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IMPLEMENTATION OF STRUCTURAL REFORMS

The Diily Star 9

Privatization in Bangladesh : Some Retlections

HE World Bank's Coun-
_ try Economic Memo of

March '93 entitled
“"Implementing Structural
Reform” has dealt with the
need for privatization, the
experience with earlier priva-
tizations in Bangladesh and the
on-going privatization progra-
mmes, particularly in the
Ministries of Industries,
Textiles and Jute. | intend
here to focus my comments
instead of some of the more
recent issues that have risen in
the pursuit of privatization in
this country.

First, there |is concern
about the slow progress of pri-
vatization. In October 1991,
the Government of Bangladesh
identified 40 industrial enter-
prises as well as 10 textile
mills for the first phase of pri-
vatization. Of these, sale of 6

Towards a More Competitive and Efficient
Labour Market in Bangladesh : Some Notes

HREE aspects of the
labour market have
been identified in two
World Bank Reports (Country
Economic Memorandum '92
and '93) as having crucial
bearing on industrial growth
and external competitiveness
of Bangladesh. The [first
concerns the rapid expansion
of labour force and the decline
in the modern sector employ-
ment in the 1980s. The
second is the centralized pro-
cess of wage determination
(especially in the public sec-
tor) which is argued to have
led to increases in labour costs
unmatched by productivity im-
provements. The third issue
relates to the antagonistic rela-
tionship that exists between
nt, trade unions and
the Government which are di-
rectly and indirectly impeding
industrial growth, discouraging
private investment and ham-
pering public enterprise re-
forms. The World Bank, there-
fore, suggests the need for in-
troducing labour market re-
forms in Bangladesh for pro-
viding support to other eco-
nomic reforms to have their
full potential impact.

The first component of the
proposed medium-term re-
form agenda relates to the de-
velopment of a reliable labour
market information (LMI) sys-
tem. The purpose of the re-
form measure is to generate
short and medium-term in-
formation on labour market
devel ts and disseminate
it to the key players in the
market-employers, labour
unions, and Goveérnment for
adoption of appropriate mea-

by Dr Momtaz Uddin Ahmed
Professor, Deptt of Economics, Dhaka University

sures in response to the
changfing market conditions.
The second set of reform
measures proposed includes a
review of existing labour laws
and regulations (i.e. minimum
wages, non-wage benefits and
regulations affecting hiring and
firing of workers) and
strengthening of the institu-
tions responsible for enforce-
ment of the labour laws and
regulations. In order to ensure
proper implementation of the
labour laws in the face of stiff
opposition from the highly
politicised and volafile labour
unions and complains of abuse

ol such regulations by some
employers, the existing admin-

istrative and legal institutions
need to be strengthened. Thus
the proposed medium-term
reform programme includes a
review of labour laws and a
strengthening of the labour
department and courts for
maintaining industrial peace
and expanding formal sector
employment.

The third important area of
reform proposed by World
Bank relates to the develop-
ment of a new, less central-
ized. system of wage and non-
wage benefit determination.
Wages In the public sector en-
terprises are at present de-
termined centrally by wage
commission through minimum
wage regulations. Minimum
wage legislations offering high
minimum wages and non-wage
benefits that are not linked to
labour productivity tend to
push wages above competitive
levels and have a negative im
pact on enterprise efficiency
and employment generation

Deputy Leader of the
Opposition, Abdus Samad Azad
The Awami League government
took on the nationalised ap
proach because it was consoli
dating the war ravaged nation

and there was no private sector
[tu take over the industries left
by the Pakistanl owners. 50, we
had no options left other Lhar
nationalising the units

However, privatisation s
now the need of the hour and
1'[!1* soclety should move Lo
wards that goal [t is high tme
we stopped debating over the
need for privatisation and reach
a consensus for the process (o
slart.

A serious dialogue is needed
hetweer (he reasury bench and

~

the opposition. both inside and
oulside Parllament, on the is
sLe

¥,

Accountability on
Economic Issues

Coniitnued from page 8
Jatlya Sangsad have major

roles in Lhis regard. Resource
persons {rom trade bodies, re
search organisations Dbar
council, accountants, trade
urjons should. tn our view, be
utilised by the House
Commitiees to enforce ac
countability. We often lament
about our colonial administra
tive legacy yet the British civil
service has itsell undergone
reforms of far reaching nature,
by requiring the aulonomous
agencies o financially fend for
themselves. enforeing ac-
countability te the public
through citizen charters and
requiring the administration to
support entrepreneural spirit
within and outside the
Government

Finally, efficient reforms are
not politics — neutral. A demo-
cratically elected Government
and the major opposition party
between them carry the will of
the people. Any consensus.
stated or unstated. between
them can give favourable eco-
nomic signals and help achieve
a gquantum leap In economic
growth. Self-suffictency in
food. increasing Policy de-reg-
ulations. continuous fiscal re-
forms. fall in the rate of infla-
tion. rise in foreign exchange
reserves, convertible Taka and

development
sualty of poiitical churning?

Tis now comimnonly recog
I nized that Incihclent wages

policies and conlentions
labour — management relalions
arc important causes ol high
private seclor cosls which dis
courage privale investment and
employment crealion

| would ltke 1o dTicr the fol
lowing four ilems as the prnonty
arcas of labour market reform
i) improving labour market in
formaltion; ) acceleraling regu

latory reform and institutional
strengthening and; ) develop

ing manpower skills; and (iv) es
l.:gMng a social salety net

Improving labour

market information

The need for effectively moni
toring labour market develop
ment can hardly be overem
phasized in a country like

Bangladesh where manpower is
the most abundant resource
HBesides, since labour market
development has an important

Former Deputy Frime
Minister and Industries
Minister Jamaluddin Ahmed:
Reforms have been going on for
a while, only the 'structural
part is the new angle added to
the reforms’. The World Bank
not too long ago was a propaga-
tor for public sector invesl-

ment—there were four massive
investmenits in the public sector
during the 1976-8] period
when | was the industries min

ister and four fertiliser factories
were buflt. We tried to create a
vibrant mixed economy.

Too much of reforms too

This underscores the need to
reform the present system of
wage determination in the
public sector.

A complex of factors is re-
sponsible for low labour pro-
ductivity. Besides unstable
labour market and a politicised
union structure, low capacity
utilization and a stagnant de-
mand are responsible for de-
clining productivity in many
large-scale industries of
Bangladesh.

Low production or raising
production also owes to the
quality of the machinery and
equipment. Thus an em-
ployer's decision and capacity
to install modern machinery
influences labour productivity.

The quality of management
remains the most important
variable influencing labour
productivity and hence an in-
dustry’'s market competitive-
ness. Good management. in
the first place. chooses the
right product in relation to its
market prospects. the right
package of technology and
equipment. buys its raw mate-
rials to ensure good quality and
competitive costs, establishes
a system of wages and salaries
which gives incentives to hard,
efficient. and creative work,
maintains good relations with
bank managers (o ensure easy
access to credit and develops a
dynamic marketing network to
access all available market op-
portunities and to create new
market possibilities.

Finally. a trained and skilled
work force remains an impor
tant determinant of labour
productivity. Thus. though skill
training should be a critically
important component of good
management, the present
labour hiring practices in most
industries are oriented more

towards hiring wunskilled
workers to keep the wages
low

Any reform in the present
system of wage fixation must

take into the lollowing realities
of the Bangladesh Economy
- Low productivitly in our

manufacturing sector has cre
ated many problems [nflation
adverse balance of trade. poor
rale of growth unemployment
etc can be traced partly to
poor productivity in our manu
facturing sector

There 18 a co relationsahip
between wagea and employ
inent creation Fixation of un
realistic minimum wage culs

across opportunities for new
employment and causes im-
pediment to industrial growth.

— The present wage levels
in Bangladesh manufacturing |
sector is one of the lowest in
the Asian countries. In 1989,
the wage level in the manufac-
turing sector of Bangladesh
was about 10-15 times lower
than that in the NICs.

— Nearly 70% of the non-
agricultural workers still re-
main outside the purview of
trade unions and do not enjoy
the benefits of wage commis-
sion recommendations.

— Both the unorganized
workers and the private sector
workers find it difficult to re-
cover from their employers
compensation for loss of ser-
vice. accident and death.

— Except the wage employ-
ees in the formal sector. the
vast majority of the workers in
the unorganized sector are at
the mercy of the employers
who tend to viclate the provi-
sions of the labour laws.

Finally, the highly con-
frontational labour-manage-
ment relationship which is

seriously impeding industrial |

growth and employment ex-
pansion in Bangladesh needs
to be urgently improved. Two
important issues deserve at-
tention in this regard. .

— Despite adequate legal -
support provided through nu-
merous laws and regulations,
the labour relations system in
Bangladesh has proved inade-
quate to develop a spirit of co-
operation among the manage-
ment, the workers and the

o e exists a credibility
gap and a sense of mutual trust
between the parties concerned
which tends to vitiate the enwvi-
ronment required for initiating
an effective dialogue. let alone
agreeing to reach settlement
in case of disputes.

— Development of a con-
ducive trade union structure in
Bangladesh is critically depen-
dent upon development of a
conducive character and
structure of the political par
ties In Bangladesh.

The foregoing suggests the
need for a serious dialogue in
volving government. opposi-
tion, business, labour, and pro
fessionals to develop a mean
ingful and non-confrontational
pattern of employer-employee
relations which can stimulate
development

Towards More

by Mr Owaise Saadat

units was completed by sale to
a state-owned insurance com-
pany and only three other
units have so far been priva-
tized. To some extent the lack
of progress could be attributed
to delays linked with the
changes in the institutional ar-
rangements for privatization
from an Inter-Ministerial
Committee on Privatization to
a Privatization Board. The dis-
cussion today will no doubt
throw some light on some of
the other reasons for the slow
progress. But let me here refer
to two related aspects.

One is the perception that
the sales process is not ade-
quately open and competitive.
This perception has given rise
to complaints and these have
often slowed down the
progress of privatization. To

by N Ramachandran
World Bank, Washington, D.

address this issue the whole
process of privatization should
be made completely Lranspar-
ent. A related issue is the need
for competent professional ad-
vice in the preparation for sale
and valuation process. Where it
can be firmly established that a
state enterprise has negative
net worth, some "financial en-
gineering” will be inevitable
(mainly through the Govern-
ment absorbing some
proportion of the outstanding
liabilities) if the enterprise is
to be made attractive to buyers.
However, this assumes that the
industry in which the enter-
prise operates is basically
sound. If the industry is not
viable, the enterprise should
be liquidated, not privatized.
The privatization pro-
gramme | have mentioned so

e "

Shamsul Islam. Commerce

Minister : In developing coun-
tries and perhaps also in de-
veloped countries, policies and
their implementation are a
major development hazard. It
becomes worse when develop-
ment policies are perceived to
be external conditionalities.
Added to these issues are con-
ceptual and designing inade-
quacies in what are known to
be structural reforms. Anything
which seems to be sound in

theory can be difficult to be

perspective, implementation
of structural reforms is diffi-
cult.

Structural reform is not an
end in itself but a means to an
end. Its justification is creation
of liberal and pluralistic world
economic order and closer in-
tegration of the developing
countries with the world
economy, helping their export,
getting better terms of trade
and so on. It is necessary to
review progress on this ac-
count also. Progress of reforms
in developing countries in ar-
eas like fiscal, monetary, trade,
prices policy and in fact sus-
tainability of reforms depends
upon how well the developing
countries can avail of the op-
portunities offered by external
markets. Stable economic
growth and macro economic
equilibrium can be sustained if
the prescription yields the de-
sired results. It is no point of
having learned doctors and a
comprehensive prescription if
the patient does not make re-

r——r

covery at expected rate.

implemented in reality. In this

C.

far refer to the divestment as-
pect. A second aspect of priva-
tization is the introduction of
private sector competi-
tion/collaboration in areas.
such as power, petroleum, gas,
telecommunication and trans-
port where the State has hith -
erto been dominant. Private
sector participation could take
various forms such as man.-
agement contracts, lease,
build-own-operate and build-
own-transfer arrangements.
Progress with this aspect of
privatization will depend cru-
cially on foreign capital and
know-how. In some of these
sectors there have been en-
couraging developments. For-
eign participation in teleco-
mmunications may either take
the form of a joint venture or a
new privately-owned company
which would compete directly
with BTTB. Telecommun-
ications could then become
one of the most attractive
candidates for private
investment in infrastructure.

Similarly, some progress is
being recorded in the restruc-
turing of the gas sector. In
June 1993, the Governmnent
decided to permit the negoti-
ation of agreements with in-

ternational oil companies, with
T tax exemptions and with the
linking of gas producer prices
to international fuel prices.
Exploration blocks previously
reserved for Petrobangla have
also been opened up for pri-
vate budding, and agreement
reached to establish a sepa-
rate, commercially oriented
Gas Transmission Company.

In the power sector again
GOB is moving in the direction
of a larger role for the private
sector. The privatization com-
ponents of the Governments
programme {nclude the re-
structuring and corporatization
of the Bangladesh Power
Development Board and Dhaka
Electricity Supply Authority.

Generation. transmission and
distribution are to be sepa-
rated into autonomous' com-
mercial entities. Together with
this a policy frame-work is to
be defined for encouragement:
of private participation in
power development. In carry-
ing through with these re-
forms the Government has the
opportunity to demonstrate its
commitment to transform the
present government-domi-
nated inefficient arrangements
to a competitive system which
could deliver more reliable and
less costly power to users.

Privatization is a costly pro -
cess. The cost includes sepe-
ration benefits for state ente:--
prise employees, financial re-
structuring of stafte enterprises,
before sale and expenses of
managing the programme,
Fortunately, Bangladesh has a
good measure of donor suppo rt
— over Tk. 1,500 crore is pc)-

tentially available — to Supple:-

ment the Government of
Bangladesh's own resources,
Offsetting these costs to the:
Government will be the elhm/. -
nation of losses being Incurr :d
by state enterprises as well i s
the expanding revenue beé se
from a growing vibrant priv ate
sector.

Privatization in a sense is a
political process, and suoC ess-
ful privatization depends i ibove
all on a political consens us. It
rests with the Governme¢:nt to
work towards such a comsen-
sus. A lesson we learn fr om the
ongoing jute restructuring
project is how a nation .al con-
sensus could evolve frcym a full
debate of the under'ying is-
sues. At the same time there
ought to be the realization that
privatization is not 2. problem-
free process. There ‘will be re-
versals, but the goal is worth
pursuing. Purchase offers from
state enterprises may look dis-
appointing. but these still may
be better than the status quo —
mounting losses and/or poor
to indifferent service to the
public.

State Minister for Textiles,
Abdul Mannan: The privatisa-
tion programme has become a
political compulsion for the gov-
ernment. Today, when the

| | economy is at crossroads and

all set for a take off towards a
decontrolled economy. the gov-
ernment should act with all sin-
cerity.

But a weak capital market
and the existing socio-political
realities blocked the privatisa

- tion progress. THE market limi-

N | tations and public attitude to

wards privatisation also ham-
pered its pace.

Past experience shows that
the public sector textile, mills
had been handed over to their
former owners, but the govern-
ment could not realise the dues
from them.

The government would now

Industries Secretary Hasnat
Abdul Hye: It is difficult to ac-
cept the sweeping generalisa-
tion that the old industrial-and
irade regime policies were
against private sector industries
and export. Failure to do some-
thing does not mean opposing
it. I would not say that the old
system was a failure, but it had
outlived its utility

The overnight drastic reduc-
tion of tariff rate and quantita-
tive restriction is very disturb-
ing. The import-competing in-
dustries should be given some
sort of protection. We should
not throw away the baby along

Chie!. Industry and Finance Unit, World Bank

impact on the level ol private
investmenl, it is critical that as
a priority a rchiable labour mar-
ket mformation system should
he develuped The objective
should be 1o generate short and
medium-term information on
labour market developments
and morcover, make it available
to Lthe key players in the market
— employments, labour unions
and Government — so that a
consensus could be built and
appropriale measures Laken in
response Lo somelime [ast
changing market conditions.

Regulatory reform

The basic characteristic of
Bangladesh's system of indus-
trial relations is the predomi-

nant role played by the
Government. The excessive
government Involvement In

labour issues has nol been

soon is going to do mofe harm
than good and is going to de-
stroy us |s there a vibrant pri

vate sector in the country? s
there a private sector which can
buy the Khuilna Newsprint
Mills? Too much is being ex-
pected of the private sector. By
all means we should deregulate
and liberalise, but we have to
take all internal factors into ac-
count. We are talking too much
about the macro-economy but
unless something dynamic
doesn't happen soon in the mi

cro seclor, the macro sector
would collapse

conductve o the development of
mature bilateral relations bo-
tween employers and trade
undons. In fact, through SKOP
trade unions are often tempted
o by-pass the lormal bargain
ing machinery and to deal di
rectly with the dominant player,
the Government, by threatening
nationwide agitatiens
Therefore, as a first and impor-
tant step, there is a need to
eliminate the government's di-
rect role in labour management
issues. Al the same time, sicps
are needed to st concil
lation services, the process
of cgllective bargaining, and re-
duce the multiplicity of trade
unions

Developing Manpower

Skills

As mentioned carller a key
ingredient in determining
labour's productivity is the level
of the skills, it has to offer. In
this regard the German experi-
ence fllustrates the advantages
developing a public and private
partnership in ensuring high
worker productivity, through

skill training. Although
Ba has a (airly exten-
sive public sector supported

system of ing vocational
training. through fts network of
12 Technical Training Centres
[TTC), the quality of training
leaves much to be desired
There is, for instance, an urgent
need to improve both the bask
vocational training policies, to

revise the dysfunctional cur-
riculum, and u the badly
run-down technical training
facilitics. Above all, there is a
dire need to promote closer
linkages with employer’s in de-
termining skilled manpower
needs and assisting the private
entreprencurs to provide in-
plant skilled upgradation facili-
lics.

Social Safety Net
In as in almost
all other and devel-

oped countries, labour policics

Former MCCI president Sal-
man F Rahman: The Ultimate
objective of the economic
reform programme is poverty
alleviation. The debate should
be on how to get out of this
poverty trap. Creating em-

industrialisation s the only
way. But who is going to do the
industrialisation — the private
sector, or the public sector, or
both?

And not only are economic
reforms needed, the non-eco
nomic reasons also need to be
tackled; like the law and prder
situation. labour-management!
relations and perception of po
litical instability Mow far have
we succeeded in achieving polit-
ical stability?

The lack of investors' confl-
dence s yet to be budit up and ¥
it is not done soon there would

with the bath-water. Export
does not depend on our sweet
will. All that the World Bank is
interested in is opening up the

market of Bangladesh, but it
does not talk about

is very sarcastic when it criti-

cises the government for urging

the banks to help the sick in-
dustries and on the other hand
is asking the government to

write-off the bad debt of the

public sector units to be priva-

tised. What are we trying to

achieve through these reform
measures?

Competitive and Efficient Labour Markets

have been influenced to varying
degrees by social considera-

tions, essentially the desire to
protect jobs at all cost. In the
past, job protection policies

have included subsidies, cre-
ation of trade barriers, and im-

position of contractual agree-

ments against lay-offs etc.

These policies have proved un-
sustainable and counterproduc-
tive in that they have con-
tributed Lo
uncompetitiveness, and related

job loses. It is important lo
labour

recognize that
retrenchment, redeployment,

and fresh hiring are all essential

parts of the process of economic
restructuring.

be serious consequences.

There should be a leve] play-
ing field for all domestic indus
tries same basic infrastruc-
ture and utility services — and
the reduction of protection and
quid pro quo should be done
simultaneously

You create an enabling envi-
ronment and the private sector
would be there. We have proved
in the garments sector. The en-

trepreneurship spirit is very

much there in the private sec-

tor. To tackle the apprehension
that the private sector would

not behave responaibly. the ex-
isting laws should be applied
and adequate legal frameworks
must be created and made
transparent

The capital market, which
can play a major role in eco
nomic development, is a ne
gected area in the reform pro
cess

how
Western markets are going to
open up for us. The World Bank

industrial

off-load another ten public sec-
tor textiles mills by this

===

b & .
December. Two out of the ten
BTMC mills for which tenders |
were f[loated, will be handed
over to the private buyers by
the year-end.

The privatisation programme
of the BTMC hit snags because
of huge financial involvements.

Continued from page 8

non-starter for obvious reasons.
The privatizations should in-
stead be pushed through, doing
whalever financial restructuring
is justifiable on the simple cri-
terion of a better net price real-
ization for the Government (for
example, bids could be sought
on two bases —with/without
debt). If it is casier to scll ofl the
alrcady profitable /viable units,
they should be sold off first, so
that the privatization pro
ns momentum.

14) Meanwhile, the most po
tential bidders for the just and
textile mill privatizations would
be existing jute and textile mill
owners, but the Government is
busy saddling these units with
huge Mabilities from the past, so
that these potential bidders arc
pushed out of the picture.

15) Retrenchment and
labour management fssucs arc
overplayed in the Bangladesh
context — it is usually much
more a problem of availability of
cash for retrenchment benelits
(which presumably the Gov
ernment can cough up more
casily); otherwise, privale man-

can handle it quite el
ficiently.

16) The problems with previ-
ous privatizations stemmed
largely from a dysfunctional
environment. It is hoped that
the current environment s bet-
' ter and will continue Lo improve
as far as Government disen-
gagement goes. This would au-
tomatically improve Lhe success
of the privatization progranunc.

Bangladesh s financial sys-
tem is critical 1o the suceess of
the economy, bul is proving to
be a drag on cconomic activity.
There are serious problems with
the banking scctor and its regu-
lation by Bangladesh Bank
while the capital market is also
mortbund. Within the banki
scctor, the Government
units comprise by far the larger
share ol the markcet and are in
especially bad shape. particu
barly the NCli = and DF's. The
ol and regulatory franmweworks
are being streamlined, but the
NCI3's and DFI's themselves
have o be made more account-
ablke, ultimately through privati-
gulion. The capital market has
i be invigorated through ap-
propriale measures

Privatisation Process

Current Issues

The publicly owned entities,
DIFl's, NC's, IC]} -— are in a
comalose state. What are the
symploms leading o this diag-
nosis?

1) Cumbersomge procedure s
— either there is i very slow -
sponsce lo proposals or no re-
sponsc at all. Files are expected
tlo move not because of the
quality of the proposal but for
other factors. Nobody in the
management chain wants lo
take any positive decision (a
negalive one is always the easy
way out) | ¢ the “buck” stops
nowhere, There is no apprecia-
tion of Lthe valu e of time.

2] A demorilized and under-
paid workforce. The DFU's are
shatlered, whille the NCB's are
bearing the birunt of widespread
criticism and scruliny. The se-
nior manage ment is handling
crores while atiempting to live
oIl pranuls. Performance re-
lated promotion is not clearly
established. The nct result is
that these or ganizations are ba-
Sically all set for doing nothing.

3} luge hosses and non-per-
forming loans. Poor financial
cvaluation, directed credit,
pulitical interference, bad
overall management and
sometimes willful default have
resulied i serfous financial
crisis, which in turn is raising
the lending rates required by
the banks to maintain their

4) Excess hiquidity. Because
of their inmbility to lend their
substantial deposits (built up as
a result of good real rates ol re-
lum to and the secu-
rity of a Government bank),
NCH's have accumulated cash
which is co them.

is rther compounding the
problems of lack of investment

and excess liquidity.
The cure in two-word s

formanece accountability,

the top downwards. While this
is usually achieved by privati-
zgation, i viable first step to-
wards witimate privatization
could be to break up these
NCH's into smaller units.



