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Foreign Investment is Still a Mirage

within the framework of the
1980 Foreign Private
Investment (Promotion &

Protection) Act of the then
t of President
main provisions of
this Act are :
a) ensuring
in all respects

treatment
local and

A new t Inlertlttnl
clause has been included for

investment in portfolios of
shares in the stock exchange.
The autlocratic me
undertook a lot of publicity
stunt for the purpese of at-
investment in
It the so-
called “investors forum” at
Dhaka and abroad, expensive
forcign tours by top bureau-
crats and their busincss
cronics and also finance costly
media blitzes ln foreign press
such as t in The
Flnl.nﬂ.l of Lendon.
Some of these eflforts were
funded by donor

like
UNDP/UNIDO, ADB, etc which
in a I some

to

T‘Im

a way lent credibility
the actions by the then gov-
ernment. While such costly
publicity stunts were being
carried oul, some serfous In-
vestigations were also under-
taken by International Finance
Company (IFC) in 1987 and

GTZ [(German Technical
Cooperation ncy] and by
others as well. On the one

hand, these studies
reservations aboul the

strong

possibility of foreign invest-
ment in h and on
the other, they also raised
questions on the genuineness
of the ment's intention

govern
to bring substantial changes in

the economic environment

e.g., the privatisation policy.
Foreign investment

in Bangladesh

According to Bangladesh

Bank, frms/companies are
placed in the [following
Categories:

1) Firms/companies incor-
Erulﬂl or registered abroad

t functioning in Bangladesh
(Category- 1).

i) Firms/companies incor-
porated in Bangladesh having
foreign equity participation
{Category-2). The total number
of operating companies in

was pul at 98 (47
in Category-1 and 51 iIn
Category-2). A further break-
down is made between direct
investment and portfolio in-
vestment on the basis of a 25%
of investment criteria. That is,
where the size of voting stock
held by foreigners exceed 265%
or more, the firm is treated as
a direct investment; otherwise
it is treated as a portfolio in-
vestment. Statistics are also
presented on the economic
grouping, country and region
of origin of investing firm.
:'MM based on this source

other data from the
Dcp-mnl of Industries a
study by two DU Professors
presented the following table
in a book named "Bangladesh
in South Asia and ASEAN~
(Sadrel Reza and Hafiz
Siddiqf). It is reproduced here
to provide a comparative dy-
namics of the issue at hand.

T.hl: l: Sector-wise distri-

bution of -venture collabo-
ration in h.

the total number
of firms In table with the

number quoted it may be
noted that during 1983 and
1988 there was no change in
the number of firms with for-
eign investment. There has
been some additions of foreign
banks, nt factories and
scs, bul that was
counterbalanced by closures in
some other sectors, pharma-
ceuticals mostly. There might
have been a few more addition
to that list in 1989 and 1990
in the garments, electronics
and sports goods sectors and
located in the EPZ. In terms of
the size of investment those
are rather insignificant. The
fact that all those efforts by the
pn'vlnu- government [afled to

attract foreign investment is
more clearly shown in the fol-

It may be observed that
after 1984, the second year of

military rule by Ershad, in-
vestment in capital equipment
foretng !Irrnl had com-

ly dried up and it re-
mained so during the rest of
his regime despite all those
of and financial

. Most of the invest-
ments were made out of re-
tained profits te finance
working capital needs in the
face of high cost of bank loan
in Bangladesh. Detafls in this
table also showed that re-in-

vested eamnings came mainly

from the commerce grou
firms engaged In trading,
banking and insurance. One of
the main purpose of getting
foreign investment is to obtain
transfer of technology to ex-
pand the base of production of
s in a country Ilike
Bangladesh. It seems that the
goal was not at all realised by
the reinvestment of earnings
in working capital. Further,
the small amounts of Invest-
ment came mostly from the
USA and Western Europe,
perhaps as a legacy of their
past investment during the
British and Pakistan! rule
mostly in tea gardens and pro-
cessing, trading and banking
concernms, Japanese investment
was very small considering the
outward looking strategy fol-
lowed by them and the huge
trade surplus of Japan during
these years. Japan was also
targeted by the erstwhile
regime specially in its cam-
paign for foreign investment
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fering highest rates of returns
for the level of risks under-
taken. In these days such in-
formation depicting real con
dittons rather than misinfor
mation usually provided by
government ja in Ban
are oblained by various
channels, mostly by studiecs
undertaken by various in
ternational agencies.
In the following section we
would like to present the find-
and conclusions of a ma-
jnr study by IFC and another by
GTZ to hrin? home the point
as to why loreign Investors
shied away from Bangladesh
along with their local counter
parts. it should be mentioned
that these studies were nol
published because having
agreed to conduct these stud-
ies the governmenti and its bu-
reaucracy were not willing to
accept their findings and con-
clusions since it was not going

to serve their purposes in any
way. But information is made
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Inside view of a modern garment industry

Other than expanding and
modernising the productive
capacity through foreign in-
vestmenl which is expected to
narrow the foreign trade
deficit in the long-term. net
inflow of foreign private capital
can help meet balance of pay-
ment shortages in the short-
term. The picture of foreign
investment strike may become
more clear when some more
statistic are presented from
the balance payment statistics
of Bangladesh. Total amount of
foreign fund recetved as long-
term capital (net during 1983-
1990 was a meagre $16.3 mil-
lion, whereas there was out-
flow of short-term capital (net)
of 8565 (-) milllon during the
same period. In 198] alone,
Bangladesh received $40.|
million in the first category
and $28.1 (+) in the second
category mentioned above.

Those who are aware of the
way these multinationals oper-
ate, can guess how much was
transferred by these entitics
during Ershad's regime of de-
velopment. It s amply clear
that during the rule by the au-
tocratic regime it might have
been possible to hoodwink or-
dinary Bangladeshis by drum-
ming up those publicity binges
with government and donor
funds. Foreign investors having

access Lo real information
about the economy and the

rnment kept themselves
clearly off the coast of

Bangladesh and invested their
funds in places which were of-

Table-1 :
collaboration in Bangladesh.

available to those who seck it.
And investors, be they foreign
or local, are one groups who
are known to make decisions
based on avaflable information
less concerned with the past
bul more pertinent to the fu-
ture. A poor nation with a beg-
ging bowl in hand can hardly
be a source of attraction for in-
vestors who want their money
back with a sufficiently high
return. And a government
which was unable to raise
funds to meet its rising non-
development revenue expendi-
ture can be hardly relled upon
for substantive policy changes
affecting operation of the real
economy.

Bangladesh no place
for investment

The IFC is an agency of the
World Bank and its main activi-
ties are (o increase private
sector investment in member
countries through projects as
well as technical assistance. In
the unpublished study on the
role and scope of foreign in
vestment it identified the fol-
lowing as restricting factors:

— limfited investment at-
traction because of few natural
resources; low standards of
schools and hospitals; a ma-
chineless socicty and shortage
of skilled workers and man-
agers.

— dnmuu:: market Hmita-
tions; ve capita in-
come; llr:lt allrrur:hnllng
power of the majority of the

Sector-wise distribution of joint-venture

Number of firms

Sectors Prior to Between Tolal
1972. 1972-82.
1. Deep-sea fishing and marine 2 16 I8
food processing
2. Chamical and pharmas. 9 8 17
3. Ready-made garments - 16 15
4. Electric engineering 4 8 12
5. Petrochemicals 6 - 6
6. Leather and leather goods . 6 6
7. Mechanical engineering 1 1 5
8. Fumniture i 1 1
9. Banking - 2 2
10. Others 4 11 15
Total: 26 73 00

Table-2 : Flow of net foreign investment into Bangladesh.
%

Tk. in lakh 1982 B3 B84 8BS 88 87 BH
A Cashbroughtin 149 213 108 BE3 1082 1075 268
B Equipment 9 257 232 37 - 7 !
brought
C Re-invested B66 282 685 1573 793 2238 2557
earni
Total : 1024 722 808 2493 1875 3320 2826
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population; domination of the
public sector.

— production base for u
ports not atlractive:
ically inconvenient loca !nnul

congested ports and far away
from the main shipping lines
low level of infrastructural de-
velopment; hostile policies In
the past

— political and legal envi-
ronment not satisfactory: poin-
ical instabtlity. weak law and
order situation; complicated
and undeveloped legal system;
undeveloped capital markets
and above all poor image of a
country frequented by natural
disasters, hunger, malnutrition
and violence in campuses etc.

In 1988 GTZ finance a pro-
ject initiated by the Planning
Comumission 1o study the scope
and role of a Private Sector
Unit (PSU) as a thinktank for
cxpansion of the private sector
in Bangladesh. A delegation of
scholars from Germany visited
Bangladesh and this writer?

o
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have had the privilege of
working as the counterpart of
the team leader Prof. Osker
Gans of Hydelberg University.
Among other things, that re-
port was too critical ol the
"rent secking™ structure iIn
the economy and observed a

weak and corrupl admin-
istration and legal system.
Economic policies were found
to be eflectively biased against
the agricultural sector as well
as export expansion. Very low
investment was made in hu-
man resource development
particularly the supply of
skilled workers and trained
managers -were  inadequale.
Trade unions were found to be
misguided and hostile towards
policy changes. And govern-
ment functionaries were not
scrious about implementing
policy changes.

As already mentioned for-
cigners knew all along that
there was no "new informa-
tion" in those campaigns for
foreign investment hence they
behaved rationally by not re-
sponding to those incentives.
For international investors
such new information was
pouring at their door steps

from many other places with
far beMer prospects. For ex-
ample, Wwjth the prospect of

the emergence of a single
market (n the Europian
Community "Britain is now the
multinationals’ favourite loca-
tion in Europe™ and OECD
(developed) economies were
investing in other OECD coun-
tries (The Independent, Feb
10, 1991). Britain accounted
for an extra-ordinary 39% of
the total investment in EC of
$127 bn a year in 1987 and
1988. More recently the col-
lapse of the highly bureaucratic
and socialistic states in
Eastern Europe and the
former USSR have opened up
vast, opportunities for foreign
inmtmtnl in these countries

carer rni: lhwﬁm 'ﬂ-'-

been attracting foreign In-
vestmenl at an increasing
rale. Even the war ravaged
Vietnam is being identified for
faster rate of economic growth
because of cheap bul skilled
manpower and a stable politi-
cal condition. Facts like these
are really discouraging for ob-
taining foreign investment in
Bangladesh which presently
has very lttle to offer as gen-
uine incentives, Bul then we
also must make a start as soon
as possible to change those
conditions which actually re
sulted in very little inflow of
funds In the . Some of the
substantive emn

ts of chang- |

ln: the environment are listed

What favourable
climate?

Certainly the transition to a
grmm government with-
ut violence Is a positive de-
velopment and Lhe declared
policy ol adopling a competi-
tive market economy including
foreign Investmenl are “new
information” for investors.
However, the legacy of the past
will continue to frustrate im-
gﬂmrnuuun of policies to
ng financial discipline and
reduce the dominant role of
the public sector. Bul the gov-
ernment must get out of run-
ning economic activities and
avoid fts distortionary eflect
which give bad signals to In-
vestors — foreign as well as
local. Instead it should put its
eflorts in expanding the social
sector such as human resource

development through educa- |
kestacks on Lahore's outskirts.

tion and health.

For the time bet perhaps
during the tenure of this par-
hament the government is lefl
with no alternative but o use
our national resources, human
as well as financial, o create
the base for a sell sustaining
growth. A few institutions like
the Grameen Bank, small man-
ual frrigation technology ltke
the treadle pump and mecha-
nised country boats, export of
garments and marine products

and above all the hard working |

Hangladeshis employed abroad
have begun to draw interna-
tional attention to the poten-
tials of economic development
of Bangladesh. Achievements
like these should be consoli-
dated, encournged and focused
abroad to improve the image of
Lhe nation.

(The writer (s serving as
Professor of Finance in the
Institute of DBusiness
Administration, Dhaka
University/
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For whom Pharaohs' Time

Stand Still

ry
will ind Robin Mahsi up to his
knees in a pit of wetl clay,
stomping mud for the thou-
sand bricks he has 10 make the
next day.

“For us, it is still the time of
the Pharachs,” says Mahsi, who
has just finished his night's
work. "Here, it is the 20th
century and still we are not
free.”

Mahsi is one of some
500,000 Pakistani brickmak-

| ers, many of whom, despite a
| supreme court decision out-

lawing bonded servitude, are
trapped by debts owed to
kilnowners.

Mahsi is trudging along a
street of hardened mud cubi-
cles, down the hill from one
of the many beiching smo-

These boxes house his

and a dozen others that make
bricks for a kilnowner on 6.4
hectares of farmland.

The next dawn, they will
begin scooping the clay mud
into wooden formsa. Mahsi, his
wife and some of his eight
children will fashion bricks
with a lew gquick pats, then
plop down the resulting rect-

. angles inlo near rows o dry In

the hot sun.

Later, a labour boss will
come around o count the row.
He will pay 3.80 dollars for the
1,000 bricks the family aver-
ages, then turn around and sell
them for about 34 dollars.

“The digging of the earth is
the hardest part,” says 40-
year-old Mahsi. “You must have
a ot of energy. This dirt s like
steel 10 break through.®

Mahs! owes 298 dollars to
the owner of the brick kiln, a
local politician named Moha-
mmed Aslam. Untill he pays It

back, he cannot leave.

The kilnowner's son,
Mohammed Aktar, who owver-
sees the operation says, “If
they work, they can pay off
their advances, Iit's not a
bonded system. We don’t force
any man to work here. If they
want 1o work, they can. If they
don't wani to, they can go.”

indeed it can be a matter of
perspective. From Aktar's
standpoint his workers are not
slaves by any definition. Wor-
king though a “Jamidar” or

"For us, it is still the time

of the Pharaohs,” says
Mashi

labour boss, he pays the going
plece rate and simply doles oul
the occasional loan or advance
for a doctor's bill, a wedding or
a funeral
“If a family can make
15,000 bricks a week, we will
them more of an advance”,

says. |t has always been this
e

But human rights lawyers
talk of an insidious system In
which a cycle of debt arid
interest can pass from genera-
tion o generation.

According to estimales,
700,000 to two million
Pakistanis are caught in the
system, including carpet wea-
vers, shipbuilders and cons-
truction gang workers, and
most of them are children.

Mahs! had borrowed 21985
dollars from the owner of the
kiln where he had worked
previously. Somehow that fig-
ure rose o 632 dollars. Then
he wenl lo work lor Aktar,
who “bought™ him, In the
industry jargon, by paying off
the debt.

Mahsi believes he has

repaid all of It. But the jamidar,
who is ultimalely mpnrnnlhll

o the kilnowner for the acpts,
says Mahsi still owes 298 dol-
lars. Other workers tell stmiflar
stories. Mahst iells of a
who was owed | 887 dollars.
When he died, his debtors
:‘;" passed on o one of his
tives who was appointed
jarrgdar .

A 1988 supreme court
decision banned the jamidar
system outright and strictly
limited loans 0 a week's
wages, 10 be repaid before any
further advances.

Bul, protected by powerful
owners, the system remains
intact. Hundreds of thousands
of workers are virtually
imprisoned by the tirade.
There were 2,456 brick kiins
in Pakistan in 1980, Lthe last
time they were counted, and
many owners ke Aktar, are
politically connected or are
poltticians themseives.

The labour minister, ljaz-
Ul Haq, pushed legislation
through the senate in late
November that would outlaw
the advances altogether

In January, it will go before
the nation assembly Hagq ac-
knowledges that the economic
system underlying the industry
makes 1t all but impossible to
legisiate out of existence

There have been grassrool
attempts o undo the system.
The workers have formed
unions. A Swediah lunded or
ganisation called human rights
now has established primary
schools atl 33 of the kiins, each
ol which educale 20 10 60
children.

“The schools are Lhe begin
ning of a change™, says human
rAghts lawyer Asma Jehangir,”
awarcness can change Lthe hu
man race.” Jehangir says. “The
childrens laces look more in-
telligent now, you should have
scen them when we first went
lo them.” — (IPS)

Trade Links Warm Moscow-Pretoria Ties

arcly 18 months ago it

would have been inco-

nceivable for a South
Alfrican minister to speak of
the Soviet Union in any but
the most suspiclious, ecven
hostile terms. Now Foreign
Minister Pik Botha is openly
hailing the possibility that
wilhin months South Alrica
and the Soviet Union could
have diplomatic rclations.

This turnaround has taken
place since the [irst lentative
conlacts between the two
countrics during the Namibia-
Angola pecacc process. Sovict
obscrvers aticnded the pcace
talks and are belicved to have
played a mojor role in persuad-
ing the Angolan government
and the South West African
Pecople's Organization
(SWAPQO) that peace rather
than continucd struggle was
the priority.

South Alrican oflicials in-
volved in the lalks, such as
former Africa desk chief in the
Department of Forcign Aflairs,
Glen Babb, have said that a
cansidcrable respect and trust
was cstablished between the
two sidcs during the talks and
the UN-supervised run-up o
Namibian independence.

[3ul the change in rclations
is more than just a rcalisation
by South Alrica that the Sovicts
do not have horns and tails.
Glasnost and Perestroika have
had an effect.

Soviel President Mikhail
Gorbachev has distanced him-
sclf from policies built on the
automaltic assumption of con-
fMlict with the Western, capital-
ist world. Instcad, he has
bascd cxternal relations on the
nced to rebuild the Soviet
cconomy and lo create a world

environment
80

In Southern Alrican terms,
this has meant that the Soviet
Union has urged its allics w0
scek pecacce and reconstruc-

tion ol their shattered
coonomics as the priority over

idcological struggle. It has
mcant, too, Lhat the Seovict
Union is looking to countries
like South Africa for mutually
profilable trading relations.
The second point is be-
coming crucial. For dccades,

in which to do

part of the Soviel Union and
commercial interest on the
part of the Soulh Alricans.
Now, as mutual distrust has
been replaced by growing
warmth and curiosity, both
sides are keen o exploit trade
and othcr cconomic possibili-
Uus, .

Nol everyone in Soulh
Africa is sure that full diplo-
matic relations are imminent.
But tradce is ripening already.
A scnior Soviel trade delega-
tion, led by Foreign Trade

The Pretoria government long regarded the
Soviet Union as a hotbed to Communism and
a dangerous influence on South African poli-
tics. It was especially concerned about Soviet

relations with the

African National

Congress. But winds of change and economic
necessity in both the Soviet Union and South
Africa have altered many old ideas. Full
diplomatic relations may still be some way

off, but as Gemini News

Service reports,

trade between the two countries, particularly
in diamonds, is picking up. By KEITH

SOMERVILLE

semi-clandestine trade rela-
tions have existed between
South Alrica and the Soviet
Union in the form of
menis between  the giant [}c
Beers diamond company
(notably its monopolistic Cen-
tral Sclling Omganisation) and
the Sovict state companics re-
sponsible for diamond produc-
lion and cxports.

The relationship  resulted
from sheer necessity on the
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The world cannot ignore the city — Moscow

Ministry official A.V. Cher-
nukhin, tourcd South Africa in
November lo examinc oppor-
tunities for tradc and joint
venlures.

Aflter talks with Trade and
Industry Minister Kent Durr,
Chernukhin said agreement
had becen reached on Soulh
Alrican help in the massive
lask on clearing up the still
lethal debris of the Chernobyl
disastcr and in helping vie-
timcs.

He added that this agree-
ment could become the gate-
way for more extensive deals,
Durr agreed. The Soviet dele-
gation also held mectings wih
African National Congress
(ANC) oflicials in Johanncsburg
o forestall their rescrvations.

There have been tensions
beitween Moscow and the
ANC. In June and July, they
qucrrcled about plans by the
Moscow Stale Circus to tour
South Africa. , The tour was
cancelled.

The ANC does not oppose
better relations between
Moscow and Pretoria. Albie
Sachs, a member of the ANC
constitutional drafling team,
sald the end of the white gov-
ernment’'s obsession that the
Soviet Union and the ANC
were plotting against South
Alrica, was constructive. Sachs
added that increasing con-
tacts and understanding be-
tween the (wo countries
would [acilitate change by
creating a better environment
for talks and lessening white
suspicions about the ANC-So-
vict relationship.

The South African govern-
ment now sees the Soviet
Union as a stabilising rather
than a destabilising influence
in Southern Africa, Deput
Forcign Minister Leon Wessels
said he thought Mosocw was
nul:r playing a very constructive
role.

The growing cconomic rc-
lationship could prove Lo be
even more constructive. loth
countries nced forcign Lrade
with a broad range ol partners
to improve cconomic perfor-
AN,

Iloth government and ANC
arc aware that this is linked
closcly w the political future.
They are also aware that once
a political solution s ham-
mered out, the economy, par-
ticularly the cxport sector,
will be a priority.

Jack Simons, a lcading ANC
and South Alrican Communist
Party theorist, said that a
crnment lead by or including
the ANC would go all-out to in-
creuse South African trade
around the world. With mu-
tual interests  in mineral pro-
duction (notably gold and dia-
monds), the link between
South Alrica and the Sovict
Union is obvious.

That link has been
strengthencd by a $5 billion

-deal between the Sovict state

diamond company and a
Swiss- based company, Dec
Beers Centenary, which repre-
scnts South Alrican De Beers.
Under the deal, Sovict di-
amond production for the
next five years wil be mar-
keted by De Becrs. An initial
payment of one billion dollars
is said to have already been
made to the Sovict Union.
The deal is not without
problems. The Russian repub-
lic, in which most diamond
deposits are found, has ob-
jected to the arrangement,

. not because of sanctions, but

in an attempt to get its hand
on a chunk of the proceeds.

The Russian parliament in|
July passed a resolution con-
demning the agreement. It
said deals are fine if negotiated
jointly by the Soviet state bod-
fes and the Russian ones. As
this competition between the
center and the republlics
continues, republics are likely
to be interested in striking
their own deals with South
Alrica,

South Alrican interest in
such arrangements is clear.
During his recent Eastern Bu-
ropcan tour, Pik Botha In-
cluded in his delegation a
range of trade offlicials and
busincss people.

They talked about trade
and mining assistance deals
with the Romanians,
Czechoslovaks and Hu
Earlier in the year, South
Africa and Poland struck a deal
that would see South Alfrica
import 200,000 tons of Polish
fron ore.

With the export of revolu-
tion now a thing of the past,
exports form the Soviet Union
to South Africa wil now be in-
creasingly commercial, not po-

litical. That will likely bring
exchange of goods, ral
than abuse, between

and Pretoria.

About the Author: KEITI
SOMERVILLE is a writer and
broadcaster on African affairs.
He is the author of Angola:
Politics, Economics and Soci
ety and is a contributor
to South, New African and

Africa Condemporary Record.



