otherwise specified.

In case of import of raw and packing materials of the pharmaceutical industry, the Drugs Administration Directorate under Ministry of Health and Family Welfare prepares Block Lists on half-yearly basis. BOI/BEPZA/BSCIC provides all other assistance relating to import in their respective jurisdictions. In this connection procedure followed by BOI is as under:

On receipt of application in the prescribed form along with copies of (I) TIN certificate, (2) Trade License, (3) Membership Certificate of relevant trade association/chamber, (4) Certificate from the nominated bank regarding opening of account, (5) Incorporation Certificate, in case of limited companies and (6) Letter of registration with BOI, necessary field inspection is done to determine annual production capacity and half yearly/yearly import entitlement of raw & packing materials. The entrepreneur is then advised to deposit IRC fees (on the basis of annual import entitlement) by Treasury Challan to the Bangladesh Bank/Treasury. On receipt of the copy of treasury challan, recommendation is made to the office of the CCI&E for issuance of IRC. The entrepreneur will then approach the nominated bank for opening Letters of Credit for import.

Guide-lines for registration/approval of foreign loan, suppliers, credit, PAYE scheme, etc:
Private investors arranging foreign loan, supplier's credit, deferred payments, PAYE scheme etc. are required to obtain prior approval from BOI. Investors need to approach BOI in the prescribed application form for the purpose.

Remittance of royalty, technical know-how and technical assistance fees:
Royalty : Royalty fee is paid by the local manufacturer to its foreign  collaborator in consideration of

· license to use the brand name and trade mark of the foreign manufacturer on the local product (s) and/or;

· assignment of rights under inventions by the foreign company as well as current manufacturing experience.

Technical know-how and technical assistance fees : 
Technical know-how and technical assistance fee is paid by the local unit to its foreign collaborator in consideration of preparation of factory layout, engineering specifications of the project, assistance in selecting machine, supervision of civil construction and installation of machinery and equipment, know-how and assistance in production, testing, safety and quality control, assistance by way of making available patented process and /or know-how and right to avail of the technical information resulting from research and development, training of local personnel, technical assistance in management and marketing in deserving cases and assistance in other technical matters etc.

No prior permission of BOI is required for entering into agreements for remitting fees for the purpose of royalty, technical know-how and technical assistance if the total fees and other expenses connected with technology transfer (service fee, marketing commission etc.) are within the following prescribed limits:

a) For new and existing projects such fees and other expenses should not exceeds an aggregate limit of 6% of the C&F value of respective imported machinery.

b) Within the agreement period recurrent annual fees for royalties and other expenses such as fees for technical know-how, technical assistance, operational services, marketing of products etc. should not exceed an aggregate limit of 6% of the previous years sales of the firms as declared in the Tax Return and Audited Balance Sheet of the company. 

Once the technology transfer agreements falling within the above limits are signed, these are required to be furnished to BOI for registration and for remittance.

Proposals which are not covered under the prescribed limits will require prior approval of BOI for which application have to be submitted along with necessary documents and copy of the draft agreement.

Procedure for obtaining work permit for foreign nationals:
Work permit for foreign nationals is a pre-requisite for employment in Bangladesh. Private sector industrial enterprises desiring to employ foreign nationals are required to apply in advance in the prescribed form of BOI. For expatriate employment the following guidelines are followed:

a) Nationals of the foreign countries recognized by Bangladesh are considered for employment.

b) Employment of expatriate personnel be considered only in industrial establishments which are sanctioned/registered by the appropriate authority.

c) Decision of the Board of Directors of the concerned company for new employment/ extension and the certified copy of the Memorandum and Articles of Association duly signed by the share holders are to be furnished.

d) Experts/Technicians in the irrespective fields are required to furnish their certificate of educational qualifications and experience through their employers.

e) Service contract/agreement/appointment letter/buyer's nomination along with the copy of passport are to be furnished.

f) The Number of foreign employees should not exceed 15% of the total employees including top management personnel.

g) Initially employment of any foreign national is considered for a term of one year which can be extended on the merits of the case.

h) Necessary security clearance by the Ministry of Home Affairs is required.

Procedure for obtaining industrial plots :
Entrepreneurs requiring  industrial plots for setting up of an industry in any industrial area/estate apart from BEPZA and BSCIC, may approach BOI mentioning the size of plot required by them along with copies of  registration/sanction letter and industrial layout plan for justifying  actual requirement. After receiving an application the BOI provides assistance to the entrepreneur in getting an industrial plot. Most of the industrial areas/estates are owned/controlled by the city development authorities in three divisional head quarters, RAJUK in Dhaka, CDA in Chittagong and KDA in Khulna. Besides these, there are a few industrial estates owned and controlled by some other government agencies namely, (a) Public Works Department and (b) Housing and Settlement Directorate. BOI recommends for acquisition of land to the concerned authorities if required by the industrial units, In such case the entrepreneurs required to submit relevant papers and information in connection with the land to be acquired by the Deputy Commissioner concerned.

Procedure for obtaining electricity, gas, water, sewerage & telephone connection:
Entrepreneurs may apply either directly to the concerned authority for obtaining utility services or approach BOI's One Stop Service for assistance along with copy of registration/sanction letter.


	Box 4: Main Features of the Industrial Policy 1999

	· To expand the production base of the economy by accelerating the level of industrial investment. 

	· To promote the private sector to lead the growth of industrial production and investment. 

	· To focus the role of the government as a facilitator in creation an enabling environment for expanding private investment 

	· To permit public undertaking only in those industrial activities where public sector involvement is essential to facilitate the growth of the private sector and/or where there are over riding social concerns to be accommodated. 

	· To attract foreign direct investment in both export and domestic market oriented Industries to make up for the deficient domestic investment resources, and to acquire evolving technology and gain access to export markets. 

	· To ensure rapid growth of industrial employment by encouraging investment in labor intensive manufacturing industries including investment in efficient small and cottage industries. 

	· To generate female employment in higher skill categories through special emphasis on skill development. 

	· To raise industrial productivity and to move progressively to higher value added products through skill and technology upgradation. 

	· To enhance operational efficiency in all remaining public manufacturing enterprises through appropriate management restructuring and pursuit of market oriented policies. 

	· To diversify and rapidly increase export of manufactures. 

	· To encourage the competitive strength of import substituting industries for catering to a growing domestic market. 

	· To ensure a process of industrialisation which is environmentally sound and consistent with the resource endowment of the economy. 

	· To encourage balanced industrial development throughout the country by introducing suitable measures and incentives. 

	· To effectively utilize existing production capacities. 

	· To coordinate trade and fiscal policies. 

	· To develop indigenous technology and to expand production based on domestic raw materials. 

	· To rehabilitate deserving sick industries. 


	Box 5: BOARD OF INVESTMENT (BOI)

	The Government of Bangladesh established the Board of Investment (BOI) in 1989 for accelerating private investment in Bangladesh. The Board, headed by the Prime Minister of the Republic is vested with necessary powers to take decisions for speedy implementation of new industrial projects and provide operational support services to the existing ones.

	The major functions of Board of Investment (BOI) include the following: 

	· Undertaking investment promotion activities at home and abroad

	· Providing all types of facilities for promotion of capital investment and rapid industrialization.

	· Registration of industrial projects as well as royalty, technical know-how and technical assistance agreements wherever required 

	· Approval of payment of royalty, technical know-how and technical assistance fees to foreign nationals/ organizations beyond the prescribed limits.

	· Issuing work permit to expatriate personnel working in private sector industrial enterprises

	· Providing import facilities to industrial units in the private sector.

	· Approval of the terms and conditions of foreign private loan and suppliers credit

	· Allotment of land in the industrial areas/estates for industrial purpose

	· Conciliation of disputes relating to foreign investors and 

	· Providing assistance to avail infrastructure facilities for industries.


	BOX 6: EXPORT PROCESSING ZONES

	In order to stimulate rapid economic growth of the country, particularly through industrialisation, the government has adopted an 'Open Door Policy' to attract foreign investment to Bangladesh. The Bangladesh Export Processing Zones Authority (BEPZA) is the official organ of the government to promote, attract and facilitate foreign investment in the Export Processing Zones. 

	The primary objective of an EPZ is to provide special areas where potential investors would find a congenial investment climate, free from cumbersome procedures. Two EPZs, one in Chittagong and the other near Dhaka are now operational. Another three EPZs took off very recently in the Northern and Southern zones of the country.

	Following information is provided to the potential investors for investment is EPZs of Bangladesh. 

	Eligibility of investors

	The eligibility of investment in EPZ  is open for three types of entities:

	1. 100% foreign owned including Bangladesh nationals ordinarily resident abroad (Type-A).

	2. Joint venture between foreign and Bangladesh entrepreneurs resident in Bangladesh(Type-B)

	3.  100% Bangladesh entrepreneurs resident in Bangladesh (Type-C). 

	Mode of Investment

	Investment should be made in convertible foreign currencies by foreign investors. A foreign investor can establish public/private Ltd companies or sole proprietorship/partnership concerns. 

	Special Labour Law

	Law in EPZs has forbid the exercise of labour unionism.   
BEPZA is vested with responsibility to administer labor matters for all enterprises in EPZs.

	Minimum Wages 

	The rate of wages are not fixed by the BEPZA however the monthly thresholds are as follows: for apprentices/trainee US $22,00, unskilled labour US $38.00, semi-skilled US $45.00, and for skilled labour US $63.00. Other benefits include Conveyance Allowance, House Rent, Medical Allowance and Festival Bonus.   The office hours are 40 hours per week, whereas for workers in factories it is 48 hours. Generally, the factories in EPZs are open five days in a week. Employees in EPZs enjoy 10 days casual leave and 17 days annual leave.

	FACILITIES

	The investors in EPZs avail following facilities:

	· Land and factory building on rental basis. 

	· Electricity, water, gas and telecommunications 

	· Import and export permits issued by EPZ within 24 hours. 

	· Work permits issued by BEPZA. 

	· Security within EPZ 

	· Recreational facilities

	· Availability of food stuff and beverage on payment of nominal tax to foreigners working in EPZs

	Communications 
The EPZs have access to adequate sea, rail, road and air communications services. Besides, Telex, Fax, Internet and International Dialing Services are connected through satellite system available within EPZs.

	One Stop services

	In order to provide one stop services titled 'One Window Same Day Service' to the investors in EPZs BEPZA sanctions projects generally within one week, issues required Import/Export Permits, issues required Work Permits for foreign nationals working in EPZ enterprises, provides required infrastructure facilities in EPZs


	INCENTIVES

	Fiscal

	 Tax Exemption

	· Tax holiday for 10 years 

	· Exemption of income tax on interest on borrowed capital. 

	· Relief from double taxation subject to bilateral agreement. 

	· Complete exemption from dividend tax for tax holiday period for foreign 
nationals. 

	· Exemption of income tax on salaries of foreign technicians for 3 years subject 
to certain conditions.   

	Duty Free Import and Export 

	· Duty free import of machinery's, equipment and raw materials. 

	· Duty free import of three motor vehicles for use of the enterprises in EPZs 
under certain conditions. 

	· Duty free import of materials for construction of factory buildings in the zones. 

	· Duty free export of goods produced in the zones.  

	Non-Fiscal 
I. Investment

	· All foreign investment secured by law. 

	· No ceiling on extent of foreign investment. 

	· Full repatriation of profit and capital permissible. 

	· Repatriation of investment including capital gains, if any, permissible. 

	· Remittances allowed in following cases: 

	· All post tax profit and dividend on foreign Capital. 

	· Savings from earnings, retirement benefits, personal assets of individual on 

	· retirement/termination of services. 

	· Approved royalties and technical fees. 

	· No permission required for expansion of the project or product diversification. 

	II. Project financing and banking 

	· Off-shore banking facilities

	· Local and international banking facilities 

	III. Import 

	· Freedom from national import policy restrictions. 

	· Import of raw materials on Documentary Acceptance (DA) basis. 

	· Advantage of opening back to back L/C for certain types of industries for 
import or raw materials.

	· Import of goods from the domestic tariff area. 

	IV. Project Implementation 

	Re-location of existing industries from one zone to another within the country permissible. 

	V. Operation 

	· Sub-contracting within EPZ allowed. 

	· Inter-zone and intra-zone export permitted 

	· All customs formalities done at the gate site of the respective factory 
building within the zone. 

	· Permission for import/export given in the same day. 

	· Repairing and maintenance's of machinery's and capital equipment from
domestic tariff area allowed. 

	VI. Employment 

	· Liberal employment of foreign technicians/experts allowed. 

	· Foreigners employed in the zones enjoy equal rights similar to those of
Bangladesh nationals. 

	· Law forbids formation of any labor union in the zones. Strike within the 
zones prohibited. 

	VII. Support Services

	Customs office, Post Office, Medical center, Fire station, Police station. 


	Box 7: Incentives To Export Oriented And Export-Linkage Industries

	Export oriented industrialization is one of the major objectives of the Industrial Policy 1999. Export-oriented industries will be given priority and public policy support will be ensured in this respect. An industry exporting at least 80% of its manufactured goods or an industry contributing at least 80% of its products as an input to finished exportable, and similarly, a business entity exporting at least 80% of services including information technology related product will be considered as an export oriented industry. To make investment in 100 percent export-oriented industries attractive, the following incentives and facilities will be provided.

	a. Duty free import of capital machineries and spare parts upto 10 percent of the value of such capital machinery. 

	b. Existing facilities for setting up of Bonded Warehouses and back-to-back Letters of Credit will continue. 

	c. The system for duty drawback will be further simplified and to this end, duty drawback will be fixed at a flat rate on exportable and potentially exportable goods. Exporter will receive duty drawback at a flat rate directly from the relevant commercial bank. 

	d. The arrangement for providing loans up to 90 percent of the value against irrevocable and confirmed Letter of Credit/Sales Agreement will continue. 

	e. To ensure backward linkage, incentives will be extended to the “deemed exporters” supplying indigenous raw materials to export-oriented industries. Export-oriented industries including export-oriented RMG industries using indigenous raw materials will be given facilities and benefits at prescribed rates. 

	f. The export-oriented industries, further to the provisions of Bangladesh Bank foreign exchange regulations, will be entitled to receive additional foreign exchange, on a case-to-case basis, for publicity campaigns, opening overseas offices and participating in international trade fairs. 

	g. The entire export earnings from handicrafts and cottage industries to be exempted from income tax. For all other industries, income tax rebate on export earnings will be given at 50 percent. 

	h. The facility for importing raw materials, which are included in the banned/restricted list, but required in the manufacture of exportable commodities, will continue. 

	i. The import of specified quantities of duty-free samples for manufacturing exportable products will be allowed consistent with the prevailing relevant government policy. 

	j. The local products supplied to local industries or projects against foreign exchange payment or foreign exchange L/C will be treated as indirect exports and be entitled to all export facilities. 

	k. The Export Credit Guarantee Scheme will be further expanded and strengthened. 

	l. 10 percent products of the enterprises, located in both public and private EPZs will be allowed to be exported to domestic tariff area against foreign currency L/C on payment of applicable duties and taxes. 

	m. 100% percent export-oriented industry outside EPZ will be allowed to sell 20% percent of their products in the domestic market on payment of applicable duties and taxes. 

	n. The Export-oriented industries which are identified by the government as “Thrust Sector” will be provided special facilities and venture capital support. 

	Apart from the above mentioned facilities, other facilities announced and provided in the Export Policy will be applicable to export-oriented and export-linkage industries.


	Box 8: EXCHANGE CONTROL REGULATIONS

	

	On march 24, 1994 Bangladesh 'Taka' was declared convertible for current external transactions. Consequently, individuals/ firms resident in Bangladesh may conduct all current external transactions, including trade and investment through banks authorized to deal in foreign exchange (Authorized Dealers) without prior approval of Bangladesh Bank. Non-resident direct investment in industrial enterprises and non-resident portfolio investment through stock exchanges also do not require prior approval of Bangladesh Bank. Remittance of post-tax dividends/ profits on non-resident direct or portfolio investments do not require prior approval, sale proceeds, including capital gains on non-resident portfolio investments may also be remitted abroad without prior approval. Investors may obtain relevant procedural details by contacting any Authorized Dealer bank in Bangladesh. The salient points on liberalisation measures intended for investment facilitation and for encouragement of exports are as below:

	 

	To Facilitate Investment

	· Prior approval of the Bangladesh Bank in no longer required for:

	· Remittance of profits to their head offices by foreign firms and companies operating in Bangladesh. 

	· Issuance of shares to non-residents against investment for setting up industries in Bangladesh. 

	· Remittance of dividends on such shares to the non-resident investors. 

	· Portfolio investment by non-residents including foreign individuals / enterprises in shares and securities through stock exchanges in Bangladesh. 

	· Remittance of dividend on portfolio investment by non-residents through stock exchanges in Bangladesh. 

	· Remittance of sales proceeds including capital gains of portfolio investment of non-residents through stock exchange in Bangladesh. 

	· Opening of letters of credit by banks against suppliers' credit and other foreign borrowing contracted by industrial enterprises in the private sector in accordance with general guidelines prescribed by BOI (subject to a maximum effective rate of interest of LIBOR + 4%, repayment period not less than 7 years) or with specific approval of BOI. 

	· Remittance in repayment of principal and payment of interest of such loans. 

	· Remittance of technical fees and royalties against technical assistance / royalty agreements in conformity with BOI guidelines. 

	· Remittance of savings of expatriate personnel at the time of their leaving Bangladesh out to the salaries and benefits stated in their employment contracts as approved by BOI. 

	· Extension of term loans by banks on normal banking considerations to foreign firms operating in Bangladesh. 

	· Extension of working capital loans to all foreign owned / controlled industrial and firms / companies by banks on the basis of banker customer relationship and normal banking practice. 

	· Obtaining of interest free repatriable short terms foreign currency loans by foreign firms investing in Bangladesh from their head offices or any other sources through any authorized dealer. 

	 

	To Encourage Export:

	· Annual foreign exchange retention quota of exporters in general has been refixed at 40% of FOB export earnings. 

	· For exports of items with high import content (such as naphtha, furnace oil and bitumen, ready made garments, electronic goods etc.) the retention quota is 7.5% of FOB export earnings. Service exporters are allowed to retain in foreign exchange 5% of their earnings. 

	· Exporters may keep their foreign exchange quota in foreign currency accounts in US Dollar, pound Sterling, Dutch Mark or Japanese Yen with a bank in Bangladesh dealing in foreign exchange. Balances in these foreign currency accounts can be used by the exporters for bonafide business purposes such as business visits abroad, participation in export fairs and seminars, import of raw materials, machinery and spares etc. Funds from these accounts may also be used to set up offices abroad without prior permission of Bangladesh Bank. 


	Box 9: TAXES

	 Income tax rates for individual tax payers:

	On the first Tk.100,000.00 of total income: 


 Nil

	On the next Tk. 50,000.000 of total income: 


10%

	On the next Tk. 150,000.000 of total income: 


18%

	On the balance of total income: 


                25%

	

	

	Corporate tax : Corporate tax rate for industrial companies whose shares are publicly traded is 35% and the rate of whose shares are not publicly traded is 40%.

	Tax rate on other companies : Tax rate on income of all other companies including banks, financial institutions, insurance companies and local authorities is 40%.

	Investment requirement by companies enjoying tax holiday: Companies enjoying tax holiday are required to invest 30% of their exempted income within two years from the end of the tax exemption period in the said undertaking or in new industrial undertaking or in stocks and shares of a public company or in government bonds or securities.

	Acceptance of returns of public limited companies : Returns fields by the publics limited companies shall be accepted if it is accompanied by audited accounts and certified by a chartered accountant as to the correctness of the total income of the assesse.

	Salary of foreign technicians : Salary received by or due to a foreign technician under contract of service approved by the National NBR is fully exempted from paying tax (subject to prescribed conditions and limitations) for a period of 3 years from the date of his arrival in Bangladesh.

	Tax payable by the employer on remuneration of foreign technician : Expenditure incurred by an employer in respect of remuneration of the foreign technician is fully exempted from income tax( subject to the stipulated conditions).

	Remuneration of foreign technicians employed by the consulting and engineering firms: Expenditure incurred as remuneration payable to a foreign technician by a Bangladesh firm carrying on the business of consulting and engineering is fully exempted from tax (subject to prescribed conditions and limitations).

Note: In the proposed budget, some changes in income tax slabs and tax holiday has been introduced. 


BOX 10: SANCTIONING/FACILITATING AUTHORITIES
	Sanctioning/Registration Authorities
	Sanctioning/Registration power

	Board of Investment
	Registration of all industrial projects in the private sector outside the authorities of BSCIC and BEPZA. 

For institutional facility purposes, registration of industrial projects financed by Commercial Banks or by different financing institutions outside the authorities of BSCIC & BEPZA.

	Bangladesh Small and Cottage Industries Corporation (BSCIC)
	Registration of industrial projects having capital investment not exceeding Tk. 30.00 million (for BMRE maximum Tk. 45.00 million)

	Bangladesh Export Processing Zones Authority (BEPZA)
	Approval of all projects to be located in the EPZs

	Financing Institutions (FI) and Commercial Banks (CB) including Development Financing Institutions (DFI) and Nationalised Commercial Banks (NCB).
	Approval and financing of projects having investment of any amount.

	Infrastructure Investment Facilitation Company (IIFC) with support of the World Bank 
	Catalyzing investment by the private sector in the development of ports, roads, energy, telecom and water supply.


	Box 11.  Labor Laws of Bangladesh 

· Working hour: 48 hour regular work week, i.e, 8 hour per day and 6 day per week. 

· Overtime: Overtime is voluntary, but should not exceed 12 hours a week which makes the week a 60 hour work week. Overtime must be paid at double the standard wage. But this rule of overtime is a bit different for the women. They cannot work night shifts or past 8 p.m. 

· For every worker, there must be one rest day off per week - either Friday or Sunday. 

· For EPZ, minimum sewers wage is 22 cents an hour. EPZ minimum helpers wage is 18 cents an hour. 

Benefits include 

· Rent subsidy 

· Transportation subsidy 

· Medical allowance 

· Religious Festival Bonus

· 7 day vacation 

· Countrywide minimum wage is 8 cents an hour. The legal benefits are - 

· 4 sick days a year with full pay. 

· 10 personal (casual) days a year with full pay. 

· 10 religious festival holidays with full pay 

· 03 months' maternity leave with full pay. 

· Day care-factories with more than 50 employees must have a day care center. 

· Health Care: The law requires that factories with more than 500 workers must have a health care clinic and dispensary staffed by a doctor and nurse. 

· Upon leaving a factory, a worker is legally entitled to a severance payment of 5000 taka ($87.11) for each year worked. 

· Restricts on Punishment. Any and all forms of physical punishment are outlawed and punishable by law. 

· Rights: Bangladesh labor law also guarantees right to organize and bargain collectively as legal rights. But the only exception is EPZs in the country. The Law does not apply here. 













� One of the main reason for poor implementation of US FDI is the delay in investment in the private container terminal at Chittagong.


� During the first ten months of current FY2001 the losses incurred by PMEs amounted to Tk. 3.3 billion.


� These accounted for 4.4 per cent of all manufacturing enterprises and 6 per cent of all employment in units with 10 or more workers. 


� In the proposed budget for FY 2002-03, custom duty is reduced further and supplementary duty has been abolished for 120 products out of 170 products. 


� Bangladesh Bank’s REER index is based on weighted basket of currencies of 15 major trading partners: US, India, Japan, Hong Kong, UK, Germany, Soth Korea, Singapore, China, France, Italy, Netherlands, Pakistan, Belgium and Canada, base year being 1993-94.  The REER index is not disclosed publicly.


� Teledensity refers to the number of fixed telephone lines per 100 population.  Mobiles, which do not provide access to fixed telephone line (Namely BTTB), are not included in the definition. 


� Incentives include exemption of corporate income tax for 15 years, Custom and VAT free import of plant and equipment, repatriation of equity and dividend, exemption of income tax of foreign investors in Bangladesh,  Insurance facilities according to their own choice, instruments and deeds exempted from stamp duties etc.  
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