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Export led growth policy more appropriate for us

Finance Minister delivering

his budget speech.
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economy is quite low, it as-
sumes a leading role in organ-
iscd employment generation
and in export and import
trade. Bul for a number of rea-
SONs, in this sector is
declining. Except for a few in-
dustrics, most of the sector fs
burdened with a number of
problems. In particular, the
public sector industrics are in-
curring losses. Labour produc-
tivity in these industries is
E.lit: low and in many places

re is excess labour. The
Government has taken steps to
implement voluntary labour
reduction and their reha-
bilitation where possible. A
lump provision of Tk 150
crore has been made in the
budget next year for payment
of retirement benefits for such
em A provision for Tk
100 crore has been made in
the ADP next year to create a
fund for rehabilitation of indus-
trial units.

Savings And Credit
Management

29. In a competitive econ-
omy proper management of fi-
nancial institutions is a pre-
condition for growth. This
Government inherited a very
weak and banking
scctor. We have introduced f(ar
reaching reforms in the eco-
nomic sector in order to
strengthen the role of these
institutions in financial man-

cepl I‘-u-retpwl‘;:ul] and l:nl:
tural
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flation and
vestment.

stimulate in-
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market, interest rate
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enily, a first
slep laying the founda
tion of an active capital markct
has been taken.
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30. Aflter the Banking
Company Act, 1991 was pul
into cooperalion, supervision
of the commercial banks was

strengthened. In order o im

prove managemeni of deposits,
strict standards have boon

fixed for lending of capiial
Government has floated bonds
for taka 1,730 crores o aug
ment capital and o make pro
for bad and doubtful

rvistion. In the context c;f
nunh‘ of BCC! inlerna

Bank

‘BASIC" has been ac

under the Banking
Act.

Different non banking

!

ired

financial institutions have
grown firregularly in the last 9
ycars under the umbrella of an
autocratic rule. For such insli-
tutions, legal supervision was
loose as their nuniber was very
small and their operations
limited. Recent expericnce of
corrupt and bad management
of some of these financial Insti-
tutions demonstrates the nc-
cessity ol supervision and
monitoring of such {nstitu-
tions. Framing ol a ncw law for
non-banking financial institu-
tion is now in the final stage.

32. Without an cllcetive
capital market, success of
market oriented [rce cconomy
is not possible. Activities ol in-
stitutions in the capital market
arc not encouraging at all. In
the current year, Government
has withdrawn restrictions on
non-governmental share sale,
bonus share, right share and
on salary and allowances of the
chief executive. For the capital
markel, o sational [rame-
work is being recast and drall-
ing of ncw law for an indcpen-
dent Securities and Exchange
Authority is in final shape.

In the [irst stage of rcacti-

« vating the development of [i-

nancial institutions, Govern:
ment has decided to privalise
Bangladesh Shilpa Rin

Sangstha. The problem of
housing for the lower and
middle classes is bcecoming
acute. We arc awarc of the
problems and prospects in this
sector. In order to encourage
investment in the housing scc-
tor government has decided to
reactivate Bangladesh House
Buflding Finance Corporation.
For this purpose the capital of
this Corporation has been
substantially increcased. The
Corporation will once again be
able to start lending operation

m rate man-
policy

33. In case ol foreign ex-
change management,
Bangladesh Bank has been pur-
suing a Policy of Flexible Ex-
change Rate. The aim of this
policy is to cxpnm:\ export
tirade kecping compctitive
strength of taka ic lo reduce
the gap in balance of trade, to
develop and efficient import
substilution industry. Kcepi
these aims in view the Real E[-
lective Exchange Rate is fixed
which is readjusted in case of
necessity with the intervention
currency. From July, 1991 to
April, 1992, the value of taka
has been readjusted against US
Dollar. As a result, at the end
of April, 1992, adjusted ex-
change rate stood at 39 taka
for one US Dollar. Consec-
quently taka has been devalued
9% against US Dollar in the
pcriod under consideration. |
consider it pertinent to em-
phasise here, Mr Speaker, that
an aclive Exchange Rate Policy
can be helpful only in produc-
tion of exchangeable commod-
ity and in increase of export.
Bul real benefits will not come
unless reforms are made In
those scctors where low-pro-
ductivity, adverse labour-owncr
rclationship, excessive regula-
lons and other distortions are
cxisling. Desides, in long time
perspective, flow of capital, -
ability of entreprencurs which
increcases manifold due to
change ol exchange rate and
such Llype of encompassing
[actors should be considered
while [raming Exchange Ralc
Policy. As such adjustment of
Exchange Rale can be consid-
cred as an effort 10 remove
structural imbalance but not as
an alternative 10 sectoral re-
form amme,

34. pursuing a policy
of Recal Effective Exchange
Ratc (REER) there was no ra-

Sccondary Exchange Mar-
kel As a result, from 1st of
January, 1992, one eflective
unified cu exchange rate
has been introduced merging
oflicial rate and the sccondary
exchange rate. The forvign ex-
change rescrve icrcascd from
881 million at the end of June,
19801 by 656 million deollars
and has reached 1537 millon
dollars at the beginning of the
month which is an all time
high (Annexure V). However,
receipts of 766 million dollars
received under different assis
lance programme are included
in this figure

35, In July—March period
in FY 1991-92 the balance in
foreign trade of the country
showed some improvements.

- 2L 1290 million
uring corres i -
riod of last ycar.p?i: ::*:rt
target has been fixed at US
dolilar 2151 milllon for FY
1991-92. Thus export earnings
stands at 63% in terms of dol-
lar for the first nine months of

g
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. In FY 1991-92 the
target for expenditure on ac-

-

count of imports was fixed at
3854 million US dollar nst
which real imports took place
for 2308 million dollars repre-
senting 58% of the target. If
the current trend for imports
continues, volume of imports
at the end of FY will remain
substantially below the target
level. The import contraction
is basically a reflection of the
recession prevalent during the
first six months of the year.
Import trade will further be
liberalized keeping in view
production and expansion in
exports and in harmony with
international market environ-
ment but the genuine interests
of local industry will be pro-
tected. We have noted a de-
clining trend in the utilisation
of project and commodity as-
sistance. This had an adverse
impact upon the economy.
Considering our good foreign
exchange rescrve position we
arec adopting some specific
measures (o stimulate fmports
of capital machinery spares,
intermediate goods, industrial
raw malerials etc. We will also
encourage imports for the
lransport and construction
seclors. Beside generating rev-
enues, such measures will con-
tribute to buoyancy of the
ceconomy. Our objective is
cssentially a trade-related and
not aid dependent growth for,
the country. The second part

of my speech includes specilic
measures to be adopted in this
regard. :

36. Our trade policy aims at
developing export-oriented
industries and making them
interna competitive in
terms of guality and price. We
have to diversily trade by ra-
tionalizing and mduc*lng tarifls
and wherever possible by
withdrawing restrictions in-
cluding quantitative restric-
tions on imports. The Gov-
ernment has already measures
along these lines. Exporters
will be allowed to retain
greater percentage of their
export earnings to cxpand
their own exports. This rate
now stands at 2-2.5% of export
carnings, We have decided to
increase the retention rate lo
10% in the next financial year.
However, this rate will be im-
ited to 5% for exports where
value addition is low.

37. In the past, ultraprotec-
tionist policies encouraged
wasteful, mismanaged and
ineflicient industries. As a
result more efficient sectors,
specially in the rural economy,
were deprived of loan and in-
vesiment. Consequently it has
led to distortions in resource
management and inevitable
contributed to a fall in produc-
tivity of investments. We hope
that trade liberalization will
make our industries competi-
tive in the international mar-
ket and this will contribute to
a shiflt of resources from the
inefficient to efficient sectors.
The ultimate aim of our trade
policy and trade liberalization
is 1o stimulate ccogomic activi-
ties to generate employment
and to make the external sec-
tor competitive and viable. In
implementing this policy, we
hope to encourage backward
integration and higher valuc
addition through necessary in-
vestment and technology
transfer.

Mr Speaker

38. We believe that people,
particularly the youth of our
society, are an invaluable re-
source. We have a comprehen
sive programme for imparting
vocational skills and disscmi-
nation of production-oricnted
education. Open university will
be one of many institutions de-
voted to this purpose. Man-
power development sector has
the high priority in our na-
tional plan. By stimulating pro-
ductive investment in ul-
ture and agro-based Industry
employment opportunities will
be created. Further, the
planned deve nt and di-
versification of the external
secior and exploftation of our
comparative advantage in
labour intensive industries will
result in employment and in

N

Awami League MPs having their lunch at the parliament cafeteria at the beginning of budget session.

come generation which is.a
sinc-qua-non for freeing our
people from the poverty trap.
39. Despile our success in
macro-economic management
mueh of its beneficial impact
has been eroded by out
unsatisfactory performance in

. |

mined that our encrgies
should be devoted towards op-
timaltisation of our growth po-
tentials and betterment of the
quality of life of the pcople
with particular attention to the
most deprived and least priv-
iledged scgment of our society.

Prime Minister Begum Khaleda Zia giving her sign of

approval to the budget.

some key micro sectors such
as power, jutc, textile, light
engineering, rallways, ctc
These important seclors arc
bedevelled by high system
losses, pillerage, and
incllicicncy. Excess capacity
has been a major problem in
manufacturing scclors — both
public and private. These are
the results of ill-conceived
investment and rent-secking.
Declining labour productivity
and indiscipline as well as
management Incompelence
have further exacerbated the
situation. Unless we lake storn
corrective action in thesc
micro seclors we cannot
achieve our economis
objectives.

40 As the nation lboks 1o
the luture, we perceive the
lask before us is difficult and
challenging. Our eflorts in the
direction of institutional re-
forms and restructuring ol the
key sectors of the economy
will be inspired by the tdeals
of reedom, sclf rellance and
recognition of human rights
and dignilv Wi doeter

Aare

7~

o

4

—Star photo

In our expenditure programme
wc have attached a very high
priority to improving the qual-
ity, eflectiveness and coverage
of human development ser-
vices,

41. In very recent past we
have wilnessed the collapse ol
the socialist economies and
the appalling inclficiency and
wasle of resources, both hu-
man and material, in such sys-
tems. We believe that on Lhe
eflicacy of a market ecopomy
free from rigidities and regula-
tory consirainls 'a consensus
has emerged amongst people
of divergent political vicews.

This is a source of great
strength. Our people have am-
ply demonstrated fortitude and

courage to struggle unitedly
against impossible odds and
emerged triumphant. Thus |
can say with all emphasis that
given the political will and un-
quenchable [aith in the com-
monwealth we will reach opr
goal. Let us, therclore, eschew
our petty differences and re-
spond o the challenges that

e ahond with common resolve

and purpose.
Mr Speaker

42. There is no allernative
to rcform. Through a well-or-
ganised struclural adjustment
programme, all distortions,
rigidities and imbalance of the
ecconomy must be climinated;
otherwise Bangladesh will re-
main marginalised and locked
up in - the vicious circle of
poverty. The economic strat-
cgy and the policy for resource
mobilization that will be fol-
lowed to achieve that objcctive
will be dealt with in the sce-

ond partl of my speech.
SECOND PART
Mr Speaker, Sir,

While, presenting the bud-
get for 1991-92 fiscal year in
this ParHament, I referred to
the anarchy, depression, indis-
cipline and irregularities in
the economic sphere prevail-
ing at that time and indicated
the ways to get out of that cri-
sis. We proposed through re-
forms of the fiscal system in
order to gear up domestic re-
source mobilisation. At that
time, many people had hears
and reservations; in the light
of experience we can now say
that these fears and reserva-
tions were unfounded. The
fiscal reform measures under-
taken by the government in
the previous budget have al-
rcady started giving desired
results. A dynamism has becn
gencrated in our worn-oul tax
system. This achievement was
made possible by the strong
leadership of Prime Minister
Begum Khaleda Zia and the
spontaneous support of the
people. But there is no room
for complacency, for our des-
tination fs still far away.

2. The aim of the reform
measures proposed by us was
to raise the revenue-GDP ratio
thmu?h enhancing the growth
rate of revenue. For achieving
this we proposed to rationalise
fiscal laws and structures, ‘im-
prove fiscal ment and
cxpand computerization.
During 1990-81 fiscal year,
the revenue-GDP ratio stood at
10 per cent. We expect that
during the current fiscal year
this ratio will increase to 11
per cent. During the time of
President Shaheed Zfaur
Rahman, the annual growth
rate of taxes and duties under
the National Board of Revenue
was more than 20 cent.
This rate declined to 15 per
cent during the t decade.
We have béen able to reverse
this declining trend of tax col-
lection and internal resource
mobilisation. The realisation of
tax revenue up to May of the
current fiscal year has been 25
per cent higher than that of
the same period in the previ-
ous ycar.

3. Like many other coun-
tries of the world, a policy of
economic development
through import substitution
industries been pursued
in Bangladesh for a long time.
It was hoped that local indus-
tries would flourish behind
the high tarifl wall applicable
for final products. In certain
cases, administrative bans and
quantitative restrictions were
imposed (o protect domestic
industries. It is now apparent
from the experience of a num-
ber of countries that, in many
cases, Lhis policy has retarded
overall economic develop-
ment. It has been seen that
inefficient industries incapabje
of international competition
grow up, sheltered by the high
tariff wall and administrative
control. Although these indus-
tries may be profitable from a
private enireprenecur's point
of view, optimal and efficient
utilisation of domestic | re-
sources does not take place in
these industries. In general,
these open up opportunities
for “rent secking” at the cost
ol the genuine interests of the
CONSUMETs.

4. Import substitution in-
dustries artificially compress
demand for forcign exchange
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which lcads to ment of
exc rate: and because of
the resultant artificially over-
valued exchange rate, the
prices of Bangladeshi prod-
ucts become to high in the
world market. It becomes dil-
ficult for export goods to be
co tive . On
top of this, the existence of
monopoly and opportunities
for rent makes import trade
and finvestment in import
substitution industries more
altractive, which discourages
inveéstment in export-oriented
industries. -
5. An t obstacle o
industrialisation and cconomic
development through expan-
sion ol import substitution in-
dustries is the limited size of
the domestic market. On the
other hand, the exporlt market
is for small countries like
Ba esh. Thus, an export
led growth strategy is more
appropriatle for us. It is possi-
ble to sell s of interna-
tional sta in the vast
world market at compctitive
prices. If an export led
stratcgy is adopted., domestic
industrics will have to main-
tain effic at international
Iecnvft:t: and the environment
unfavourable to attaining high
efliciency will have to be re-
moved ually. The reduc-
tion of high tarill rates will
eliminate the exchange rate

misalignment. On the basis of a
realistic and appropriate for-

cign exchange rate, supportive
environment and dynamic
comparative advantage, effi-
cient industries will develop
which can compete in the cx-
port market or meet domestic
needs. It is observed from the
recent experience of develop-
ing countries that export
growth, economic develop-
ment and poverty alleviation
are corrclated: on the other
hand, a closed door or inward
h;lcl:;m is a deterrent
to ment and al-
n.P poverty

6. Owr views arc supported
by the recent intcrnational ex-
perience on cconomic man-

agement and development
strategy. The Governmenl con-

trollcd cconomics of the for-
mcr Soviet Unfon and Eastern
Europe have disintegrated the
moment they came in contact
with the outside world.
Contrary to this, many coun-
tries of the world achieved
socio-cconomic devclopment
through export led growth
slra . Our ncighbouring
countries like India, Pakistan,
Sri Lanka, Vietnam, Thail.ind
and Indonesia have adopicd
well designed policics - for sct-
ting up liberal and competitive
cconomic systems. The
favourable impact of these
policies are already visible: in-
vestment has been encouraged
and foreign investment at-
tracted. In step with the
countries ol this region and
the rest of the world, we have
to eflect reforms and inject dy-
namism into the process of
cconomic development.
Export led growth strategy,
liberal competitive economy
and minimisation of bureau-
cratic control the govern-
ment are all pl:; of this pro-
cess.

7. We have to bear in mind
thal there is no reform pro-
cess without pain. All of us, in-
cluding the industrial en-
treprencurs, will have lo re-
spond to this challenge by in-
creasing efliciency. Those who
enjoy opportunitics .Jor rent
in an inward hﬂkﬁl‘l‘ economic
sysicm subject to bureaucratic
control will be naturally fright-
encd by this change. will
iry to bﬂnﬁ:ndulnhh pres-
sures on government for
perpetuating the traditional
sysiem. But in the greater in-
terest of the socicty and the
country, we have to surmount
these obstacles and follow an
appropriate socio-cconomic
development strategy. In har-
mnrz n-l‘“th the international
tre , Bangladesh
has to march forward in creat-
ing an open and competitive
cconomy. It has to be remem-
bered that the future of the
democratic system and im-
provement of the lot of the
common man are inscparably
intertwined. Self-reliant socio-
cconomic development, im-
provement of people’'s condi-
tion, evolution of our integra
lion with the changing inter-
nalional environment, taking
advantage of the opportunities
of the expanding world trade
— all these have collectively
dcfined the context of our re-
form cflorts.

8. Our income tax system in
anachronistic and weak in a
number ol ways. The high
rules of tax large number
of rates discourage voluntary
compliance by the taxpayers.
On the other hand, oo many
cxemplions create scope for
tax evasion and increasc Lhe
discrctionary powers of the
tax offlicials. The number of in-
come laxpayers is also m
N:'-— less than 5.5 lakhs in
1989]1. A

simpiilication of return sub-
mission and tax payment
cedures; and reduction ul'?';-
crelionary of the tax
administration. | believe that
such a modernised tax system
would be administratively
simple and effictent, encour-
age the taxpayers to perform
their due responsibilities, re-
move tendeéncies to evade
laxes increase the number of
laxpayers, and facilitate
of tax collection. -
9. Many weaknesses and
distortions exist in case of
import duties as well. In the
past, in order to increase rev-
enue through temporary mea-
sures or to meel exigencics,

import duty rates were
changed on an adhoc basis and
different types of surcharges
and levies were also imposed.
Al present, the duty rates are
very high and too many In
number. The basic duty struc-
lures have become distorted
as a result of importer specific
exemplions or exemptions
granted at different rates.
These arrangements have, on
the one . increased scope
for evasion and, on the other,
enhanced the discretjonary
of the customs authort-
ties. | have already mentioned
the adverse eflects of high duty
rates—e.g rent seeking, anti-
export bias and smugghng.
This year we propose to adopt
a special programme to ratio-
nalise the customs tariff struc-
ture through reducing high
duty rates and their numbers,
limiting the scope of exemp-
tions and their rates, and
simplifying valuation and duty
collection procedures. This
will help modernise the tariff
system and attune it better to
the needs of the time. Let me
now describe the im-
portant features of the pro-
posed reforms of the duty
structure. The existing 11 duty
rales would be reduced to 7 —
namely, 100, 75, 60, 45, 30,
15 and 7.5 per cent. The high-
est duty rate would be 100
per cent; higher rates would,
however, apply w0 alcoholic
beverages and certain luxury
. In most cases, duties
would be reduced to 75 and 60
per cent respeciively from the
present 100 and 75 per cent:
in certain cases reduction of
duty would be even more. The
lowest duty rate would be fixed
al 7.5 per cenl and all duty ex-
cmptions would be removed.

Howcver, full cxemptions may
continue for a limited number
ﬂmm-yﬂ:ﬂp-
tion. As a of the reduc-
tion of duty rates and their
number, it would be easier to
collect duties; and because of
expansion ol base, it would be
possible to mobilise more in-
ternal resources while

keeping
" incidence at a low level. In the

end, | want to state that the

continue as a part of the ongo-
ing economic reform pro-
gramme; further rationalisa-
tion will be eflected in future
consistent with our socio-cco-
nomic need and the interna-
lional environment; as a result
economic efl will in-
crcasc and local and foreign
investment would be encour-

10. Different reform mea-
sures were introduced in
1991-92 in the areas of
fiscal policy and fiscal man-
agement. As a sequel to these,
different ministries, the Tartll

process
ment. | have beneffted im-
from these discus-

Mr. Speaker, Sir,

11. | am now presenting
the important reform mea-

sures of both the direet and
indirect tax systems.

DIRECT TAXES

Income Tax:

12. In the realm of income
tax both structural and admin-
istrative rcforms have been
proposed. with
the reduction of ax rates. a
transparent, simple and -
gressive taxation system
been proposed o replace the
existing one. The scope of self-

delay in framing asscssment,
fssuing refund, rcgistering
firms and granting tax holiday.
Besides changes in the statute,
necessary steps are being
taken to modemnise tax admin-
istration and improve effi-
clency of tax administration.
The government ﬂro? ex-
pects thal the proposed mea-
sures will broaden the Lax-base

(Continued on page X)



