estimated that unless policy measures are taken immediately to support the sector, post-
MFA competition could result in the loss of approximately 32,000 jobs and the annual
loss of 1.5% of real GDP growth (ADB 2004).

3.6.1. Government Response

With the above scenario in mind and recognizing the high costs of doing business in the
country, Cambodia has instituted a Government Action Plan (GAP) that focuses on
jumpstarting private sector growth, improving the investment climate, and reducing
poverty. The reforms cover everything from law, taxation, and public administration, to
military demobilization, mainstreaming gender, and population policy. The government
has expressed a wish to reduce its reliance on GSP exports (National Poverty Reduction
Strategy paper) and plans to rid itself of the status of Least Developed Country (LDC) by
2020 (Somongkol 2003). In keeping with the competitive spirit exhibited through these
goals, Cambodia became the first LDC to receive approval for WTO membership in
2003. The government has also been taking seriously the findings of a recent World
Bank Investment Climate Assessment study, as seen by the formation of the Special
Inter-Ministerial Task Force on Trade Facilitation and Investment Climate and the
continued support to the Government-Private Sector Forum (World Bank 2004).

3.6.2. Inter-Ministerial Task Forceon Trade Facilitation and | nvestment Climate

The Task Force is chaired by the Minister of Economy and Finance and Vice-Chaired by
the Minister of Commerce. It has identified four major tasks that were scheduled for
implementation beginning in 2004 with expected completion by the end of 2005:

Formation of a reform team with membership from across all agencies
Consolidating customs inspection procedures into a one-stop location
Automating the sharing of information between agencies

Simplifying procedures for business registration

b

Overall, the Task Force aims to reduce duplication and red tape, and streamline
investment procedures to stimulate private sector led growth (World Bank 2004).

3.6.3. Gover nment-Private Sector Forum

Initiated in 2000, the Forum is a twice yearly meeting between the Cabinet and private
sector representatives, and is chaired by the Prime Minister. The Forum aims to build
trust between the government and private sector, and facilitate interaction to foster
private sector investment. The Forum has formed seven Working Groups aimed at
tackling private sector frustrations:

Law, Tax, and Governance

Agro Business and Agro-processing
Energy and Infrastructure

Banking and Financial Services

e
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5. Tourism
6. Manufacturing and SMEs
7. Export Processing and Trade Facilitation

Although corruption and law enforcement remain problems, the Forum has been
commended for initiating high level dialogue, facilitating negotiations on cost reform at
the Port of Sihanoukville, and installing private sector monitors in the customs
department (World Bank 2004).

3.6.4. Brand-Security Marketing

In addition to government efforts to improve the investment climate and curb corruption,
Cambodia is marketing itself as the destination for garment buyers concerned about labor
rights and corporate social responsibility. The government has agreed to a joint venture
with the international community, including donors, NGOS, and the private sector, to
establish labor rights verification mechanisms that will help Cambodia to stand out as an
ethical choice for textile and garment buyers deciding on a sourcing location. The
project, called “Seizing the Global Opportunities,” was highlighted during a high-level
summit in Phnom Penh in February 2005. The ILO monitors Cambodia’s adherence to
labor standards, while the project seeks to advertise this fact to the international
community through promotion of the “Cambodia Model” for ethical labor practices in the
apparel industry.’’

3.6.5. Trade Promotion

Cambodia’s Export Promotion Department (EPD) is a relatively new organization
working under the Ministry of Commerce.”®The department website offers an export
directory by category as well as a list of trade fairs and trade news. Beyond what is on
the website, there is very little information available about the EPD’s activities and the
department does not appear to be very active. More involved in trade facilitation is the
Council for the Development of Cambodia (CDC), which is responsible for stimulating
investment in the country and has been involved in wider government efforts to promote
private sector growth.

3.6.6. Lessons L ear ned

Like Bangladesh, Cambodia is constrained by high levels of corruption and bureaucratic
inefficiency. Cambodia has faced the problem and accepted international calls for reform
by simplifying legal procedures and engaging with the private sector. The country has
displayed a pro-active attitude and a willingness to compete for its place in the world
market through WTO membership and by signing on to other bilateral and regional trade
agreements. Bangladesh could learn much from Cambodia’s quick response to negative
realities, and adopt a similar willingness to work cooperatively with the private sector and
donors to solve the problems.

37 More details about the project can be found at <www.globalfairness.org>
¥ <www.epd.gov.kh> Started in 1997.
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Moreover, Bangladesh may also want to advance its image internationally by offering
more than its cheap labor as an attraction for investment. Whether Bangladesh can also
adopt the corporate social responsibility approach, or find some other unique selling
point, Cambodia’s example serves to stimulate the flow of ideas for Bangladesh’s image
marketing strategy.

A recap of lessons learned from Cambodia includes:
1. Improve and highlight labor and environmental practices

2. High-level collaboration between government, donors, and the private sector
3. Willingness to accept tough realities and becomes serious about improvement
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4. Policy Analysis

This chapter considers a number of cross-cutting policy issues that affect the growth and
stimulus of exports from Bangladesh. An analysis of the import and export policies of
the country, as well as the nature of the investment climate, all serve to define the
constraints and opportunities that are in place for exporting firms. The focus is on broad
policy issues that affect all sectors; policy measures related to individual industries will
be considered in Chapter 6.

There are a considerable number of recent studies that have focused on Bangladesh’s
trade policy and the evolution of its liberalization efforts since the early 1990s. The
analysis here does not pretend to offer a decidedly new look at these issues, but rather to
present in concise and easy-to-understand language an overview of the major issues that
have been discussed elsewhere in more technical detail and that have bearing on the
overall objectives of this study.”” Most importantly, the chapter offers a compilation of
what seems to be the collective consensus of the policy reforms that are necessary to
further stimulate exports in a range of sectors.

The analysis begins with a rationalization of the link between Bangladesh’s import policy
and the success of its exports, as well as the connection between foreign direct
investment (FDI) and export-led growth. A closer look at Bangladesh’s tariff structure
and use of quantitative restrictions (QRs) reveals a continued anti-export bias through the
protection of import substitution industries. Yet at the same time, Bangladesh claims to
be pursing export-oriented growth characterized by a number of incentives for exporters,
most of them related to the RMG industry. The result is a distortion between the stated
goals of the country’s export policy and the effects of its protective import regime.
Rather than having one cohesive trade policy, the country has a number of separate
policy documents that act in contradiction.*’ The chapter continues with an analysis of
the efficacy of the export policy, including whether its provisions can be realistically
implemented and where inadequacies exist, and the nature of the investment climate. At
its conclusion, the section offers a compilation of the various recommendations to reform
Bangladesh’s trade policy.

4.1. Linking Import Policy, Export Growth, and the Investment Climate

Prior to taking a more specific look at Bangladesh’s import and export policies, it is
useful to establish the ways in which the two are connected, and how a protective import
policy acts to dampen exports. Import protections can take the form of customs duties,
para-tariffs and additional taxes, quantitative restrictions on which products can be

%% Information in this chapter was summarized from five main sources. See World Bank, Trade Policies in
South Asia: An Overview, 2004, World Bank, Bangladesh Growth and Export Competitiveness, 2005,
European Commission, Draft Trade Needs Assessment, 2005, Bangladesh Enterprise Institute and World
Bank, Improving the Investment Climate in Bangladesh, 2003, and Chowdhury, Omar Haider, and Willem
van der Geest, eds., Economic Reform and Trade Performance in South Asia, BIDS, 2004.

0 The draft Trade Needs Assessment report funded by the European Commission makes the observation
that there is an import policy, an export policy, and an industrial policy when instead there should be a
more integrated trade policy.

JOBS/IRIS 42



imported, licensing requirements, and bureaucratic hurdles. All of these mechanisms
hinder exports in the following ways:

1. The high cost of imports due to tariffs and taxes increases the costs to firms that
are processing the imports for re-export. The additional cost makes their prices
less competitive in the international market.

2. The high cost of imports means that domestically produced goods have less
competition and can be sold in the local market at artificially high prices. This
increases the incentive for producers to focus on the domestic market where
prices are higher and quality can be poorer than in the more cut-throat
international arena.

3. By placing restrictions on imports, which are bought with foreign currency, the
demand for local currency is higher than it otherwise would be. This acts to keep
the local currency artificially appreciated and lowers the profits of an exporter vis-
a-vis the local currency.

With these rationales in mind, it becomes apparent that the openness of Bangladesh’s
import regime has a decided impact on the strength of its export sectors. This is true not
only in an abstract, academic sense, but has been borne out during the preceding decade
of Bangladesh’s trade history. In 1990 Bangladesh’s trade ratio was 26.7% with an
average GDP growth for the next five years of 4.15% and an export propensity of only
8.3%. After nearly a decade of increasing international openness measured by a 2000
trade ratio of 42.1%, GDP growth by 2000 reached over 5% and export propensity had
increased to 17.5%.* The importance of an open import environment should also be
obvious for the RMG sector which, while it is more than 75 percent of the export basket,
is heavily dependent (up to 70%) on imported raw materials.

Foreign direct investment (FDI) has also been increasingly recognized as one additional
component that enhances the export prospects of a country and serves as an important
engine of development. It introduces a country to new technologies and improved
production techniques, as well as quality control and advanced marketing skills (World
Bank 2004). The transfer of new management skills and network linkages are also a
crucial benefit of FDI (Chowdhury and van der Geest 2004).

4.2. Bangladesh’s Continuing Anti-Export Bias

Emerging from a highly closed economy in the early 1990s, Bangladesh joined the
liberalizing bandwagon along with the rest of the region. The import policy of the
country had been characterized by a many-tiered tariff structure that varied markedly
between industries and also varied between products within one industry. There were
also a large number of quantitative restrictions (QRs) and other non-tariff barriers such as

*I Summarized from explanations in the World Bank’s Trade Policies in South Asia: An Overview, 2004
and Maxwell Stamp’s Bangladesh: Trade Protection, Comparative Advantage and Competitiveness, 2003.
2 Export propensity = (exports/GDP) as a percentage of GDP and Trade ratio = (exports plus
imports)/GDP*100 as calculated by Chowdhury, Omar Haider and Willem van der Geest, eds, Economic
Reform and Trade Performance in South Asia, BIDS, 2004, pp. 32 and 58.
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import licensing requirements, time delays, and many concessions and exemptions
(Chowdhury and van der Geest 2003). For most of the decade, Bangladesh markedly
reduced the number of QRs, continued to rationalize its tariff structure, and reduced
customs rates. The liberalizing tendency was stalled momentarily in the mid-1990s, but
picked up again after the turn of the century.

Despite the achievements in reducing tariffs, Bangladesh still remains the most protected
economy in South Asia and the 5™ most protected economy in the world (World Bank
2005). A number of para-tariffs, or protective taxes, are levied in addition to customs
duties in a non-transparent and discretionary manner that increases the opportunity for
rent-seeking behavior. They are such a significant amount that from 2000-2001, 1/3 of
customs collections came from these para-tariffs. Put another way and with a more
recent statistic, “Bangladesh’s average protective rate in FYO0S5 is 62% higher than its
unweighted average Customs duty” (World Bank 2004). There are three primary para-
tariffs in use in Bangladesh:

1. Infrastructure Development Surcharge (IDSC) — a discretionary general para-tariff
2. Supplementary Duties (SD)
3. VAT

There had been additional regulatory duties, but these were just eliminated in the most
recent budget. VAT is usually not considered a protective tax, but a number of VAT
exemptions for domestic products serve to place it in the para-tariff category for the case
of Bangladesh (World Bank 2004). The country continues to have a relatively
complicated tariff structure, though has made improvement by reducing it from a four-
tiered to the most recent three slab structure. Currently, the highest tariff rate is 25%
(Draft Trade Needs Assessment 2005). While very recent improvements have taken
place, the tariff system remains complicated and is difficult to negotiate.

Additionally, a number of quantitative restrictions remain in place, making Bangladesh
the only country in South Asia to continue using traditional QRs on imports (World Bank
2004). Import licensing was abandoned in 2003; however, an importer registration
requirement, which is costly and time consuming due to bureaucratic red tape and
corruption, acts in nearly the same way as import licensing would. The import policy of
the country also makes use of import bans and import restrictions, many of which are
related to the textile and agricultural sectors. At present there are 63 items that are
controlled by the import policy, and while the majority of these are on the restricted list,
the administrative procedures for acquiring permission are cumbersome and costly,
involving a web of permits, clearances, and approvals (Trade Needs Assessment 2005).

4.3. Provisonsfor Exporters

Because of the continuing protective nature of the import regime, a number of
mechanisms have been put in place to reduce costs for exporters. These include:

1. Duty Drawback Scheme
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2. Bonded Warehouses
3. Export Processing Zones

These measures take into account the reliance of exporters on imported inputs, and allow
firms to either circumvent import tariffs and other taxes or receive a refund of duty paid.
The difficulty with these options is that they primarily serve the established RMG and
leather industries, making it difficult for new export industries to materialize, and
partially explaining the highly concentrated nature of the country’s export products.

The duty drawback scheme allows exporters and partial exporters to receive a refund of
duties and taxes paid on imports used for the production of completed export goods.
Claims must be submitted to the Duty Exemption and Drawback Office (DEDO) and
must include an export proceed realization certificate and the bill of landing. DEDO uses
a flat rate based on input-output coefficients to determine the drawback amount
(Chowdhury and van der Geest 2004).

The system is generally considered a positive way to encourage exports, yet in practice it
does not work as efficiently as it does on paper. Again, the administrative hurdles are a
decided disincentive, with rebates in some cases taking up to a year to receive and flat
rates not being applied to non-traditional sectors (Trade Needs Assessment 2005).
Additionally, oversight problems lead to distortions, with exporters in some cases
receiving a lower rebate than expected. In other instances, exporters request and receive
a full refund on import duties and taxes, even though only some of the final production
may have been exported while a smaller share was dumped in the domestic market
(World Bank 2004). The duty drawback system seems to work well enough for
established firms, but for the above reasons continues to be a barrier to newer and smaller
exporters.

Bonded warehouses are available, again mostly for the RMG sector, for the free import
and storage of raw materials and other inputs used by 100% export firms. Approval for
the use of bonded facilities is given within a very narrow set of qualifications, and is
again a hindrance for small and start-up entrepreneurs. A further problem is oversight,
with leaks to the domestic market occurring just as with the duty drawback scheme.

There are two Export Processing Zones (EPZs) in Bangladesh, located in Chittagong and
Savar, and there are plans underway to create six more. They operate as free trade zones
and also provide adequate infrastructure in terms of electricity, gas, water, and
telecommunications. Required customs procedures within the EPZs are kept to a
minimum and are speedily processed, with import/export permits provided within 24
hours. A 10 year tax holiday is also offered to firms operating within the zones. The
EPZs are maintained by the Bangladesh Export Processing Zones Authority (BEPZA),
and are also a major location for FDI in the country. The EPZs appear to be a relatively
effective means of promoting exports.*

* Information for this paragraph taken from the EPB website at <www.epb.gov.bd>
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4.4, Evaluation of Export Policy

In addition to the schemes already evaluated that attempt to neutralize Bangladesh’s
import substitution policies, a separate export policy offers another set of incentives and
promotion measures. The Export Policy 2003-2006 identifies five highest priority sectors
and another ten special development sectors. Facilities offered for these sectors include
low interest loans, use of bond facilities, reduced air transport, and assistance with
marketing and product development.

Additional export subsidies encompass low interest loans from an Export Development
Fund, and cash incentives. A number of sectors are eligible for cash compensation of 15-
25% of export value. These cash subsidies are illegal under WTO rules, and will have to
be phased out eventually (National Policy Review Forum 2003). Beyond this, the system
is vulnerable to fake subsidy claims.

Both the export and import policies require back-to-back letters of credit opened in favor
of a foreign bank. This restrictive measure limits the options of some larger firms who
may want to pursue alternative contracting arrangements. It also limits potential export
destinations, since some countries, such as the United Arab Emirates, do not want to
import products from Bangladesh based on L/Cs.

Overall, the export policy of Bangladesh has been becoming more conducive to export
growth with more attention paid to diversification efforts. The difficulty is that some
policy measures, such as assistance with marketing and product development, are
decidedly vague. Other measures, like setting up world trade centers in Dhaka and
Chittagong, seem more like wishful thinking. This is borne out by the experience in
Chittagong, where initial efforts towards building a world trade center have been
continually thwarted by political bickering. If the positive measures that are found in the
export policy are to be of any use, the capacity of the Export Promotion Bureau or a
similar organization needs to be improved.

4.5. Intraregional Trade Policy

Total intraregional trade among South Asian countries is currently as little as 2%.* India
has dominated the region in what trade exists, with the majority of Bangladesh’s imports
coming from India throughout the 1990s. However, India’s borders remain almost closed
to Bangladeshi products. There are restrictions in transit activities between the two
countries, and land customs clear only a limited number of products (World Bank 2004).
Trade within India to its north east portion cannot easily cross through Bangladesh.

Discussions are under way for a South Asian Free Trade Area, which stands to benefit

Bangladesh enormously. The country is giving positive signals of its readiness to move
forward. During negotiations, one of the issues Bangladesh will need to address are the
several discretionary para-tariffs already discussed, and limiting the number of items on

* See Promoting Intraregional Trade in South Asia, a draft discussion paper submitted to USAID by
Nathan Associations as part of the TCB Project.
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the negative list. It is advisable that Bangladesh continue working towards the regional
trading agreement so that it can take advantage of prospective markets locally.

4.6. Industrial Policy

The Industrial Policy of Bangladesh has been considered fairly liberal and foreign firms
are provided with a number of incentives. These incentives include tax exemption for 5-
7 years, full repatriation of invested capital, profit, and dividend, avoidance of double
taxation, and provision for either wholly owned or joint venture businesses. Other
incentives relate to visas for expatriate workers, citizenship for large investments, and
duty exemption for export oriented goods. Foreign firms are required to register with the
Board of Investment and receive assistance with utility connections, permits, and
obtaining industrial plots.*

Despite the relatively open investment policy, Bangladesh remains unsuccessful at
attracting large amounts of FDI. The World Bank has estimated that FDI inflows into
Bangladesh rank only 137 out of 141 countries based on gross FDI inflows to GDP ratio
(World Bank 2005). Such a poor ranking is understood to be the result of a myriad of
weak infrastructural, regulatory, and governance issues that increase uncertainties for
foreign investors and lead to questions about the stability of the country. The difficulties
in attracting more foreign investment have been detailed elsewhere,* so it is sufficient
here to simply mention that electricity, water, and telecommunications connections, port
and customs inefficiencies, and poor law and order all contribute to the disappointing FDI
performance. At the same time, there appears to be a feeling among some quarters in
Dhaka that the current Industrial Policy is too liberal and makes it too easy for foreign
investors to send their profits out of the country.*” While advice to tighten the investment
policy will probably not be heeded, such undercurrents still serve to undermine foreign
investor confidence in the country.

4.7. Policy Recommendations

Nearly all analyses of Bangladesh’s trade policy offer recommendations that are expected
to decrease the remaining anti-export bias and reduce distortions among import and
export policies. This section offers a recap of the most frequently cited policy
improvements:

1. Eliminate quantitative restrictions — if necessary these can be replaced with more
transparent tariff mechanisms.

2. Reduce maximum tariffs — this will make export-oriented firms more competitive
in the international market and reduce reliance on duty neutralization schemes.
Lower tariffs also lead to a lower exchange rate, which makes exports from the
country cheaper and more attractive internationally.

* From the Board of Investment website <www.boibd.org>

% See Bangladesh Enterprise Institute and the World Bank, Improving the Investment Climate in
Bangladesh, June 2003, and Final Constraints Report, Bangladesh Export Diversification Project.
47 See New Age newspaper on May 12, 2005.
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3. Rationalize the tariff structure — the current three-tiered tariff structure remains
confusing and information about how it works is difficult to find. Eventually, this
should be transformed into one low, uniform rate.

4. Eliminate para-tariffs — Supplementary Duties and the Infrastructure Development

Surcharge are discretionary and lack transparency. Customs duty should be the

only protective import tax, making the system simpler and less vulnerable to

corruption. At the same time, the tax collection system must be improved, since
approximately 22% of total government revenues are collected from protective
import duty revenues (World Bank 2004). Any attempt to quickly reduce these
additional import taxes will leave an already cash-strapped government even less
capable of providing necessary services.

Apply VAT equally to domestic and export firms.

6. Eliminate compulsory back to back L/Cs — some export destinations do no like
this mechanism, and therefore offer very limited access or are closed to
Bangladeshi exporters. A more flexible arrangement should be approved that
does not hamper larger firms that have a more stable financial base.

7. Improve export financing facilities — simplify procedures of Export Development

Fund and retain low interest rates.

Eliminate direct cash compensation of export sectors.

9. Improve administration of duty drawback and bonded warehouse schemes —
eliminate leaks to the domestic market, quicken processing times, and incorporate
new sectors.

10. Establish centrally bonded warehouse — will make it easier for new and small
export enterprises to take advantage of duty exemption.

11. Ensure integration and consistency of import policy, export policy, and industrial
policy.

12. Improve trade facilitation — reduce customs and port inefficiencies, and improve
transportation networks.

13. Improve investment climate — reduce corruption and ensure law and order.

14. Continue investing in capacity development of Export Promotion Bureau,
Customs Department, and National Board of Revenue.

15. Continue towards the development of a South Asian Free Trade Block.

9]

*®

While this is a rather long list of recommendations, and some, such as reducing
corruption, have been stubbornly difficult to correct, it gives some indication of where to
concentrate future policy efforts. Additional sector specific policy issues will be
identified and discussed in a subsequent chapter.
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5. Sector Selection
5.1. Background

During the sector selection and sector analysis phase of the research, the IRIS team
worked with several consultants, whose full reports can be found in the annex. In
preparing the following two sections of this report, IRIS used a combination of desk
research, selective information from consultant reports, and the practical experience
gained through eight years of implementation of the JOBS Project.

5.2. Methodology

As the heart of this study, IRIS was commissioned to undertake a rigorous action
research exercise to identify sectors according to the primary criteria of employment
creation potential and export potential. Additional criteria were added during the three
step process of secondary research, primary research, and experiential analysis of the
sectors to arrive at a final list of ten sectors.

Secondary Research Primary Research
Secondary study review,
JOBS’ experience, Conduct FGDs and KlIs to
CBTI’s Intelligence, and ITC’s shortlist the sectors from the

\ 4

Trade Map and Product Map secondary research

A 4
Analysis of the Sectors
An analysis of the process and the sectors to come
up with the final list for further study

Three steps of sector selection process

The secondary study was initiated to generate a first list of potential sectors for
Bangladesh that could be further filtered through the primary study in the following step.
The secondary study involved:

1. Reviewing almost 200 studies completed on a range of sectors and trade related
topics of Bangladesh by different stakeholders, combined with the project
analysis and mapping of sector work in Chapter 1.
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2. Making extensive use of JOBS’ expertise in export sector development for the last
eight years.

3. Consultation with Center for Promotion of Imports From Developing Countries
(CBI).

4. Utilizing the huge database of International Trade Center (ITC) to discover trade
flows and the potential sectors for Bangladesh.

Using all of the information gathered from the sources listed above, a matrix was created
to reflect the relationship between the current size of the sectors and the amount of
information available on the sectors. In generating the initial list, IRIS was conscious of
the need to identify alternative sectors that are not necessarily on the national radar and
that represent significant growth potential. Accordingly, a sector such a shrimp, while
fitting the main selection criteria, was filtered out of the list because it is already an
obvious choice with a significant amount of research to its name. The intention was not
to “reinvent the wheel,” but to use IRIS’ experiences, partnerships, and research to look
at possibilities beyond those that are immediately apparent. The matrix was also useful at
this first stage in providing a strong analytical background to sector issues, constraints,
and opportunities.

Following the finalization of the primary list of sectors, a Focus Group Discussion
(FGDs) was held to add to the list of sectors provided by IRIS and to place sectors in an
attractiveness matrix based on the key criteria of employment and export potential. A
second Focus Group Discussion acted as a control group, whereby participants were
asked to generate and rank a list of sectors starting from scratch. A number of sectors
common to both FGDs were identified and helped to narrow down the list that came out
of the secondary research. The research team recognized that the analysis had every
possibility of being subjective and dependant on the information provided by the focus
group participants, and therefore required validation through key informant interviews.

After the primary and secondary research had been completed and the list of ten sectors
identified, the research team decided to further analyze the results based on IRIS’
experiences and the possible biases of the action research participants. The objective was
to review the whole research process and its outcome, and determine if the results
matched the overall purpose of the task assigned by UNDP. Following the analysis, the
team decided to further shortlist the sectors and include missing ones in preparation for
detailed analysis and modality development during the final phase of the whole
assignment.

5.3. Secondary Resear ch

5.3.1. Desk Study Literature Review

The research team began the secondary research phase by amassing a library of sector
studies, investment climate reviews, and trade related reports. Using internet research

skills and visits to donor projects and think tanks, over 200 titles were collected and
analyzed. In combination with the review of export promotion projects and organizations
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in Chapter 1, the team was able to achieve a full sampling of the export and sector
development work available in the country. This literature provided a strong basis for the
first draft list of sectors that was further enriched by the experience of JOBS and its
partners.

5.3.2. JOBS' Sector Development Program Experience

The objective of JOBS Project is to support the growth of the private sector by helping
improve the performance of small, medium, and micro enterprises (SMMEs) and the
policy environment in which they operate. JOBS’s specific goal is to enable these
enterprises to achieve greater economic growth, thereby expanding employment
opportunities, reducing poverty, and improving the standard of living for poor
Bangladeshis. The sector and export development team operates by identifying sub
sectors that demonstrate significant growth potential and by building the capacity of
small and medium enterprises (SMEs) to manufacture diversified export products. The
Project’s activities under the Sector Development Program range from: 1) Focusing on
assisting specific growth sectors like footwear or home textile; 2) Developing a skilled
labor force; 3) Encouraging product development through technical assistance and
training; 4) Creating market linkages by facilitating participation in venues for market
exposure; and 5) Facilitating export growth by using international experts, and much
more.

The JOBS project, since its commencement, has assisted in developing various sectors,
including leather goods, footwear, home textiles, floor coverings, and diversified jute
products. Recently it added handmade paper products, diversified coconut products,
personal protective equipment, electrical products, and information technology to its
target sectors. The selection criteria for the sectors are based on the following:

Products are exportable

Draw on labor- intensive production chains

Rely on locally procurable raw materials

Potential to double or triple their worker’s compensation
Generate employment for women

The vision of JOBS is to develop each targeted sector and press small entrepreneurs to
apply a vigorous, market-driven methodology. This includes everything from locating an
international market, getting buy-in from entrepreneurs, inviting an international expert to
produce samples for the target market following the trend, participating in trade fairs to
obtain orders, developing a skilled workforce through cluster-based training, establishing
backward linkages between the entrepreneur/lead buyer and the clusters (or linking small
and medium enterprises with upstream micro-enterprises), and facilitating entrepreneurs’
access to finance.

During the last six months, JOBS facilitated the creation of 10 new clusters, comprising
200 small businesses. JOBS established major backward support linkages for lead buyers
and exporters in footwear, leather goods, home textile, crafts, handmade paper, and other
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sectors generating export sales of $10 million and local sales of $8 million. JOBS
provided technical and skill development training to almost 500 workers of various small
and medium sized enterprises from different sectors to prepare them for the highly
competitive international market. Approximately 80% of beneficiaries are women with
average incomes of Tk. 2000 to 4000.

While doing this, JOBS has gained tremendous experience in sector selection for
enterprise development interventions. It has a firm knowledge base regarding many
different sectors as well as their overall value chains. JOBS is continually working with
chambers and various business associations in an effort to identify and develop new
sectors. Besides its own work, JOBS has already worked for projects such as IRG-
Nishorgo and MACH-KARITAS to identify potential sectors in terms of employment
and export sales. JOBS has developed its own large database on 20 different sectors, 500
small and medium enterprises, and 1700 micro enterprises from all over the country. The
program is constantly analyzing the existing and upcoming sectors in Bangladesh.

5.3.3. CBI'sMarket Intelligence

The CBI (Centre for the Promotion of Imports from Developing Countries) is an agency
of the Dutch Ministry of Foreign Affairs, and was established in 1971. The Center’s
turnover in 2003 was approximately 16 million euros. The CBI office in Rotterdam
houses just over 35 staff members. They are assisted by another 70 external consultants
(60 branch consultants and 10 general export marketing consultants). An extensive
international network further contributes in making the agency one of the most important
centers of expertise in the field of market access to the European Union for developing
countries. With a focus on the EU market, CBI’s core competencies are market
knowledge, product/production improvement, quality control, export marketing and
management, and market entry. CBI has been working with Bangladesh for the last 12
years and has extensive research on different sectors of Bangladesh. CBI has developed a
list of seven sectors, which they think have great potential for Bangladesh. These include
novel handicraft, personal protective equipment, stationery items, garments, software and
IT services, mobile equipment parts, and organic food ingredients. JOBS has used their
expertise as a jumping off point for further research and in the generation of a primary list
of sectors for the current study.

5.34.1TC'sTrade Map and Product Map Market Research Tools

The International Trade Center (ITC) in Geneva has developed TradeMap and Product
Map for market analysis and potential market and sector selection for a country. ITC is a
long standing partner of JOBS and has trained many of JOBS program staff as local
market analysts for the Project, who can use TradeMap and Product Map for potential
sector selection.

TradeMap provides on-line access to a database on product trade flows and market access

barriers for international business development. It presents indicators on export
performance, international demand, alternative markets, and the role of competitors from
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the product and country perspective. TradeMap operates in a web-based interactive
environment and covers the trade flows (values, quantities, trends, market share, and unit
values, both in graphic and tabular format) of over 180 countries and territories, 41
country groups, and 5,300 products defined at the 2, 4, or 6 — digit level of the
Harmonized System (HS revision 1).

This web based database helps to examine the profile and dynamics of export markets for
any product, to assess the value, size, and concentration of exports, and to highlight
countries where market share has increased. It helps to view the world’s major importing
countries, illustrates the extent of import concentration, and identifies those countries in
which demand has increased over the past five years. With the help of this database, one
can identify the leading exporting countries for a given product, highlight a country’s
position in world export rankings, or show a country’s share in the imports of partner and
neighboring countries. The researcher can make a comparative assessment of import
demand for related products in an export market and identify imports of similar products
for possible synergies. TradeMap also helps to identify product-specific opportunities by
comparing actual bilateral trade, the total import demand of partner countries, and the
overall export supply capacity of the home country. TradeMap is based on COMTRADE,
the world’s largest trade database maintained by the United Nations Statistics Division,
and on market access data from UNCTAD, WTO, and national sources.

JOBS also uses another tool of ITC called Product Map. Product Map consists of 72 web-
based databases, each focusing on a particular industry and presenting extensive
international trade and market analysis tools specifically designed for organizations
active in international trade. Product Map gathers information for more effective
international market research and business development on 72 industries ranging from
agriculture machinery to cut flowers and wood products. Overall, 5,300 products (HS 6-
digit) traded by over 180 countries are referenced in the Product Map. It consists of
market positioning tools based on the quantitative analysis of international trade for the
sector covered by the Product Map in question. Three tools (Trade Data, the Product
Performance Index, and Product Champions) provide extensive information to compare
national macro-economic performance by country, to analyze exports and imports, and to
identify the products with strong international demand and supply capacity in emerging
economies.

5.3.5. Convergence of Secondary Resear ch Sour ces

The following matrix was created based on the convergence of information from the
secondary literature review and the experience of JOBS and its partners. The exercise
aimed to narrow down the list of possible sectors for the country, with a focus on
alternative ideas, to arrive at eleven sectors that could then be shared during the first
FGD.
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Sector Information/Studies

Insufficient

Sufficient

Abundant

54

Information and Market Saturation Matrix

. Herbal Medicine

. Aromatic Plants

. Silk Products

. Diversified Jute Projects
. Pharmaceutical Products
. Ceramics

DA W W -

. Handmade Paper
. Printed Stationary
PPE

. CR Coil

. Processed Meat

. Floor Covering

9. Home Textile

10. Fertilizer

12. Jewelry

13. Green Jute Pulp
14. Flowers and Ornamental

Plants
15. Personal Care Products
17. Luggage

1. Grains 1. Bakery

2. Leather goods 2. Plastic Packaging

3. Footwear 3. Spices

4. Aromatic Rice

5. Gift and Craft

6. Fresh and Frozen

Vegetables

7. Electronic Assembly

1. RMG 1. Poultry
2. Knitwear 2.ICT
3. Shrimp
Large Medium Small

Sector Size

From the sectors listed in the four top right boxes, the research team chose the following
eleven sectors for further analysis during the first FGD:

1. Aromatic Rice
2. Footwear
3. Handmade Paper
4. Herbal Medicine
5. Home Textile
6. Jute Diversified Products
7. Luggage
8.
JOBS/IRIS

Personal Protective Equipment (PPE)
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9. Pharmaceutical Products
10. Printed Stationary
11. Processed Meat

5.4. Focus Group Discussions and Key Informant Interviews

The Focus Group Discussions (FGD) brought together sector representatives, policy
makers, academics, and economic generalists to further add to the list created by IRIS
researchers above.* During the first FGD, participants added another 17 sectors that
were placed in the attractiveness matrix below according to the primary selection criteria.
The second FGD came up with 20 sectors placed in the second matrix below.

Attractiveness Matrix — First FGD

1. Dry Fruits.
1. Generic | 1. Bicycle 2. Footwear
Pharmaceutical 2. Flower/Orchid 3. Handmade Paper
products 3. Leather Goods 4. High Value Handicraft
c |2 Other | 4. Plastic Packaging 5. Home Textile
2 | Pharmaceutical 5. PPE 6. IT Enabled Services
— L | Products 7. Jute Diversified Products
a4 3. Software 8. Personal Care Products
g 9. Shrimp
< 10. Skilled/Semi-skilled Manpower
2 11. Generic Spare Parts
8 c 1. Gems and Jewelry 1. Aromatic Rice 1. Herbal Medicine
— S 2. Assembly of Electronic
ﬂ -g Goods
E s 3. Processed Meat
Sa)
&=
g 1. Camera parts 1. Luggage
2. Frozen Vegetable
= 3. Printed Stationary
o
-

L ow Medium High

POTENTIAL FOR EMPLOYMENT?

8 For a list of FGD participants, please see Annex 3.
* Taken from the sector selection report, which can be found in Annex 4.
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Attractiveness Matrix — Second FGD

1. Green Jute Pulp
5| 1. Active Pharmaceutical Ingredients g Iéimﬁ\t)vgir ineerin

T | 2. Pharmaceutical Products - M8 & &

4. Manpower
— 5. Processed Meat
&
£
é c 1. Business Process Outsourcing 1. Electronic A'ssembly
¥ S X 2. Herbal Medicine
g 2 2. IT Enabled Services .

3 . . 3. Herbal Nutraceuticals
= 3. Medicare Services 4. Innovative Jute Products
g = 4. Printed Stationary ’
=
Z
m
F .

g 1. Education

> 2. Recycled Glass & Tin Products

©| 3. R& D and Testing

| )

4. Spices
5. Urea Fertilizer
Low Medium High

POTENTIAL FOR EMPLOYMENT?*

Based on these two matrices, IRIS chose 10 sectors that were highly ranked for further
validation. Several of the sectors chosen appeared on both FGD lists. The 10 sectors
were ranked during Key Informant Interviews (KIIs) based on export and employment
potential, as well as the additional criteria of backward linkage potential. Further details
about each sector were gathered during the interviews covering the topics of production
and markets, competition, workforce/labor, technology, raw materials, finance,
management, and policy. Based on these discussions, the research team achieved a better
understanding of constraints and opportunities in each sector, and led them to further
refinement of the sector list.”!

5.5. Further Analysisand Finalization of the Sectors
During the Key Informant Interviews, a number of participants expressed surprise that

agro-processing had not made the list. Recognizing the bias inherent in action research,
and cognizant of the fact that agricultural production remains the number one employer

%% Taken from the sector selection report.
> For a list of sectors ranked during the KIIs and the resulting numerical analysis, again see the sector
selection report.
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for Bangladesh’s majority rural inhabitants, leather goods and footwear were combined to
make room for agro-processing. Information Technology Enabled Services (ITES) was
broadened to Information and Communication Technology (ICT), based on IRIS’
experience that cross-cutting constraints must first be addressed before more specific sub
sectors can be adequately developed. Additionally, handmade paper was broadened into
specialized crafts, which also includes leaf baskets.

The final 10 identified sectors therefore include:

1. Agro-processing

2. Generic spare parts/light engineering

3. Herbal medicine and medicinal plants

4. Home textile

5. Jute diversified products

6. Manpower export

7. Specialized crafts — including handmade paper and leaf baskets
8. Leather goods and footwear

9. Personal protective equipment (PPE)

10. Information and Communication Technology (ICT)

While IRIS decided to put forward 10 potential export sectors, commitments to UNDP
only required analysis and modality development of 7 sectors. Accordingly, the first 7
sectors listed are further analyzed in the next chapter.
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6. Sector Analysis
6.1. Agro-processing
6.1.1. Background

Agro-processing is a wide and ill-defined sector that can refer to everything from poultry,
livestock, and forestry, to rice, fruit, and vegetable production. In the context of
identifying potential sectors for this report, agro-processing has been narrowed down to
encompass only black Bengal goat and fresh or processed fruits and vegetables.

Bangladesh boasts numerous rivers and fertile lands conducive to agricultural production,
which has been the traditional pursuit of the majority of Bangladeshis for centuries. Even
today, the agricultural sector accounts for 62.4% of total national employment. There are
over 90 vegetable varieties and 60 types of fruit grown in the country. Additionally,
Bangladesh houses a black Bengal goat population of 20 million.

6.1.2. Demand and Supply

The world market for fruits and vegetables stood at approximately $98 billion in 2003,
with the United States and Europe being the largest importers. In 2003, the US imported
$13 billion worth of fruits and vegetables, while the enlarged EU imported $17.3 billion
excluding intra-trade (FAOSTAT 2004). Germany is the most important European
market, while Japan is also a major export destination. The trend in global trade of fruits
and vegetables is towards large, consolidated firms that are looking for more direct links
with suppliers, leading to a concentration of actors and streamlining of marketing
channels. Proper packaging for ease of use is also becoming a factor (Cook 2003).

Bangladesh’s exports of fruits and vegetables reached approximately $14 million in 2003,
with the primary destination being the South Asian ethnic markets in the UK and Middle
East. From 1995-1996 total fruit production in the country reached 1.5 million tons.
More recent figures for vegetables place production at 1.625 million tons from 2002-
2003. It is estimated for the same year that around 10 million farmers were growing
vegetables on 253,036 hectares of land.

The export figure stated above is not as high as it could be, since there is only 12% value-
added in the agro-processing industry and estimates of 15%+ post harvest loss for both
fruits and vegetables due to poor handling. Additionally, only .5% of Bangladesh
horticulture production is processed, leaving significant room for improvement in the
export of fresh as well as processed fruits and vegetables if leading constraints can be
addressed.

World demand for goat meat stood at $86.8 million in 2003 (FAOSTAT 2004). While
there are no specific demand figures available for black Bengal goat, it is recognized as a
delicacy and known for its texture and taste, even when compared to other kinds of goat
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meat. The black Bengal goat is specific to the region, and therefore provides Bangladesh
with a good opportunity to break into the global goat meat export market.

The key breeding areas for black goats in Bangladesh are Meherpur, Chuadanga, Kushtia,
and Jhenidah. There are also two government farms in Chuadanga and Shenidah. The
goats are primarily raised in home yards, with poor families of less than one hectare each
raising 80% of the goats in the country. Additionally, goat rearing contributes 27% to
agricultural GDP and is responsible for 16% of total employment. While goat exports
from Bangladesh in 2003 were insignificant, this is one sector that is experiencing
tremendous world demand and for which Bangladesh can position itself as a unique
provider.

6.1.3. Major Playersin the Value Chain

The supply chain for fruits and vegetables consists of local growers, suppliers,
processors, and wholesalers/exporters. If fruits or vegetables are to be exported fresh,
they must be boxed and stored in a pack house until ready for export. In order to reach
foreign markets still fresh, airplanes are the only means of transportation. 90% of
horticulture exports are in the province of the Bangladesh Fruits, Vegetables, and Allied
Products Exporters Association. BRAC is the largest individual players, and has
achieved EUREPGAP certification, qualifying it for exports to the EU.

Small, marginal, and landless farmers are the primary actors in supplying black goats.
Meat processors, local traders, and exporters are also involved. So far the export of goat

meat from Bangladesh has been insignificant, but retains potential.

6.1.4. Constraints and Opportunities

SI Constraints Possible Response Organizations

Policy Constraints

1 | High duty on inputs, raw | Negotiate =~ with  the | National Board of
materials, and packaging — | government to continue | Revenue
this increases the costs for | import liberalization

exporters whose prices are Ministry of Commerce
set by the international | Lobby for use of WTO
market tariff binding facility so

that change of

government does not
result in backsliding on
tariff reductions

2 | Expansion units in | Lobby with Ministry of | Ministry of Commerce
agriculture not eligible for | Commerce to extend the
tax holidays — as production | tax holiday for
units become larger and | agriculture expansion
more able to penetrate | units

international markets, they
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do not receive the same kind
of incentive as if they had
stayed smaller

Market Constraints

Poor post-harvest handling —
a significant portion of
production is lost due to
rough handling

Train farmers and
packers on proper post-
harvest techniques to
ensure maximum
usability, quality, and
consistency

Develop  clusters  of
producers linked with
lead exporters to ensure
sustainability

Department of
Agriculture

Link with ADB
Northwest Crop
Diversification Project
NGOs - BRAC or

smaller NGOs working in
specific regions of the
country

Bangladesh Fruits,
Vegetables, and Allied
Products Exporters
Association

Lack of cold storage
facilities — when flights are
delayed at the airport
produce is ruined. In transit
to the airport there are also
not enough cold storage
units

Fund a cold storage unit
at the airport that can re-
cover its costs by
charging for use

Work with lead exporters
to invest in cold storage
facilities and pack houses
around the country, as
BRAC did

Negotiate with BRAC to
allow other exporters to
rent facility in Tongi

Identify private investor
or donor

Association members

BRAC

Poor seed quality

Enhance capacity of
research and
biotechnology
organizations

Establish dialogue
between research

institutions and exporters
so that there is a
connection between on-
going research and needs
of the industry

Bangladesh Agriculture
Research Institute

Link with ADB
Northwest Crop
Diversification  Project
HVC research efforts

Private seed processing
firms

Other agricultural
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universities in the

country

6 | Poor packaging — produce is
currently packaged using
second hand materials. This
sometimes leads to leaks on
the plane, so that only
Biman is willing to transport
produce

with
allow

Negotiate
government  to

import of packaging
materials —currently no
professional ~ domestic
alternative

Establish a Packaging
Institute — international
consumers are concerned
about ease of use and
individual packaging, so
a local institute is
necessary for both fresh
and processed foods

Ministry of Commerce

7 | Few processing plants — Explore opportunities to | Danida, European
little opportunity for value establish a joint venture | Commission
addition for transfer of
appropriate techniques
8 | Traceability and sanitary Facilitate certification for | Business Support
requirements — need individual firms Organizations
EUREPGAP or HACCP
certification for export to Enhance capacity of local | EPB
developed markets body and  facilitate
certification as approved | Bangladesh ~ Standards
auditor and Testing Institute,

SGS, Bureau Veritas,
CBI
9 | Lack of international Enhance capacity of EPB | EPB
marketing skills and and embassies abroad to
information — exporters do | provide market | Business Support
not know the tastes of information Organizations
consumers abroad or how to
determine appropriate Establish expectation that | CBI
markets and products quality information must
be paid for — develop | ICT
fund for identifying new
markets and products Other international
market research and

Hold training sessions
and workshops  with
entrepreneurs to teach

training organizations
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them about market
information sources

10 | Shortage of low interest Extend Export | Bangladesh Bank
loans Development Fund or
establish separate venture | Bangladesh Krishi Bank
capital fund that s
independently managed

6.1.5. Modality Development

A significant number of constraints have been identified above, and possible responses
indicated. However, it is difficult to address all issues at once, especially broader macro
economic and policy issues, and in developing more specific modalities the realistic
impacts must also be considered. Therefore, efforts to develop any sector in Bangladesh
should involve a concurrent mix of interventions at both the enterprise and institutional
level. Recommendations for the agro-processing sector are no exception, and include the
integration of certification, capacity development, and marketing support.

While there is a tremendous opportunity for Bangladesh to export fruits, vegetables, and
black goat meat, the developed markets require quality assurance and the ability to locate
where in the value chain tainted food originated. The country should strive to shift its
focus away from just the ethnic markets, where standards are less stringent and profits
finite, to the larger market of the mainstream consumer. This cannot be accomplished
without internationally recognized certifications, primarily EUREPGAP and HACCP. In
the short-term efforts should continue to facilitate the certification process for individual
exporters. So far, BRAC is the only organization in the region with EUREPGAP
approval, so there remains room for many more enterprises to follow suit. At the same
time, it would be most cost effective and expedient if there was a local body that could
audit an enterprise’s activities and award an internationally recognized certification.
Bangladesh Standards and Testing Institute (BSTI) is the most obvious choice. In the
medium to long term, the objective should be to develop BSTI’s capacity and assist them
to receive auditing approval.

The capability of the grassroots producers and packers must be assured before
international standards certification will ever be received. Farmers and rearers require
cluster formation and targeted training on proper production and handling techniques.
Micro credit NGOs that already have a wide presence in the rural areas and work with
farmers can play a role in identifying producers and forming clusters. At this point it is
also important to involve the lead exporters, who have a decided interest in accessing a
consistent and high quality supply base. Achieving their buy-in during the cluster
formation and training process ensures the sustainability of the initiative.

Marketing support is the third ingredient that will help agricultural exports to realize their

potential. Exporters require training on the sources of market information available,
forecasting trends, and identifying markets. A significant amount of information is
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available online, and some of it is free. Workshops need to be held on a continuing basis
to teach exporters how to undertake market research. Organizations such as CBI and ICT
should be welcomed to join in the effort and their resources tapped.

At the same time, the EPB should be facilitating the training for enterprises, and
developing its own capacity to assist them by training its permanent staff on market
forecasting and trend analysis. As has been done in some competitor countries in the
region, it may be worth assisting EPB to devise services based on experience categories
of exporters. For example, new exporters and those thinking of exporting may begin with
general management and financial training; while mid-level exporters will be offered
advanced marketing skills, and experienced exporters will work towards standard
certification. Establishing such assistance categories and the concomitant staff within the
structure of EPB is a recommendation that holds true for all sectors. Specifically for
agriculture, the Department of Agricultural Marketing under the Ministry of Agriculture
can also be linked into the capacity building and service provision function of EPB.

While there are a number of other infrastructural, policy, and institutional constraints
listed in the matrix above, at a minimum development efforts should include certification
facilitation, cluster development, technical training, and linking of grassroots producers
into the value chain, along with market research capacity building of lead exporters and
the EPB.

6.2. Generic Spare Parts/Light Engineering
6.2.1. Background:

Light Electrical Industries (LIEs) have sprouted from the need to import substitutes for
machinery and spare parts required by local industries. The LIEs are enterprises that
accrue from a sub sector commonly known as Small and Cottage Industries. The
enterprises in this sector mostly cater to the local market, with very few targeting the
international market. The Light Engineering Sector (LES) consists of over 7,000 firms,
employs 800,000 people, and generates annual revenue of $1.6 billion. LES output plays
a large role in providing machinery and spare parts to other key national sectors such as
agriculture, transportation, construction, and RMG.

6.2.2. Demand and Supply

The local market is big and unsaturated enough for this sector to flourish. There is
sufficient demand within the various manufacturing concerns such as textile mills,
railways, Jute mills, shoe manufacturers, sugar mills, RMG, washing plants etc. The other
advantage for this sector is its ability to produce import substitute products which will
help Bangladesh not only by contributing to the industrial sector but also by bringing
down the import figure and positively affecting the balance of payments. The growth of
demand will further follow with the widening of the product line and range. And with the
low wage skilled workforce that has already made its presence quite prominent in the
country, topped with low start up cost, simple production process, this sector has high
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potential for being lucrative and for generating a lot employment. The sectors ability to
produce according to sample and quality specification makes it a very good prospective
export sector. The very cheap price that results from the availability of inexpensive
factors of production makes LIEs very gainful in the export market.

6.2.3. Mgjor Playersin the Value Chain

To promote the LES, the Ministry of Commerce recently formed the Light Product
Engineering Business Promotion Council (LEPBPC), with representatives from both the
private and public sector. The Council currently has 5,585 members in 31 locations
around the country. Among the training institutions that extend their support to the light
electrical sector are Bangladesh University of Engineering and Technology (BUET) and
a number of polytechnic institutes. Bangladesh Small and Cottage Industries Corporation
(BSCIC) are also involved in research for the sector. There are a number of institutions
involved in testing and certification. BUET offers testing and consultation for Welder’s
Qualification Test, while Bangladesh Atomic Energy Commission provides non-
destructive testing facilities for instruments and weld quality check on a commercial
basis.

Institutional buyers for light engineering products include textile mills, railways, jute
mills, shoe manufacturers, sugar mills, readymade garments, washing plants, and the

Bangladesh Inland Water Transport Corporation (BIWTC).

6.2.4. Constraints and Opportunities

Sl Constraints Possible Response Organizations
Policy Constraints
1 High import duty | Work with National Board of Revenue
on raw materials, government to
parts, and reduce tariffs
components for
machinery
Production
Constraints
2 Poor level of Provide training on | Business Support Organizations
formal education production
and technical techniques and Government vocational training
training of workers | prioritization of institutes
— this results in low | quality
labor output
3 Lack of modern Establish industrial | Ministry of Commerce
technology and area to attract
machinery, and investment Business Support
investment capital Organizations/Associations/Chambers
Joint Venture
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Availability of
information
regarding
technology

Create venture fund

Donors or Bangladesh Bank

Lack of manuals
written in Bangla

Work with technical
experts at
universities, private
producers, and
trainers to create
manuals in Bangla

Associations

Business Support Organizations

Market Constraints

Difficulty with
marketing products
overseas

Hold marketing
workshops, provide
access to foreign
technical
publications, and
facilitate
international trade
fair participation

Organize
discussions with
foreign suppliers
and facilitate
exposure to foreign
production facilities

EPB

Associations

Lack of metal Establish a metal Private institutes
testing and R&D testing facility and
facilities link research agenda | BUET

of engineering

colleges with needs

of producers
Lack of standards | Facilitate ISO Private testing institute
testing and quality | certification
assurance BSTI

6.2.5. Modality Development

The capability of workers in the light electrical industry is a key obstacle to further export
growth. Workers lack basic education, and do not have sufficient technical
understanding. This leads to poor quality and lack of standardization, which is especially
important for the production of generic spare parts. Training for industry workers is
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required, as has been undertaken by business support organizations in the past. The
creation of a training manual in Bangla will ensure that training benefits last beyond the
initial period and can be shared with a larger pool of workers. Firm managers require
additional training in basic business, financial, and management skills.

In order to further ensure quality, a metal testing facility must be created. BUET is
already engaged in some testing work, and may be able to extend this. The research and
development activities of all of the engineering colleges must be linked with the private
sector and be consistent with their needs. The facilitation of ISO certification will greatly
assure international buyers that quality is consistent with their needs. The private testing
institiutes or BSTI, or business support organizations if necessary, should take on this
role.

The EPB must also offer assistance in reaching international markets and attaining
international production techniques. The EPB should maintain a market information
center with updated light engineering material and offer workshops on how to best use
the resources on offer. It would also be beneficial if the EPB could facilitate discussions
with foreign suppliers to establish cross-border networks and assist in technology and
management transfer. The creation of an industrial park for the light engineering sector
may also be a good way to attract investment.

6.3. Herbal Medicine
6.3.1. Background

Bangladesh’s ecological diversity and wide variety of plant species have made medicinal
plant remedies the traditional choice for those in rural areas without easy access to
professional medical care. The local processing system is called Kabirajee,”* with
village-based Kabiraj practitioners handing down their knowledge of treatments for
common ailments through generations. There are approximately 650 species used in the
domestic medicinal plant sector, which is worth $4.5 million to the rural economy and
$5.8 million at the wholesale rate (Graham et al 2003).

Of the 650 species in use domestically, the Export Promotion Bureau considers that 48
are exportable. While currently India and China have captured a large proportion of the
worldwide market for medicinal plants, Bangladesh’s natural resource base and vibrant
indigenous knowledge of herbal medicine make it a prospective export sector.

6.3.2. Demand and Supply

Global trade in the herbal industry was estimated at $80 billion in 2000 and is projected
to reach $30 trillion by 2050. Worldwide herbal medicine sales are growing at 10%
annually (Abidin date unknown). Europe is one of the most frequent destinations,
capturing 38% of the world market for herbal medicine imports. Of the Euro 318 million

52 Similar to the Indian Ayuverdic process. This section uses figures for herbal medicine and medicinal
plants as a whole, without making the distinction between Ayuverdic, Unani, or other processing systems.
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in medicinal and aromatic plants imported to the EU in 2001, 40% came from developing
countries. Germany, France, Italy, and the UK are the largest markets within the EU,
while new market opportunities for the sector are springing up in Brazil, Argentina, and
Indonesia. The trend is for manufacturers in developed countries, such as the Martin
Bauer Group in Germany, to seek out direct relationships with producers (EU Market
Survey Natural Ingredients for Pharmaceuticals 2004).

Few figures are currently available regarding export-oriented production in Bangladesh.
Plentiful raw materials exist, with 90% of the supply coming from wild harvest (Agri-
Invest Seminar Proceedings 2004). Herbal plant collection and primary processing is a
labor-intensive industry suitable for the densely populated rural areas of the country. The
major production zones include Mymensingh, Modhupur, Kushtia, Chittagong, Hill
Tracts, Sylhet, and Tangail. With proper export-oriented investment in the sector, such
as increased commercial herb production, Bangladesh could meet the growing demand
for natural medicinal products abroad.

In 1997 the Bangladesh National Food and Nutrition Policy was adopted, which
recognized the need for further research and promotion of herbal medicines (Agri-Invest
Seminar Proceedings 2004). Further, herbal medicine and medicinal plants have been
placed on the list of special development sectors by the Export Promotion Bureau,
indicating the government’s interest in developing the industry.

6.3.3. Major Playersin the Value Chain

With the majority of medicinal plants growing wild, a significant number of individuals
with knowledge of the appropriate plants are required for collection. Estimates of the
number of collectors and local growers range from 6,000-10,000. Local traders, called
pikers, buy from the collectors and growers and resell the plants to the estimated 350
beparies operating in the large markets. Processing factories employ another 2,000-4,000
people (Graham et al 2003).

In addition to those directly involved in the value chain, a number of government and
research institutions have been directed to support the sector. These include the Drug
Administration (certification and supervision of processing), the National Herbarium
(surveying and conservation), Bangladesh Council for Scientific & Industrial Research
(technology development), Bangladesh Forest Research Institute (research), and the
National Ayuverdic and Unani Board (education) [Graham et al 2003].

6.3.4. Constraints and Opportunities

SI Constraints Possible Response Organizations
Market Constraints
1 Lack of functioning Work with the government | Directorate of Drug
regulation and agency to develop a Administration — currently
registration system database of species and responsible for oversight,
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uses, and a registration
process so the country can
estimate its own capacity
to meet the expanding
world demand

but needs capacity building
assistance

2 Lack of standards,

Work with Drugs Testing

Drugs Testing Labs Institute

testing, and quality Labs of the Institute of of Public Health
control Public Health to acquire
internationally recognized
testing techniques
3 Lack of mechanisms | Take an inventory of Biotechnology and
to protect intellectual | current species and Environmental Conservation
property and establish a gene bank to Centre

endangered species —
forest areas are
becoming depleted
and some species are
in danger of being lost

ensure they are not lost

4 Shortage of trained
scientists to research
new uses for plant
species

Enhance capacity of
universities and link
research efforts with
private sector needs

Bangladesh Institute of
Medicinal and Aromatic
Plants

Government Unani and
Ayurvedic Degree College

5 Little knowledge on
raw material
identification, storage,
and processing —
although there is a
wealth of indigenous
knowledge on
medicinal plant uses,
there is less local
understanding of how
to harvest for the
export market.
Currently 80% of
plants collected
involve destructive
harvesting. There is
even less knowledge
regarding the
cultivation of
medicinal plants

Establish clusters of
medicinal plant producers
and collectors along with
training on identification,
harvesting, storing, and
safe processing techniques

Local NGOs

6 Shortage of marketing
channels and market

Link clusters to exporters

Square Pharmaceuticals
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knowledge Marketing workshops for | Jayson
exporters
Other exporters
Capacity building of EPB
with a specific wing
devoted to herbal medicine

7 Little access to Develop tissue culture lab | Government Unani and
commercial planting Ayurvedic Degree College
materials

6.3.5. Modality Development

A key focus for developing the sector must be at the production and collection level. An
astonishingly high percentage of plants are destroyed at harvesting, while improper
knowledge of storage and primary processing is further constraining exportability.
Additionally, most of the collectors do not work with any kind of organization. There is
a decided need to cluster grassroots producers and offer training not only on appropriate
collection techniques, but also on commercial production. There is some growing of
medicinal plants in Rajshahi Division, but otherwise 90% of plants are collected from the
wild. This must be reversed if Bangladesh is to supply to the world market plus value
addition. Currently, the country is even importing medicinal plants to supply its own
needs. This could be averted with concentrated assistance towards commercial
production techniques.

At the institutional level it would be beneficial to establish a tissue culture lab to help
supply the needed planting materials. Taking this further, it is necessary to increase the
number of professionally trained herbal medicine practitioners and researchers. Both
functions could be taken up by the Government Unani and Ayurvedic Degree College.
Quality graduate level degree courses should be on offer. The government needs to inject
assistance and grants into re-orientation and training for teachers, research workers, and
drug inspectors.

The EPB should be assisted to establish a wing entirely devoted to the incubation of the
herbal medicine sector and ensuring that the research agenda of the college matches the
needs of exporters. Marketing research training, both on the part of EPB and exporters, is
an urgent requirement across all sectors.

6.4. Home Textile
6.4.1. Background

The home textile sector makes use of the same supply chains as the RMG sector, and thus
can take advantage of existing infrastructure and skills in Bangladesh. Home textile
products are characteristically grouped into household and furnishing textile
subcategories, and include those items made from spun or woven yarn. The product
range encompasses blankets, bed covers, towels, and tablecloths, as well as curtains,
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upholstery, and pillow cases. In the past few years, home textile has been recognized as a
higher value added sector that can help Bangladesh weather the increased competition
post-MFA, with the Export Promotion Bureau designating it a key sector for the country
under the high priced RMG heading.

6.4.2. Demand and Supply

The European Union is one of the largest markets for home textile, with the region
importing Euro 23.2 billion in 2002. Germany and the UK are currently the largest
markets in the region, while at the same the UK and Spain have been registering the
highest growth rates (EU Market Survey 2004).

Home textile exports from Bangladesh have increased significantly in the past few years.
From 2000-2001, exports were $57.49 million. By 2004-2005, the figure had jumped to
$95.33 million. The destination for home textile products is predominantly the United
States and the UK. With infrastructure already in place it would not be difficult to further
increase earnings. There is also the possibility of improving backward linkages and
sourcing from home-based weavers.

6.4.3. Magjor Playersin the Value Chain

Home textile production makes use of yarn, both local and imported, which is then made
into fabric through handloom weaving or mechanized spinning. Printing, cutting, and
finishing are the final stages. There is an increasing trend towards composite production,
whereby one firm is responsible for all stages of production. Apex Weaving and
Finishing Mills, one of the leading home textile exporters, produces in this way. Other
leading home textile exporters include ALLTEX Industries Ltd., Sinha Industries Ltd., BJ
Bed, and Zaber and Zubair Fabrics Ltd. All of these factories use power looms to
produce woven fabrics that are easier to print and dye. While there are a relatively small
number of firms focusing on home textile exports, 70% of fabric output of the country is
supplied by grassroots handloom weavers producing for the domestic market. NGOs
such as BRAC, CARITAS, Proshika, and Grameen are facilitating the process.

6.4.4. Constraints and Opportunities

Sl Constraints Possible Response Organizations
Policy Constraints
1 High import duty on Negotiate with government | National Board of Revenue
cotton to decrease tariffs and

establish more reliable
duty neutralization

schemes
Market Constraints
2 Poor design and Develop capacity of local | Design Technology Center
product development design institutes to cater to
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capabilities — producers
are unaware of popular

the needs on the home
textile industry. Experts

Private design
development institute like

styles and tastes in should be brought in for NIFD or FID
markets abroad and do | the short term to assist
not have the training to | with designs, while new
innovate curriculum can be
designed to develop
homegrown talent
3 Lack of consistency Offer technical training EPB
and quality — factories | programs for producers
are using old machines | both in factories and at the | Local NGOs

while handloom
weavers have not been
trained to produce for
the export market

grassroots level

4 Poor market knowledge
— exporters do not
know how to enter

Facilitate exporter
participation in trade fairs,
designing catalogues, and

Export Promotion Bureau

Business Support

overseas markets, preparing for exhibitions Organizations
which trade fairs to
attend, or how to
prepare for them
5 Weak linkage between | Cluster producers and link | Local NGOs

producers — grassroots
handloom weavers do

into the larger value chain

Business Support

not have adequate Organizations
means of connecting
with mid-range and Associations
lead producers

6 Problems accessing Establish fund for textile Bangladesh Bank
financing investments

7 Lack of general
management and
business skills

Training on management
techniques, writing
business plans, accounting,
and finance

Associations and
Chambers

Private training institutes

6.4.5. Modality Development

Home textile exporters continue to require assistance in penetrating international markets.
The EPB needs to facilitate participation in major European trade fairs, such as
Heimtextil Frankfurt. This includes assistance in preparing catalogues, stalls, and display
items. Producers also require training in basic business techniques, and further market
research support. The EPB should be able to provide these services, and its capacity to
do so should be built up through facilitation by business support organizations and

training of EPB personnel.
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Design innovation is a further area where investments will have the most impact. The
Design Technology Center is currently focusing on apparel fashion with little
understanding of home textile trends. Outside experts can be temporarily hired to
provide design support and develop a curriculum to shape local designers.

Keeping in the mind the objective of increased employment, there is room for the home
textile sector to improve backward linkages to grassroots handloom weavers. The local,
as well as factory, producers require technical and awareness training to overcome the
reliance on traditional designs, shapes, and colors. For example, Bangladesh’s silk
industry is suited towards usage for home textile products, but producers must be taught
how to change the traditional sizes of silk sheets into a form that usable for the home
textile industry.

6.5. Jute Diversified Products
6.5.1. Background

Of the close to 70% of the population in Bangladesh that works in the agricultural sector,
the jute industry either employs or directly affects the lives of 25%. Approximately 3 to
3.5 million farmers are associated with the production of jute. Jute production provides
the necessary break between the rice crops and helps enrich the soil. The sector also
provides the vital cash flow for people living on the very margins of subsistence.

Once called the “golden fiber of Bangladesh” because of its success in the export market,
the jute industry is now the so-called “sunset” industry. Net exports are projected to fall
from 742,000 tons in 1998-2000 to 703,000 tons in 2010. Synthetic substitutes have
played a great role in the downfall of the jute industry because of their advantage in price
and non-price factors.

The government has fixed a target of earning as much foreign currency as possible from
this sector within a short period, which it believes can be harnessed continually in the
long term through improvements in production and product innovation. And it is
estimated that, even though in the medium term developments in the world jute market
are likely to be adversely affected by the intensity of competition with synthetic fibers,
government support will positively affect the market expansion of the diversified jute
products.

6.5.2. Demand and Supply

The jute market has been suffering from a down fall, with consumption of jute fiber
products declining by 1.54% in the past decade, due to the proliferation of polypropylene
as a substitute. Polypropylene’s additional capacity for production in large units
contributes towards lower costs compared to the lengthier and more costly process for the
production of jute products. In the past decade, diversified uses of jute accounted for
small quantities of fiber. However, their share in the value of total exports is rising.
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Diversified jute products include geo-textiles for land erosion control, jute reinforced
plastics, jute laminates, pulp and paper, decorative fabrics, carpets, and handicrafts.

Between 1997-1998 and 2001-2002, the share of world exports of diversified jute goods
from India increased in terms of value from 10% to 24%, indicating that demand abroad
is still strong. Additionally, Bangladesh exports of jute diversified products have seen an
upward trend from the periods 1997-1998 to 2001-2002. Exports rose from Tk. 4,620
million to Tk. 6,474 million for products produced by Bangladesh Jute Mills Corporation
(BJMC), while Bangladesh Jute Spinners Association (BJSA) exports for the same time
period rose from $82.98 million to $87.80 million. These figures highlight the potential
for growth in the medium term and the opportunity for market expansion given effective
research and development strategies and intensified marketing efforts. 11 million people
are employed in the jute sector, making it a key industry from a human development
standpoint.

The Ministry of Textiles and Jute considers that Bangladesh can revive the jute sector by
focusing on diversified jute products rather than raw jute and traditional jute goods whose
demand in the world market is declining. Diversified jute products, along with green jute
pulp, are being regarded as a nascent sector with the opportunity for a quick turnaround.
The government’s interest in supporting this sector, coupled with the rising demand for
alternative and innovative jute products, makes this sector an attractive possibility for
increased foreign exchange earnings and employment creation.

6.5.3. Major Playersin the Value Chain

A number of bodies are in operation to assist jute suppliers, producers, distributors, and
traders. The Ministry of Jute is the main governing body responsible for implementing
laws and collecting, collating, and disseminating information and statistics to the entire
value chain of the jute industry. The Jute Diversification Promotion Centre (JDPC),
formed by the Ministry of Jute in 2002, is solely dedicated to reviving the jute sector
through extension of uses of jute through vertical and horizontal diversification. JDPC
has sections that are committed to technology transfer, project feasibility, market research
and promotion, and program and project monitoring.

The Bangladesh Jute Mills Corporation (BJMC) oversees 33 jute mills with loom
capacity of over 13,000 and annual production of 200-250 thousand metric tons of jute
products. BJMC works with both traditional and diversified jute products. The
Bangladesh Jute Spinners Association (BJSA) is one of the more successful entities
whose membership comprises leading manufacturers and entrepreneurs with vast
experience in the jute-spinning sector. With a well-structured secretariat, it produces a
number of publications and is one of the leading foreign exchange earners. From 2000-
2001, BJSA exported 174,000 MT of jute yarn and earned Tk. 4,700 million in exports.
Bangladesh Jute Association (BJA) and Bangladesh Jute Corporation (BJC) are also
active players in promoting the sector.
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6.5.4. Constraints and Opportunities

74

S Constraints

Possible Response

Organizations

Market Constraints

1 Poor image of
diversified jute
products

Position jute and allied
fibers as superior and
environmental friendly vis-
a-vis synthetics

EPB

2 Lack of a wide product
line for diversified jute
products

There is an expansion of
markets for jute composite
products and geo textiles in
both domestic and
international sectors.
Continued and focused
attention should be given to
handicrafts, which should
include up gradation of
skills, the creation of better
work environments, design
and technology
interventions, and  the
development of clusters for
specific crafts with
common service facilities
and the overall
improvement of
infrastructure and market
development

EPB

Local NGOs

Associations

3 Lack of  product
development facilities

Establish ~ design  and
development center and
retail outlets

4 Lack of technical
knowledge and basic
skills

Awareness building on
importance of training for
the entrepreneurs

Skill development of
employees through
customized and generic
training programs on
production, marketing,
management, finance,
accounting, writing
business plans, and filling
out credit applications as

Private HRD institutions
Jute associations

Business Support
Organizations
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well as technical training
on handmade paper and its

products.
5 Poor financing options | Establish a jute R&D fund | Donors
and venture capital
assistance fund for the Private investors

development of efficient
jute manufacturing
machinery and
commercialization of the
new products

6 Difficulty entering | Establish a National
overseas markets Institute of Natural Fibers
with the objective of
harmonizing development
and promotional activities
pertaining to all natural
fibers and sharing
experience and knowledge
in related fibers

6.5.5. Modality Development

The diversified jute industry is beset with many problems, including competition from
the synthetic sector, high labor costs, and obsolescence of machinery. To reverse the
large scale stagnation of the industry, modernization efforts and technical up gradation
must be given priority. Research and development efforts to commercialize jute
technical textiles and geo-textiles should be pursued. Schemes such as a Textile
Upgradation Fund Scheme and an Incentive Scheme for Modernization of the Jute
Industry should be created. It is advisable to carry out a technology audit to assess the
present technological status of the industry and formulate a 5 year plan for machinery
development. A separate R&D facility for the industry can be established as a public-
private partnership. At the same time, the government should continue the ongoing
policy of reserving food grains and sugar for packaging in jute materials. A similar
option should be pursued in other countries.

There is immense potential for increased jute use in the domestic market, and market
promotion programs can be pursued to increase consumer awareness about jute and
highlight the environmental advantages of the product. Attention should be focused on
handicrafts, including cluster formation and skills training. A Design and Development
Center, and retail outlets through public-private initiatives should be established in all
towns and cities with a population of more than 500,000. At the same time, the ratio of
domestic consumption to exports should be improved to 65%:35% in the next ten years.
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To rectify the systemic lack of coordination among the several jute related organizations
under different ministries and departments of the government, and to synchronize and
synergize the integrated development of the just sector as a whole, the Diversified jute
Product Institute should be revamped. This body should subsume, merge, and integrate
the functions of various institutions currently operating in the jute sector. It should
restructure the present regulatory framework to provide incentives to all stakeholders
towards the efficient production of goods and services in the industry.

6.6. Manpower Export
6.6.1. Background

The migration of Bangladeshi workers abroad began on a large scale in the 1970s and has
increased steadily since. In 1976 there were 6,087 workers employed abroad, while by
2004 their number had increased to 272,958. Such an outflow of workers has been
driven by persistent poverty at home and a high unemployment rate coupled with a
shortage of low-end laborers abroad. The primary destinations for Bangladeshi workers
are the Middle Eastern countries, including Saudia Arabia, the United Arab Emirates, and
Kuwait. Workers are also traveling to some Asian countries such as Malaysia and
Singapore.

The remittance earnings from Bangladeshi workers employed abroad have contributed
significantly to the foreign exchange earnings of the country. In 2003, remittances
reached around $3 billion and contributed in the order of 6% of GDP. This estimate is
believed to be on the lower end, since by some guesses another 30% of remittances are
transferred illegally.>

There has been growing recognition both within the country and internationally of the
importance of manpower export. The General Agreement on Trade in Services (GATS)
Article 9, adopted in September 2003, for the first time recognizes the link between
poverty reduction and trade in services. Locally, this has provoked increased discussion
among academics as well as donors. Additionally, recent news reports have highlighted
the precarious situation of uneducated workers who accept positions abroad and either
receive unfair treatment or are trafficked elsewhere for forced work. These reports have
further stoked interest within Bangladesh of instituting measures to ensure worker safety
and regulate the corrupt practices of some manpower agencies operating in the country.

6.6.2. Demand and Supply

The birthrate is falling in a number of European countries, and in some cases has turned
negative. In Eastern Europe, the declining birth rate coupled with recent economic
growth will soon mean a shortage of workers willing to take on menial jobs. Over the
next fifty years, it has been estimated that just in the older 15 member EU states alone, an
additional 46 million people will be needed to maintain the present workforce level.
Added to that the additional work burden that will be caused by an aging population, and

>3 From discussions during Key Informant Interviews for Sector Selection.
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estimates for the net inflow of people required by 2050 reach 68 million (CPD 2004).
These figures exclude Asian countries, such as Japan, which are also facing the prospect
of aging populations.

Bangladesh therefore has the opportunity to meet the expected increase in demand for
workers in developed countries. With a population of 138 million and a relatively high
population growth rate, Bangladesh has an ample supply of labor living in a land area too
small to support the number of people it produces. A 40% unemployment rate and
widespread poverty, as well as the prospect of remittances for family remaining at home,
makes overseas employment an attractive option despite the many uncertainties
associated with a new land, a foreign language, poor working conditions, corrupt
employment agencies, and high initial costs. If just some of these risks can be mitigated,
it is likely that the number of workers from Bangladesh seeking employment overseas
will increase substantially.

6.6.3. Magjor Playersin the Value Chain

While a significant number of overseas Bangladeshi workers find employment through
personal contacts, there are a number of private and government recruiting agencies that
play a major role in sending workers abroad. The Bureau of Manpower, Employment,
and Training (BMET) of the Government of Bangladesh assists with the administrative
requirements of sending workers abroad, provides some training, and assists with
identifying employment opportunities. The Bangladesh Overseas Employment Services
Ltd. (BOESL) works with Bangladesh missions overseas to identify labor needs and
recruit through newspaper advertisements. Private recruiting agencies play a more
substantial role in sending Bangladeshi workers abroad, and often recruit through sub-
agents, though this is contrary to stated law. Recruiting agencies charge for their
services, and are often accused of exploiting vulnerable workers and not delivering on a
promised employment opportunity. The Bangladesh Association of International
Recruiting Agencies (BAIRA) has been lobbying to modify rules regarding manpower
export, and in 1998 was successful in influencing a rule change mandating that all travel
arrangements for employment abroad are made through the agencies, thereby hindering
private initiatives.

6.6.4. Constraints and Opportunities

Sl Constraints Possible Response Organizations
Policy Constraints
1 Poor regulation and Require registration and | Bureau of Manpower,
oversight of recruiting | establish system of Employment, and Training
agencies — BAIRA is oversight for recruiting

influencing laws in its | agencies
favor with little
reciprocal
governmental
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regulation ensuring that
recruiting agencies are
not inflating charges or
trafficking workers

Lack of initiative of
missions abroad to
ensure that workers
return home and that
safety is assured —
missions abroad play a
limited role in tracking
Bangladeshi workers
abroad or assuring host
countries that
Bangladesh will take
responsibility for illegal
immigrants

Establish database of
workers employed
abroad and offer
guarantees to host
countries that Bangladesh
will take responsibility
for sending overstaying
workers home

Bangladeshi Embassies
abroad

Illegal remittances that
reduce government
revenue and lead to
incomplete statistics —
although hundi
remittances are illegal,
there is still a large
proportion of
remittances being
returned through this
mechanism. The
government loses
foreign exchange
revenue and is unable
to maintain statistics

Simplify remittance
system

Lack of preparation or
negotiating skills to
take advantage of
GATS — policy makers
are not adequately
prepared with supply
information to press for
the interests of
Bangladeshi workers in
the international arena

Undertake inventory of
supply of workers in
Bangladesh for each
worker category

Bureau of Manpower,

Employment, and Training

Market Constraints

Lack of information on
new markets — most
workers travel to

Send delegations to
potential markets to
identify manpower needs

Ministry of Foreign Affars

Bureau of Manpower,
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Middle Eastern
countries, even while
Eastern Europe and
more prosperous Asian
countries such as Japan
and South Korea will
be requiring an influx
of workers

and develop an
appropriate workforce for
that market

Employment, and Training

Uneducated and
unskilled workers with
little negotiating power
— workers from
Bangladesh are at times
offered lower wages
than similarly
employed workers from
other countries

Establish training centers
that will provide
certification in basic
skills, such as cleaning,
that will allow workers to
negotiate high salaries

Donors

Private investors

Poor understanding of
work processes abroad
—in certain fields, such
as construction or
masonry, tools and
equipment are used
abroad that vary from
the more labor
intensive systems used
in Bangladesh

Hire trainers from the
specific region and
provide a training center
using the equipment and
processes abroad

A revolving fund can be
established to finance
expensive equipment

Donors

Bureau of Manpower,
Employment, and Training

Too much emphasis on
unskilled manpower
export — professional
workers are nearly as
likely as unskilled
workers to send
remittances home,
while earning
substantially more

Establish curriculum and
certification in IT that is
internationally
recognized (such as
CISCO), enabling
professional workers to
find employment abroad

Private investors
Donors

Universities and technical
colleges

6.6.5. Modality Development
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There is a large role for the government to play in developing the potential of the country
to supply the manpower needs of the developed world. Diplomatic efforts must be step
up to the challenge and negotiate entry for its workers into countries abroad. Foreign
embassies should ensure host governments that Bangladesh understands the concern over
illegal immigration and will take responsibility for its citizens if they overstay. Foreign
embassies must maintain a database of its workers in the country and act to deport those
who have overstayed. In that way, Bangladesh can mitigate domestic concerns and fears
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of illegal immigrants. If Bangladesh demonstrates its seriousness in this regard, host
government will be more inclined to give Bangladeshi workers a chance. At the same
time, foreign embassy capacity must be enhanced to deal with worker complaints of
maltreatment and payment withheld.

Locally, the importance of training institutions cannot be underestimated. Even at the
most basic level, workers bound for international markets will be able to command high
prices and will be more able to look after their interests if they have had proper guidance
prior to departure. Joint venture initiatives may be considered as a starting point, such as
Danida is doing with a cleaning company from Denmark who is training local workers
for the UAE market. Bangladeshi workers are at a disadvantage when they are
unfamiliar with equipment used abroad. The government should investigate the needs of
foreign markets and their techniques in a given industry. A trainer from that area should
be hired to teach Bangladeshi workers using similar machinery or tools.

There is room for private initiatives to establish training institutes. Additionally, more
attention should be paid to the development of a professional workforce that is
internationally certified. Joint donor and private initiatives, such as the Cisco
Networking Academy Program, can provide curriculum to local universities and
government colleges to develop a skilled, exportable manpower base.

6.7. Specialized Crafts— Handmade Paper and L eaf Baskets
6.7.1. Background

Traditional handicraft production has long been an income-earning pursuit for
Bangladeshi artisans. Especially for rural women who are expected to spend their time
managing a home and children, handicraft production presents an opportunity to generate
income without upsetting expectations from family and society. Due to its labor-
intensive nature and use of local raw materials, handicrafts represent an attractive sector
for further investment. In terms of export potential, it is more strategic to narrow the
focus down to handmade paper and leaf baskets, which are in higher demand in the world
market compared to handicrafts generally. Additionally, targeted development of the
sector is likely to be more successful if the focus is more specific.

Handmade paper, as its name implies, is manually made using a wide variety of
vegetation and recycled waste products, including straw, cotton, water hyacinth,
mulberry, and waste jute. It is made by beating the fibers into a pulp in a tub of water.
Using a handheld screen, the water is then drained until a thin layer of pulp is left to dry
in the sun. Sheets of paper may be cut and dyed, or may be further processed into
notebooks, photo frames, lamps, and jewelry boxes, among many other items.

Leaf baskets can be made from coconut, bamboo, date, palm, jute leaves, kash grass, sea
grass, and others. Like handmade paper, it is an attractive sub sector because of its high
labor intensity, use of local raw materials, low capital investment requirements, and
simple production techniques that enable rural women to participate in the sub sector.
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Leaf baskets are made by slicing the leaves, soaking them in water, and winding and
binding the leaves with straw rushes. The rush strips are interlaced to hold the basket
together. Leaf baskets made in Bangladesh are of export quality and can be used as
laundry baskets in hotels, and as household decorative and storage items.

6.7.2. Demand and Supply

The international market for handmade paper has been increasing in recent years. From
2001-2002, annual growth in value of world imports was 62% (Shauket 2002). In 2002,
the world market was worth $82 million. This recent interest in handmade paper stems
from new awareness of and desire for environmentally sound and aesthetically pleasing
products. Handmade paper fits this description nicely, being made from natural, recycled,
and azo-dye free products. Although the United States remains the largest exporter of
handmade paper, India and China are close behind, with an increasing share of world
imports coming from developing countries. In 2000, developing countries were the
source of 28% of imports. Additionally, the International Trade Center in Geneva has
labeled handmade paper a product champion, meaning that imports for the product “have
grown faster than world trade in general, and that developing countries have been able to
outperform world market growth” (Shauket 2002).

Bangladesh can take advantage of this recent increase in demand while it is at its peak by
using its comparative advantages and increasing its supply capabilities. While the sub
sector is currently small in Bangladesh and production is scattered, efforts to develop the
handmade paper industry in the last two years have yielded encouraging results that bode
well for Bangladesh’s capacity to capture a sizable piece of the growing international
market. As an indication of the sub sector’s potential, four handmade paper firms
participated in the Frankfurt Paperworld Fair in January 2005 and achieved spot orders
worth Tk. 2 lakh.

Global imports of basket ware in 2003 reached $1.3 billion after growing at an average of
3.4% from 1998-2002. Most baskets from Bangladesh are sent to the European market,
with Germany, France, and Italy being the largest European importers in general. Japan,
Hong Kong, and the US are also popular destinations for baskets.

Currently in Bangladesh there are nearly 70,000 people directly or indirectly involved in
basket production. Primary locations for raw material procurement include Sherpur,
Kapasia, Rahshahi, and Jessore.

6.7.3. Mg or Playersin the Value Chain

The handmade paper sub sector is predominantly in the domain of scattered rural
producers across the country. While handmade paper is attractive from an employment
and gender perspective for its affinity with home production, it is also being made in a
factory or group setting where quality and consistency are more easily controlled. In
Bangladesh there are currently 10 exporting firms working in handmade paper and paper
products production. An informal association has been formed that allows members to
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share ideas and strategies. Though the numbers involved in the sub sector are currently
small, there is every indication that as supply capabilities are improved through modest
investment, it can become a significant export earner and employment absorber for the
country. A number of donors and NGOs have begun to explore the potential of
handmade paper. The Mennonite Central Committee (MCC) was the first to begin
exporting handmade paper, while BRAC is serving the domestic market.

Leaf basket production is a labor intensive job with the supply chain comprising the
grassroots input suppliers, manufacturers, and exporters. Some leading leaf baskets firms
are B.T. Creation, Ask Handicrafts, Suntrade, Heed BD, Dhaka Handicrafts, Conexpo,
Wax Lyrical, and Padma Jute Works.

6.7.4. Constraints and Opportunities

S Constraints Possible Response Organizations
1 Difficulty entering Develop coordination EPB
overseas markets and linkages among
producers — establish Business Support
databank of producers Organizations
and networks with a base
in the local chambers Associations

Facilitate access to
exhibitions, trade fairs,
and symposiums, and
designing catalogues and
display centers

Facilitate discussions
with foreign suppliers

2 Poor business and Marketing workshops EPB
market information and training sessions
Business Support
Training on business plan | Organizations

development, contracts,

VAT, and formal Associations and
institutional system Chambers
3 Poor designs and lack | Assist private design Associations
of capacity for institutes to develop
innovation curriculum on handmade | Local design development
paper, baskets, and other | institutes
high value added crafts

Subscribe to foreign
technology publications
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Recruit graduate students
from Institute of Fine
Arts into commercial
product development

6.7.5. Modality Development

There are relatively few firms engaged in handmade paper and leaf basket exports, while
at the same time there are numerous grassroots producers around the country. There is
significant scope to organize and link these actors for maximum impact and
sustainability. Local level producers require organization in clusters that can supply the
export firms, while at the same time greater organization among exporters themselves
will lead to sharing of strategies, techniques, contacts, and lobbying power.

Information about the sector is scattered, and needs to be compiled in one place for ease
of communication among value chain actors. The chambers may eventually be the
appropriate place to house such a database. An informal association has already been
formed, and may derive further voice and influence through formalization. There is some
hesitation on the part of entrepreneurs to enter the sector since there is little information
about successes so far or projection of export targets for the future. This kind of analysis
of Bangladesh’s supply capabilities needs to take place, with the EPB leading the way.

Specialized craft exporters have voiced a need for design assistance. Especially
regarding the large European and North American markets, local producers are unaware
of tastes and preferences. Existing design institutes require assistance to develop
curriculum related to handicraft innovation, and training is needed so that local producers
acquire the skills to produce the new designs in a quality way.

The EPB should offer marketing support and stock appropriate materials, such as
subscriptions to foreign technology publications. International trade fair participation is
essential for breaking into developed markets, and while some Bangladesh exporters have
been attending the paper fair in Germany, they have yet to really reach the American
market or establish a presence at the fair in Las Vegas. The EPB should be facilitating
this kind of participation, monitoring the quality and presentation of products, and
advertising the uniqueness of Bangladeshi materials and designs.
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7. Conclusions and Recap of Recommendations

This study has attempted to offer a holistic look at the issues and organizations working
towards export diversification in Bangladesh, followed by identification of potential
sectors and recommendations on how to promote them for the export market.
Throughout each chapter a number of conclusions have been reached and
recommendations put forward. This final section will not reiterate all of those
recommendations, but will offer a general overview of the most important findings.

Chapter 1 reviewed the work of a number of export diversification projects and export
promotion organizations, and compiled an extensive bibliography of their publications.
The idea was to amass a library of sector information so that future projects are not
simply duplicating efforts that have already been tried.

The export promotion activities of Bangladesh’s regional competitors were surveyed with
the objective of identifying strategies that Bangladesh can emulate. Numerous ideas for
Bangladesh’s Export Promotion Bureau emerged, and there were similarities among
several countries. Some of the best strategies that Bangladesh may want to adopt include
establishing a fund to undertake professional market research prior to entering a market,
coordinating the participation and image projection of firms during international trade
fairs so that quality is consistent and the character and heritage of Bangladesh is
presented, and grouping exporter support services according to experience level. In this
way, new exporters will receive more basic business planning, management, and
accounting training, while the more experienced will receive marketing training and
assistance with international trade fair participation.

Bangladesh’s policy towards international trade remains distorted, with a highly
protective import policy coexisting alongside a proclaimed export-oriented growth
strategy. For optimal growth of export industries, continued import liberalization is
required, along with the development of a more cohesive and integrated trade policy.
While current provisions, such as duty neutralization schemes and bonded warehouses,
help to mitigate the anti-export bias, these must be made more effective and extended
beyond the RMG sector.

The selection of potential export sectors, with a twin focus on employment creation, was
carried out through a three-step process of secondary research, focus group discussions
and key informant interviews, and further analysis based on IRIS’ experience in sector
development through the JOBS Project. As the research team progressed through each
stage of the selection methodology, it became apparent that sole reliance on the process
would lead to results that experience had already shown were not necessarily the best
options. So while the process-driven approach remained intact, this was tempered by
further analysis and the combined insight of IRIS and its partners, CBI and ITC.

The sector analysis section has served as an initial piece of work towards what it is hoped

can be implementable recommendations for realizing the export and employment
potential of the seven identified sectors. In devising mechanisms for bringing these
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sectors online, and in identifying appropriate stakeholders with which to collaborate, it is
reasonable to consider injecting assistance to all seven at the same time. There will not
be one miracle sector to take the place of RMG, and by focusing attention on a number of
smaller but potential sectors now, there is more chance in the future that a diversified
export base will enhance the country’s growth, provide jobs for the millions currently
unemployed, and positively impact poverty. There exist cross-cutting institutional and
capacity gaps that affect all sectors, enabling the implementation of certain broad
measures that will be beneficial across-the-board. It is also worth pointing out that all of
the seven sectors put forward exhibit similar constraints and require a similar
development model.

The capacity of the country to continually diversify into new products and markets is
severely lacking, and so this is one of the first cross-cutting issues that can be addressed.
The international trading arena is fast-paced and ever changing, requiring innovation,
exploration, cutting-edge information, and quick thinking. The examples of Bangladesh’s
neighbors in the region, as discussed in the second chapter of this report, are illustrative
of where the country should be heading in terms of export promotion support. As one
component of an export diversification support program, the capacity of the Export
Promotion Bureau must be enhanced so that it is capable of providing specialized support
to its priority and development list of sectors. A capacity development program should
train EPB permanent staff on market forecasting, market research, and strategic
presentation of the country’s products abroad.

This report also indicates that capacity development of service providers should occur
simultaneously with direct export and marketing support for entrepreneurs. Only in this
way can a real understanding of the sectors be gained and sustainability ensured.
Entrepreneurs require access to market information, and training on identifying
destinations for their products. More recent exporters also require basic management and
financial training. While the EPB’s capacity to provide these services is being built,
direct support for entrepreneurs should continue through business support organizations.

The third broad approach requires training for grassroots level producers. Local NGOs
can take the lead in clustering producers, providing technical training, and linking
clusters with lead exporters.

As an overall strategy for sector development, this report indicates that support must be
injected at all three levels concurrently for the largest possible impact. Following from
this model, more specific sectoral constraints can be addressed.
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