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EDITOR'SNOTE

We have written in previous issues of this journal that at the current stage Bangladesh's
economy is primarily faced with ademand problem and not a supply problem, although the popul ar
perception may oftentimes be quite the contrary. The demand problem manifestsitself through the
suppression of existing local demand of high value-added products such as manufactured goods.
This suppression is enacted through theimposition of an anomaloustax structure. The suppression
of thislocal demand, which is synonymous with the institution of the anomalous tax structure, is
principally linked with the foreign aid-financed projects. Bangladesh isforced toimport high value-
added products from the donor countries because of the conditionalities contained in theforeign-aid
package, even though capabilities to produce these goods locally may exist. Only lip service is
provided to the adoption of so-called free market principles. The local entrepreneurs, who would
undertake production of domestic value-added manufactured goods, do not have a chance of
competing against imported goods because of unfairly high tax oninputs, low tax on finished goods
and other unfavorable conditions of domestic production existing in Bangladesh, such as, lack of
adequate capital available to productive entrepreneurs, lack of institutional R& D support, lack of
steady and reliable power source, value-added tax (VAT), and so on. Thus, the fact that the supply
side is capable does not amount to any positive changes in the economy (and thus the society)
because the demand sideis artificially constrained.

The status quo is supported and maintained by the local traders and the government
bureaucrats. Theseinterest groups may argue: first, the government cannot do without the revenue
that is generated off the high tax on inputs; and second, the producers of consumer goods need |ow-
tax machinery importsin order to sustain consumer goods production sector. However, it would be
relatively simple to prove that a fair tax structure and the promotion of local production of high
value-added products would not only outweigh these so-called benefits but would al so start the kind
of economic activities that will take Bangladesh out of the vicious cycle of poverty and
underdevelopment. This argument is equally applicable to other devel oping nations as well.

Thelocal traders and the government bureaucrats are widely known to act aslocal agentsfor
foreign capitals and multinational corporations and as such the above arguments that they may put
forth arein fact irrelevant. Many atimes these rent-seeking classes are known to put blame on the
incompetence and inadequacy of the supply side, which is unfounded. Thisis simply because the
supply side in Bangladesh has enough capacity, active or idle, to satisfy bulk of the local demand,
although the quality of products may not at the current stage be high enough to effectively compete
in an internationally open market place. In principle, however, accessto the existing local demand
isthe key to open the floodgate for vigorous domestic R& D which in turn is supposed to take the
production process to the next higher level.

Since these rent-seeking classes act as local agents for multinationals and do not have any
interest in the health of national economy;, it would be pointlessto try to take any of their arguments
seriously. Thisisbecause any long-term stable, irreversible and substantive economic devel opment
must include the domestic production capacities, invariably including R& D capabilities, of high
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value-added products, such as, manufactured goods. Nonetheless, it would be worthwhile to take
this opportunity to dispel al the misunderstandings surrounding thisissue. Also, the supply side
capacities, in use or idle, can be properly documented in the process of this investigation. We
therefore suggest here the waysto prove the point that the recommended course of local production
of high value-added products, such as, manufactured goods, by releasing the domestic demand, is
better than the status quo of importing high value-added finished goods at low import tax and
imposing high tariff on inputs.

The basic ideaisto compute monetary gains obtainable (1) for following the current and (2)
the recommended economic course for, let us say, aten year period. The monetary gain must be
defined in a reasonable fashion in order to get a fair comparison. Ideally the entire machinery
manufacturing sector should be considered as the domain of study. However, on a smaller scale,
only one or two of theimportant machinery manufacturing industries such as power-loom or pump,
may al so be studied for the comparison. Inthefollowing, wetry to provide abrief but systematiclist
of essential steps that could be followed to perform the comparison.

(1) Survey of current status: A major portion of the study would consist of surveying the
existing conditions of these industries. The studies such as "Machinery Manufacturing in
Bangladesh: an industry study with particular reference to technological capability" by M.
Mozammel Hug, K. M. Nabiul Islam and Nazrul Islam are just the beginning of this type of work.
Similar studies with much more thoroughness need to be conducted which, among other things,
should focus on the following aspects of these industries:

() Make an accurate assessment of existing local demand of the product,

(b) Give abreakdown of the demand that is satisfied by the local manufacturers and that satisfied by
import,

(c) Record the import tax imposed on the finished product,

(d) Make an assessment of the existing capacities, active aswell asidle, in these industries,

(e) Prepare detailed lists of the inputs required to manufacture each product,

(f) Determine the quantity, source and price of the inputs,

(9) Record the import tax imposed on the inputs that are imported,

(h) Record theamount and level of institutional support, such as, R& D, finance, domestic aswell as
international marketing provisions, received by the local manufacturers.

(2) Sudy of the status quo: The above survey would allow one to quantify the gain for the
following items:

(d) Themoney to be earned in ten yearsfrom the total import tax on theinputs. Note that the bulk of
the gain for this side would supposedly come from this import tax.

(b) The money to be earned from the direct domestic sale of the product for the remainder of the
demand which would be very small or negligible.

(c) The revenue to be earned from the import license fees.
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The gain thus computed for each item can then be added together to get the total gain. It
would also be important to record the number and categories of people who are and would be
benefitted from thisgain. 1tiswidely known that the benefitsfor following the economic status quo
remain confined to the rent-seeking classes and their cronies and do not reach the ordinary people.

(3) Sudy of the recommended course: The computation of the gainto be madefor following
the recommended course would a so befacilitated by the above survey. Thegain onthissidecan be
computed from the direct sale of the high value-added goods in the domestic market. The most
important gain would, however, come from a widespread linkage effect unleashed by the true
establishment of the local industries to produce the high value-added product. The release of the
existing demand islikely to create further domestic demand for these and other manufactured goods
and services. In effect, it would start a chain reaction that is likely to sweep the country and affect
almost thewhol e population. The computation of gain must carefully take these linkage effectsinto
account.

Furthermore, in order to get a fair comparison, one should quantify other broader linkage
effects that would include:

(a) Improvementsin health care, (b) Reduction in child mortality rate, (c) Increaseinlife expectancy,
(d) Increase in per capitaincome, (€) Institutionalization of higher education and R& D capabilities,
(e) Increaseinred literacy rate, (f) Spread of electric power, telecommunication, water supply and
sewerage system to awider range of population, and so on.

Understandably, it would not be easy to quantify al these effects produced by the
mobilization of theindustries capable of producing the high value-added products. It should also be
noted that a broad cross-section of common people would be affected by this type of
industriaization. It can safely be predicted that the recommended economic course will produce a
much higher gain and will therefore be a better choice.

It may be superfluousto point out that it is not aquestion of how easy or difficultitisto prove
this point. The lives of millions of people are at stake. At present, the per capita income in
Bangladesh is only about US$220 per year against the highest of $36,000 (Switzerland). Thelife
expectancy isabout 56 years compared to 80 in some countries. If fifty six issubtracted from eighty,
one can see that a whole generation (24 years) of living disappears from peopl€e's lives (genocidal
proportions!). By proving that the recommended economic courseis preferable, wewill not just be
proving a point, we will be taking an action to put a stop to this indirect genocide. We urge
researchers in economics and other social science fieldsto pick up and actually perform this study.

Notethat BDI publishesthisJournal onceayear. Pleasesee"NOTE TO CONTRIBUTORS'
on the outside back cover of this journal for the instruction on how to submit a manuscript for
publication of an article in this journal. For further information, please contact BDI at e
sas@msn.com. Also, Visit BDI web page at the address. www.bdiusa.org
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NOTE TO CONTRIBUTORS

Thoughts and Initiativesis an internally reviewed journal published annually by BDI. The
focus of thisjournal isto promote the production of value-added commoditiesin Bangladesh. BDI
invites articles from experts on different areas that are directly or indirectly related to this subject.
Two kindsof articles, viz., short communications and full-length articles can be submitted. Anaysis
of recent devel opment, short reviews of newly published books or research articles, hel pful hintsand
expert comments on specific issues are treated as short communications. Short communication
should be limited to about four/five 11"x8Y%" typed pages (Times New Roman font size 12, double
space), including tables and figures. A full-length article should have an introduction and
conclusions and several other organized sections. It should be limited to about twenty 11"x8Y%%"
typed pagesincluding figures, tables and notes and references. Figuresand tablesshould bereferred
in the text in ascending order. There should be no headers or footers except author's identification
and affiliation. References and Notes should be numbered in English numerals, referred to in the
text within brackets [ ], and should be arranged in the same order in the References and Notes
section. Notes altogether should not be longer than one-third of the entire article. Contributorsare
advised to search literature so that highly relevant antecedent papers are cited. References must
contain al the authors and completetitle. Referencesand Noteswill be numbered in a continuous
single file and the formats should conform to the following examples:

References and Notes

1. It is wel-known that there are questions in different professiona circles regarding the
"transparency” and "accountability" of the NGO's.

2. Rashid, S., "Migration and Bangladesh's Economic Devel opment”, Thoughts & Initiatives (A BDI
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4. Woronoff, J., Asia's 'Miracle' Economics, M. E. Sharpe, Inc., New Y ork, Second Edition, 1992.

Articles published in the Thoughts and Initiatives, at present are not copy righted. Articles
recently published el sewhere may, in rare occasions, be republished in the Thoughtsand Initiatives at
author'sown responsibility. Referencesthat areforthcoming could be considered assuchonly ifitis
in press. Personal communication could berefereed to at the responsibility of the contributor. The
editorial board's decision regarding the acceptance of the submitted articlesisfinal. Contributors
must keep copies asthe submitted articleswill not be returned whether it isaccepted or not. Inether
casethe contributor will benotified. Initially, articles should be submitted el ectronically viainternet
or ashard copy, typed in 11'X8%2" white paper. Revised and accepted articles should be submitted as
hard copies and in afloppy disc (IBM or compatible). Data should bein MS WORD or, WORD
PERFECT. All materials should be submitted to Bangladesh Development Initiative, 15160 SE 54"
Place, Bellevue, WA 98006, USA or email: e-sas@msn.com.
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