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FROM THE EDITOR 

This issue of the Journal of Bangladesh Studies 
presents five papers that are policy-oriented.   
 
In the first paper, Choudhury M. Shamim discusses 
Bangladesh-India relations with special focus on the 
1972 Bangladesh-India Friendship treaty. The paper 
examines the delicate balance in the relationship 
between the two countries, the rationale for both 
countries to arrive at this treaty at the time it was 
envisaged, and the evolution of the relationship 
between the two countries with its many ups and 
downs including, among other episodes, the 
problems of water sharing and the recent border 
skirmishes. Since most treaties are embedded in the 
circumstances surrounding them, it is important to re-
examine them periodically because of other evolving 
dynamics such as the end of the Cold War, trends in 
globalization, and the evolution of trading 
communities such as ASEAN, The EU, or NAFTA. 
Such re-examination might suggest realignment 
strategies that could produce greater gains for the 
country; it even has implications for in-country 
resource allocation decisions such as whether and 
how large an army Bangladesh should maintain in 
view of the treaty and whether the resources 
presently deployed in their maintenance have better 
use elsewhere.  These and related issues must be 
publicly debated and policies clearly articulated by 
the government whose primary purpose is to 
represent the people, whose lot it must work for to 
improve. Unfortunately, there is evidence that the 
successive governments and their administrative 
functionaries have failed or have not been disposed 
to deliver the goods to the people. This is reflected in 
the two following papers. 
   
Munir Quddus addresses the malaise of corruption 
that is corroding away at the very existence of decent 
society.  While the issue is complex, Quddus argues 
that there are multiple parties who must share the 
blame. They include bureaucrats whose extortionist 
tendencies are widespread and growing, business 
people whose tendencies, capacity, and imagination 
to bribe officials in their bid to avoid taxes and 
customs duties or to speed up processes that deny 
others their fair share are boundless, politicians 
whose growing disrespect for the rule of law is 
appalling, and members of civil society whose failure 
to condemn the rising tide of corruption is far too 
timid and uninspiring. Quddus opposes those who 
propagate the efficiency value of bribery, not only 
because it is morally wrong, but also because there is 
no optimal level of bribery. Where then does it end 

and what are its consequences? Not only does it 
affect the workings of the free market system 
characterized by efficiency and wide distribution of 
resources, it also inhibits talent from engaging in 
productive pursuits because of the uncertainty that 
corruption engenders. Many of these talents apply 
themselves to improving the lot of people in other 
countries. Highlighting the various forms of corrupt 
practices in the garments industry, Quddus espouses 
the need for transparency, a determined political 
leadership to break the vicious cycle, and 
implementation of the rule of law to rid the country 
of the fast-growing corrupt minority that is choking 
off sustenance to the common people by siphoning 
off resources that hardly ever reach the 
impoverished. And with these unholy resources that 
the corrupt continue to accumulate, they partake in 
indulgences that stymie the imagination.  
 
Nazrul Islam uses an analytical framework to argue 
for administrative reform, showing why there is a 
lack of sincerity among the civil servants, why the 
quality of recent recruits in the civil service is 
decidedly poor, and why there exists an unhealthy 
gap between official pay and effective pay of the 
same civil servants. Suggesting that multiple 
equilibria are possible, Islam classifies these into two 
categories:  “good” and “bad.” According to him, the 
civil servants have become stuck with the “bad” 
equilibrium. One main reason for this has been the 
rigidity of the government pay scale compared to 
private and international pay scales. This bad 
equilibrium, according to Islam, is harming the 
country’s growth prospects in many different ways. 
Seeking parity in pay for government services that is 
commensurate with private and international pay 
scales, Islam suggests abolishing the various 
categories of pay in government services and 
consolidating them into a lump sum cash payment 
that would be easier to compare with competing pay 
scales. This is a policy matter that the pay 
commissions should investigate. But given the deep 
inroads that corruption has made in the civil service, 
the intriguing questions are: Given pay parity, how 
do the "corrupt" civil servants become "uncorrupt"? 
What is their incentive to unlearn what they have 
learned? Why would parity in compensation make 
them work more sincerely? And as HR theories 
would suggest, improving performance in the civil 
service may have to integrate other elements such as 
recruitment policies, training, support environment, 
evaluation, and reward systems--compensation 
reform would be only one element in the complex 

 i



interaction of variables that might bring about the 
desired changes.  And if compensation is the real 
issue, why not institute a more transparent system of 
“service charges” that would take the uncertainty out 
of negotiating each deal that may vary from one 
situation to the next and from person to person? 
 
Patricia L. Johnson addresses a vital issue that 
concerns the country’s labor migration patterns with 
significant health implications. She warns policy 
makers about the potentially harmful effects that 
returning male migrants might impose on both the 
fertility and health of their wives who, because of 
cultural constraints, are unprepared to protect 
themselves against unwanted pregnancy and/or 
sexually transmitted diseases, such as HIV/AIDS.  
Johnson explores the relationship between male 
migration, commercialized sex and HIV infection 
and argues for the use of condoms as both 
contraceptives and prophylactics.  Because condom 
use in Bangladesh, compared to other methods, is 
relatively low, Johnson suggests the need for 
immediate intervention to promote condom use to 
prevent an AIDS epidemic, as witnessed in many 
parts of Africa, that could take the lives of millions of 
Bangladeshis.  However, the conditions and 
circumstances under which condoms are used in 
households of Bangladesh must be better understood, 
if their use is to gain greater acceptance. 
 
Salma Chaudhuri Zohir attempts to address the major 
debates surrounding the gas sector in Bangladesh. 
The paper is important for policy makers because it 
addresses the need for an unbiased production 
sharing contract (PSC), an accurate estimate of gas 
reserves, and appropriate pricing strategies. As 
Bangladesh lacks the technical capability to conduct 
gas exploration on its own, she is forced to sign 
PSCs, which favor the international oilcompanies. 
Bangladesh also needs to increase its per capita 
primary energy consumption. Hence, 

Zohir stresses that the fertilizer and power sectors 
need to implement their respective projects that are 
often way behind schedule. The paper suggests that 
there is a need to supply power and fertilizer to the 
northwest region on a priority basis. Zohir also 
suggests that currently Bangladesh is not 
experiencing a gas shortage. Thus, the pricing of gas 
needs to be determined on the basis of economic cost 
and depletion premium. In addition, she argues that 
since there is not enough gas to meet 50 years of 
domestic requirements, the question of pipeline 
export of gas does not arise. She also supports state 
monopoly in the domestic marketing of gas to avoid 
distortion in end user prices. Such a suggestion 
would perhaps reincarnate among many the visions 
of SOEs such as Bangladesh Agriculture 
Development Corporation and its dismal failure at 
making fertilizer available at undistorted prices to the 
rural areas.  
 
In closing, I would like to reiterate that JBS 
welcomes path-breaking articles for its future issues 
that address the challenges of development in 
Bangladesh. The ‘note to contributors’ in the inside 
front cover furnishes details about submitting 
manuscripts. For enabling this issue, I would like to 
take this opportunity to thank the editorial board, the 
anonymous reviewers, and Sue Pennington for her 
editorial assistance.  
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THE BANGLADESH-INDIA FRIENDSHIP TREATY:  A CRITICAL ANALYSIS 
 

Choudhury M. Shamim 
 

ABSTRACT 
 
This paper seeks to discuss Bangladesh-India relations from a strategic perspective with special focus on 
the 1972 Bangladesh-India Friendship treaty. It delves into the origins of the alliance between the two 
countries and their motivations for signing it. It looks at how the treaty has fared in practice and why 
subsequent regimes did not abrogate it. This author believes that the treaty resulted from the circumstances 
of Bangladesh’s independence war and the role that India played in it. The Cold War and the global 
alliance system also had a role. Now that the Cold War is over and Bangladesh is no longer a newly 
emergent nation, is there any need for the continuation of the treaty? 
 
 

Introduction 
 
On April 18, 2001, there was a border skirmish 
between India and Bangladesh in the country’s 
northeastern frontier. Sixteen Indian and three 
Bangladeshi border guards were killed. This 
border incident in terms of military casualties 
was “the worst in three decades.” A Reuter 
report sketched the following scenario: 
 

At the crack of dawn…nearly 300 BSF 
troops intruded nearly 600 meters into 
Bangladesh territory by cutting the 
barbed wire fence erected by their 
government in an attempt to capture 
BDR’s Boraibari Border Outpost (BOP) 
in Roumari in Kurigram. It was about 
5:15 am when villagers were surprised 
to see advancing BSF troops, firing 
indiscriminately from mortar and 
machine guns. The volleys of gunfire 
and continuous shelling panicked the 
villagers as Indian troops were pushing 
through agricultural lands and dusty 
roads. Only 16 BDR personnel who 
manned the Boraibari BOP 600 meters 
inside Bangladesh territory immediately 
opened fire from light machine guns 
and automatic weapons. The Indian 
soldiers beat a hasty retreat under the 
barrage of gunfire from mounted 
positions in the fortified BDR outpost. 
…Yesterday’s attack by nearly half a 
battalion Indian troops was the first by 
the neighboring country since 
Bangladesh’s independence, said 
security officials.i

 
There are instances when border clashes have 
signaled a shift in the strategic position of a 

country.  The Sino-Indian border clashes of the 
late 1950s led to the Sino-Indian war of 1962. 
Since then China has been a strategic competitor 
of India.  In the same way Sino-Soviet border 
clashes and the Damansky island incident of 
1969 led to a rupture in the strategic relationship 
of the two communist powers. Indeed such was 
the breach that it motivated Mao Zedong to seek 
a rapprochement with that arch anti-communist 
American President Richard Nixon, which 
resulted in the Shanghai Communique of 1972. 
 
The current Bangladesh government sees India 
as a “strategic partner” rather than a “strategic 
competitor.”   This thinking and philosophy has 
a long history and goes back to the birth of 
Bangladesh and the role India played in it.  Many 
Indians think that India created Bangladesh, but 
that the latter has never really showed gratitude 
to the former.  This feeling came out very clearly 
as I listened to CBS News in my car radio in Los 
Angeles, California, right after the border clash 
took place.  The CBS reporter Ranjan Gupta was 
reporting by telephone from New Delhi.  He said 
that Bangladesh border guards had killed 16 
Indian troops.  In those few seconds of “live on 
the air” reporting he mentioned that “ironically” 
it was India that had created Bangladesh in 1971. 
The report ended there or was cut off by CBS for 
time constraints. But the implication was quite 
clear; here again was Bangladesh being not only 
ungrateful but downright hostile.  But the Awami 
League regime of Bangladesh has always been 
the one that India has favored. In 1971 it was the 
Awami League which spearheaded Bangladesh’s 
war of independence and achieved liberation 
from Pakistan Army with Indian help. Soon the 
Bangladesh leader Sheikh Mujibur Rahman  
formed a “strategic partnership” with India and 
signed a renewable 25-year peace treaty. The 



current prime minister of Bangladesh Sheikh 
Hasina is wearing the mantle of her father 
Sheikh Mujib and is the leader of the Awami 
League. It is expected that the “basic friendship” 
between India-Bangladesh should continue. 
  
The boundary disputes that have resulted in the 
above skirmish were supposed to have been 
solved by the signing of the Indira-Mujib 
Boundary treaty of 1974. But while the 
Bangladesh Parliament quickly ratified the 
treaty, the Lok Sobha in New Delhi has not done 
so even after 27 years.  Swift Indian ratification 
of the Boundary treaty and the implementation of 
the terms would go a long way in removing 
border problems.  In particular, this treaty 
exchanges “Indian enclaves” within Bangladesh 
in return for “Bangladesh enclaves” within India. 
It does a clean swap of each other’s enclaves 
designed to remove this kind of border irritants. 
But since the terms of the treaty were never 
implemented the irritants remained and were 
susceptible to exploitation by any side. Indeed 
the Indian attack along the Kurigram border 
came less than 24 hours after Bangladesh Rifles 
(BDR) reclaimed Padua BOP and 230 acres of 
land near Sylhet-Tamabil border after 30 years of 
Indian occupation.  
 
These border incidents attest to the action-
reaction or stimulus-response approach. At 
present many parts of the India-Bangladesh 
border remain tense. The solution lies not at the 
tactical-border level but at the strategic-
governmental level. This article will discuss 
Indo-Bangladesh relations from a strategic 
perspective with special focus on the 1972 
Bangladesh-India Friendship treaty. 
 

Origins of the 1972 Friendship Treaty 
 
Bangladesh was a victim of the Cold War 
alliance-system. During its War of Independence 
it was a pawn in the chessboard of super-power 
rivalry. The US tilted toward Pakistan while 
India allied with the Soviet Union. The 25-year 
Bangladesh-India Friendship Treaty resulted in 
Bangladesh moving away from the American 
alliance system to the Soviet sphere of influence.  
At the end of the Second World War the U.S. 
policy of “Containment” was implemented by 
programs of economically assisting and 
militarily equipping all nations which allied 
themselves with the U.S. anti-communist 
crusade.  In 1954-55 Pakistan became a member 
of two American sponsored military alliances: 

SEATO and CENTO.1  It was possibly the 
geographical location of East Pakistan that was 
an important reason for Pakistan joining the 
South East Asia Treaty Organization (SEATO).  
Thus as a part of Pakistan, the territory that is 
now Bangladesh formed a link in the American 
global alliance system and received American 
foreign aid as it trickled down through the 
Pakistan government in Islamabad. 
 
The emergence of Bangladesh as an independent 
nation and the signing of the Bangladesh-India 
Friendship Treaty in 1972 moved her away to the 
Soviet sphere of influence.  In June 1969 Soviet 
leader Leonid Brezhnev had floated the proposal 
for an Asian Collective Security Pact.  In the 
1970s the Soviet Union entered into a number of 
“friendship treaties” with Third World nations 
like Egypt, Syria, Iraq, India, Vietnam and 
Afghanistan.  The Indo-Bangladesh treaty can be 
seen as a sub-species of these Soviet treaties.  An 
analysis of the articles of these treaties reveal an 
almost total similarity.  The treaty framework is 
the same in all cases with minor changes arising 
from particular situations.  Thus, Bangladesh 
became a Soviet ally’s ally.  Similarly, Vietnam 
also signed a “friendship treaty” with 
Kampuchea.  Both in Kampuchea and in 
Afghanistan such friendship treaties have been 
used as a legal cover for military intervention.  
Seen in these global, regional and security 
perspectives the Indo-Bangladesh treaty is 
important. 
 

The Impetus for the Treaty 
 

On March 19, 1972, the prime ministers of 
Bangladesh and India, Sheikh Mujibur Rahman 
and Indira Gandhi, signed at Dhaka on behalf of 
their respective governments a “Treaty of 
Friendship, Cooperation and Peace” for a term of 
twenty-five years and renewable by mutual 
agreement.  This treaty came only three months 
after the “Victory Day”, December 16, 1971, 
when the Pakistan Army surrendered to the Joint 
Command of Indo-Bangladesh forces. 
 
This article argues that the signing of the Indo-
Bangladesh treaty was the result of many factors 
and the confluence of many interests, both 
immediate and long-range.  The article will seek 
to analyze the conditions and circumstances that 
led the decisionmakers of Bangladesh to 
conclude this treaty and the motivating Indian 
interests behind it.  In addition, it will also 
evaluate the nature and scope of the treaty and 
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explore its impact from a regional and global 
perspective.  Finally, it will analyze how the 
treaty has fared in practice over the last thirty 
years and provide some recommendations for the 
future. 
 
The immediate circumstance that led to the 
signing of the treaty was the need to withdraw 
the bulk of the Indian armed forces from 
Bangladesh and to provide a legal umbrella for 
the Indian troops that were remaining in certain 
parts of Bangladesh.  Since December 1971 a 
very large section of the Indian Army was 
residing in Bangladesh and was beginning to 
look like an occupation army.  In addition there 
were reports in Bangladesh that the Indian Army 
was sending away vast amounts of arms and 
ammunition left by the surrendering Pakistan 
Army.  According to rumors circulating in 
Dhaka at that time, the Indian Army also took 
away not only large quantities of household 
items, furniture and electrical goods left by the 
Pakistanis but was also dismantling industrial 
machineries of abandoned factories.  The 
important thing is that the Bangladeshis, long 
subjugated and fearful of external domination, 
totally believed such reports.  Thus the Indian 
military was fast losing its image as a friendly 
force in Bangladesh and began to be perceived 
more as an occupation army.  Furthermore, the 
members of the Mukti Bahini (Freedom 
Fighters) argued that they were the ones who had 
really achieved the independence of Bangladesh 
and that the Indian Army “just walked in 
Bangladesh when we had already finished the 
job.”2  A logical follow-up of this perception was 
that there was no conceivable reason for the 
Indian Army to continue to reside in Bangladesh.  
In the international sector too, many countries 
were withholding recognition of Bangladesh 
because of the presence of Indian troops there.  
Prime minister Sheikh Mujib thus became aware 
of the necessity for the withdrawal of Indian 
forces from Bangladesh. 
 
Another argument forwarded is that the 
enormous magnitude of physical destruction of 
Bangladesh, and the resultant economic loss, 
social dislocation and psychological damage was 
a contributory factor in motivating the 
Bangladesh Awami League regime to opt for the 
treaty. Immediately following victory, 
Bangladesh was faced with staggering problems 
that arose in the aftermath of the war in 1971.  
During the War of Independence an estimated 10 
million refugees had taken shelter in India while 

another 20 million people were displaced within 
Bangladesh.  While it is impossible to quantify 
the mental and psychological damage wrought 
upon the Bengali people, certain reliable 
estimates of the physical destruction of 
Bangladesh can be ascertained.  Total damage 
has been conservatively estimated to be Taka 
12.5 billion, which is about 3 billion U.S. dollars 
(1971).  The private sector damage was almost 
three times that of the public, estimated to be 9.3 
billion and 3.2 billion taka respectively.  In the 
private sector, housing was the hardest hit as 
whole villages were burnt by the Pakistan Army, 
incurring Taka 8.3 billion loss while in the 
public sector transportation incurred a loss of 
Taka 1.23 billion.3 While every sector demanded 
immediate attention the first test came on the 
question of rehabilitation of the 10 million 
refugees who had sought shelter in India.  As one 
analyst noted, 
 

“The continuous stream had to be 
provided with instant ration and basic 
transportation to go back where they 
belonged.  The sick and disabled had to 
be taken in hand, and minors provided 
with all requisite care.  Depleted 
granaries had to be replenished with 
overnight imports, and the disrupted 
communications network restored for 
flow of man and material.  Tools of 
production whether in the fields, 
factories or homestead had to be 
repaired and sharpened, raw materials 
had to be contracted for and rushed in to 
feed the productive efforts.  Food and 
clothing had to be procured in bulk to 
meet the daily exigencies, each one as 
serious as the other.4 

 
The infant Awami League Regime in 1972 was 
clearly ill-equipped for the task. They possessed 
very little administrative and management skill 
necessary for the reconstruction of war-ravaged 
Bangladesh.  Other analysts have noted that: “the 
Awami League politicians were generally 
unfamiliar with running a welfare government, 
let alone coping with the calamity that 
confronted them.”5

 
Early Ties with India 

 
During the independence war important bonds of 
“friendship” were forged between the Indian 
decisionmakers and members of the Bangladesh 
Awami League who fled to India following the 
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Pakistan Army crackdown on the night of March 
25, 1971.  As a result, there developed very 
strong bonds between the two ruling elites.  The 
Bangladesh Awami League which worked under 
Indian help and guidance during the war 
naturally fell back on their ally when faced with 
the formidable task of post-war economic 
reconstruction.  In the political and military 
areas, too, the Mujib regime needed Indian help.  
Immediately following victory there were many 
pro-Pakistan elements in Bangladesh, especially 
the members of the rightist religious parties, such 
as the Jamat-I-Islami and the Muslim League.  
Mujib perceived it necessary to crush these 
elements and proceeded to jail a substantial 
number of them as “collaborators”.  But the 
greatest immediate threat to the Awami League 
regime was posed by the ultra-leftist elements.  
During the war various political forces had 
fought together to achieve Bangladesh’s 
independence.  Mujib in particular feared the 
pro-Chinese radical leftist forces and suspected 
that these groups would not respond to his call to 
all the freedom fighters to surrender their arms.  
These groups espoused the view that the 
salvation of the poverty-stricken masses could be 
accomplished only through a social revolution 
based on the Chinese model and had acquired 
arms and ammunition during the independence 
war.6 It is interesting to note a general 
proposition on small state foreign policy 
behavior which states that the greater the threat 
perceived by a small country from a third 
country the greater the desire of the small to join 
in an alliance with a large country.7  And 
although the threat perceived by Mujib was 
domestic in nature, it was not unlikely for such a 
movement to receive external support, especially 
since the forces referred to did espouse a certain 
foreign model.  Moreover, the Bangladesh Army 
was still in its infancy and lacked the resources 
to combat the anti-government forces.  And as 
one Indian analyst pointed out,  Mujib must have 
learned certain lessons from the Pakistani 
example of Praetorianism and Militarism and did 
not want to increase the strength of the 
Bangladesh Army and “run the risks of 
enslavement by it.”8 

 
Apart from this perception of the threat to 
national security, regime stability, and territorial 
integrity of the country, Bangladesh policy 
makers also succumbed to the Indian view that 
no one can effectively attack Bangladesh – that 
is with land forces – without attacking India 
first.9  The only power that could attack 

Bangladesh by land was India, especially since 
the former is surrounded on three sides by India 
with no natural frontiers.  In the south the Indian 
Navy controls the Bay of Bengal.  The only other 
neighbor of Bangladesh is Myanmar (Burma) 
sharing a small boundary in the southeast of 
approximately 200 miles, which consists of 
harsh and difficult terrain.  And it was argued 
that such a large military force would be required 
for resisting India that Bangladesh could not 
build it up without first becoming a military state 
and running the risk of enslavement by it.  Thus 
it made no sense to build a Bangladesh Army.  
Moreover, it was pointed out that a large military 
establishment was a luxury which Bangladesh 
could ill afford.  Implicit in all these arguments 
was the policy prescription that Bangladesh 
should not have an army, at least not one capable 
of defending the country against external forces.  
The argument was that Bangladesh didn’t need 
an army to defend its national security.  It could 
be done cheaply by signing a treaty with India.  
In other words, India would defend Bangladesh 
from any external threat.  Bangladesh would go 
under the Indian defense umbrella and live in 
“peace”.  In return all Bangladesh would offer is 
its “friendship”.  As far as internal security was 
concerned India was most willing to help build 
the Bangladesh Rakkhi Bahini (Security Forces) 
trained by Indian officers and supplied by the 
Indian armed forces. 
 
In addition to the difficult internal situation, 
Bangladesh faced a none too friendly 
international scenario.  Two great powers, China 
and the USA were decidedly unfriendly towards 
Bangladesh during her war of independence.  
And the Third World, many of whom possessed 
break-away tendencies and centrifugal forces 
within them, perceiving what amounted to a 
secession of Bangladesh from Pakistan, were not 
overly eager to be friendly either.  The bulk of 
the Islamic countries perceiving the break-up of 
a Muslim country with the help of conniving 
communists and polytheists, succumbed to 
hostile Pakistan propaganda and were cool in 
their attitude towards Bangladesh. Beijing and 
Washington were acting in their strategic interest 
and sought to contain Soviet hegemony in South 
Asia.  The Third World countries, especially 
those of Africa and Asia composed of 
heterogeneous tribes, groups and sub-nations 
possessed severe centrifugal and divisive 
tendencies and feared that the Bangladesh 
example would encourage secessionist 
movements within their own countries.  Thus, 
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after independence when Bangladesh sought 
recognition from the World, she faced a difficult 
international situation.  In such circumstances, 
Indian diplomatic help became a necessity. 
 

Indian Motivation and Interests 
 

The interests that motivated India to conclude a 
treaty with her neighbor were possibly stronger 
than those of Bangladesh.  Indian grand design 
has always been to assume the role and status of 
a great power and not just that of a regional 
power.  The Indian view is that she possesses the 
potential to become a great power.  In her 
attempt to develop that potential she was first 
thwarted by the British who presided over the 
vivisection of the Indian motherland and created 
Pakistan which became a sort of roadblock in the 
path of Indian aspirations.  After 1947, Pakistan 
became a perennial security concern for India, 
especially more so when Pakistan joined the U.S. 
and Western alliance system and sought to 
achieve a military balance in the sub-continent.  
In the early 1960s Pakistan initiated an entente 
with China, which accelerated after the Sino-
Indian war of 1962, further aggravating Indian 
military and security concerns. 
 
In 1971 the Bangladesh war provided a golden 
opportunity for India to deal a coup de grace to 
the Pakistani counterweight and emerge as the 
pre-eminent power in South Asia.  But to think 
that the goal of Indian foreign policy was 
achieved with the emergence of Bangladesh is to 
miss the central point.  Indian policy planners 
were not unaware of the fierce long-term 
problems that the independence of Bangladesh 
would give rise to.  In the U.N. Security Council 
on December 5, 1971, the Chinese representative 
Huang Hua noted that “the Indian Government 
will only eat the bitter fruits of its own 
making.”10  On December 16, 1971, China noted 
that “India too has its own nationality problems, 
whose complexity and acuteness are rarely seen 
elsewhere in the world.”11  Henry Kissinger also 
emphasized the same theme: 
 

The inevitable emergence of 
Bangladesh presented India with fierce 
long-term problems.  For Bangladesh 
was . . . separated only by religion from 
India’s most fractious and most 
separatist state, West Bengal...Whether 
it turned nationalist or radical, 
Bangladesh would over time accentuate 
India’s centrifugal tendencies.  It might 

set a precedent for the creation of other 
Moslem States, carved this time out of 
India.  Once it was independent, it’s 
Moslem heritage might eventually lead 
to a rapprochement with Pakistan.  All 
of this dictated to the unsentimental 
planners in New Delhi that its birth and 
had to be accompanied by a dramatic 
demonstration of Indian predominance 
on the subcontinent.”12 

 
Such was the thinking and attitude of India’s 
chief adversaries.  It was therefore necessary for 
India to consolidate her position in South Asia.  
Soon after Partition in 1947 India had entered 
into bilateral treaty agreements with Nepal and 
Bhutan. Thus it was logical from the Indian point 
of view to conclude a bilateral treaty 
arrangement with Bangladesh immediately after 
it’s independence in 1971.  Otherwise a future 
Bangladesh-Pakistan alliance or even a hostile 
Bangladesh could seriously impair the Indian 
hegemony in South Asia.  Such a possibility 
could not be completely overruled.  About 85% 
of the population of Bangladesh is Muslim and 
for a quarter century this population has been 
conditioned by Pakistan’s propaganda to think of 
India as their number one enemy.  Historically 
too, the region that is now Bangladesh had 
formed the hinterland of industrial West Bengal 
and the Bengal Muslims had always perceived 
themselves to have been dominated by the Hindu 
Bengalis. 
 
These historical and psychological factors aside, 
the political and economic condition of 
Bangladesh was of concern to India.  From the 
Indian point of view an unstable Awami League 
regime was not conducive to its overall political 
and military strategy in the region.  A Maoist 
guerrilla movement in Bangladesh could affect 
not only the delicate political situation in West 
Bengal and provide impetus to the Naxalites 
(urban guerrillas) but also to other guerrilla 
movements in Nagaland, Manipur and Mizoram, 
all of which the Indian government has sought to 
keep under control with great difficulty.  The 
pro-Chinese leftist forces active in parts of 
Northeast India were perceived as a significant 
threat to Indian security.  Indeed, during the 
Bangladesh war the Indian government did make 
a conscious effort to restrict the pro-Chinese 
leftist forces of Bangladesh from receiving arms 
and military training in India.13 

 

 5



Thus, after independence when the ultra-leftist 
forces having acquired arms, ammunition, and 
training during the war were acting as a threat to 
the Awami League regime, India was naturally 
concerned.  There were two ways the Indian 
Government could offer aid to the Mujib regime 
in order to crush the armed opposition and 
achieve governmental stability.  First, it could 
help build up the fledgling Bangladesh Army 
through military aid and training in order to 
combat the anti-Bangladesh forces.  Second, it 
could offer Indian troops to combat these leftist 
forces.  In the light of Indian foreign policy goals 
and interests, the second choice proved more 
attractive, especially  because circumstances in 
early 1972 necessitated immediate action against 
a section of the Pakistan Army that had retreated 
into the Chittagong Hill Tracts in Bangladesh.  It 
was also necessary to take military action against 
Naga and Mizo guerrilla bases and forces in the 
Chittagong Hill Tracts. 
 
The option of strengthening the Bangladesh 
Army was anathema to India for a number of 
reasons.  First, it might become a future military 
and security concern for India.  Second, military 
aid generally strengthens the military elite of the 
recipient nation vis-à-vis the other elites, and in 
the case of a fundamental conflict between 
different elites, the military tends to emerge 
victorious.  India had built up significant bonds 
of friendship with the political elite, especially 
the ruling elite in Bangladesh, and therefore had 
no desire to strengthen the military elite to the 
extent that it would pose a threat to the political 
elite: more narrowly, to the Awami League 
regime.  Third, the ideological and political 
perceptions of a military government in 
Bangladesh would be fundamentally different 
from those of democratic India, as she well knew 
from her interactions with the military 
government and generals of Pakistan.  Thus, it 
was in India’s interest to see that the military 
elite should never emerge victorious in 
Bangladesh.  But India was not unaware of the 
weakness of the Awami League, which could not 
be called a political party but rather a political 
movement for it lacked the cohesiveness and 
organization in 1971 that are the essential 
ingredients of a political party.  As one analyst 
noted, “... the organizational flabbiness of the 
Awami League hardly invite confidence in the 
long-range stability of the government.”14  India 
thus wanted to provide the Awami League with 
military assistance which might become 
necessary in times of crises.  The Indo-

Bangladesh treaty was to provide the legal cover 
for such armed assistance. 
 

Nature and Scope of the Treaty 
 

The Bangladesh-India friendship treaty is a 
comprehensive accord covering issue-areas 
ranging from military-security to art, literature 
and sports.  The question that generally arises is 
whether the treaty constituted a military alliance.  
To remain objective, this article will use J. D. 
Singer and Melvin Small’s classification of 
alliances and evaluate whether Bangladesh and 
Indian were joined in an alliance.  Singer and 
Small consider three classes of alliance 
commitment.15  Class I is called a defense pact, 
which “commits each signatory to intervene with 
military force on behalf of the other(s).”  Class 
II, is called a neutrality or non-aggression pact, 
and “commits each to refrain from military 
intervention against any of the other signatories 
in the event that they become engaged in war.”  
Class III, labeled entente, “merely requires that 
the signatories consult with one another in the 
contingent eventuality.”  Singer and Small based 
their classification upon the treaty text itself and 
upon the way an alliance was adhered to in 
practice.  While this article will review in 
another section how the Bangladesh-India treaty 
operated in practice, in this section the analysis 
of the  nature and scope of the treaty will be 
based on the text only.  Article 9 of the 
Bangladesh-India treaty states that: 
 

Each of the High Contracting 
parties shall refrain from giving any 
assistance to any third party taking part 
in armed conflict against the other 
party.  In case either party is attacked or 
threatened with attack, the High 
Contracting Parties shall immediately 
enter into mutual consultation in order 
to take appropriate effective measures 
to eliminate the threat and thus ensure 
the peace and security of their 
countries.”16 

 
The first sentence of Article 9 of the treaty 
makes it a neutrality pact, that is, the treaty falls 
into Class II of the Singer and Small category.  
But the second sentence of Article 9 makes the 
treaty an entente.  Thus following Singer and 
Small’s definition it can be said that the 
Bangladesh-India treaty is not a defense pact but 
is a combination of a neutrality or non-
aggression pact and an entente.  That the treaty is 
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a non-aggression pact is reinforced by the terms 
of Article 8 which states that the two countries 
 

…shall not enter into or participate in 
any military  alliance directed against 
the other party. 
 
…shall refrain from any aggression 
against the other party and shall not 
allow the use of its territory for 
committing any act that may cause 
military damage to or constitute a threat 
to the security of the other High 
Contracting Party.”17 

 
A continuous and dynamic element in the 
bilateral relations of the two countries has been 
introduced by Article 4 of the treaty.  It enjoins 
them to “maintain regular contacts with each 
other on major international problems affecting 
the interest of both States, through meetings and 
exchanges of views at all levels.”18 Thus 
Bangladesh foreign policy on major international 
issues or crises would be influenced by Indian 
thinking and ideology.  In a way, Bangladesh’s 
independence and self-identity became 
contingent upon Indian security, economic and 
other foreign policy interests. 
 
Similarly, Article 10 emphasizes that the 
signatories “shall not undertake any 
commitment, secret or open, toward one or more 
States which may be incompatible with the 
present Treaty.”19 Clearly, the focus of the 
Bangladesh-India treaty is on military-security 
issues.  It is the raison d’etre of the treaty.  
According to Article 10 Bangladesh would be 
unable to enter into any type of security 
arrangements with other nations such as China, 
Pakistan or even the United States because it will 
be seen as incompatible to Indian security 
interests. As a complement to these military-
security clauses, Article 5 calls for cooperation 
in “economic, scientific and technical fields” as 
well as providing each other the “most-favored 
nation” treatment.  Article 6 calls for joint action 
in the fields of “flood control, river basin 
development…hydro-electric power and 
irrigation.”20 

 
As noted earlier, the Bangladesh-India Treaty 
provides a broad scope for bilateral relations 
calling for the promotion of “art, literature, 
education, culture, sports and health.”  But the 
promotion of economic, technical and cultural 
relations between the two countries could have 

been conducted through yearly trade and 
economic agreements.  The importance of the 
Bangladesh-India friendship treaty lies in the fact 
that it is a long-term accord designed and 
intended for military-security purposes as the 
provisions of Article 8, 9, and 10 clearly show. 
 
Many in Bangladesh, including Members of 
Parliament had raised in the past the bogey of 
secret treaties signed between Bangladesh and 
India during the independence war (march-
december 1971).  This article argues that the 
Bangladesh-India treaty is a very comprehensive 
accord and a wide number of measures can be 
initiated by the signatories through interpretation 
of its various terms and provisions and thus 
precludes the necessity of any secret military 
treaty or other clandestine agreements.  
Conversely it can be argued that if secret treaties 
did exist, now they have been subsumed under 
the present treaty. 
 

The Treaty in a Global and Regional 
Perspective 

 
In 1972, the treaty firmly aligned Bangladesh 
with the Indo-Soviet axis.  Although Bangladesh 
did not enter into any treaty commitments with 
the Soviet Union, the former became strongly 
linked with the latter especially since India has 
signed a similar treaty with the Soviet Union in 
August 1971.  The Bangladesh-India treaty is a 
photocopy of the Indo-Soviet treaty.  For 
example, the Indo-Soviet treaty also pledges 
each party not to enter or participate in military 
alliances directed against the other, or to allow 
its territory to be used militarily for an attack 
against the other signatory.  The parties also 
pledge to refrain from giving assistance to a third 
party involved in armed conflict with one of the 
signatories.  In the event of attack or threat of 
attack upon one of the parties, mutual 
consultations are provided for to deal with it.  
And, finally each side pledges not to make 
commitments to third states incompatible with 
the treaty.  Significantly, the Indo-Soviet treaty 
also covers secret as well as open commitments 
to third parties, reaffirms India’s “policy of 
nonalignment” and also includes the specific 
phrase “will not make any commitments that 
may be militarily detrimental to the other side.”21 

 
Thus from the Soviet point of view it was not 
necessary to enter into any treaty commitments 
with Bangladesh.  Moscow acquiesced to treat 
Bangladesh as falling into the Indian sphere of 
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influence.  In doing so, Soviet strategic and 
political interests were not jeopardized in any 
way.  Indeed, it is claimed that the Soviets 
“politely turned down an Indian suggestion in 
December 1971 that they (the Soviets) sign a 
treaty of peace and friendship with the newborn 
nation.”22 The reasons are not hard to find.  After 
the war it was thought that the USSR would 
provide substantive economic and technical 
assistance greatly needed for the reconstruction 
of war-ravaged Bangladesh.  Sheikh Mujibur 
Rahman’s visit to Moscow in March 1972 was to 
have yielded “the major share of a $3,000 
million reconstruction programme.”23  But 
judged from the economic point of view, Mujib’s 
trip to Moscow was a dismal failure.  The Soviet 
Union made no fresh aid commitments to 
Bangladesh but agreed to unblock the flow of aid 
previously negotiated with Pakistan.  In return, 
Sheikh Mujib supported the Soviet position in 
Vietnam, the Middle East and Southern Africa 
and also appreciated Soviet initiatives in the 
United Nations and Eastern Europe.  And going 
a step further, Mujib also agreed with Soviet 
leaders that the USSR was a true friend of 
Bangladesh, and obliquely referred to the United 
States and China as enemies, by noting in the 
Moscow Communiqué that the independence 
struggle had “revealed the true friends and foes 
of the Peoples Republic of Bangladesh as a new 
independent state.”24  It was not Soviet policy to 
pay for something they could have for free. 
 
The attitude was that since the Soviet Union had 
supported Bangladesh in 1971, the latter should 
now reciprocate by supporting Soviet policies, 
both global and regional.  In fact, the Soviets had 
supported the Bangladesh independence struggle 
to further their own political and strategic 
interests in South Asia.  The importance of 
Bangladesh to the USSR lay in the new nation’s 
role in Moscow’s larger strategic scheme for the 
South Asian subcontinent.  The Soviet Union 
viewed Bangladesh as another potential link in 
the chain of states stretching from Afghanistan to 
Japan which it hoped to weld into a rigid anti-
Chinese Asian Collective Security Pact.  
Although the Kremlin has denied that its 
collective security system will constitute a 
military alliance aimed at China, the proposal 
was floated by Brezhnev in June 1969 when the 
Sino-Soviet rift was very apparent and coincided 
with the onset of Soviet military pressure against 
the Peoples Republic of China. 
 

Thus, the Bangladesh-India treaty among other 
things reinforced the Chinese view that 
Bangladesh was in a real sense the protégé of 
India and the Soviet Union.  Surprisingly, 
however, the treaty did not seem to adversely 
affect American attitudes towards Bangladesh.  
The United States recognized Bangladesh on 
April 4, 1972, less than a month after the treaty 
was signed, and reaffirmed the intention of the 
U. S. government, “to develop friendly bilateral 
relations and be helpful as Bangladesh faces its 
immense task of relief and reconstruction.”25 

 
Soon the United States initiated a massive aid 
program to Bangladesh and became the single 
largest donor nation.  A major interest of the 
United States was to check the preponderant 
influence of the Soviet Union in post 1971 
Bangladesh and South Asia; and U.S. aid was to 
play “a significant role in arresting Soviet 
penetration of Bangladesh.”26  The United States 
became the largest material force backing the 
Mujib government and her influence began to 
grow steadily in Bangladesh.  Thus, neither the 
anti-Americanism of post-independence days nor 
the Bangladesh-India treaty were successful in 
arresting increasing American influence in 
Bangladesh.  As time passed, the stars of India 
and the Soviet Union faded on Dhaka’s 
diplomatic horizon while that of the United 
States made a significant comeback. 
 

The Treaty in Practice 
 
In the last thirty years there have been many 
violations of the treaty, especially of its security 
and military clauses.  Most of the violations 
occurred in the post-1975 period.  Article 8 of 
the treaty refrains the parties from allowing “the 
use of its territory for committing any act that 
may cause military damage to or constitute a 
threat to the security of the other” party.  But 
after the changeover of government in 
Bangladesh in August 1975, India did provide 
sanctuary and support to anti-Bangladesh forces.  
This had been reported in many international 
journals and newspapers: 
 
Following the assassination of Sheikh Mujibur 
Rahman in August 1975, and the installation of 
anti-Indian governments in Dacca, substantial 
arms shipments were made clandestinely to the 
Shanti Bahini (the anti-Bangladesh insurgents in 
the Chittagong Hill Tracts).  Their cadres were 
trained by men of the Indian Border Security 
Force along with supporters of another, 

 8



Bangladeshi insurgent group, the Kaderia 
Bahini,… 

 
Indian arms and ammunition were 
sent in substantial quantities on two 
occasions, in November 1975 and 
later in March 1977.  The fall of 
Prime Minister Mrs. Indira Gandhi 
in the 1977 Indian election and the 
installation of the Janata 
government meant an end to the 
arms supplies, . . . with the return to 
power of Mrs. Gandhi earlier this 
year [1980], there have been no 
indications of renewed support for 
the Bangladesh insurgents.27  
 

Thus the military and strategic “friendship” 
between the two countries envisaged in the 
Bangladesh-India treaty of 1972 evaporated in 
the post-1975 era and the trend continued during 
the Ziaur Rahman Regime (1975-81) and the 
Ershad era (1982-90).  But the treaty was not 
abrogated and indeed the Bangladesh 
government of Khondakar Mustaque Ahmed in 
1975 stressed its intention “to abide by all 
bilateral and international agreements,”28 in 
order to assure India that the Bangladesh-India 
treaty entered into by Mujib would continue. 
 
The promotion of “art, literature, education, 
culture, sports and health” laid down in Article 7, 
did not meet the great expectations of the 
signatories even during the period (1972-75) of 
cordial-entente between Bangladesh and India.  
The bright prospects of trade between the two 
countries have also been marred by two factors.  
One is the charge of large-scale smuggling of 
goods and commodities along the India-
Bangladesh borders.  The other is the chronic 
unequal balance of trade between the two 
countries.  For example, in 1996-97, 16% of 
Bangladesh imports came from India, while only 
1% of Dhaka’s exports went to India.29 Some 
American and Indian analysts think that this 
trade imbalance can be eradicated by selling 
natural gas to India. India is hungry for gas and 
American oil companies would be willing to 
make the necessary investments if allowed to 
export Bangladesh gas to India. Gas exports to 
India has always been a sensitive issue. Even as 
early as 1979, this author heard President Ziaur 
Rahman voicing the possibility of selling gas to 
India in an exclusive seminar in Dhaka. Fierce 
opposition, both within the government and 
outside, nipped such thinking in the bud. More 

recently, in the last three years, “Bangladesh has 
discovered major new gas reserves – some 16 
trillion cubic feet – and more discoveries are 
expected.” When the Los Angeles Times asked 
prime minister Sheikh Hasina why her country is 
refusing to sell gas to India, she replied: ”One of 
our few resources is gas. After fully meeting our 
domestic requirements and ensuring gas reserves 
for 50 years, the remaining surplus gas may be 
available for export. I don’t see a decision on 
export until elections, scheduled for next year 
[2001], are over.30  It is imperative that the two 
countries must design policies aimed at reducing 
the trade imbalance. But selling gas to India 
cannot be the only means of reducing the trade 
imbalance. Bangladesh should be able to export 
many other goods to India in order to have a 
diversified market. 
 

Policy Recommendations 
 
Bangladesh’s foreign relations with India ranks 
at the top of the agenda in order of importance 
when compared with other countries. Very few 
countries are more important than India. The 
prime minister or foreign minister of Bangladesh 
must make foreign policy decisions after 
choosing from a wide array of multiple 
advocacies. Those who follow the school of 
Political Realism will espouse the following 
policy prescriptions: 
 

• The primary obligation of Bangladesh, 
a goal to which all other national 
objectives should be subordinated, is to 
promote its national interest. But who 
defines the national interest? The 
Awami League’s definition of the 
national interest would be quite 
different from the national interest 
defined by the Islamic fundamentalist 
political parties. 

 
• In order to promote the national interest, 

Bangladesh must acquire sufficient 
national power. 

 
• Because of the anarchical nature of the 

international system, Bangladesh must 
acquire sufficient military capabilities 
to deter attack by potential enemies. But 
today there has been a revolution in 
military affairs. In the 21st century 
Bangladesh must emphasize and learn 
high-tech warfare and model its army 
accordingly. If the Bangladesh military 
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remains in the WWII model it would 
not be able to defend the nation and 
would be a waste of the taxpayers 
money. 

 
• While Bangladesh may acquire allies in 

order to increase the state’s ability to 
defend itself, the loyalty and reliability 
of its friends and allies cannot be taken 
for granted. 

 
• Bangladesh cannot rely for its defense 

on international organizations such as 
the United Nations. In the same way, it 
cannot rely on International Law or 
world public opinion to safeguard its 
borders. 

 
• The Realist in Bangladesh would see 

India as a “strategic competitor.” It will 
seek to achieve minimum deterrence 
against an Indian attack or invasion. 
Some of the rightist Muslim religious 
parties obviously see India in this light. 
But it is possible to seek a policy of 
cooperation even with a strategic 
competitor. The Clinton Administration 
followed a policy of “strategic 
engagement” with China. In the last ten 
years, US-China trade has increased 
from near zero to more than 110 billion 
dollars today. China thus cannot afford 
to lose this huge American market and 
must behave cooperatively, thought 
Clinton. On the other hand, the 
conservative Republicans would like 
George Bush to treat China the way the 
US treated the Soviet Union during the 
Cold War. That is to follow a policy of 
“Containment” towards China. In this 
light, India-Bangladesh relations should 
espouse a policy of engagement and not 
containment. Unfortunately however 
India-Bangladesh trade is at a very low 
level. To have a policy of engagement, 
trade and economic relations between 
the two countries must increase. 

 
• One kind of policy would be called 

“Finlandization.” It is useful to recall 
that the Soviet Union attacked Finland 
in 1939. Finland put up a pretty good 
fight. But after World War II the USSR 
emerged as a superpower and the Red 
Army was too large for Finland to 
handle. Thus throughout the Cold War, 

Finland took great pains not to do 
anything that might annoy its giant 
neighbor. It never joined NATO, the 
military arm of the West designed to 
counter the USSR. 

 
• On the other hand, although 

Switzerland follows a policy of 
“Neutrality” in international relations, it 
retains an effective and potent military 
force. It is interesting to note that 
immediately after independence, Sheikh 
Mujib wanted to make Bangladesh a 
“Switzerland of the East.” If Mujib was 
talking in military terms, then it 
probably meant deterrence. If he was 
talking in economic terms, then it was 
wildly ambitious. If he was talking in a 
foreign policy sense, then it meant 
staying neutral, and not getting involved 
in entangling alliances. 

 
• Vietnam is another model for the 

Realist. It also has a huge neighbor, 
China, to contend with. Indeed, there 
have been Sino-Vietnam tensions for a 
thousand years. In 1979, China sought 
to teach Vietnam a lesson. The result 
was war. However, Vietnam put up 
very strong resistance against the 
Chinese Army, the PLA. Later, China 
withdrew unilaterally. I do not think 
that Bangladesh can afford to follow the 
Vietnam model. And it is also unlikely 
that India, which is a democracy, would 
seek to teach democratic Bangladesh a 
lesson through warfare. 

 
• Probably the Canada model is too much 

to hope for. The whole US-Canada 
border is demilitarized. There are no 
military forces along this long border. 
Neither are there any fences to keep 
each other out. Canadian and American 
citizens can freely visit each other 
without any hindrance or visa or even 
passport. It would be ideal if 
Bangladesh and Indian citizens could do 
the same. If the Bangladesh economy 
ever becomes better than the Indian 
economy, it may be possible. Thus 
Bangladesh should aspire to achieve at 
least the level of economic productivity 
of India or better. 
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• In the unlikely event that Bangladesh 
suddenly becomes rich, say due to huge 
oil and gas discoveries, it will face a 
different security problem. Because 
Bangladesh is a poor nation with a huge 
population of 130 million, it serves as a 
deterrent to the would-be invader. There 
is nothing to plunder while there would 
be a very high cost of maintaining the 
occupation militarily. Huge oil and gas 
deposits may change that equation. But 
we should cross that bridge when we 
get there. 

 
• France and Germany provides another 

model. Germany has always been a 
security concern for France, starting 
with the Franco-Prussian War in 1870, 
WWI and ending with World War II. 
The Schuman Plan was devised by the 
French foreign minister and sought to 
integrate the two economies in such a 
way that war would seem unthinkable 
and tremendously costly. Unfortunately, 
the neighboring areas of Bangladesh are 
not very attractive economically. While 
Mexico gained hugely by joining US-
sponsored NAFTA and France was 
attracted toward Germany, it is difficult 
to envision Bangladesh being attracted 
to Tripura, Meghalaya, Assam and even 
West Bengal. There was a time when 
West Bengal was the most 
industrialized state of India and 
Bangladesh was its hinterland. But that 
was then and this is now. No thanks to 
the Naxalites, West Bengal has fallen 
behind, and other states of India like 
Punjab, Haryana and Maharashtra have 
taken the lead. On the other hand, the 
Assamese don’t much like the Bengalis. 
Riots and massacres are not totally a 
thing of the past. Thus economic 
integration with its immediate 
neighbors seems unlikely. Even the 
other neighbor Myanmar has become an 
international pariah and is subject to all 
kinds of sanctions from the major 
economic powers. 

 
From another perspective, those who call 
themselves Idealists will put forward a different 
set of policies for Bangladesh: 
 

• Bangladesh must espouse international 
and regional cooperation. 

• It must avoid any bilateral or 
multilateral military alliances. Thus, the 
Idealist would not favor the 1972 
Friendship Treaty with India. 

 
• It must take an active role in regional 

organizations such as the SAARC 
(South Asian Association for Regional 
Cooperation). However, the SAARC 
has not been very successful at the 
economic level, not to mention its lack 
of success at the political, military and 
strategic levels. 

 
• Bangladesh must play a strong role in 

the United Nations. It may use the UN 
for dispute settlement Indo-Bangladesh 
relations. 

 
• Bangladesh would be in favor of free 

international trade. It would call for the 
establishment of a free-trade area with 
her neighboring countries. 

 
• Bangladesh would be in favor of 

Globalization that will allow the free 
flow of labor, in addition to the free 
flow of goods and services.  

 
• Bangladesh cannot afford or agree to 

quasi-globalization that espouses only 
the free flow of manufactured goods 
across state boundaries. That will cause 
massive unemployment and loss of 
local industries. Bangladesh laborers 
must be able to find jobs in other 
countries, both regionally and 
internationally. The building of a fence 
by India on the border of Bangladesh 
runs counter to this policy of the free 
movement of people. 

 
• Like India has done on its Bangladesh 

border, the US has also built a fence on 
their Mexican border. The idea is to 
stop illegal aliens from Mexico crossing 
onto the American side. But at the same 
time, the US has historically had many 
legal programs that allowed Mexican 
workers to work in America and then go 
back to Mexico. Every year the US 
gives legal residency to almost one 
million people from all over the world, 
many of whom are Mexican citizens. 
The first country that President George 
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Bush visited was Mexico. Mexican 
President Vicente Fox has asked the US 
to come up with innovative programs so 
that some Mexican citizens can legally 
work in America. In the same way, 
Bangladesh can ask for India to allow 
some kind of visa program, whether 
temporary or permanent, that will allow 
some portion of Bangladesh labor force 
to work in India. 

 
• But the best solution is to work together 

to improve each other’s economy. 
Because of Mexico joining NAFTA 
(North American Free Trade 
Agreement), her economy has improved 
remarkably. At present, Mexican 
exports to the US is growing strongly. If 
there are jobs in Mexico, then there will 
be little or no flow of illegal aliens to 
the US. In the same way, if the 
Bangladesh economy is healthy and can 
provide jobs to its citizens, then there 
can be no question of Bangladesh labor-
flow to India. The building of a fence 
on the border and the harassment of 
Bangladesh laborers within India are 
counter-productive to the healthy and 
peaceful development of India-
Bangladesh relations. 

 
• The Idealist will also be against 

economic nationalism and 
protectionism. But because Bangladesh 
is a least developed country, it must get 
long-term relief to safeguard her infant 
industries, such as the garment 
factories. It is in this line that Prime 
Minister Sheikh Hasina said: ”I urged 
Clinton to grant Bangladeshi products 
duty-free and quota-free access to the 
United States. In recognition of 
Bangladesh’s leading role in 
eliminating child labor from the 
garment industry, it should have been 
rewarded much earlier.”31  Bangladesh 
garment industry will face increasing 
competition from India and China, 
among others. 

 
• The Idealist in Bangladesh will also 

espouse regional identity. For example, 
while Hitler wanted German-dominated 
Europe, today we are seeing a Europe-
dominated Germany. In other words, 
Germans are becoming Europeans. In 

the same way, Indians and Bangladeshis 
and Pakistanis should become South 
Asians. Instead of an Indian sub-
continent we should have a South Asian 
sub-continent. Just like Germany is 
sharing power and leadership within the 
European Union, India must do the 
same within South Asia. Indian 
nationalism and hegemony must give 
way to internationalism and good 
neighborliness. 

 
• Bangladesh should also emphasize 

shared democratic values with India. 
Indeed, Immanuel Kant in his book 
Perpetual Peace (1795) noted that no 
two democracies would go to war with 
each other. Thus, one goal should be the 
building of enduring and deep-rooted 
democratic structures in both India and 
Bangladesh. 

 
 

Conclusion 
 
In Bangladesh there have been much criticism 
against the treaty with India.  The issue was also 
mentioned in the Parliament by a few opposition 
members.  The question that is often asked is 
whether the treaty benefits Bangladesh and if 
not,  why should Bangladesh still adhere to it?  
Article 11 notes that the “present treaty is signed 
for a term of twenty five years” and “subject to 
renewal by mutual agreement.”  Therefore the 
treaty was supposed to expire in 1997 unless 
renewed.  Under these circumstances if the 
Bangladesh government unilaterally declares the 
treaty null and void, or refuses to renew it, that 
might create some concern in the minds of 
Indian foreign policy decision-makers. It will 
also have other implications.  For example, 
having reneged on one international 
commitment, doubts will be cast on 
Bangladesh’s credibility, that is, on her 
willingness and ability to live up to other 
international commitments. In the sphere of 
foreign policy, it is sometimes better to hold a 
position of strategic ambiguity than to be blunt 
and clear. 
 
The geopolitical realities of Bangladesh are such 
that it can hope to benefit little by initiating an 
inimical relationship with India. The unilateral 
abrogation of the treaty by Bangladesh will have 
serious repercussions on Indo-Bangladesh 
relations and which is not desirable for either 
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country.  In the decade of the 70s, Bangladesh 
has been able to execute an independent foreign 
policy without violating the terms of the treaty in 
any way.  In the 90s with the end of the Cold 
War and the breakup of the Soviet Union, the 
global alliance-system has dramatically changed. 
But India is still friendly with Russia in spite of 
initiating market reforms since 1991. The Sino-
Indian geopolitical realities have sharpened since 
the nuclear tests conducted by India in May 
1998. In reaction, the nuclear tests of Pakistan in 
the same month has made South Asia “the most 
dangerous place in the world,” according to 
former American President Bill Clinton. 
Although the Cold War is over in the world, in 
South Asia it lingers and often escalates into a 
shooting war in a limited or regional scale. And 
Bangladesh is caught in the middle of it all, 
requiring brilliant diplomacy and artful 
negotiation in order to maneuver and survive. In 
the 21st century it has to rethink its policies 
towards South Asia and try to steer a safe course 
in increasingly dangerous waters. 
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BUREAUCRATIC CORRUPTION AND BUSINESS ETHICS: 
THE CASE OF THE GARMENT EXPORTS FROM BANGLADESH 

 
Munir Quddus 

 
ABSTRACT 

 
This paper is concerned with the history and theory of bureaucratic corruption.  It uses the context of the garment 
export sector in Bangladesh to further analyze issues relating to corruption in both the private and the public sector.  
The paper concludes that corruption in the Third World countries is a complex issue.  Further, it argues that blaming 
the bureaucrats or the private businesses alone would not do justice to the problem.  Neither will it help in finding 
appropriate policies to solve this important problem in governance and development.   
 

Introduction 
 
Bureaucratic corruption has been defined as the sale 
of government property--goods or services--by public 
servants for personal gain.1 This definition--the use 
of public office for private benefit--includes 
extracting bribes for permits, non-payment of taxes, 
avoidance of custom duties, for speeding up ones 
work, or for currying other illegal special favors by 
the private agents.  Such payments or rents allow 
private agents to pursue economic activity they 
would not pursue otherwise.  Since the bureaucracy 
has monopoly or discretionary power over the issue 
of licenses, permits, passports, visas and other 
documents necessary for doing business, they can 
collect bribes from the private agents. Not only are 
such rent seeking activities considered immoral and 
illegal in most societies, economic theory and 
research finds them to be an impediment to 
commerce and economic development.2 However, 
one should not blame the bureaucrats alone for the 
existence of corruption.  The politicians who fail to 
implement the rule of law, members of the civil 
society who tolerate a high level of corruption and 
fail to condemn it, the business people who more 
often than not willingly pay the bribe, sometimes 
even initiating the transaction, all share the blame for 
the existence of bureaucratic corruption.  Therefore, a 
broader definition, one that is more consistent with 
business ethic issues may be: corruption occurs if a 
party to a (implicit) contract breaks it for private 
gain by side-contracting with a third person.3
 
The success of the garment export industry in 
Bangladesh is an excellent case study of how recent 
trends in globalization have opened up tremendous 
opportunities for low-income developing nations to 
participate in the global economy for economic 
development.  Indeed trade can be a highly effective 

vehicle for economic growth for the poor nations of 
the world.  Beginning from a zero base in the late 
1970s, the apparel-export industry in Bangladesh is 
today the only multi-billion-dollar manufacturing and 
export industry in the country.  The industry employs 
close to two million workers, mostly women, and 
exports apparels worth more than four billion dollars 
to a host of markets in the developed world. The 
overall impact of the readymade garment export 
industry is certainly one of the most significant social 
and economic developments in contemporary 
Bangladesh.  With over one and half million women 
workers employed in semi-skilled and skilled jobs, it 
is easy to see why the development of the apparel 
export industry has had far-reaching impact on the 
social and economic conditions of Bangladesh. 
 
However, according to many, the growth of the 
apparel export industry has also led to the 
proliferation of bribery and corruption in Bangladesh.  
The topic is widely debated in the media and among 
the educated.  There seems to be a difference of 
opinion on the cause and consequence of corruption 
for the industry: Is the apparel export business a 
cause of this widespread bureaucratic and private 
sector corruption or merely a victim?  The official 
view of the Bangladesh Garment Manufacturers and 
Exporters Association (BGMEA) is that the garment 
entrepreneurs are innocent victims of corrupt customs 
and tax bureaucrats.  The author interviewed the 
senior customs officer at the airport custom house to 
find that an alternate hypothesis, also shared by some 
in the private sector, is that both the private sector 
and the bureaucrats share the blame for the marked 
increase in bribery and corruption.  This paper seeks 
to address some of these issues.  We present some 
figures on the dimension of the problem, and raise 
questions about the impact of corruption on foreign-
direct investment and the economic development of 



 

Bangladesh.  We conclude that contrary to some 
opinions in the academic literature, bribery and 
corruption are a serious problem that have greatly 
undermined the workings of free markets and must 
be rooted out.  The policy conclusion is that the bulk 
of the responsibility lies with the bureaucracy that 
must be cleaned up of corrupt officials.  Other 
administrative reforms that must be part of any attack 
on this problem include: decreasing the paper work in 
the export business, lessening the dependence on the 
bureaucracy in general, making the administrative 
process more transparent, and forcefully 
implementing existing laws on penalizing the corrupt.  
Implementation of these reforms would go a long 
way in checking the growth of corruption that in the 
long-run has large negative consequences for the 
industry and for the nation. 
 

A Review of the Literature on Corruption and 
Rent Seeking 

 
Corruption is as old as governance in human 
societies.  Modern and ancient civilizations have all 
suffered from this problem.  After initial hesitation, 
economists have embraced the topic of corruption, 
and have addressed many dimensions of the problem.  
Gary Becker’s path breaking work in the economics 
of crime established the topic as a respectable field of 
analysis.4 Gunnar Myrdal, in his monumental work 
on development, Asian Drama (1968) devotes an 
entire chapter to the economics and sociology of 
corruption and its negative implications for economic 
development.  Anne Krueger (1974) first used the 
word rent-seeking in her analysis of corruption in 
Turkey.  There is a large literature in trade theory that 
deals with the consequences of rent-seeking activities 
for the welfare of the participants. These are called 
DUPE (directly unproductive activities). Gordon 
(1980) and other Public Choice theorists have also 
addressed the issue using the special tools of public 
choice analysis.  Rose-Ackerman’s (1975) classic 
study further advanced the field as a topic in political 
economy.  Shleifer and Vishny (1993) use simple 
models of monopoly power to derive various results 
regarding the consequences of corruption for 
economic development.  Bardhan (1997) provides the 
most current and comprehensive survey on the topic 
of corruption available in economic literature.   
 

Bureaucratic Corruption and Private Rent 
Seeking in Garment Exports 

 
It is often claimed that one of the factors behind the 
increase in graft and bribery is the willingness of the 
garment exporters to readily pay bribes to send their 

products abroad on time.  Some exporters use the 
channels and opportunities made available in such an 
environment to cheat the taxpayer, the country, and 
even their own industry.  The extension of this 
argument is that bribery may be somewhat efficiency 
enhancing under these business circumstances.  
However, those who suggest that limited bribery may 
increase efficiency as it facilitates trade and 
commerce (oil that lubricates the bureaucratic 
machinery) have a myopic and incomplete 
understanding of the corrosive nature of the problem.  
No one knows what is the “optimal” level of bribery! 
Further, the environment created by the prevalence of 
bribery and corruption is poisonous to the long-term 
working of free markets.  Undoubtedly the best 
strategy is to stamp out corruption using the powers 
vested in the hands of the state. 

 
In a survey of garment entrepreneurs that the author 
conducted in 1994, the primary hurdle identified by 
most entrepreneurs was dealing with the 
bureaucracy.5 Forty four percent singled out dealing 
with bureaucracy as the most difficult problem during 
the initial years.  Seventy percent of those in our 
sample believed that dealing with public officials was 
"either very difficult or difficult" for them at the start-
up phase.  At the time, there were three separate 
ministries with responsibility over the garment 
industry: the Finance Ministry, the Commerce 
Ministry, and the Textile Ministry.  Further, the 
National Board of Revenue (NBR), the powerful tax 
bureaucracy under the Finance Ministry, without 
adequate coordination and consultation with other 
relevant ministries or with the private sector, has 
imposed new rules and regulations on the industry.  
The World Bank also concluded that bureaucratic 
corruption has become institutionalized in 
Bangladesh (World Bank, 1992) partly as a result of 
growth in garment exports.  Based on 1996 data, 
Transparency International ranked Bangladesh as one 
of the most corrupt nations in their sample with a 
rank of 51 of the 54 nations covered.  The mean score 
Bangladesh received was 2.3 (10 being least corrupt).  
This placed Bangladesh as being somewhat less 
corrupt than Kenya (52), Pakistan (53) and Nigeria 
(54), but more corrupt than India (46) and Russia 
(47).6   
 
What is the impact of the booming garment industry 
on the extent and forms of corruption in Bangladesh? 
The garment export industry has both contributed to 
these trends and has also become the most significant 
victim of this ominous development.  Because of the 
large profit margins, huge foreign exchange earnings, 
tight schedules, and tedious paper trails, the apparel 
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TABLE 1:  An Evaluation of the Initial Constraints  
 

 
 
 
 
 ITEM 

 
VERY DIFFI- 
CULT 
(%) 

 
DIFFI- 
CULT 
(%) 

 
NOT DIFFI- 
CULT 
(%) 

 
 
N.A. 
(%) 

 
NO  
REPLY 
(%) 

 
GETTING INITIAL EQUITY 

 
30.6 

 
25.0 

 
25.0 

 
5.6 

 
13.9 

 
GETTING INITIAL CAPITAL 

 
33.3 

 
30.6 

 
25.0 

 
2.8 

 
 8.3 

 
DEALING WITH BUREAUCRACY 

 
44.4 

 
27.8 

 
19.4 

 
2.8 

 
 5.6 

 
GETTING FACTORY SPACE 

 
 5.6 

 
30.6 

 
50.0 

 
5.6 

 
 8.3 

 
HIRING MANAGERS 

 
30.6 

 
22.2 

 
41.7 

 
0.0 

 
 5.6 

 
HIRING WORKERS 

 
13.9 

 
19.4 

 
58.3 

 
0.0 

 
 8.3 

 
GETTING ORDERS 

 
33.3 

 
25.0 

 
33.3 

 
0.0 

 
 8.0 

 
CONVINCING A BANK  

 
36.1 

 
22.2 

 
30.6 

 
2.8 

 
 8.3 

 
LEARNING GARMENT BUSINESS 

 
22.2 

 
33.3 

 
30.6 

 
5.6 

 
 8.3 

Source: Sample Survey Conducted by the Author
 
entrepreneurs are vulnerable to a corrupt bureaucrat’s 
attempts to extract rents.  Critics point out that 
unethical entrepreneurs in the apparel export sector 
are also part of the problem.  These businessmen 
have contributed to the rise in corruption by resorting 
to the evasion of income and other forms of taxes, by 
offering bribes to speed up things (speed money) or 
to circumvent legitimate laws that govern commerce 
and trade.  From our interviews with the 
entrepreneurs, we found that while most garment 
exporters find the system of bribery disturbing, they 
have adjusted to it as a nuisance and have learned to 
deal with it as another bureaucratic hurdle.  Since 
many of them previously worked in the government 
(army and bureaucracy), they are comfortable dealing 
with government agencies.  For others, the costs of 
bribe are included as part of doing business and is 
included as a miscellaneous expense. 

 
Corruption and the Private Sector in Bangladesh 

 
In academic circles and generally in the society, there 
is a strong sentiment that most of the money made in 
the early days of the RMG industry was made 
illegally by deceiving the tax authorities and leaking 
fabrics, imported duty-free under the bonded 
warehouse scheme, into the local markets.  This must 
have happened, perhaps on a large scale, as some of 
the duties on imported fabrics were as high as 300%.  
To the extent this fabric displaced local fabric or 
fabrics imported legally, there was a loss to the 

public exchequer.  However, cross border smuggling 
of fabrics on a large scale is a well-known fact for 
Bangladesh.  Consumers in the local markets also 
must have received part of the windfall. 
 
According to various reports in the newspaper, an 
official of the Bangladesh Garment Manufacturers 
and Exporters Association (BGMEA) claimed that 
the sum of monies paid as bribe to the bureaucrats at 
all levels by this sector alone exceeded $40 million 
(Tk. 2000 million) each year.  This is a large sum of 
money, and if true, would indicate the massive costs 
of corruption to the industry and the economy.  On 
the contrary, since there is little sign of the industry 
losing its competitive edge or slowing down as a 
result of these illegal rent seeking activities, some 
have argued that these higher “transaction costs” are 
not prohibitive given the profit margins in this 
business. Perhaps this is true, but as we have argued 
before, there are many hidden and long term costs of 
corruption that are not easily quantifiable.  
Additionally, the high moral costs of the existence of 
massive bribe and graft must not be underestimated.  
 
The official position of the garment industry 
Association is that corruption is a serious impediment 
to further progress and development of the private 
sector.  The industry leaders have called the attention 
of the government to the lawlessness prevailing in the 
country.  This takes the form of rent-collection (toll 
collectors are local goons backed and protected by 
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politicians), bribes extracted by the customs 
bureaucrats and bank officers, frequent nationwide 
strikes (hartals) called by the political parties, or 
strikes called by the port workers.  These factors have 
greatly increased the transaction costs and reduced 
the competitive edge of the private sector in general 
and apparel exporters in particular from Bangladesh. 
The President of the Federation of Bangladesh 
Chamber of Commerce (FBCCI) said, 
 
 Corruption is the major hurdle to growth.  

Because of corruption, money is going to people 
who are not entrepreneurs and this huge amount 
of money is being spent in the unproductive 
sector.  The people possessing such illegal money 
are spending the amount either for buying land or 
apartments or taking the money out of the 
country.  Because of such consortium of illegal 
wealth, prices of land are going up making more 
people land-less and sending savings rate down.7

 
 Corruption is hindering economic growth; it's 

undermining our competitiveness in the local as 
well as international markets, destroying the 
allocation of resources, eroding the confidence in 
the political system and undermining the climate 
for investment. Moreover, the government is 
losing a huge amount in revenue every year. 

 
Abdul Awal Mintoo went on to suggest that 
corruption becomes a hurdle to growth and 
development of an underdeveloped economy such as 
Bangladesh.  He added that corruption was also 
destroying our culture, tradition and values of 
society.  He reiterated that arresting corruption is the 
most imperative task now to make us competitive, to 
increase savings, and to increase investment.   
 
What about the view that the private businesses are 
themselves corrupt? What forms of corruption are 
alleged on the part of private agents? 
 

Corruption in the Garment Export Business 
 
There are several forms or corruption in the fast-
paced garment export business in Bangladesh.  This 
section describes some of these corrupt practices in 
this industry. 
 

• Some garment firms order excess fabric by 
giving false estimates.  If two yards are necessary 
for each piece of apparel, 2.5 yards would be 
claimed on the L/C, the customs clerk is easily 
convinced (bribed), and much more fabric than 
necessary is imported tax-free.  Since this is a one 
hundred percent export sector, special laws allow 

the fabrics and other accessories to be imported 
duty free.  Import of some excess fabric (15 
percent) is legally allowed, given the uncertainties 
of the manufacturing process and the business.  
However, it becomes a drain on the public 
exchequer when large amount of excess fabric is 
imported.  The excess fabric is then sold in the 
open markets in the underground economy. The 
same sort of leakage takes place with garment 
accessories, although on a smaller scale.  The 
extent of this corrupt practice depends on the 
premiums involved.  In the past, customs duties 
(tariffs) on some category of fabrics were as high 
as 150 percent.  As a result, the quota premiums 
were high (fabric imported for $100 was worth 
$250 in the black market).  Certainly very few 
legitimate businesses can compete with such high 
rate of returns.  Presently the tariffs are lower, 
reducing this form of leakage of imported fabrics 
in the domestic market. 
 
• A second method to earn illegal profits by 
factory owners in the garment business is through 
the selling of excess stocks in the local black 
markets.  Apparel in excess of the order received 
from foreign buyers is not uncommon for several 
reasons.  First, buyers often are willing to accept 
more goods than they had ordered.  Second, 
factory managers anticipating some defective 
products choose to produce in excess of the order.  
This allows them to satisfy the order even after 
the expected rejections from the quality control 
inspectors.  Third, excess production provides 
some protection against theft by workers.  Fourth, 
the excess apparels are used as samples for future 
orders, or as bribes for customs and bank 
officials.  They may also be used as gifts for 
friends and families.  Some of these products are 
eventually sold in a market called “Bangla 
Bazaar,” a sprawling “informal” market near 
downtown. These shops are tiny but crammed 
with apparels of varying qualities originally 
manufactured for export.  The customers in this 
retail market include many foreigners, and much 
business is evident.  However, according to the 
insiders, the retail activities reflect only the tip of 
the iceberg.  The bulk of the product is kept in go-
downs for large-scale trading mostly in the form 
of smuggling.  These market activities, although 
illegal, thrive mainly by the force of bribery.8
 
•  Garment exporters claim that they are victims 
of a vast and corrupt bureaucracy entrenched in 
the customs department of the government.  The 
myriad rules and regulations that govern import 
and export trade have created a haven for corrupt 
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officials, both low and high-level, to illegally 
extract large rents from the hapless private agents.   
This considerably increases the cost of 
manufacturing export-quality garments for the 
global markets in Bangladesh.  The dimensions of 
the problem cannot be accurately determined.  
What is certain is that bribery has become 
institutionalized in the export business in 
Bangladesh.  One garment exporter, also an 
experienced jute exporter, told the author that the 
contrast in rent-seeking activities between these 
two export businesses is remarkable. Jute 
exporting does not suffer from nearly the same 
level of bureaucratic corruption that has become 
the hallmark of garment exports.  This raises a 
legitimate question of responsibility.  Which party 
is more responsible for the extensive prevalence 
of bribery in garment exports?  An opposite view 
is that the adverse impact of bribery on these 
exporters is minimal.  Perhaps some of them even 
benefit from a system of graft, where they have 
the assurance of speeding up the process and even 
making illegal profits by not paying the taxes, 
avoiding payment of duties, or their ability to sell 
duty-free imported cloth in the markets.  The truth 
lies somewhere in the middle.  The pervasiveness 
of bribery and its unprecedented 
institutionalization in the garment business in 
Bangladesh is partly due to policies which create 
rents, encouraging rent-seeking activities by 
corrupt civil servants and bank officials, and 
partly due to the lack of business ethics on the 
part of apparel exporters.  The culture of 
acceptance of bribery and corruption that 
generally prevails in the country must also share 
the blame.  

 
One can logically argue that bribery, by adding to the 
cost of doing business, depletes the stock of viable 
entrepreneurs in this industry and is, therefore, 
growth-retarding and harmful to the economy.  
However, this view understates the broader economic 
argument against corruption.  The more important 
argument is that corruption undermines the integrity 
of free markets and destroys their efficiency.  For 
capitalism and free markets to function efficiently, 
there should be transparency and a sense of fairness, 
so that all parties have confidence in the process and 
the outcome.  Corruption introduces uncertainty, 
gives extraordinary power to a few, and reduces 
confidence in the fairness of the outcome.  This leads 
to lower participation by the ethical entrepreneurs 
and may result not only in markets that are highly 
inefficient, but eventually in the demise of the 
industry.  

A 1992 World Bank study provides anecdotal 
evidence of the rents that must be paid to conduct 
garment business in Bangladesh.  It is clear from the 
study that every agency and bureaucracy that is 
involved in this business—customs, central bank, 
export promotion bureau—becomes a hurdle that can 
only be overcome by the entrepreneur by paying a 
bribe, often the amount being higher than the fee 
itself.  The average factory owner in the garment 
sector had to pay bribes five times the cost of setting 
up the business in the first year (see appendix).  The 
bribe to initial set-up costs ratio exceed four hundred 
percent.  Similarly, in each year the factory operates, 
the bribes that have to be paid to various 
bureaucracies equal an amount thirty times the cost 
of renewal of licenses that is paid to the state 
exchequer.  These figures, even when appropriately 
discounted to allow or non-scientific data collection 
methodology, reveal the startling costs of corruption 
for the industry and the country.         
 

Concluding Remarks and Some Policy 
Implications 

 
There are many different ways corruption imposes 
costs on the society and the industries.  A 
fundamental axiom of capitalism is that for markets 
to allocate resources efficiently full information 
should be available to all participants.  Markets that 
are not transparent tend to exacerbate problems of 
moral hazard and information asymmetry and create 
volatility and inefficiency.  In addition to efficiency 
loss, there is the bigger issue of many capable and 
honest entrepreneurs staying out of such markets.  
This would reduce national welfare. The international 
businesses are often at a disadvantage in a setting of 
nontransparent markets.  Because of their 
commitment to business ethics and laws from their 
home countries, these companies may be at a 
disadvantage in bribing the officials or the tax 
collectors. There are ways foreign firms doing 
business in Bangladesh get around this disadvantage.  
One strategy for foreign firms is to work with local 
partners.  In many factories that the author visited, 
the manager is a local recruit.  Secondly, the foreign 
factories are often located in a special zone called the 
Export Promotion Zone, which allows them some 
leverage with the bureaucrats and the labor unions.  
Lastly, the author was told by at least one local 
manager of a foreign firm that at Christmas and other 
occasions, they send flowers, bottles of wine, and 
other gifts to important officials in the bureaucracy 
and the banking sector with whom they have 
dealings. Since such gifts are not exactly quid-pro-
quo they are technically not considered bribe.  
However, the effect is to provide these foreign firms 
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a more level playing field in the rent-seeking 
business than otherwise. 
 
Anecdotal evidence from the literature makes it clear 
that foreign direct investment declines as corruption 
destroys the goodwill for the nation in the 
international business community.  Who would want 
to invest in a country where property rights are 
unprotected?  When the courts are also corrupt and 
bribery can tilt the scales of justice, the foreign 
investor is justifiably discouraged in investing in that 
nation. 
 
Whether bureaucracy is corrupted by influence 
pedaling of private businesses, or whether the 
bureaucrats use their monopoly power to exploit the 
hapless businesses, represents a vicious circle.  A 
determined political leadership can break this cycle 
of corruption. Similarly, if bureaucratic managers are 
honest, demand honesty from their subordinates, and 
if they have political backing to reward the honest 
and punish the dishonest, the salutary influence of 
honest management will quickly spread throughout 
the bureaucracy.  This applies to the private sector 
also.  It is not that Bangladeshis are more or less 
corrupt than people in the developed West.  The 
prevalence of corruption is simply a reflection on the 
behavior of private agents and civil servants to the 
laws and their enforcement.  When the laws are full 
of loopholes, the courts are not responsive, the 
existing anti-corruption laws not enforced, bribery 
and corruption flourish.  An important strategy is to 
strengthen the judiciary so that existing laws are 
enforced.  The leadership should also appoint honest 
managers in  positions of authority and make honest 
administration a top priority.  If the administration is 
reformed (loopholes in the laws are closed and honest 
managers are appointed) experience from other 
nations shows that corruption can be controlled 
within a reasonable timeframe.  However, simply by 
attempting to reform the laws without the right 
people or changing the people without reforming the 
incentives will be ineffective.  The incentives should 
be such that honesty will once again becomes the best 
policy for the individuals both in the private and in 
the public sector.   

Endnotes 
 
1  Shleifer and Vishny (1993) page 599. 
 
2  Bardhan (1997) page 1,322.  Some writers have 
claimed that forms of corruption may be efficiency 
enhancing in a narrow sense.  However, the general 
consensus is that corruption is corrosive to free 
markets and to economic progress. 
 

3  Eskeland and Thiele (1999). 

4  See Becker and Stigler (1974). 
 
5  There were forty participants in our original 
sample.  We found thirty-six questeionnaires 
complete enough to be usable.  The initial sample 
size was one hundred, randomly chosen from the list 
provided by the Bangladesh Bureau of Statistics.  
However, many firms on the list were non-existent or 
had changed their names or addresses.  Only the 
managing directors or directors of each firm were 
interviewed.  This turned out to be the most 
challenging aspect of the research effort.  These are 
busy people, constantly running after buyers at home 
and abroad.  The entrepreneurs were understandably 
suspicious of outsiders for fear that financial and 
other tax-sensitive information may be revealed 
during the survey.  It took us more than two months 
to cover this small sample.  An earlier effort to get 
information by mail had met with no success. 
 
6  From Bardhan (1997) appendix.  However, that 
sample size of only 4 is a matter of concern.  The 
average number of surveys of international 
businessmen involved in these surveys tends to be 
low.  The perceived corruption score is an average of 
data from several surveys, the respondents being 
mostly foreigners working for multinational 
companies.  The scale is 10 for no corruption and 0 
for maximum corruption.  It is likely that the indices 
reflect the corruption faced by the foreigners and not 
necessarily that faced by the citizens of the country. 
 
7  President of the Federation of Bangladesh 
Chambers of Commerce and Industry (FBCCI) is 
Abdul Awal Mitoo.  In an interview with the 
Independent, a daily, he identified corruption as a 
major impediment to economic growth in the 
country.  NFB, June 5, 1999. 
 
8  There are other forces unhappy with the Bangla 
Bazar that has repeatedly suffered damage from 
arson. 
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APPENDIX 
 
Table 1: Perceived Levels of Corruption in Asian Countries 
 
Country  BII  CPI97  GCRI97 
  (1-10 scale)*  (1-10 scale)*  (1-7 scale)* 
Singapore  2.34  2.34  1.24 
Hong Kong  3.00  3.72  1.52 
Japan  2.25  4.43  2.07 
Taiwan  4.25  5.98  3.22 
Malaysia  5.00  5.99  3.97 
South Korea  5.25  6.71  4.34 
Tailand  9.50  7.94  5.55 
Philippines  6.50  7.95  5.56 
China  NA  8.12  4.20 
India  5.75  8.25  5.11 
Indonesia  9.50  8.28  5.56 
Pakistan  7.00  8.47  NA 
Bangladesh  7.00  9.20  NA 
Source: Quah (1999)*According to Wei, the original BII, CPI, and GCRI were rescaled so that higher scores imply 
more corruption.  Thus for all three indices, a higher score means a higher level of corruption. 
 
Table 2: The Cost of Bureaucracy and Corruption for a Garment Exporter (Taka per year), 1992 

(35 Tk. = $1, approximately) 
 

 
 

Initial Cost 

 
Yearly Renewal 

Cost 

 
 

Licenses and 
Approvals  

Official 
 

Bribes 
 

Official 
 

Bribes 
 
Licenses
Trade license 
Sign board 
Import trade control 
Export trade control 
EPB registration 
Textiles registration 
Bond license: customs 
Factory license 
Fire license 
BMGEA membership 
Joint stock 
  Registration 
Joint collaboration 
 
Government Approvals
Utilization 
  Permissions 
Interbond-subcontract 
Inspection: customs 
Export benefit: 
  Bang-Bank 
Visa: EPB 

 
 

Tk.1,500 
Tk.12 

Tk.2,000 
Tk.1,000 

Tk.500 
Tk.500 
Tk.300 

Tk.70 
Tk.4,750 
Tk.5,000 
Tk.3,800 

 
Tk.50,000 

 
 

NIL 
 

NIL 
NIL 
NIL 

 
NIL 

 

 
 

Tk.2,500 
NIL 

Tk.2,000 
Tk.2,000 
Tk.1,000 

Tk.10,000 
Tk.20,000 
Tk.1,500 
Tk.1,000 

NIL 
Tk.4,000 

 
Tk.50,000 

 
 

NIL 
 

NIL 
NIL 
NIL 

 
NIL 

 
 

Tk.1,500 
Tk.12 

Tk.2,000 
Tk.1,000 

Tk.500 
NIL 

Tk.300 
Tk.70 

Tk.4,750 
Tk.5,000 

NIL 
 

NIL 
 
 

NIL 
 

NIL 
NIL 
NIL 

 
NIL 

 
 

Tk.500 
NIL 

Tk.500 
Tk.500 
Tk.200 

NIL 
Tk.45,000 

Tk.200 
Tk.500 

NIL 
NIL 

 
NIL 

 
 

Tk.250,000 
 

Tk.60,000 
Tk.60,000 
Tk.20,000 

 
Tk.12,000 

Source: World Bank, Manufacturing Sector of Bangladesh: Selected Issues, Vol. II, 1992, page 41, Table 3.3. 
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MULTIPLE EQUILIBRIUM IN THE GOVERNMENT SERVICE LABOR MARKET:  
THE POSSIBILITIES FOR BANGLADESH 

 
Nazrul Islam 

 
ABSTRACT 

 
This paper shows that multiple equilibria are possible in the government service labor market. Broadly, these 
equilibria may be classified into two categories, namely “good” and “bad.” Unfortunately, it seems that Bangladesh 
has fallen into and become stuck with the “bad” equilibrium. One main reason for this outcome has been the rigidity 
of the government pay scale in presence of private and international pay scales. This bad equilibrium is harming the 
country’s growth prospects in many different ways. Bangladesh needs to put an end to this “bad” equilibrium and 
move to a “good” equilibrium that can safeguard her national interests in face of private and international pressures 
and can enhance growth.  

 
 

Introduction 
 
“Governance” has now become the catchword of 
development discussion. Political process and civil 
administration are the two main components of 
governance. The latter includes judiciary and law 
enforcement. These different components are 
interrelated. However, they have some autonomous 
dynamics too. Of these components, the civil 
administration plays a particularly important role. 
Efficient functioning of the civil service depends on 
the quality of people that this service can recruit and 
the amount of effort and dedication that the recruits 
put in their work.  
 
However, the government civil service does not exist 
in vacuum. It has to compete and operate in the same 
labor market as the private sectors do. Hence the 
equilibrium in the government service labor market 
depends on the outcomes in the markets for the 
private sectors. In such a situation, rigidity of 
government compensation can lead to multiple 
equilibrium. These equilibria can be broadly 
classified into two categories, namely “good” and 
“bad.” The “good” equilibrium is generally 
associated with “rational” compensation and is 
characterized by a virtuous cycle, whereby 
government service gets good entrants, who work 
hard and sincerely. This leads to better growth, which 
helps pay “rational” compensation and thus sustains 
the good equilibrium. The “bad” equilibrium, on the 
other hand, is generally associated with “irrational” 
compensation and is characterized by a “vicious 
cycle,” whereby government service gets bad quality 
entrants, who then do not work hard and sincerely. 
This depresses growth and makes it difficult to pay 
“rational” compensation and thus perpetuates the bad 
equilibrium.  
 

It seems that Bangladesh has fallen into and remains 
stuck with the “bad” equilibrium. Three different pay 
scales have emerged in the country, namely “the 
international pay scale,” “the national private sector 
pay scale,” and “the government pay scale.” The 
government pay scale is much lower than the 
international scale. But, it is also lower than the 
domestic private pay scale. This has led to reduction 
in sincerity and effort, deterioration in the quality of 
entrants, and an unhealthy gap between the official 
and the effective pay. This is also compromising 
national interests in the face of pressures of the 
private and international interests.  
 
Bangladesh needs to come out of this “bad” 
equilibrium and move to a “good” equilibrium. Such 
a transition will require reform. The reform is 
however not easy as exemplified by the continued 
paralysis of administrative reform under successive 
governments. Part of the difficulty arises from the 
fact that the civil service in Bangladesh has become 
bloated, and any reform now would affect too many 
people and vital sections of the society. The 
challenge therefore is to find such initial steps as are 
feasible and yet whose implementation will create a 
favorable situation for dealing with the sensitive 
issues of administrative reform.  
 
A central element of administrative reform has to be 
compensation reform. This reform can start with a 
switch from the current fragmented and partially in-
kind method of payment to lump sum cash method of 
payment. This apparently innocuous step is actually 
very potent. In particular, it will help reveal clearly 
the gap among different pay scales for different 
service levels. A public revelation of the gaps will 
help justify varying degree of adjustment that may be 
required to bring “parity” (or “more than parity”) 
between government pay scale and private sector pay 



scales. A switch to lump sum cash method of 
payment will also make regular inflation adjustment 
of pay easier. The inflation-adjustment mechanism 
may then be used to establish a link between the civil 
service’s performance and pay. Effective 
compensation reform will also help trigger the 
processes that can lead Bangladesh away from the 
current “bad” equilibrium to the desired “good” 
equilibrium.  
 
Rationalization of government pay has to be 
accompanied by rationalization of the government’s 
size. The government needs to withdraw from micro 
management of establishments that produce 
marketable or semi-marketable output and let these 
establishments set their own pay structures depending 
on their changing input and output market conditions. 
The government needs to confine itself mainly to the 
realm of policies, and provision of non-marketable, 
public goods. Such retrenchment will reduce the 
budgetary consequences of compensation reform. 
The issue of administrative reform cannot be entirely 
separated from the issue of political reform. This is 
more so because the performance of the civil service 
needs to be monitored through non-market methods, 
mainly through the political process that is supposed 
to reflect the people’s will. Thus an efficient political 
process is necessary for administrative reform to 
yield desired results. Many of the arguments for 
rational compensation of civil servants apply to 
elected political officials too. However, the issue of 
political reform is complicated and deserves a 
separate, fuller discussion and hence remains outside 
the scope of this paper. 
 
The paper is organized as follows. It begins with a 
discussion of various aspects of the administrative 
reform problem in Bangladesh. The problem is then 
formulated in the form of an antinomy between “bad” 
and “good” equilibrium. Subsequent sections discuss 
various concrete issues of compensation reform, the 
budgetary consequences of compensation reform and 
the conclusions.  
 
 

The Paradox of Administrative Reform 
 
There is a certain paradox with the situation 
regarding administrative reform in Bangladesh. On 
the one hand, there is widespread recognition that 
administrative reform has become a priority task for 
the nation. On the other hand, administrative reform 
is not being carried out earnestly. 
 
There is a long history of administrative reform 
commissions in Bangladesh. Almost all governments 

institute administrative commissions. However, the 
work of these commissions often remains limited to 
recommendations for pay increase by certain 
percentages, keeping the basic structure unchanged. 
Yet, the cumulative problems of poor administration 
have now become so apparent that hardly anyone 
remains to be convinced about the necessity for more 
fundamental changes. 
 
Even the donor agencies now acknowledge that 
proper administration is an important problem. 
Previously, attention used to be focus on the volume 
of aid inflows. These days ‘governance’ is a term that 
is hard to avoid in the aid literature.1 Development 
thinkers inside Bangladesh are also turning their 
attention to this problem.2  
 
The scope of ‘governance’ goes beyond the issues of 
civil administration; it includes issues surrounding 
the political system, the role of the civil society, etc. 
Recently, Bangladesh has made progress with regard 
to some of the components of ‘governance.’ For 
example, despite popular impressions to the contrary, 
Bangladesh has actually made some progress in 
improving the political process. The recent 
constitutional amendment requiring parliamentary 
elections to be held under neutral caretaker 
governments is an example. Other ideas to improve 
Bangladesh’s political process have also been tabled.3 
One hopes that these ideas will be explored and used, 
and as a result the country’s political process will 
improve further. 
 
There has also been some progress in strengthening 
the role of the civil society. The print media in 
Bangladesh is now very active. It seems that the ether 
and electronic media (i.e., radio and television, 
respectively) are also heading toward pluralism and 
autonomy. Efforts are underway to strengthen the 
independence of the judiciary system.4  
 
These indicate that Bangladesh is making slow 
improvements in some of the components of 
‘governance.’ Unfortunately, this cannot be said of 
civil administration. No significant positive change in 
civil administration has taken place in recent times. 
Yet, improvement in civil administration is likely to 
have the most direct beneficial effect on the 
economic and social well being of the people.  
 
 

Problems of Administrative Reform 
 
The reason for this paradox is not too far to seek. 
Administrative reform is proving hard to undertake 
because it is indeed a difficult task. There are many 
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factors that contribute to this difficulty. Only a few 
are noted here.  
 
The first is the sheer scope of the problem. Too many 
people are likely to be directly affected by such 
reform. Civil service, as introduced by the British, 
originally included only the officials in charge of 
revenue collection and dispensation of justice. With 
time, however, many ‘development’ ministries were 
created, and officials of these ministries were 
included in the civil service. As a result of this 
expansion, civil service in Bangladesh today 
comprises of many cadres. In addition to 
‘administration’ cadre, there are cadres of 
‘engineers,’ ‘agriculturists,’ ‘economists,’ ‘doctors,’ 
‘teachers,’ etc.  
 
Another factor that has increased the ‘scope’ of 
administrative reform is that, over time, service and 
salary structures of all the autonomous and semi-
autonomous bodies have been linked to that of the 
central civil service. This link has now made it 
impossible to introduce any change in the service and 
salary structure of the central civil service without 
creating a ripple effect across the Directorates, 
Boards, Authorities, Banks, Corporations, 
Commissions, Universities, Colleges, etc.  
 
The situation has been further aggravated by the fact 
that, according to management experts, government 
offices and government owned enterprises in 
Bangladesh are hugely overstaffed. Too many people 
are employed for the amount of work that is actually 
done. This only multiplies the problem of ‘scope.’  
  
The second important reason why administrative 
reform is proving difficult is that it involves very 
vital sections of the society. Administrative reform is 
not like ‘land tenure reform’ where the target group is 
dispersed, lives in remote villages, and does not 
wield much political power. In contrast, the people 
who are likely to be affected by administrative 
reform are situated at the very heart of the 
government’s functioning process. If they find 
something unpalatable in the proposed reform 
package, they may even paralyze the government. 
This makes administrative reform a risky proposition, 
suggesting why most administrative commissions do 
not try to stir this hornet’s nest and limit themselves 
to only cosmetic changes. 
 
The third factor that makes administrative reform 
difficult is that it is a complex and challenging 
intellectual task. It involves many fundamental issues 
concerning (a) choice between permanent and 
politically transient civil service, (b) appropriateness 

of class divisions within the service, (c) relationship 
between administrative and non-administrative (such 
as technical or developmental) services, (d) 
relationship between services related to public and 
those related to private sectors, etc. Substantial effort 
is necessary to grapple with these deep issues to find 
the right solutions.  
 
Finally of note is the fact that administrative reform 
in Bangladesh has to be carried out under democratic 
conditions of competitive politics. This means that 
suggesting reform is not enough. It is necessary to 
mobilize popular support for the proposed reform, so 
that the reform does not hurt the electoral prospects 
of the party in power that wants to carry out the 
reform. Alternatively, consensus has to be built 
around the proposed reform. However, given the 
nature of Bangladesh politics, consensus building is 
an arduous task. 
 
 

Necessity of Administrative Reform 
 
Undoubtedly, administrative reform has become very 
urgent, and the success of Bangladesh’s efforts 
toward economic and social progress hinges to a 
great extent on such reform.  
 
To better grasp the necessity of administrative 
reform, we may introduce the concept of “national 
capability.” Moses Abramovitz, the famous 
American economic historian, has popularized the 
concept of “social capability” as a determinant of 
economic growth.5 In recent years, Nobel Laureate 
Amartya Sen has introduced and used extensively the 
concept of “individual capability” to discuss equity 
issues.6 The concept of “national capability” is 
helpful in understanding and analyzing a nation’s 
overall performance. One important component of 
“national capability” is the efficiency and 
steadfastness with which the national government can 
defend the national interests in face of pressures from 
narrow domestic private and foreign interests.  
 
The key role in this regard belongs to the political 
leadership. However, the national civil administration 
also has a very vital role to play. In fact, in some 
situations, the national civil administration can to 
some extent compensate for the political leadership’s 
deficiencies.    
 
There was a view that the necessity of administrative 
reform will diminish as the role of the private sector 
increases in the sphere of economic activity and the 
role of the non-government organizations (NGO) 
increases in development programs. Throughout the 
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1980s and the 1990s Bangladesh has witnessed 
considerable increase in the role of both the private 
sector and the NGOs. However, experience shows 
that these processes have not diminished the 
importance of administrative reform. In the absence 
of commensurate administrative reform, growth of 
the private, the non-government, and the international 
sectors has now become a cause for potential erosion 
of national authority in Bangladesh.  
 
A few examples may illustrate the point. One of the 
structural problems that the Bangladesh economy 
now faces is the burden of ‘bad loans.’7 Government 
owned financial institutions are a major source of 
such bad loans. Officials of these institutions are part 
of the civil service in its larger (conflated) sense. A 
large part of these loans went to the private sector. By 
giving out bad loans to ill-suited private applicants, 
the civil servants did a disservice to the nation. As the 
private sector grows, interaction between the civil 
servants and the private sector agents will be of 
greater consequence. It will therefore be all the more 
important that, in their dealings with the private 
sector, civil officials protect national interests and do 
not succumb to private incentives.  
 
With regard to the NGOs, first of all, it must be 
recognized that many of them are doing good work 
and have earned their reputation justifiably. The 
NGOs can provide flexibility and nimbleness that a 
large bureaucracy like the government civil service 
often lacks. However, even the NGOs need national 
supervision so that their work serves national 
interests. Recent incidents involving Gono Shahajjo 
Sangstha (GSS) indicate that the necessity of such 
supervision may not be trivial.8 It is the civil service 
that ultimately acts as representative and instrument 
of the national authority. Hence, as the NGOs 
become more important in Bangladesh, the necessity 
of having a civil service that can guard national 
interests in their interactions with the NGOs will only 
increase.  
 
With regard to the international sector, the necessity 
of effective national authority is even more obvious. 
A glaring example is the production sharing contracts 
(PSC) that the Bangladesh government is currently 
negotiating and entering with foreign companies 
regarding rights to explore and extract gas in 
different parts of Bangladesh’s territory. It is very 
important that the civil servants conducting these 
negotiations on behalf of Bangladesh steadfastly 
protect national interests and do not give in to either 
pressure or lure of private gains.9  
 

All of these examples show that the necessity of 
administrative reform does not diminish with the 
growth of the private, the NGO, and the international 
sectors in Bangladesh. If anything, this necessity 
increases. 
 
Another important reason why Bangladesh needs a 
civil administration capable of guarding her national 
interests is her aid-dependence. Development 
projects in Bangladesh, in most cases, are joint 
undertakings of the donors and the national 
government. In this joint operation, the central civil 
service (together with the political leadership) bears 
the responsibility to ensure that the aid money 
actually serves national interests. They are expected 
to do so through their decisions at every stage of the 
aid process.10 If the civil service fails to do so then 
the aid regime degenerates into a process of self-
aggrandizement by a small section of people and 
leaves the common people with a large burden of the 
debt. 
 
Finally, Bangladesh needs a civil service of high 
quality and integrity to mobilize and utilize whatever 
domestic resources she has. Unlike countries that are 
rich in minerals, Bangladesh’s resources are diffuse 
(such as land, water, and labor) and hence more 
difficult to develop and mobilize. This requires 
innovative ideas, sincere effort, dedication, and 
efficiency.11 According to many observers, the civil 
administration in Bangladesh is gradually drifting 
away from these desirable qualities. Urgent reforms 
are therefore necessary so that these qualities can be 
restored and fostered.  
 
 

Strategy of Reform 
 
The difficulty and complexity of the task of 
administrative reform in Bangladesh indicate that 
such reform has to proceed gradually. The country 
has to start with such steps as are relatively easy to 
carry out. This means that many of the deeper issues 
have to be postponed for now. For example, under 
the current circumstances, it may not be opportune to 
put the issue of permanent vs. transient civil service 
on the agenda of reform. Whatever the merits or 
demerits, for quite some time, Bangladesh will have 
to continue with the system of permanent civil 
service. Similarly, for quite some time, Bangladesh 
will have to continue with some of the (class) 
divisions of officials and employees. It is not realistic 
to suggest doing away with all these distinctions 
immediately. Similarly, it is not realistic to suggest 
immediate de-linking of development cadres from the 
administration cadre.  
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However, this does not mean that these deeper issues 
can never enter into consideration. The challenge is 
to find such initial steps as are feasible under the 
current scenario, and yet their implementation will 
gradually create a new reality wherein consideration 
of deeper issues will become possible. In other 
words, there has to be a long run vision about the 
whole reform process, and the initial steps have to 
conform to that vision. The intriguing question is 
what are these initial steps?  
 
 

Nature of the Problem: A “Bad” Equilibrium 
 
A central question of any kind of service is the 
compensation that is paid for it. A significant aspect 
of Bangladesh’s current reality is that three different 
pay structures have emerged in the country. This is a 
direct result of the growth of the private, the NGO, 
and the international sector in the economy.  
 
The first of these is the “international pay scale,” 
where the services are compensated at rates that are 
close to those prevailing in the developed countries. 
The orbit of this pay scale is limited and is confined 
mainly to top positions in foreign companies, donor 
agencies, international organizations, foreign NGOs, 
expatriate consulting work, etc. The international pay 
scale is lucrative even for foreigners, because prices 
of non-tradables are lower in Bangladesh than in the 
developed countries. For obvious reasons, this pay 
scale is even more attractive for Bangladeshis.  
 
The second prevailing pay scale in Bangladesh is the 
“private sector pay scale.” This pay scale applies, in 
varying degrees, to private sector commercial 
enterprises, other private organizations, many NGOs, 
etc. The private sector pay scale is much lower than 
the international pay scale. Finally there is the 
“government pay scale,” which applies to the 
employees of the central civil service and of all other 
government, semi-government, and autonomous 
bodies whose pay is also determined by this scale. 
 
Co-existence of these three pay scales is destabilizing 
and is a potential force for disequilibrium. However, 
nature does not like disequilibrium! Hence, the 
service factor market has somehow adjusted to these 
different pay scales, and a certain kind of (albeit 
tenuous) equilibrium has evolved. But equilibrium 
may be of many different kinds. Unfortunately, the 
equilibrium that has evolved in the government civil 
service factor market of Bangladesh is a “bad” 
equilibrium.  
 
 

Adjustments in Quantity and Quality 
 

Why it is “bad” can be best understood by noting the 
adjustment mechanisms through which this 
equilibrium has been attained. To have an 
equilibrium in any market either the price has to 
adjust or the quantity and quality of product have to 
adjust. Since the price in this market, namely the 
government pay scale, is rigid, the adjustments have 
been in the sphere of quantity and quality. First 
among these is in the sphere of ‘effort.’ This is best 
expressed through the maxim: “The Government 
pretends to pay, and we pretend to work!” In other 
words, since the pay is low, government employees 
cut down on the amount and quality of work that they 
actually perform on the job. There is less motivation, 
less effort, and less effectiveness. One often hears 
that the government salary is just to induce people to 
“attend” office. Any “work” to be done in office 
requires “extra remuneration.” Some government 
employees probably think that the pay is not enough 
for full time work. So they cut down on the time they 
actually spend at the office. This reduced effort is a 
well-known aspect of ‘bad’ equilibrium and hence 
does not need further elaboration.  
 
The adjustment via reduction of effort is of a “short-
run” nature. There is, however, a “long-run” quality 
adjustment process that is even more disturbing. This 
concerns quality of new entrants to the civil service. 
It is often reported that because of low pay the civil 
service is failing to attract the best of the new 
generations in a way it used to in previous times. One 
even hears horror stories about magistrates who 
cannot write proper Bangla. If such a process of 
deterioration of the quality of new entrants continues, 
the future of civil administration in Bangladesh 
should be of great concern. Mediocre people lacking 
motivation and sincerity will be in charge of national 
interests. That is indeed undesirable  

 
Adjustments in Price 

 
Not all adjustments have been on the side of quantity 
and quality. Adjustments have taken place on the side 
of price as well. Unfortunately these price 
adjustments are also bad. Many of the price 
adjustments are simply the dual of the adjustments in 
quantity and quality. A gap between “official” pay 
and “effective” pay has emerged in the government 
service. Since the “official” pay is low, many 
government employees try to raise their “effective” 
pay through other means. Some of these means are 
simply illegal, such as taking bribes. Thus, files will 
not move unless payments are made and decisions 
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will be made favoring some clients over others in 
exchange for illegal gains. 12  
 
Another way of raising effective pay is to shirk office 
work in order to work in private businesses on the 
side. Previously, this kind of behavior used to prevail 
among the lower tiers of government employees. It is 
alleged that with the growth of the private, the NGO, 
and the international sectors, this behavior has now 
spread to the higher tiers of government service. It is 
often heard that many government officials are now 
affiliated on the side with consulting firms, NGOs, 
private business firms, international organizations, 
etc. and work for them even while on active duty (on 
the government job). Furthermore, arrangements 
have been made so that government officials can 
increase their effective pay legally. An example is 
change of service rules allowing government officers 
to take long term leave to work in the private and 
international sectors.  
 
This situation is not healthy because it takes time and 
energy of government employees away from their 
official work. The situation is also fraught with the 
danger of conflict of interests. Decisions of 
government officials in this situation are likely to be 
influenced by their private “business” affiliations. It 
is often alleged that these affiliations arise precisely 
because of particular government officials’ 
jurisdiction over such decisions. (Thus a government 
official may get included in the payroll of a 
consulting firm mainly because of his “capacity” to 
divert projects to that firm.) Such a situation of 
overlapping interests makes it difficult to distinguish 
decisions made on the basis of merit from those made 
under influence of private interests.  
 
This conflict of interest may apply even to those 
officials who are currently not affiliated with any 
private interests but are looking for such prospective 
affiliation and/or eyeing for potential private or 
international employers to work for using their future 
lien time. The force of such considerations is 
revealed by the fact that sometimes government 
officials are going for early retirement to work for 
such private or international employers. Overall, a 
situation may have emerged that is conducive to 
compromising behavior on the part of government 
officials. 
 
This does not mean that all government officials are 
caught up in the above practices. There is a large 
number of government officials who are honestly and 
steadfastly serving the nation even under these 
difficult circumstances. It is largely because of their 
dedication and effort that the government is still 

functioning, and the nation should be grateful to 
them. However, they are going through enormous 
hardship and deprivation, surviving often on 
patrimony, spousal income, etc. It may be said that 
they are under a general siege. The corrupting force 
of pay differentials mentioned above is proving very 
strong, and the honest officers are feeling 
overwhelmed by this force.  
 
All this makes it clear why the current equilibrium of 
the government service factor market represents a 
bad equilibrium. It is particularly bad for national 
interests, which are often becoming the casualty of 
the situation. Few things can be more harmful for 
Bangladesh’s national interests than giving low pay 
to her national secretaries.  

 
 
Towards a “Good” Equilibrium 

 
What is therefore necessary for Bangladesh is to 
come out of this bad equilibrium and gradually move 
to a good equilibrium, an equilibrium that will 
increase her national capability to safeguard her 
national interests. The question is how is this to be 
accomplished?  
 
It is clear from the above discussion that a key step in 
this regard has to be some rationalization of the 
government pay scale vis-à-vis the other two 
prevalent pay scales in the country. “Getting the 
prices right” has often been preached to Bangladesh 
as a way of dealing with many of her development 
problems. However, the scope of this principle does 
not end with agricultural inputs or public utilities. 
The current state of the civil service in Bangladesh 
also illustrates how wrong prices can lead to 
inefficient and undesirable outcomes.  
 
The East Asian economies of Hong Kong, Korea, 
Singapore, and Taiwan are often put forward as 
examples to be followed by developing countries all 
across the globe in order to promote economic 
growth and development. Bangladesh is also trying to 
emulate that model. However, one lesson that often 
remains missing is that these East Asian economies 
had generally honest and efficient civil 
administration. Despite some impressions to the 
contrary, most of these economies developed under 
very interventionist regimes. These interventions 
succeeded because of their motivated civil 
administrators.13  
 
There are many reasons why these economies had 
generally honest and efficient civil administrations. 
The Chinese Confucian influence might have had 
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some role. However, there is no doubt that adequate 
pay was one important condition that ensured this 
outcome. In fact, Singapore went out of her way to 
pay her top government officials, including the 
ministers, generously. In the other three economies 
too, the pay was adequate so that the government 
officials did not have to work under duress and be 
constantly concerned about increasing their effective 
pay over their official pay. Thus even the East Asian 
experience suggests that Bangladesh needs to rectify 
the anomaly that now exists regarding pay level of 
her government officials, if she wants to succeed in 
achieving rapid economic and social progress. 

 
 

Issues of Salary Reform 
 

There are many issues that need to be addressed even 
before taking up the issue of government salary 
increase in Bangladesh. Some of these are as follows: 

 
Complicated Composition of Government Salary 

 
The first of these concerns the method of payment. 
One of the characteristics of government salary in 
Bangladesh is its complicated composition. It starts 
with a “basic pay” and then a host of additions are 
made to that basic pay. Examples of such additions 
are house-rent, gratuity, dearness allowance, etc. 
Some of these are determined as percentages of the 
basic salary. Others are absolute figures. Yet others 
relate to different bases. All this makes adjustment of 
government salary a difficult process, because any 
such adjustment requires working through this 
complicated maze of percentages and absolute 
figures and deciding which component moves in 
which direction and by how much. Another 
characteristic of government compensation is that 
part of it is often made “in-kind.” These “in-kind” 
components include government housing, 
transportation facilities, allotment of plots, etc.  
 
These characteristics together create several 
problems. It is a basic principle of economics that 
lump sum cash payment of the total market value of 
compensation is always welfare enhancing for the 
recipient, compared to paying part of it in kind. This 
implies that a mere switch to lump sum cash payment 
can increase welfare even without requiring any 
increase in budgetary expenditure.  
 
Sometimes such a switch may even lead to budgetary 
savings. The following anecdotal evidence on 
compensation of Bangladeshi foreign-service 
officials may illustrate the point. Apparently, the 
government rents houses for such officials, and high 

permissible ceilings have somehow been established 
for this purpose, requiring the government sometimes 
to spend several times more on these officers’ 
housing than on their pay. Ironically, despite the 
extravagance, this is not always making the honest 
officials happy, because this is “forcing” them to live 
in such neighborhoods where cost of living is rather 
high. They often do not put up the commensurate 
expenses (in order to save), and this frustrates the 
whole purpose of the house-renting program. The 
dishonest ones meanwhile manipulate the system to 
find landlords who bill high rents and give part of the 
difference to them. Thus the system is costing the 
government more, making the honest officials less 
happy, not serving the original purpose, and creating 
scope for corruption.  
 
There are many other examples of inefficiencies 
associated with the current style of fragmented and 
in-kind compensation. It is well known that 
distribution done through administrative decisions 
and/or “queuing” generally creates scope for 
discretion. This then leads people to devote their time 
and effort to unproductive activities (“tatbir,” 
cultivating personal relationships, manipulation, etc.). 
At the end, such modes of distribution often lack 
transparency and leave many people disaffected and 
thus create disincentives. The recent uproar over 
RAJUK distribution of plots is an example.14  
 
The first thing that needs to be done therefore is to 
move away from the current fragmented and partially 
in-kind style of compensation and switch to lump 
sum cash payment. Note that lump sum cash payment 
is the widely prevalent method of compensation in 
the developed countries and also in the East Asian 
countries, which Bangladesh is trying to emulate.  
 
Amalgamation of different components of cash 
payment into one should not be that difficult. Any 
issue that may arise in this regard can be sorted out. 
Conversion of “in-kind” components into cash 
equivalents may pose some psychological barriers, 
but technically this is also manageable. For example, 
residency in the current government owned quarters 
might still be limited to government officials. But the 
rent of these quarters may be set at market clearing 
levels so that all government officials can have equal 
right to bid for them. This will eradicate the 
inefficiencies associated with distribution by fiat.  

 
The Issue of Inflation Adjustment  

 
The switch from the current fragmented and partially 
“in-kind” method to lump sum cash payment method 
of compensation will serve several important 
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purposes. First of all, this will make it easier for the 
government to provide inflation adjustment to the 
salary of its employees. Currently, there is no 
practice of such adjustment on a regular annual basis. 
Yet, inflation eats away the purchasing power of 
government salaries each year. Usually the 
governments let this erosion go on for several years, 
and then when the maladjustment becomes acute, 
they form pay commissions to suggest some 
recommendations for pay increase. However, by the 
time this lengthy process is completed, inflation 
again goes ahead of the adjustment, and formation of 
the next pay-commission becomes necessary. 
Clearly, this merry-go-round does not make much 
sense. If government salaries are to be rational, these 
need to be inflation adjusted on a regular annual 
basis.  
 
A switch to the lump sum cash payment method will 
make such adjustments easier. The Bangladesh Bank 
computes the inflation rate each year. This rate may 
be refined and consumer price index (CPI) may be 
distinguished from producer price index (PPI) and the 
general index of inflation. The government may 
adopt the CPI as the basis for regular annual 
adjustments. Whatever percentage is decided upon 
will apply to the entire lump sum cash pay. There 
will be no worry to find out which particular 
components will move, by how much, etc. There will 
be no complication because some components of the 
salary enter as ratios to some base while others are 
absolute numbers. There will be no worry of inner 
adjustment in view of the “in-kind” components of 
compensation, etc. Inflation adjustment of 
government salaries will become a simple routine job 
and no pay commissions will be necessary. 
 
An argument may be made that such a regular 
process of inflation adjustment of government 
salaries will lead to a wage-price inflation spiral. 
Several things however need to be noted in this 
connection. First, this possibility does not take away 
the basic rationale for inflation adjustment of the 
government salaries. Second, postponing the inflation 
adjustment by several years and then adjusting it in 
the form of a one-time big jump, as is the practice 
now, does not eradicate the potential spiral problem. 
What this may do is just impart a different periodicity 
to the phenomenon. Third, and this is the main point: 
inflation has to be controlled by other means, not by 
postponing government salary adjustment. These 
other means include ensuring competition in the 
market so that the prices reflect the actual resource 
scarcities and not what traders manipulate. Openness 
to international trade is helpful. Also, in deciding 
about the exact percentage by which salaries are to be 

inflation adjusted, the government needs to take 
account of the general business cycle conditions, both 
domestic and international. Fourth, as the economy 
grows, and the government undergoes retrenchment, 
the size of the government relative to the overall 
economy will decrease. This will also help weaken 
the potential impact of government salary increase on 
the overall inflation rate.  
 
Note that the government salary adjustment 
percentage needs not be equal to the increase in CPI. 
One reason for this is the substitution possibility in 
the consumption basket that allows the recipients to 
reach a similar level of welfare with less than 
equivalent increase of their pay. Another important 
reason is the following: Government officials are 
ultimately responsible for managing the economy. 
Hence if the economy witnesses excessive inflation 
then part of the responsibility belongs to them, and 
they should feel some pinch. Setting the inflation 
adjustment rate few points lower than rise in CPI 
during years of high inflation will let that happen. 
This will also establish a connection between the 
collective performance of the government employees 
and their remuneration. Currently there is hardly any 
such connection. In fact, presetting this adjustment 
rate at a particular level can help increase motivation 
and effort of government employees. In that case if 
the economy is managed well and actual inflation 
rate turns out to be below the adjustment rate, the real 
value of government salaries will increase. The 
converse will be the case if actual inflation rate 
exceeds the preset adjustment rate. Similarly, in order 
to create further incentives, the adjustment rate can 
also be made a function of the past year’s GDP 
growth rate. Etc.  
 
These are details that can be worked out once the 
basic principles of lump sum cash payment, regular 
inflation adjustment, and creation of a link between 
government salaries and the economy’s performance 
are accepted and adopted.  

 
Basic Principles of Salary Setting  

 
The switch to lump sum cash payment method of 
compensation is going to help in another important 
way. It is significant that both the private and the 
international sector of Bangladesh economy use the 
lump sum cash payment as the general method of 
compensation for their employees. (This also shows 
that Bangladeshis are quite accustomed to this 
method). Switching of government compensation to 
this method will make comparison of the government 
pay scale with the private and international scales 
easier and “transparent.”  
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This transparency is necessary to answer the thorny 
question of the amount by which government pay 
needs to be adjusted to make it rational. Ad hoc 
answers to this question are not satisfactory. For long 
run viability, the answer has to come from certain 
basic principles. The question is what are these 
principles?  
 
One possible principle is “parity with the private 
sector.” Note that this parity may not imply exact 
matching of the salaries. Government service has 
some attractive characteristics compared to the 
private sector. One of these is job security. 
Government service in Bangladesh is generally a 
lifetime job with associated retirement and pension 
benefits. Private sector jobs are more temporary and 
often have inferior retirement and pension benefits. 
Another attractive feature of government jobs, 
particularly, at higher echelons, is the name, fame, 
and recognition that such jobs often bring along. 
Finally, performing public service should be more 
emotionally satisfying than working for private 
employers. These and other attractive features may 
allow having parity even if the government salary is, 
to a certain extent, lower.  
 
However, in order to attract better quality personnel 
to government service, a policy of “more than parity” 
may be adopted. A matching salary coupled with the 
attractive features mentioned above may yield “more 
than parity.” If, in addition, the government salaries 
are higher, this will make government service even 
more attractive to the country’s younger generations. 
This will help reverse the current trend of 
deterioration in the quality of new entrants to the civil 
service. It is important to restore the prestige of the 
civil service and a “more than parity” principle will 
help doing so. Serving in the government should not 
be equated with living either on bribery or in poverty.  

 
Varying Degrees of Adjustment  

 
It is clear that the amounts by which government 
salaries need to be adjusted in order to have “parity” 
depend on the size of the differentials that exist 
between the government pay and the private sector 
pay. This differential may not be of the same extent 
(ratio) for different echelons of service. That has been 
the finding of one recent study on this issue. That 
being true, salaries of government employees of 
different levels will require different degrees of 
adjustment. However, the only way such varying 
degree of adjustment can be made acceptable is by 
making the differentials between the government pay 
and private sector pay transparent. Switching to the 

lump sum cash method of compensation for 
government service can do that.  
 
As noticed earlier, it is not only the differential with 
private sector pay that is putting pressure on 
government employees. There is also the added pull 
from the international pay scale. However, the latter 
pull is not applicable for all categories of government 
officials. Generally this is limited to a limited set of 
upper level and very qualified officers. However, this 
is also the set of government officials, whose 
allegiance and effort is very vital for successful 
functioning of the national government. Leaving 
them vulnerable to this pressure may not be good for 
national interests. Hence, in adjusting the salaries of 
this set of government officials, the pull of the 
international pay scale also needs to be taken into 
account.  
 
So the basic principle of “parity” still holds. 
However, in applying this principle it is necessary to 
determine which outside market competes for the 
relevant category of service. Adjustments will have 
to be made in light of the relevant market. But such a 
policy of varying degree of adjustment will be 
difficult to justify unless the differentials themselves 
are transparent to all.  
 
Note that raising salaries may not be the only way to 
reduce the pressure of international pay scale. 
Effective implementation of income tax laws vis-à-
vis people who enjoy international pay scale in 
Bangladesh can also help mitigate this pressure to a 
certain extent. Also, some of the attractive features of 
government service are more pronounced at these 
higher echelons of service. Satisfaction, visibility, 
and recognition from doing public service should be 
greater at these tiers. All these factors need to be 
taken into consideration in determining the exact 
adjustments. However, material compensation is 
important, and unless it is rationalized these other 
aspects of government service may fail to be enough 
to ensure sincerity and motivation.  

 
 

 
Budgetary Consequences of Salary Reform 

 
The common view that one hears regarding salary 
reform is that the government does not have enough 
money to carry out these reforms. Here the problem 
of “scope” discussed earlier raises its head with full 
force.  
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Rationalization of the Government’ s Size  
 

Rationalization of government salaries has to work in 
tandem with rationalization of the government’s size. 
The output of Bangladesh’s government sector can be 
broadly classified into three categories: marketable, 
semi-marketable, and non-marketable. Marketable 
output comprises of those products and services 
which are also (or at least can be easily) produced in 
the private sector and for which there is a private 
market. Government owned industrial enterprises, 
commercial financial institutions, utilities etc. 
produce this kind of output. Semi-marketable output 
consists of those services and products that were 
traditionally not produced by private entrepreneurs in 
Bangladesh and were not ‘sold’ in private market. 
However with time these are now being produced in 
the private sector too, and hence there are private 
sector prices for them. Education and health-care 
services are examples of such services. Many other 
developmental services can also now be put in this 
category. Finally, the non-marketable services are 
those that can generally be produced only in the 
public sector and there are no private sector prices for 
them. National level policy formulation and 
dispensation of justice are examples of non-
marketable services.  
 
Non-marketable services are generally thought to be 
the exclusive domain of the government. The degree 
to which the government should extend itself to the 
spheres of semi-marketable and marketable output is 
a matter of dispute. In Bangladesh, over the last two 
and a half decades, the government has been 
generally retreating from these spheres. The 
government’s role in direct business and commerce 
has been reduced substantially through programs of 
denationalization and privatization. It is now debated 
whether further withdrawal is warranted. 
 
A distinction, however, needs to be made between 
withdrawal of “management” and withdrawal of 
“ownership.” The Government can withdraw from 
(micro) management without necessarily 
withdrawing from ownership. Government-owned 
establishments that produce marketable outputs need 
to have the flexibility to respond to changing 
conditions in both output and input markets. This 
means that the government should gradually let these 
establishments determine their own pay and 
remuneration structures. The same applies to 
establishments that produce semi-marketable output. 
The prices that now emerge in the private sector for 
similar outputs can be used to judge their 
performance as well. These establishments should 

also have the independence to set their own pay and 
salary structures. 
 
This withdrawal is a complicated task, and it is easier 
said than done. But, in the long run, that is the 
direction in which Bangladesh has to move. Even 
China, a country under a communist party rule, is 
moving in this direction to make its state-owned 
enterprises more efficient. 
 
However, the government withdrawal from micro 
management will be helpful in two ways. First, it will 
allow these establishments to be out of the rigidity of 
the government pay structure and thereby can 
establish a link between performance and pay of their 
employees. This link can then be customized to the 
individual situations of the establishments. Second, 
this will reduce the scope of the government pay 
structure and confine it to civil service proper. 
Drawing upon the war analogy, the idea is to 
withdraw from fur-flung, ill manned fields to only 
commanding the heights and manning these heights 
properly. That will be beneficial for both the private 
and the public sector. Rationalization of the 
government’s size will make salary reform feasible. 
The budgetary consequence of salary reform for a 
smaller set of people should be far more manageable. 

 
Squeezing out Wasteful Expenditure from Budget 

 
The Bangladesh government actually presides over 
large revenue and development budgets. There are 
plenty of wasteful expenditure items in these budgets. 
These extend from purchase of bad foreign advice to 
purchase of dilapidated ships and planes. These 
monies will be better spent in the form of better pay 
to honest, dedicated, hard working members of the 
government civil service.  
 
The perspective from which this issue needs to be 
seen is provided by the question, what is the 
alternative? It is clear that the alternative is 
increasing corruption, disappearance of motivation 
and effort, and dissolution of national authority 
(some may say, sovereignty) in the corrosive sea of 
private and international interests. International 
studies consistently put Bangladesh near the top of 
the list of most corrupt countries. The World Bank 
has conducted a recent study showing that the GDP 
of Bangladesh would be much higher if there was 
less corruption.  
 
It may be noted that to the extent that effective pay of 
government officials is often higher than the official 
pay, the society as a whole is already paying them 
higher compensation. However, this way of paying 
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them extra compensation is harming national 
interests. Moreover, under the current bad 
equilibrium, it is the less honest officers who are 
benefiting. The sincere ones are suffering. Thus we 
have an outcome that is perverse from both 
viewpoints.  
 
The current bad equilibrium of the government 
service factor market is acting as a cancer in the heart 
of the Bangladesh society. It is affecting the entire 
nation, and it needs to be cured. The important thing 
is whether the country and its leadership have the 
necessary motivation. If they do, then the rest can be 
worked out.  
 
 

Conclusions 
 
Expansion of the private, the NGO, and the 
international sectors has made administrative reform 
very urgent in Bangladesh. Absence of this reform is 
leading to corruption, disappearance of motivation 
and effort, and erosion of national authority and 
capability. A central task of this reform is 
rationalization of civil service compensation. The 
rigidity of the government pay scale in presence of 
private and international pay scales has led to a bad 
equilibrium in the government service factor market. 
It has led to decline in effort and to deterioration of 
quality of entrants. It has led to an unhealthy gap in 
official and effective pay. It is harming national 
interests. It has made Bangladesh into a kind of, what 
westerners call, a “banana republic.” 
 
Administrative reform is a difficult and complicated 
task. Not everything can be accomplished in one 
stroke. The reform has to proceed by first tackling 
tasks that are feasible and then moving on to deeper 
issues. The first step may consist of a salary or 
compensation reform. This reform has to begin with a 
switch from the current fragmented and partially “in-
kind” method of payment to lump sum cash method 
of payment. This simple step is actually very potent. 
It will allow introduction of regular inflation-
adjustment of government pay. It will make 
comparison of different pay scales transparent, which 
in turn will help justify the varying degrees by which 
government salaries of different tiers will have to be 
adjusted to make these salaries rational. The 
adjustments may be grounded on the principle of 
“more than parity.” For large segment of the civil 
service, the competing pay scale is the national, 
private sector pay scale. However for some upper 
level officials, the international pay scale will also 
have to be taken into account in implementing the 
parity principle. 

Rationalization of government salaries has to proceed 
in tandem with rationalization of government size. 
Government has to withdraw from (micro) 
management of establishments that produce 
marketable and semi-marketable output. This is 
possible even without withdrawing from ownership. 
This will allow these establishments to perform better 
by creating their own salary and pay structures which 
are more suitable for the particular and changing 
market conditions that they face. At the same time, 
this will narrow down the orbit of the government 
pay scale. The government has to retreat from ill-
manned fur-flung stretches and occupy only the 
commanding heights and man these posts better. 
 
Rationalization of the government’s size will reduce 
the budgetary consequence of compensation reform. 
Bangladesh government presides over large revenue 
and development budgets that are replete with 
wasteful expenditure items. Given sufficient will on 
the part of the country leadership it is possible to find 
necessary resources for the reform. Bangladesh 
society as a whole is already paying higher effective 
pay to many government employees in a perverse 
way. The reform will only help end this perversity. 
 
There are many issues that have not been addressed 
in this paper. One such issue concerns monitoring of 
the civil service’s performance. To the extent that the 
civil service produces non-marketable output, this 
monitoring has to be done through non-market 
methods. The main role in this regard belongs to the 
political process, which is supposed to reflect the will 
of the people. This illustrates the connection between 
different components of governance issue.  
 
Note that the compensation issue is important for 
improving the political process too. Many of the 
arguments made in this article for rationalization of 
the civil service compensation also apply to 
rationalization of compensation of the political, 
elected officials, namely the ministers, members of 
the parliament, etc. However, that is a subject matter 
of a separate, fuller discussion and hence remains 
outside the scope of this paper.  
 
Even restricting to the civil service and not 
considering the deep issues postponed for now, there 
are many other issues of administrative reform than 
of compensation. For example, there are issues of 
promotion, precedence, training, supervision, 
transfer, inter-relationship among cadres, entry to 
Senior Service Pool, etc. These all need to be 
discussed more thoroughly. Even the issue of salary 
reform has been discussed here only in terms of 
broad principles. An enormous amount of details 
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needs to be worked out before a concrete blueprint of 
the suggested reform can emerge.  
 
In this paper, we have therefore barely scratched the 
problem of administrative reform. The issue is of 
vital importance and cannot be resolved through 
close door deliberations of commissions; instead, 
open public discussion is necessary. The purpose of 
this paper is primarily to contribute, in a limited way, 
to that discussion. 
 
 

Endnotes 
 
1.  See for example, Dia (1993), Frischtak (1994), 
World Bank (1991, 1992, and 1994), and UNDP 
(1993). There is of course certain amount of irony in 
the aid agencies’ now becoming concerned with the 
‘governance’ problems of the developing countries. 
First of all, the current civil administrative structures 
in place in most of the developing countries are 
legacies of colonial administrations that were 
imposed on these countries when they were colonies 
of the current so called aid-giving countries. Second, 
even during the post-independence phase, most of the 
important policy decisions in these countries were 
taken under the aegis of the aid organizations. So the 
aid agencies are as much a part of the problem here 
as advocates of solution.  
 
2  The third volume of the Review of Bangladesh’s 
Development, produced by the Center for Policy 
Dialogue is devoted to the ‘governance’ issue. See 
Sobhan (1997). Also see Barenstein (1994) and 
Sobhan (1998).  
 
3  For a discussion of the political process related 
issues and  ideas, see Islam (2000). 
 
4   The government is about to table two draft laws in 
the Bangladesh Parliament session of June 2001 
geared toward the autonomy of ‘Bangladesh Radio’ 
and ‘Bangladesh Television.’  
 
5  See Abramovitz (1986). For further discussion on 
“social capability” see Koo and Perkins (1995), 
Bergstrom (1997), and Temple and Johnson (1998). 
 
6  See Sen (1985). For a discussion see Basu (1987). 
 
7.  We use the expression ‘bad loans’ in a generic 
sense to refer to all loans that are not performing 
properly from the viewpoint of their original 
repayment schedules.  
 

8.  Gono Shahajjo Sangstha (GSS) is one of the 
largest NGOs in Bangladesh and recently became 
exposed for alleged mismanagement and other 
malpractice.  
 
9. There are some ominous signs that all may not be 
going well in these respects. For example, 
Bangladesh is now having to pay huge sums of 
money in foreign exchange to foreign companies for 
purchase of its own gas! The newspapers often carry 
reports of PetroBangla defaulting on such payments! 
The earlier experience regarding KAFCO (Karnafuli 
Fertilizer Company) is also unsettling. See Hye 
(2000) for a recent account of the KAFCO saga.   

 
10.  This includes decisions concerning which 
projects to be approved, how these projects are to be 
designed, what items to be imported, who should get 
the work, how the work should be done, and finally 
how the work should be evaluated. For an earlier 
discussion of the nature and consequence of aid 
dependence for Bangladesh, see Sobhan (1982) 
 
11  For a discussion of innovative ways of mobilizing 
Bangladesh’s domestic resources, see Islam (1987). 
 
12  International surveys of corruption routinely 
place Bangladesh among the most corrupt countries. 
See, for example, Mauro (1995). The World Bank 
(2000) has recently conducted a study showing how 
much Bangladesh would have gained economically if 
corruption could be ended.  
 
13  See Wade (1990) and World Bank (1993) for 
differing views regarding the East Asian experience 
of economic growth 
. 
14  Parenthetically, it is indeed very difficult to 
understand why at all RAJUK should create and 
develop such plots using taxpayers’ money and then 
distribute them to few well-connected individuals! 
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MALE MIGRANTS' RETURN, WOMEN'S FERTILITY  
AND HIV STATUS IN BANGLADESH 

 
Patricia Lyons Johnson 

 

ABSTRACT 

This paper deals with the potentially deleterious effects of the return of male migrants on both the fertility 
and health of their wives who, because of cultural constraints, are unprepared to protect themselves against 
unwanted pregnancy and/or sexually transmitted diseases, such as HIV/AIDS.  I explore the relationship 
between male migration, commercialized sex and HIV infection and argue for the use of condoms as both 
contraceptives and prophylactics.  Immediate intervention to promote condom use may mean prevention of 
an AIDS epidemic that would take the lives of millions of Bangladeshis.  
 

Introduction 
 
Bangladesh has been notable for the amounts of 
development funding donated to the country in 
an attempt to alleviate the overwhelming poverty 
and correlated misery that have characterized the 
nation since its inception in 1971.  Most 
observers would agree that particular initiatives, 
such as fertility reduction through family 
planning and mortality reduction through better 
delivery of health care, particularly to women 
and children, have been highly successful.  There 
is, however, less consensus about the success of 
development programs designed to reform the 
Bangladeshi economy (Shand and Alauddin 
1997, p.3).  Although unemployment rates have 
improved since 1990 (Bangladesh Bureau of 
Statistics 1999, p. 148) large numbers of the 
labor force have sought better opportunities 
through both rural to urban internal migration 
and international migration (Chaudhury 1978; 
Hossain and Roopnarine 1992; Mahbub 1985-
86; Matin 1986; Osmani 1986).  Much of this 
migration involves males whose wives remain at 
home.  This paper deals with the potentially 
deleterious effects of these migrants' return on 
both the fertility and health of these wives who, 
because of cultural constraints, are unprepared to 
protect themselves against the possibilities of 
unwanted pregnancy and/or sexually transmitted 
diseases.  I argue that both Bangladesh's 
peripheral position in a global economy and 
women's peripheral position within Bangladeshi 
society contribute to this problem.  
 

The Scope of Bangladeshi Migration 
 
Migration is not a new phenomenon in 
Bangladesh.  During the 19th century, while still 
part of India, East Bengal sent migrants to the 

west, particularly to the United Kingdom, and 
almost exclusively from the Sylhet area.  In the 
1970s patterns of migration changed radically as 
Great Britain implemented stricter immigration 
legislation while, at the same time, the oil-rich 
countries of the Middle East experienced a need 
for cheap and primarily low-skilled labor 
(Osmani 1986, p. 24-26).  Although Mahmood 
(1995, p. 700) notes the presence of Bangladeshi 
migrants in "…South Korea, Japan, Taiwan, 
Hong Kong, Thailand, Malaysia, Singapore, 
Brunei…the U.K., Germany, Sweden, 
Italy…and in the U.S. and Canada," labor 
migration has, since 1971, remained focused on 
the Middle East.  This migration has been 
characterized by short-term contracts of one or 
two years, with a much smaller number of three 
or four year contracts.  These prosperous 
destination countries are interested in 
Bangladeshi migrants not as future citizens, but 
as temporary workers in low paying jobs that 
require little in the way of already formally 
acquired skills.  While it is extremely difficult to 
determine the current numbers of international 
migrants, the official number of Bangladeshis 
employed abroad in 1994 was a bit over 
186,000; in 1998 it was almost 268,000, an 
increase over 4 years of about 44%  (Bangladesh 
Bureau of Statistics 1999, p. 179).  These are 
official figures, which "significantly understate 
total labour outflows" (Athukorala and 
Wickramasekara 1996, p. 555), and they do not 
include students, migrants who are not employed 
and migrants who are illegally resident in foreign 
countries.  Between 1980-90, almost 297,000 
Bangladeshis were recorded as entering the Gulf 
States as migrants; by the early 1990s, the figure 
had risen to almost 508,000 (Massey et al. 1998, 
p.139).  Accurately assessing the number of 
Bangladeshi international migrants is extremely 



difficult, but it is even more problematic to 
determine the number of people who have 
migrated internally, since people move freely 
about the country. However, its magnitude may 
be gauged by the effect on urban populations of 
rural-urban migration, the most important type of 
internal migration.  In 1990 the population of 
Dhaka, the capital and a primary target area for 
rural migrants, was 6.2 million; the projected 
population by 2015 is 19.5 million. (Consultative 
Group on International Agricultural Research 
2000).  While part of this increase will be due to 
the fertility of current residents, the "most 
important contributor to increased urban 
population has been rural-urban migration" 
(Mahmood 1995, p.710).   
 
It is equally difficult to assess return flows of 
migrants, an important aspect of this paper, since 
records on returns are not kept either for internal 
or international migration.  In some sense, it may 
not be reasonable to discuss return flows for 
internal migrants since in many cases, migrants 
return quite regularly as visitors to their home 
areas although they continue to live and work 
elsewhere.  With respect to international 
migrants, the brevity of labor contracts suggests 
a considerable return flow and Osmani (1986, p. 
34) has calculated, for a three-year period, return 
flows ranging between 43 and 69 percent. I can 
provide some information from my own 
experience in Matlab, a rural area, where I 
conducted fieldwork for a year in 1998.  
Although my work had no direct connection with 
migration, one criterion for inclusion in my 
sample was that husband and wife be cohabiting.  
In the three largest villages of the six from which 
the research sample was to be drawn, there were 
1751 married women who met the other criteria 
for inclusion.  However, 38% of these women 
had non-resident husbands who had migrated, 
either internally or internationally to pursue labor 
opportunities.  Once the sample was selected 
from those women who met all the criteria, 
including a resident husband, the situation 
became more complicated, but also more 
informative.  Over the course of the project, a 
sizeable number of women who had not been 
included in the sample subsequently asked to be 
included because their husbands had since 
returned.  Conversely, many women who had 
been included in the sample had to be replaced 
because, between the drawing of the sample and 
the actual interview, their husbands had left.  The 
point to be made here is how widespread 
migration has become and, even more 

importantly, how fluid the status of "migrant" 
can be.  And it is precisely this fluidity, this high 
unpredictability of male migrants' returning that 
bears particularly on the questions of interest, the 
fertility and health consequences for their wives 
when these men return.   
 

Functional Marital Status and Fertility 
 
 Bangladesh has experienced remarkable change 
in fertility over the past 25 years.  In 1975 the 
country’s total fertility rate (TFR) was 6.3 (Mitra 
et al. 1995, p.27).  That meant that the average 
woman could expect to produce 6.3 children if 
she survived to age 50, and current age-specific 
fertility rates continued.  By 1994 TFR had 
declined to 3.4 (ibid.) and the international 
database of the U.S. Census bureau estimates the 
2000 TFR as 2.9 (U.S Census Bureau 2000).  
This marked and rapid decline has been 
attributed to the success of family planning 
programs and to the consequent increasing use of 
modern contraceptives. This is usually expressed 
in terms of increasing contraceptive prevalence 
rates (CPR).  Those rates are calculated by 
dividing the number of women using 
contraception by the number of eligible women, 
and the number of eligible women is defined as 
the number of women exposed to the risk of 
conception because they are in marital unions. If 
600 women are using contraception in a 
population of 1000 eligible women, we talk 
about a 60% CPR.  Limiting "women at risk for 
conception" to married women often inspires 
skepticism.  We know that women can be “at 
risk” and not married.  But in Bangladesh, and 
probably in many Muslim countries, that is 
probably a more realistic definition than in many 
other parts of the world, largely because of the 
effects of purdah, the seclusion of females that 
begins as they approach puberty.  I focus on the 
concept of CPR because it is useful in trying to 
understand the ambiguity inherent in being the 
non-migrant wife of a migrant husband.   

 
Most wives in Bangladesh are both officially and 
functionally married; their official status is 
"married woman" and they fulfill the functions, 
sexual and otherwise, of married women and are 
appropriately included in the number of women 
at risk for conception.  Unmarried women, 
similarly, are officially and functionally 
unmarried; their official status is unmarried and 
they perform the functions of unmarried women, 
which means, among other things, that they are 
not sexually active and consequently not at risk 
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for conception.  In both these cases, official and 
functional statuses coincide.  
 
The position of wives of migrants, however, is 
more complicated.  Women whose husbands are 
absent are, in one sense, like unmarried women 
and should not be included in the number of 
women at risk, because, like unmarried women, 
they are culturally not at risk for conception 
since they cannot properly engage in sexual 
intercourse because their husbands are not 
present.  But the wives of migrants are also 
different from unmarried women.  In general in 
Bangladesh, entering into or exiting from 
marriage, through divorce or widowing, is 
relatively dramatic, and the probability of 
multiple marital transitions within short periods 
of time is small.  For example, a woman might 
experience a sudden move from marriage to 
widowhood or divorce, but it is unlikely that 
over a short period of time she will experience 
multiple such changes in her status.  Unmarried 
women are also unlikely to move suddenly from 
the unmarried to the married state and become 
wives, since marriage usually requires 
considerable negotiation and preparation.  But 
the wives of migrants occupy a position in which 
their official status and their functional status are 
not necessarily consistent at any one time.  They 
are officially married, but functionally 
unmarried, in that, since they are not cohabiting, 
they are not at risk for conception.  But what is 
probably more important is that, if their 
husbands have migrated over such short 
distances within Bangladesh that they can visit, 
these women may change their functional 
married state every week, moving from 
"unmarried" to "married" each weekend.  In the 
case of long distance migration within 
Bangladesh or international migration, their 
functionally unmarried state is likely to be more 
long term, but their change back to a functionally 
married state may be equally unpredictable, in 
that a husband may return without forewarning.  
Either of these scenarios presents particular 
problems for these women in terms of family 
planning.     
 
Using contraceptives implies the likelihood of 
sexual intercourse, since otherwise, there is no 
need to contracept. The most popular reversible 
contraceptives in Bangladesh are pills and 
injectibles and both require advance planning if 
they are to be used effectively.  This means that 
women who want to be protected against the risk 
of conception when their husbands return need to 

use these contraceptives during a period when 
their husbands are away, that is, when they do 
not have a resident legitimate sexual partner. The 
cultural assessment of women who use 
contraceptives when they have no resident 
legitimate sexual partner is highly negative, since 
this behavior can be interpreted as suggesting 
that they have or want to have illegitimate sexual 
partners.  Not surprisingly, this does not 
encourage women to use contraceptives while 
their husbands are away, even if they want to 
limit family size. The result is that women whose 
husbands return from migration and who wish to 
avoid pregnancy are unlikely to be protected 
against the risk of conception at the time of the 
husband’s return.  What is needed in these cases 
is a contraceptive that can be used expediently 
and without prior preparation.   
 
Migration and Sexually Transmitted Diseases 
 
A further consideration for these women and 
their families is becoming painfully clear as we 
learn more about the relationship between 
migration and sexually transmitted diseases.  
Recent research has brought to light a great deal 
of iformation about this relationship and the 
news is not good.  "As people migrate, the rules 
of sexual behavior change, opening new avenues 
for sexual encounter, but also exposing the 
person to enhanced risk of HIV and STDs" 
(Herdt 1997, p.3).  While any STD can have 
devastating effects, HIV/AIDS1 presents an 
especially serious prognosis and the almost 
certain mortality connected to this disease in 
impoverished nations makes efforts at prevention 
urgent.  Numerous studies have connected 
transmission of the human immunodeficiency 
virus to commercial sex  (Caldwell et al. 1997; 
Singhanetra-Renard 1997; Carael 1997), a 
common behavior throughout the world for 
migrant men who are unaccompanied by their 
wives.   It seems to me to be a special problem, 
however, in countries like Bangladesh and the 
Muslim countries of the Middle East, where 
families seclude their female members and 
virtually the only available extramarital 
heterosexual partners are sex workers.  Data on 
commercial sex in Bangladesh are scanty, but a 
study done in a brothel in Tangail, about 60 
miles north of Dhaka, provides some worrying 
figures.  "Sex workers entertain an average of 
three clients per day. While 90 percent are aware 
of diseases like syphilis and gonorrhea, only 3 
percent reported using condoms. Sixty percent 
reported having had an STD (20 percent have an 
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active STD)" (AIDSfocus Newsletter 1997, p.1).  
In Bangladesh's major port, Chittagong, a study  
"…found that nearly 42,000 men access sex 
workers every week…with each sex worker 
averaging between nine and 15 partners per 
week. …Chittagong sex workers rarely request 
condom use since condoms are known locally as 
useful only for family planning purposes" (MAP 
1999, p.14).  This same report (op cit, p.16) goes 
on to say  
 

In the Asia/Pacific region, sex 
workers are particularly vulnerable 
to HIV…and represent the most 
significant core group for 
transmission to the rest of the 
population through their clients.  
The critical factors influencing the 
rate of spread from sex workers 
include the number of clients per 
day and the proportion of men in a 
society who regularly visit sex 
workers.  In nations with high 
levels of both of these factors and 
where sex is not protected by 
condoms, HIV epidemics spread 
very rapidly. 
 

Clearly, when sex workers engage in unprotected 
intercourse with multiple partners, the probabilty 
if contracting an STD increases both for them 
and for men who resort to commercial sex. 
 
With respect to the relationships among 
migration, commercial sex, and HIV/AIDS, 
Caldwell et al. (1997, p.51-52) note about the 
African situation: 
 

AIDS probably has a closer 
relationship to migration than any 
other infectious disease…for 
migration is a primary cause of 
behaviour which facilitates the 
transmission from one person to 
another. Migrant men are more 
likely to seek new sexual partners 
and more likely to find them in 
commercial sex than when at home 
…commercial sex is more 
dangerous because the women 
involved in it usually have a large 
number of partners and because 
some of these partners live 
particularly high-risk lives. 
 

Given what we know about the relationship 

between migration and HIV/AIDS, we should 
perhaps be thinking about what the return of 
male migrants may mean for their wives not only 
in terms of fertility, but also in terms of their 
health and, perhaps, their very lives and the lives 
of their children.  For these women 
contraceptives may be able to serve as both 
protection against unwanted pregnancy and 
protection against sexually transmitted diseases. 
The ideal contraceptive method, then, for women 
whose husbands return from migration would be 
one that addresses both the problem of advance 
preparation already mentioned, and that also 
inhibits transmission of such diseases. As with 
any contraceptive, it would also be desirable that 
health side effects of its use be minimal or non-
existent.  Low cost would also be an advantage.  
There is an obvious contraceptive method that 
fulfills all these requirements: condoms.  They 
can be used expediently, they are low cost, their 
side effects are minimal, and they inhibit the 
communication of sexually transmitted diseases.  
In the words of a UNAIDS report (ibid, p. 59-60) 
"All the scientific evidence points in the same 
direction: correct and consistent use of condoms 
of good quality vastly reduces the likelihood of 
HIV transmission."  The high rates of 
Bangladeshi male migration would suggest, then, 
that, in areas characterized by such migration, 
development monies would be well used in 
programs that emphasize, promote, and 
encourage the use of condoms. 
It seems relevant at this point to discuss what is 
known about the prevalence of HIV/AIDS in 
Bangladesh and in the Middle Eastern countries 
to which so many migrants travel.  Within 
Bangladesh, data are again few and pertain to 
small samples.  Officially, Bangladesh is listed 
as a country with low HIV prevalence and with 
projections over the next 3-5 years of a slow 
increase in prevalence.  It is worth noting, 
however, that West Bengal, the contiguous 
Indian state and one with which there is 
considerable border crossing, has an adult HIV 
prevalence among high risk populations of over 
5% (MAP 1999, Annex 1, p. 13).   Moreover, 
projections for India's future are dire: "with a 
population approaching one billion…3 million to 
5 million of its people are infected, and the 
number of new infections will double every 14 
months" (Satcher 1999, p.1479).  Figures from 
the World Health Organization on North Africa 
and the Middle East are similarly low, with an 
adult prevalence rate in 1999 of .12%2 (World 
Health Organization 2000)).  In both Bangladesh 
and the countries to which men predominantly 
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migrate, it appears, on the basis of limited 
sampling, that there is not yet an HIV/AIDS 
epidemic.  That means that in Bangladesh 
aggressive action taken at this point may well be 
able to avert the effects of the predicted Asian 
pandemic.   Indeed, a recent World Bank news 
release (No. 99/2268/SAS) speaks of 
Bangladesh's "unique opportunity…to act early 
and decisively.5"  
 

Approaches to Promoting Condom Use 
 
A useful paradigm for the development of 
condom promotion policy is what has been 
termed "harm reduction," an approach that has 
been used in a number of countries, including 
Holland, the United Kingdom, Australia, Canada 
and the United States (Erickson et al. 1997; 
Marlatt 1998; Inciardi and Harrison 2000) to 
reduce high-risk behaviors.  Although the 
primary focus of harm reduction strategies has 
been addiction, it can also provide a model for 
dealing with other high risk behaviors (cf. Shell-
Duncan-Schell 2001), including high risk sexual 
behaviors.  An important assumption of harm 
reduction programs is that although the 
elimination of high risk behavior is an ideal, the 
reality is that most individuals will not practice 
abstinence.  Consequently, harm reduction 
attempts to minimize the deleterious effects of 
ongoing high risk behavior through education 
and the provision of safer alternatives.  It is 
important to note that, contrary to some 
criticisms, harm reduction policies are not 
opposed to abstinence, nor do they advocate high 
risk behavior.  Their efficacy comes from the 
recognition that even if humans strive toward 
perfection they are fallible, and from their 
attempts to ameliorate the outcomes of such 
fallibility for both those engaging in high risk 
behavior and the other people upon whom those 
behaviors have an effect. In the case of 
intravenous drug use, an early arena for such 
programs, the provision of safer alternatives has 
included strategies such as medicalization of 
addictive drugs, substitution of less harmful 
substances (such as methadone), and needle 
exchanges.   
 The appropriateness of a harm reduction 
approach in Bangladesh at this crucial time is 
perhaps best summed up by Marlatt (1998, p. ix)  
  

[H]arm reduction is much more 
than a humane approach to those at 
highest risk and already suffering 
the consequences of their 

behaviors, it can apply to the whole 
population, stretching along a 
continuum of risk from high to low.  
The broadest way that harm 
reduction can be conceptualized 
is in relation to prevention in 
populations who are not yet 
afflicted by the problem in 
question (my emphasis).  A great 
number of individuals in a society 
fall into those low- and moderate-
risk groups, making the potential 
benefit of harm reduction large. 
 
 

Marlatt's category "populations who are not yet 
afflicted" would seem to currently fit most of 
Bangladesh and the potential for keeping those 
populations protected through harm reduction 
procedures is great. But the country is at a 
critical point that requires that such policies be 
formulated and implemented soon if they are to 
be effective in averting the potential cataclysm 
that ignoring HIV/AIDS may produce. 
 
We know that there are effective measures to 
limit the transmission of HIV/AIDS and that 
successful programs stress the importance of 
prevention, focusing on education and behavioral 
change.  With respect to education, research 
concerning knowledge of HIV/AIDS in 
Bangladesh provides some depressing data.  
Only 19% of ever-married women and 33% of 
currently married men have ever heard of AIDS, 
and that knowledge is greatly skewed toward the 
educated and the urban in a country where most 
people have low levels of education and are 
rural.  Of those few who have heard of AIDS, 
41% of the women and 27% of the men believe 
there is no way to avoid HIV infection, and of 
those who believe there is a way to avoid the 
disease, 69% of women and 51% of men have no 
idea of how that might be done (Mitra et al. 
1997, p.181).  In another survey of girls and boys 
aged 15 to 19, approximately 95% of the girls 
and just under 90% of the boys did not know 
how to protect themselves against HIV 
(UNAIDS 2000, p.43).  These studies suggest 
that HIV/AIDS education within Bangladesh 
will require a major commitment and will have 
to start early in life.  While it may be 
discomforting to some to consider the discussion 
of sexuality as part of the educational system, it 
is possible to conduct such programs without 
offending sensibilities since they can be designed 
around informing students of the possible fatal 
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outcomes of unprotected sexual intercourse and 
can offer abstinence as a possible strategy.  Once 
educational systems impart basic information 
about HIV/AIDS, those who choose not to 
pursue abstinence can obtain further information 
from more general programs designed to meet 
the needs of all individuals.  The harm reduction 
paradigm has shown that such programs work 
best as local level programs, conducted by local 
people, often those who have themselves been 
members of high risk groups.  Returning 
migrants would seem to be an ideal group for 
recruitment of such educators; they have gone 
through the migration experience themselves and 
are able to speak with authority to future 
migrants.  Such migrant educators would 
themselves need education designed to deal with 
the etiology, prevention and treatment of 
HIV/AIDS before they could, in turn, act as 
resources for local people.  The costs of training 
such peer educators to work locally with people 
who know and trust them would be considerably 
less than initiating a top-down program to 
address the problem, and miniscule when 
compared to the financial and social costs 
incurred by increases in HIV/AIDS.  Migrant 
men can provide information for local males, 
whether they intend to migrate or not, but they 
will probably not be able to discuss the subject 
with women.  It is crucial that both males and 
females have access to information that can save 
their lives and the lives of their children.  In 
terms of reaching women, Bangladesh has a 
great advantage in that the government has 
already established a system of female family 
health workers whose principal responsibilities 
involve family planning information and who 
focus on women; these workers are a natural 
local level source of information about 
HIV/AIDS for those women.   At the same time, 
a more general public information program 
needs to be mounted, using the same kinds of 
media coverage utilized in family planning 
campaigns.  Radio would be of particular 
importance in reaching a large illiterate 
population.    
 
Beyond education, the means to engage in safe 
sex need to be available, since presumably some 
percentage of the population will continue to 
engage in potentially high risk sexual practices.  
Information about AIDS transmission without 
the ability to prevent that transmission will not 
deter the spread of the disease.  Since condoms 
have been proven as effective prophylaxis, they 
would seem to be an obvious choice for those 

who will not or cannot choose abstinence as a 
strategy4.  There has been no dearth of condoms 
in Bangladesh and social marketing has made 
them an affordable means of contraception for 
many.  For those for whom the minimal costs are 
still too high, further subsidies could be 
provided.  Again the costs of these subsidies are 
inconsequential when compared to the costs of 
epidemic AIDS.  More importantly, the double 
protection provided by condoms has not been 
emphasized in campaigns designed to foster their 
use, which have focused on their contraceptive 
properties.  Responsibility for family planning 
has largely been delegated to women and men 
have been minimally involved, with the result 
that female contraceptives have been 
emphasized.  It is understandable that family 
planning has focused on women, who have a 
greater interest in controlling fertility because the 
physical costs of pregnancy fall 
disproportionately on them.  But it is possible to 
make men active participants in promoting 
condom use, both for family planning and 
prophylactic purposes.  During my own research 
on family planning men continually told me that 
they appreciated being included and consulted, 
since they felt that family planning had become 
exclusively a female domain.  Because men do 
not bear the greatest physical burden of 
pregnancy does not mean that they are oblivious 
to or uncaring about the welfare of their wives.  
Programs that emphasize the double protection 
provided by condoms need to include men and to 
appeal to their desire to protect their loved ones, 
both wives and children.   
  
While high rates of marital condom use (at least 
20%) have been reported for some countries 
(Knodel and Pramualratana 1996, p. 101), there 
are also reports that suggest problems in 
promoting such use (ibid).  The experience of 
Thailand is instructive since that country has 
been recognized as vigorously addressing its 
AIDS epidemic.  According to Knodel and 
Pramualratana (1996) Thai men are willing to 
use condoms in commercial sex encounters 
because they recognize the dangers of 
contracting HIV/AIDS.  In marital sexual 
relations, however, men are reluctant to use 
condoms because they are felt to decrease men's 
pleasure and to create questions as to spousal 
fidelity.  While men are willing to forego some 
pleasure in nonmarital sex for the sake of safety, 
only 2% of marital contraception involves 
condom use.  Condoms are seen as an effective 
prophylactic, but not as a desirable or 
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particularly effective contraceptive, the opposite 
of the Bangladeshi perception.  It is important to 
remember that Bangladeshis are not Thais and 
that different initial environments, different 
approaches to the problem and different views of 
sexuality may well create different outcomes.   In 
Thailand, for example, "both commercial sex 
patronage and noncommercial sexual contacts 
are common for married…men" (Knodel 1996, 
p.97).  This is not the norm for Bangladesh and 
the men most at risk for such behaviors are 
migrants when they are apart from their wives.  
What might prove to be the best harm reduction 
strategy for such men and their wives is one that 
emphasizes the use of condoms upon return for a 
period during which wives could arrange to avail 
themselves of other means of contraception and 
men could undergo voluntary testing for STDs of 
all types.  Testing cannot, of course, stand alone 
and needs to be accompanied by adequate 
counseling for those found to be HIV positive.  
That counseling would presumably include 
discussions of safe marital sex.   Such a strategy 
would meet the needs of harm reduction for both 
partners.  Suggesting voluntary testing and 
counseling in Bangladesh may seem unrealistic, 
given the costs of such programs, but AIDS is a 
development issue as well as a public health 
issue and development funds would be well used 
to support such programs.  "Redirecting to AIDS 
existing project resources already programmed 
for social funds, education and health projects, 
infrastructure and rural development is fully 
justified, as the AIDS epidemic …undermin[es] 
the very goals of these other investments" 
(UNAIDS 2000, p. 114). 
 

Personal Agency and Condom Use 
 
There are two major potential objections to any 
policy measures that encourage condom use as 
an effective measure for the double protection of 
non-migrant wives.  The first is a practical 
objection based on the assumption that men will 
not use condoms.  Indeed, based on past usage, 
this is not an irrational argument.  Condom use 
has increased in Bangladesh, but condoms have 
never constituted a large percentage of total 
contraceptive methods, rising from 0.7% in 1975 
to 3.9% in 1996-97(Mitra et al.1997: 50).3  This 
argument is clearly based on the assumption that 
because Bangladeshi men have not used 
condoms, they will not use condoms.  Perhaps 
the best counter to that argument is the history of 
family planning in Bangladesh. When family 
planning programs began in the early 1950s in 

what was then East Pakistan, no one could have 
predicted their eventual success.  It was assumed 
that, for a number of reasons, people would not 
use contraceptives to limit family size.  Among 
those reasons were high infant and childhood 
mortality; a cultural preference for large families 
and especially for sons; the economic 
dependence of the elderly, especially women, on 
their children and, again, especially on sons; and 
the labor value of children.  Nonetheless, as 
Figure 1 shows, these programs enjoyed 
enormous success and a reasonable question 
concerns what created that success. 
 
Some important supply side factors helped.  In 
the early 1970s the newly independent 
government of Bangladesh widened 
contraceptive options while simultaneously 
providing greater access through what has since 
been termed “doorstep delivery,” in which 
contraceptives were delivered to women by 
health or family planning workers.  But there 
have been important changes on the demand side 
as well.  Infant and childhood mortality have 
declined dramatically (Figure 2).  In 1979-83 
there were 117 infant deaths per 1,000 live 
births. By 1989-93, that number had dropped to 
87 (Mitra et al. 1995, p.14) and in 1998 to 72.8 
(Development Data Group 2001).  A similar 
decline has taken place in under-five mortality 
(Figure 3), from 180 deaths per 1,000 live births 
in 1979-83 (Mitra et al. 1995, p.14) to 96 in 1998 
(Development Data Group 2001).  What that 
means, of course, is that people can expect that a 
greater percentage of their offspring will survive; 
they no longer have to produce "excess" children 
in the expectation that some will be lost.  The 
decline in mortality is, of course, welcome, but 
there are other factors contributing to lower 
fertility that are not such boons to Bangladesh.  
 
 Between 1960 and 1985, landlessness increased 
dramatically, from a total of 1.5 to 7.75 million 
landless households, and the percentage of 
families considered functionally landless, i.e., 
with 0.5 acres or less, grew from 35 in 1960 to 
50 in 1978 (Hossain 1987, p.25).  In 1998, 56% 
of all land holdings qualified as functionally 
landless (Bangladesh Bureau of Statistics 1999, 
p.196).   Increasing landlessness has resulted 
from a combination of population growth with 
partible inheritance, land loss through natural 
disaster, and land transfers that have sharply 
distinguished the landless poor from what have 
been termed "middle peasants" and large 
landholders (Hossain 1987, p.24) or what White 
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(1992) has referred to as the distinction between 
chotolok (little people) and borolok  (big people).  
The relative returns of agriculture and dealing in 
land, e.g., letting land to sharecroppers or 
tenants, make the latter a more profitable use of 
land.  Because large landholders therefore opt to 
specialize in land dealing, even they do not 
provide agricultural opportunities for the 
landless poor.  Consequently, the increase in 
landlessness has not been offset by increases in 
reliable agricultural employment, and landless 
farmers are forced into service or artisanal 
employment.  At the same time, the decline in 
income for rural farming creates limited markets 
for such goods and services, and people thus 
employed are seriously underemployed (Hossain 
1987, p. 22:24).  Landless households cannot 
benefit from the labor of children on family 
farms, and the saturation of the agricultural labor 
market and the underemployment of non-
agricultural workers in rural areas suggest that 
adults, not children, will benefit from the few 
employment opportunities available. 

 
With respect to children's value as old-age 
support, telling evidence comes from Duza and 
Nag's research in Matlab.  The authors discuss 
parents' views on "the notion that male children 
provide a form of old-age security" as elicited in 
focus group sessions (Duza and Nag 1993, p. 
73).  Pointing to increasing scarcity of resources, 
including land, they summarize three reasons 
why parents now see sons as a less reliable 
source of support.  While one reason has to do 
with perceived changes in marital relations such 
that sons are influenced more by wives than by 
parents, the other two refer directly to conditions 
of economic deterioration in which adult 
children are seen as incapable of supporting 
themselves because of scarcity of land or 
employment, and therefore incapable of 
supporting parents, either because of their 
limited income or their need to migrate for 
employment. 
 
There are two points to be made here: conditions 
change, and people have agency, so that when 
conditions change, they are capable of adapting 
to new situations with new behavior.  This has 
certainly been the case with respect to 
willingness to use certain contraceptive 
technologies.  As people become more aware of 
the dangers of STDs, particularly of the 
potentially fatal danger of HIV and AIDS, 
practice can change as well.  But motive, that 
demand element, will only follow education, and 

even the best motives will not be sufficient to 
effect the necessary change if programs do not 
emphasize the supply element and advocate the 
use of condoms.  
 

Structural Reform and Condom Use 
 

The second objection is somewhat more complex 
and argues that advocacy of condom promotion 
ignores the underlying issues.  Let me now 
address this objection which is sometimes 
referred to as a "band aid" argument, that is, as 
objecting to the use of temporary and expedient 
solutions instead of the radical solutions to 
underlying structural problems.  There are two 
important and encompassing problems that need 
to be addressed: Bangladesh's peripheralization 
in a global economy, and women's 
peripheralization in Bangladeshi society.  I want 
to be clear here that I am using “peripheral” not 
as a synonym for unimportant, but rather in the 
sense associated with underdevelopment 
theorists, as simultaneously necessary for the 
continued operation of a system, and without 
power within the system.  Bangladesh has been 
peripheralized for a long time and with 
devastating effects.  When the country was still 
East Bengal, the British consciously demolished 
the prosperous native textile industry in order to 
eliminate competition with British textiles and to 
provide a market for them.  In destroying an 
industrial base, the policy also effected the 
relocation of urban textile workers and their 
greater direct reliance on an agricultural base, 
increasing the demands on rural resources.  At 
the same time, British fiscal policy revised an 
existing prebendary system in ways that made it 
insensitive to fluctuations in production and 
increased the economic and political powers of 
the zamindars (tax collectors-landlords) in ways 
that still redound in village level patron-client 
relationships.  East Bengal's agricultural 
production was also manipulated to meet British 
needs. When the Crimean war closed the Russian 
hemp trade to Britain, colonial policy 
encouraged production of jute and it became East 
Bengal's primary export.  This cash crop became 
so important that land was removed from rice 
cultivation to meet the demand.  But jute 
processing took place far from the local source.  
Factories were located in West Bengal as part of 
an overall process that assigned West Bengal, 
and especially Calcutta, to the position of 
internal core to East Bengal's internal periphery, 
a process that was to have further repercussions 
after Indian partition left Muslim East Bengal 
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seriously lacking in industrial facilities and 
knowledge (Baxter 1997).  After partition 
assigned East and West Bengal to Pakistan and 
India, respectively, factories for jute processing 
were established in East Pakistan, but the capital 
for those factories came from West Pakistan, the 
richer, more politically powerful, and more 
technologically skilled province. Management 
also came from West Pakistan and there was, 
consequently, little advancement or training in 
management for East Pakistanis. Moreover, 
Muslim Bihari refugees from northern India, 
Urdu speakers and consequently favored by 
West Pakistan, were employed for skilled labor, 
further constraining opportunities for Bengalis in 
what was now their own country.   
 
It is important to remember that Bangladesh is 
one of the most densely populated countries in 
the world with a population of over 131 million 
in approximately 133,000 square kilometers, an 
area roughly the size of the state of Minnesota, 
slightly larger than Greece and somewhat 
smaller than Nepal.  Almost 64% of the labor 
force is in the agricultural sector.  This 
distribution of the labor force is analogous to 
locating 30% of the U.S. population in 
Minnesota and expecting them to make a living 
as farmers.  Industrialization has increased in 
Bangladesh, but is still a minor element in terms 
of the number of people it employs.  
Independence has not changed Bangladesh’s 
peripheral position in a global economy.  What 
has changed is that, now, instead of exporting 
agricultural raw goods, Bangladesh is exporting 
people, a migrant labor force, and so long as that 
labor force cannot be fully and gainfully 
employed at home migration will continue and 
probably increase.  Given the chance, people 
leave and will continue to do so. 
 
Just as Bangladesh and other developing 
countries are crucial to developed countries’ 
prosperity, so are women in Bangladesh crucial 
to the continuation of patriarchy and the 
associated privilege of being male.   
 
Hierarchy is a crucial concept in social relations 
in Bangladeshi society.  An individual's access to 
power and material resources is largely 
determined by three attributes: class, age, and 
gender.  Although there is room for individual 
variation, generally, rich supercedes poor, age 
supercedes youth, and male supercedes female.  
Kinship is based on patrilineal principles and 
postmarital residence is virilocal, with the result 

that wives produce members for but are not 
themselves members of the localized patrilineal 
group into which they marry.  Male children are 
preferred over female and one of a woman's most 
important roles within the family is producing 
sons.  The birth of sons, indeed, improves a 
woman's position within the kin group and sons 
provide her one of the few avenues through 
which she may be able to pursue her own 
interests.  Sons are valued as perpetuators of the 
lineage, as repositories of social prestige, as 
financial and political supports for their parents.  
Sons are especially important for women, since, 
in consolidating their position within the family, 
they provide their mothers some security against 
divorce.  Sons are also expected to provide 
support for their mothers in the event of divorce 
or widowhood, the devastating effects of which 
arise from the institution that most seriously 
affects women's lives, their seclusion under the 
rules of purdah. 
 
Purdah  ("veil" or "curtain") enjoins the 
seclusion of women and the prohibition of their 
interaction with unrelated males.  Girls begin to 
be subject to rules of seclusion shortly before 
puberty.  Although the degree to which women 
can be secluded varies, particularly by the wealth 
of a family, the ideal is for women to be confined 
to the  bari  (a homestead that encompasses a 
number of patrilineally related households) or to 
interconnecting homesteads, if they are joined by 
paths that enable women to travel without being 
seen by men.  The degree to which a family is 
able to maintain its women in seclusion is an 
indicator of its respectability; a woman's chastity 
is directly associated with her family's honor.  
Seclusion seriously curtails women's access to 
local knowledge, to formal education, and to 
economic opportunities beyond the household 
level.  Purdah creates and reinforces women's 
dependence on men, especially their economic 
dependence.  Indeed, the ideal of men's and 
women's roles within the family reflects this 
dependence: men are responsible for supporting 
their families and can expect to receive in return 
deference and obedience from their wives.  The 
division of the world into male public space and 
female private space, and the division of 
behavior into male initiative and female passivity 
both affect women's autonomy in ways that may 
influence women's sexuality.  Women’s 
economic dependence, a result of purdah, denies 
them power over most of Bangladeshi life, but 
perhaps most poignantly, denies them power 
over their own bodies.  It is difficult, if not 
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impossible, under this system for women to 
define the conditions of sexual intercourse, to 
insist, for example, on the use of condoms. 
 
Obviously, these internal and international 
inequities have to be addressed if Bangladesh’s 
future is going to be better than its present.  And 
obviously development funds can be used to 
address these problems, but the solutions that 
would create equity for Bangladesh in a world 
economy and for women in Bangladeshi society 
have not yet appeared.  While I alluded earlier to 
the importance of agency, it is important to note 
that that agency was able to operate to change 
fertility patterns in Bangladesh only after the 
institutional commitment was made by the 
government and international funders to provide 
alternatives from which people could choose, a 
regime of natural fertility or reproductive 
control.  Changing Bangladesh's position in the 
world economy and women's position within 
Bangladeshi society are not matters of individual 
choice and will not be effectively addressed until 
there is the possibility that individual choices can 
be effective as part of larger movements.  In the 
interim, my response to the “band aid” argument 
is perhaps best framed as an analogy.  If you see 
people bleeding to death because they have been 
victims of a traffic accident, you do not ignore 
them while you focus on better traffic safety 
legislation.  The developed nations have a 
responsibility to recognize the importance of 
advocating and supporting reform on the policy 
level that will work to overcome the current 
conditions that drive Bangladeshi men to choose 
to leave and that require Bangladeshi women to 
relinquish control over the conditions of their 
own sexuality.  But we cannot abdicate the 
equally important responsibility to work for 
expedient, intermediate measures until such 
reforms are enacted.  Something has to be done 
in the meantime for the people whose lives are in 
danger and I would argue that advocating as 
simple a change as condom use, in this case, is 
not a band aid but rather a tourniquet that may in 
fact save the lives of many men, women and 
children while they wait for the better day. 
 

Conclusion 
 

I have outlined in this paper the potential 
problems for the wives of returning migrants in 
terms of protection against both unwanted 
pregnancy and sexually transmitted diseases, 
particularly, HIV/AIDS. Male migration has 
been and continues to be an important 

demographic phenomenon in Bangladesh.  When 
migrants are away from home without their 
spouses, the potential for commercial sexual 
encounters is high and these encounters are 
usually what can be termed high risk, because of 
the likelihood of unprotected sex and multiple 
partners, some of whom may engage in further 
high risk behaviors.  When men return to their 
wives, these women are unlikely to be using 
effective contraception and are not protected 
against sexually transmitted diseases.  I argue 
that programs designed to increase the use of 
condoms could deal with both these problems in 
a simple and cost-effective manner.  I fully 
acknowledge that higher level, long-term 
reforms are crucial in changing two major 
structural problems, Bangladesh's peripheral 
position in a global economy and women's 
peripheral position within Bangladesh society.  I 
strongly advocate, however, more immediate 
measures designed to protect the Bangladeshi 
population from a potentially devastating 
epidemic and I urge that these measures begin as 
quickly as possible to take advantage of the 
country's current low rates of infection.  
Bangladesh has an invaluable opportunity at a 
unique moment and pursuing that opportunity 
may enable the country to save literally millions 
of Bangladeshi lives. 
 

Endnotes 
 

1  To describe HIV/AIDS as a sexually 
transmitted disease is, of course, to isolate and 
focus on one of several modes of transmission.  
However, preliminary data from Bangladesh 
indicate that heterosexual transmission is, at this 
point, the most common mode of infection in 
that country and, consequently, I will focus on 
that mode throughout this paper.  Any 
suggestions about policy can be extrapolated to 
other high risk groups, such as men who have 
sex with men and intravenous drug users. 
 
 
2  The World Health Organization groups North 
Africa and the Middle East in the reporting of 
these statistics and it is not possible to separate 
the two regions.  Some Bangladeshis do migrate 
to North Africa, particularly to Libya, but that 
migration is quite minor when compared to the 
Middle East.  For this grouped region, the main 
modes of transmission are intravenous drug use 
and heterosexual intercourse; it is not possible to 
determine from WHO data which mode is more 
important in each area.  
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3  The government of Bangladesh, despite scarce 
resources, took a major step with the testing of 
high-risk groups begun in 1998.  
 
4   In the latter category I would include sex 
workers who have no other means of earning a 
living. 

 
5  Interestingly, husbands report a higher rate of 
use, 5.7%, than do their wives, 3.9%.  The 
discrepancy may reflect "contraceptive use with 
non-marital partners, which is presumably higher 
among men than women" (Mitra et al. 1997, 
p.56). 
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NATURAL GAS SECTOR IN BANGLADESH: ISSUES AND OPTIONS 
Salma Chaudhuri Zohir 

ABSTRACT 
The paper attempts to address the major debates surrounding the Bangladesh gas sector. It addresses the need for an 
unbiased Production Sharing Contract (PSC), an accurate estimate of gas reserves, and appropriate pricing 
strategies. As Bangladesh lacks the technical capability to conduct gas exploration on its own, she is forced to sign 
specific contracts (PSC) with foreign companies, which favor the International Oil Companies (IOC). The local 
companies are severely limited by their technological inadequacies. Bangladesh also needs to increase its per capita 
primary energy consumption. Hence, the fertilizer and power sectors need to implement their respective projects. 
The paper suggests that there is a need to supply power and fertilizer to the northwest region on a priority basis, 
since these are the areas where the poverty level is high. The analysis suggests that currently Bangladesh is no 
longer experiencing shortage in the supply of gas. Thus, the pricing of gas needs to be determined on the basis of 
economic cost and depletion premium. In addition, there is not enough gas to meet 50 years of domestic requirement 
and hence the question of pipeline export of gas does not arise. State monopoly in the domestic marketing of gas 
should be the preferred option in order to avoid distortion in end user prices. Before allowing exports of gas in the 
form of LNG, the tax administration needs to be strengthened. Moreover, a comprehensive gas policy should be 
developed with a proper regulatory body that has oversight responsibilities. Efficient gas marketing is the key to 
deriving numerous benefits from the gas reserves of Bangladesh. 
 

 
Introduction 

 
Natural gas is an important resource for the economic 
development of Bangladesh. Not only does it account 
for about 70 percent of primary commercial energy 
supply, it also meets about 45 percent of the final 
commercial energy demand. Per capita primary 
commercial energy consumption in Bangladesh is 
still one of the lowest in the world: 67 KGOE in 
Bangladesh compared to 260 and 243 in India and 
Pakistan respectively in 19951 (World Bank 1998). 
Hence, the real potential of natural gas  has yet to be 
realized for the economic development of 
Bangladesh. 
 
 In the 1980s the country had a gas surplus while in 
the 1990s, as foreign aid dried up for exploration and 
drilling, there was fear that Bangladesh would face a 
shortage from the year 2010. But some studies 
suggest that besides the above factors, the shortage of 
gas in the 1990s was due to: (a) delay in completing a 
development-drilling program, (b) infrastructure 
limitations and (c) a decline in production in the 
Bakhrabad gas field. The gas infrastructure limitation 
was attributed to the absence of the Ashuganj-
Bakhrabad gas pipeline (Khan and Imaduddin 1999). 
During this time various policies were devised for the 
energy sector, such as the Petroleum Policy in July 
1993 and the National Energy Policy in January 
1996.  Moreover in the Fifth Five-Year Plan, a shift 
from government monopoly to participation of the 

private sector with the IOCs was encouraged as a 
shortage of gas was anticipated. A model Production 
Sharing Contract (PSC) was drawn in 1988 and was 
revised in 1993 and 1997.  
 
Estimates2 suggest that there was a gas shortage in 
1997 equivalent to 15.8 bcf and 14.9 bcf respectively 
for the fertilizer and power sectors. In the year 2000, 
Bangladesh was faced with two crucial questions 
regarding natural gas: Would the country have 
sufficient gas to meet domestic demand and be able 
to benefit from export possibilities? If so, what 
should be the pricing strategy of gas and in what 
form would it be exported? This paper attempts to 
address these questions regarding the Bangladesh gas 
sector. It addresses three major issues: the need for an 
unbiased Production Sharing Contract (PSC), the 
need for an accurate estimate of gas reserves, and the 
appropriate pricing of gas.   
 
Section II discusses the major issues surrounding 
Production Sharing Contracts. It discusses, critically, 
the terms and conditions of the PSC. Section III 
discusses the demand and supply situation by 
presenting the issue of gas reserves and discussing 
the present and future demand for gas in Bangladesh. 
The pricing of natural gas is discussed in Section IV, 
while Section V deals with the export of natural gas. 
Finally the summary and concluding remarks are 
presented in Section VI. 
 



Table 1 
 
Regional variation in the ratio of exploration wells to discovery 
 

 
 

Regions 

 
Area in sq. km available 

for exploration 
 

 
 

Wells drilled 

Ratio of 
exploration wells 

to discovery 

Bangladesh 1,77,570 60 2.8:1 
N-W or the Rajshahi region 34,513 5 5:0 
South of Ganges or Khulna & Barisal 
Division (including Faridpur) 

35,571 3 3:1 

Central areas or Dhaka Division (excluding 
Faridpur) 

24,111 4 4:2 

Offshore 30,000 10 10:2 
N-E,E and S-E or Chittagong and Sylhet 
Divisions 

46,067 38 2.2:1 

Source: Abdullah (1999) 
 

Major Issues in Production Sharing Contracts 
 

The country has been divided into 23 blocks for 
exploration.  Surprisingly, there was little 
consideration to explore the 23 blocks in phases over 
a longer period of time (e.g., 25 years).  Moreover 
instead of allocating the western areas (where the 
success ratio is low) to the International Oil 
Companies (IOC) in the first phase, the eastern areas 
(where the success ratio is high) were allocated on a 
first-come first-served basis (Table 1). Sylhet and 
Chittagong have high success ratios and should have 
been kept for Bangladesh Petroleum Exploration 
Company (BAPEX), Sylhet Gas Field Ltd (SGFL) 
and Bangladesh Gas Field Co. Ltd (BGFCL); instead 
they were given to the IOCs.  In the early nineties, 
five PSCs were signed for eight blocks with the IOCs 
based on the modified PSC of 1993. Before resolving 
the issues of gas reserves and estimates of demand-
supply, a second round bidding for the western and 
southern zones took place in 1997. Studies suggest 
that all gas fields outside Chittagong and Sylhet are 
insignificant, and with the exception of Shahbazpur 
and Sangu, all of them belong to the less than 0.3 bcf 
category. Moreover 75% of the discovered gas fields 
are of less than 1 trillion cubic feet (TCF) category. 
The greater districts of Khustia, Jessore and Khulna, 
which are adjacent to the Indian State of West 
Bengal, are likely to have a low exploration to 
discovery ratio, similar to West Bengal i.e., 14:0 
(Abdullah 1999). Hence, Bangladesh has already 
decided to explore and extract all its natural gas at 
present rather than at some future date. Perhaps, the 
expectation is that there will be various forms of 
alternative energy sources in about 30 to 40 years, 
extraction technology will improve, and energy 

efficiency will rise. 
 
The negotiations between Petrobangla and the IOCs 
are conducted through Production Sharing Contracts 
(PSC). The main features of the PSCs are given in 
Exhibit1. The cost of production of natural gas in 
Bangladesh has been high due to the way in which 
the PSC has been designed. Some of these design 
features are discussed below: 
 
• The Petroleum Policy of 1993 states that local 

companies will be encouraged to seek joint 
ventures with foreign companies and/or with 
Bangladesh Petroleum Exploration Company 
(BAPEX) in exploration5. Quite surprisingly, the 
PSC does not require BAPEX to play a role in 
exploration or development. BAPEX was created 
in 1989 for carrying out hydrocarbon exploration 
in the country. The previously discovered fields 
should have been kept for BAPEX, but instead in 
Jalalabad, Shahbazpur, Kutubdia and Semutang, 
BAPEX has no role to play. Also, the share of 
the contractor is high in these PSCs.  The 
inclusion of BAPEX would have increased 
Petrobangla’s share to a large extent. The role of 
BAPEX was ensured only in the second round, 
as it has some role in exploration in Block 7. The 
violation of the Petroleum Policy of 1993 should 
be looked into immediately. Moreover, it is not 
clear whether Bangladesh is adopting policies 
that are economically sound, environmentally 
sustainable, and justified on the basis of social 
cost and benefit analysis for the optimal 
exploitation of natural gas.  
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• Of the natural gas fields mentioned in Table 1, 
Shahbazpur and Semutang were discovered by 
Petrobangla. Unfortunately, the IOCs have taken 
over these productive Petrobangla fields. As 
Petrobangla discovered these fields, if there is 
scope for revision of the PSC, then BAPEX’s 
role in exploration and development needs to be 
ensured. Other productive fields, which 
Petrobangla could manage, are Sangu, Jalalabad 
and Moulavibazar.  

 
• Table 2 shows that differences in cost recovery 

percentages depend on whether it is on shore or 
off shore. The difference in the prior exploration 
cost of Petrobangla and the contractor’s share of 
profit gas6 should be noted. So far the best deal 

has been with Semutang, followed by Jalalabad, 
Shahbazpur and Kutubdia. 

• The price of gas has been set high to attract 
international oil and gas companies in 
exploration and production activities. The High 
Sulphur Fuel Oil (HSFO) price has been volatile 
and has almost reached the upper limit of $120 
per metric ton.  Soon the price will be US $ 2.50 
per Million British Thermal Units (MMBTU) 
and hence utilization of gas will  not be viable. 

 
• Participation by the private sector in gas 

exploration has been limited to the IOCs. Local 
private entrepreneurs have been barred, as they 
do not have the financial or technical ability. 

 
 
Exhibit 1. Main terms and conditions of the Production Sharing Contract (PSC) 
 
Under the Production Sharing Contract (PSC) Model, Government of Bangladesh and Petrobangla enter into a contractual 
agreement with a contractor (the companies) for the exploration, development and production of hydrocarbons. The title 
of the assets and the hydrocarbon resources remain with Petrobangla and the Government; title passes to the PSC 
contractor at the wellhead. In exchange for the capital invested in exploration, development and production activities, the 
contractor obtains a share of the volume of gas to recover its costs (cost gas) and a profit (profit gas), at a predetermined 
gas price. 
• Sales price of Natural Gas to Petrobangla shall be 75% for onshore discoveries and 93.75% for offshore discoveries 

of the BTU equivalent value of High Sulphur Fuel Oil (HSFO) 180 CST, FOB Singapore, as quoted on the APPI. 
Such fuel oil price will have a floor of  $70 per metric ton and a ceiling of  $120 per metric ton. Contractor has the 
option to sell contractor’s share of Natural Gas in the domestic market to a third party, at a price equal to or higher 
than that offered to Petrobangla, subject to Petrobangla’s right to first refusal within six months. 

• The contractor recovers its costs and makes a profit essentially only if Petrobangla /third party buys the gas or the 
contractor is able to export it through a Liquefied Natural Gas (LNG) project. 

• Under the competitive bidding process, contractors bid cost recovery and contractor’s profit gas shares. 
• Depending on the capital cost, size of the discovery (reserved), investment and profit gas for the particular license, 

and location of the field, the overall amount of gas retained by the contractor over the life of the field ranges from 
25% to 55% net of taxes. 

• Under this contractual system the costs of exploration, development and production are paid by the contractor but 
fully recovered, if sufficient gas is discovered.  

• Through the profit sharing the contractor receives a return on his investment and a premium for the risk that has been 
taken. If no discovery is made, the contractor bears the exploration costs. Therefore, the risk premium includes 
compensation for unsuccessful exploration in other areas. 

• In the event the contractor has discovered natural gas in the contract area, the production period shall be twenty-five 
years. 

• Natural Gas for export in the form of Liquefied Natural Gas (LNG) is allowed.  Within 30 days after the date of 
declaration of the first commercial discovery, a Joint Management Committee composed of eight members shall be 
established: three from Petrobangla, one from government and four from the contractor.  

• Petrobangla shall assume, pay and discharge on behalf of the contractor, contractor’s Bangladesh Income Taxes out 
of the sums received by Petrobangla from the sale or other disposition of the Petrobangla share of Natural Gas under 
the contract. 

• The law of the People’s Republic of Bangladesh shall govern the validity, interpretation and implementation of the 
contract. Any changes favorable to the contractor will be applicable. 

• Upon commercial discovery of natural gas, Petrobangla receives bonuses in US dollars. 
• Contractor shall have the right to produce annually a total volume of Gas up to seven and one-half percent (71/2%) of 

the proven recoverable gas reserves for each gas field. 
Source: Gas Sector Development Strategy, 1998 and the Model Production Sharing Contract, 1997
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Table 2 
 
Selected gas field comparison 
  
 
 

 
Gas field 

 
 

 
PSC date 

 

 
 

Recoverable 
gas 

Prior 
investment 

Petrobangla 
(million US$) 

 

 
 
Cost recovery 

Annual  % 

 
Profit gas 

(Contractors 
share) 

Jalalabad 1995 900 22.603 55 22.5 to 10 
Shahbazpur 1997* 333 9.640 55 28 to 27 

37.5 to 32.5 
Kutubdia 1994 468 18 60 35 to 10 
Semutang 1995 98 5.695 55 22.5 to 10 
* note: yet to be confirmed 

 

• Annexure to PSC Article 13.5 relates to audit 
and adjustment. Petrobangla may require 
contractors to engage their parent company’s 
auditors to verify accuracy and compliance with 
the terms of the contract7.  The right to audit 
should have been with Petrobangla.  

 
• In the PSC because of the high-risk perception, 

the profit margin is high. Bangladesh could 
instead get a credit rating from an international 
agency, which would lower the risk perception. 

 
• Although in the model PSC the annual 

production is limited to 7.5 percent of the proven 
recoverable gas reserves, in some contracts 
signed earlier (e.g. Bibiana), it is of the Gas 
Initially In Place (GIIP). Due to this distortion, 
the contractor can recover cost at an accelerated 
rate. There is no safeguard against unchecked 
depletion of the IOCs’ gas fields. 

 
• In the PSC, the right to sell natural gas to a third 

party will distort the end user’s gas price. In 
order to regulate this, Petrobangla should have 
been the sole buyer of gas from the International 
Oil Companies and then any third party would 
buy the gas from Petrobangla.  

 
• The Petroleum Policy8 of 1993 states that if the 

government does not give indication of outlet 
within 12 months of the declaration of 
commercial discovery, the contractor would be 
free to find a market within the country. 
However, the PSC has reduced the period to 6 
months, which is a violation of the Petroleum 
Policy of 1993.  

 
• Upon receipt of the Contractor’s tax return and 

supporting documents, Petrobangla pays income 
taxes to the government on behalf of the 
contractors from its Profit Natural Gas share. 
Thus the government is earning the revenue and 
Petrobangla is bearing the cost. This incentive is 
provided in the Petroleum Policy 1993. This 
needs to be changed since National Board of 
Revenue (NBR) can claim high revenue 
collection while Petrobangla will incur losses. 
The Petroleum Policy indicates that companies 
will remain harmless of all corporate tax and 
such other taxes as are determined under the 
terms of the PSC. This does not seem to be a 
justified measure; it has also created accounting 
problems.  

 
• Any changes in the existing Petroleum Policy are 

unlikely to favor Bangladesh. Without amending 
the Petroleum Policy, there have already been 
two violations of the act as mentioned earlier. 

 
• One of the objectives of the Petroleum Policy 

was to adopt a uniform policy for both public 
and private sector (local and foreign) enterprises. 
Even in fiscal incentives, private and public 
sectors would be treated uniformly. Since the 
IOCs are getting tax-free gas, Petrobangla should 
also not pay tax on the sale of gas. But 
Petrobangla has to pay 55 percent as taxes on the 
sale of gas.  This revenue loss of Petrobangla 
could be used to purchase the high priced 
International Oil Company  (IOC) gas. 

 
• There is a need to separate production from 

transmission and distribution. Hence, BAPEX, 
Sylhet Gas Field Ltd (SGFL) and Bangladesh 
Gas Field Co. Ltd (BGFCL) need to be separated 
as one unit under Petrobangla. There should be a 
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PSC between Petrobangla and these gas 
exploration and production companies. 

 
• The entry of IOCs into the upstream gas sector 

has put an extra burden on Petrobangla’s 
Petroleum Concession Department (PCD) which 
is responsible for handling all contracts including 
evaluating, negotiating, and monitoring the PSCs 
for all the gas exploration blocks. There is lack 
of sufficient skilled manpower and resources to 
cope with such work which may lead to less 
rigorous monitoring. Hence, Petrobangla’s PCD 
must be strengthened. 

 
Demand-Supply Situation 

 
Gas Reserves 
 
The proven and probable gas reserves of various 
discovered gas fields are shown in Table A1 
(Appendix). At present the proven and probable 
recoverable reserve base is officially estimated to be 
13.79 TCF9, out of which about 3.73 TCF has already 
been consumed. Hence the available reserve is 10.06 
TCF (Table A1). Other estimates suggest a higher 
reserve: 21.35 TCF in the BEICIP report, while 
UNOCAL claims a figure as high as 40 TCF. Given 
that the government has already taken steps to further 
develop existing field by the IOCs, the official 
estimated reserves are likely to increase in future. 
The potential gas reserves have attracted international 
gas companies under the second round of bidding for 
exploration. Although the potential gas reserves vary 
between official estimates of Petrobangla and the 
IOCs, it is generally agreed that Bangladesh is no 
longer in a shortage situation. Around 5 TCF of gas 
reserves is expected to be discovered in the next five 
years. There is also a need to conduct reserve 
assessment as the last one was conducted in 1993. 
Furthermore, there is a need to have one official 
figure quoted by Petrobangla Reservoir Study Cell.  
 
Present Demand 
 
Natural gas was used primarily for power generation 
(51.24%) and as a feedstock for fertilizer production 
(28.46%), followed by industry (9.35%) and 
residential consumers (9.33%) in 1998/99. By 
1998/99, out of a total of 902763 connections, there 
were 15 customers for power, 8 for fertilizer, 2,773 
for industry, and 890,387 for domestic use (see Table 
A6). The present demand of 967 million cubic feet 
per day (mmcfd) is short of the supply of 1075 
mmcfd. In fact, the present supply can be increased to 
1400 mmcfd. However, because of lack of demand, 

production has been limited. Since the demand for 
gas is derived,  power generation and fertilizer should 
mainly drive this demand.  Two public sector gas 
production operators, namely Sylhet Gas Fields Ltd. 
(SGFL) and Bangladesh Gas Fields Co. Ltd. 
(BGFCL) had to reduce their production level from 
282 billion cubic feet (bcf) in 1997/98 to 269 bcf in 
1998/99. This means that gas production capacity of 
SGFL and BGFCL will remain underutilized by 
about 15 to 25 percent in the coming years at least up 
to 2005 to accommodate the gas production by the 
IOCs. It is not clear why all the explorations have 
taken place if SGFL and BGFCL remain 
underutilized. Presently, Petrobangla has 
commitments to buy gas only from Occidental 
(Jalalabad) and Cairn  (Shangu). In other PSCs, 
Petrobangla has first right of refusal to buy within six 
months. 
 
In order to reach the consumers, investments also 
have to be made in transmission and distribution. Fig 
1 shows that in the 1990s there has been an 
expansion of both transmission and distribution lines. 
By 1998/99, 10,730 kilometers of distribution lines 
and 1,586 kilometers of transmission lines have been 
installed (Table A7).  But these have been mainly in 
the eastern areas. A huge investment has been made 
for a distribution network to provide connection to 
902,763 customers of whom 890,387 are domestic 
users. Only about 4% of the population has access to 
gas for cooking. This is a waste of resources due to 
the huge infrastructure cost; instead, Liquefied 
Petroleum Gas (LPG) should meet the needs of 
domestic users in the long run. This will reduce 
monitoring costs and system loss of Titas. It will also 
protect the environmental and save women’s time in 
gathering fuel wood. LPG should replace the use of 
kerosene for cooking and hence the pricing of LPG 
should not be more than that of kerosene. More 
investment is needed for transmission lines 
particularly for the western region. 
 
Creating Future Demand 
 
Efficient marketing is the key to deriving benefits 
from the gas reserves of Bangladesh. This is more of 
an implementation problem than that of projecting 
demand. Historically actual demand has been much 
lower than the projected demand in all the Five Year 
Plans, as the projects were not implemented on time 
(Center for Policy Dialogue 2000). Hence the 
projection as shown in Table A2 and Table A3 will 
only materialize if the power and fertilizer sector 
projects are implemented. In the case of fertilizer, the  
Natural Gas Fertilizer Factory located at Fenchugang 
will be closed. A new plant, the Shahjalal Fertilizer 
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Factory, will replace this plant with a higher capacity. 
Another new plant at Baghabari is expected to start in 
2002/03. Four new plants, located at Chittagong, 
Chandpur, Bhola, and North Bengal have been 
included in Bangladesh Chemical Industries 
Corporation’s (BCIC)’s forecasts of gas demand by 
fertilizer plants. It is unlikely that these four would be 
implemented by 2004/05 and hence are not included 
in Tables A2 and A3. 
 
There is a need to increase demand for gas in the 
power and fertilizer sectors, especially in the western 
region on a priority basis. This is a very low-income 
area with extremely low level of electricity 
connection. At present, only 15% of the population 
enjoys electricity; of them very few do so without 
disruption. Failure to provide power to the northwest 
region has been a major factor retarding the growth 
of the agriculture and industrial sectors. Because 
diesel is used for irrigation, the cost is significantly 
higher than it would have been if gas were used.  
 
With the opening of the Jamuna Bridge, it has 
become feasible to bring a gas pipeline across the 
river. Since a gas pipeline has been brought to the 
Baghabari area where it will be used to generate 
electricity, it is expected that there will be a rise in 
the demand for gas. There are plans for three power 
plants of 400 MW capacities. There is also a plan for 
a small pipeline to Bogra and Ishurdi. An Export 
Processing Zones is planned for Ishurdi. The 
proposed Western Region Integrated Project (WRIP) 
project would also bring gas into the Khulna region, 
and generate electricity for the northwest region 
(GOB and ADB 2000).  
 
The northwest region consumes a large amount of 
urea fertilizer, being the major rice growing area. 
New High Yielding Variety (HYV) rice technology 
and the Green Revolution helped to accelerate 
agricultural growth in the area. This technology uses 
fertilizer and irrigation intensively. Locating fertilizer 
factories in this region would reduce transportation 
costs. A fertilizer factory north of Bogra could 
provide urea to the rice growing areas in the 
northwest region. The plants could also be located 
close to the Indian border in the northwest region to 
export electricity or fertilizer to the country.  
 
Gas supply to the northwest region will increase the 
region’s contribution to GDP. The persistent regional 
differences can only be corrected through judicious 
public interventions. The most poverty-stricken 
districts need to be prioritized in allocation of public 
resources and targeting assistance. Studies have 
shown that there are significant variations at the 

district level in the value of head-count index of 
poverty (HCI). The worst performing districts where 
the value of HCI was over 50% were: Jamalpur, 
Panchgarh, Rangpur, Sirajgonj, Kurigram, 
Gaibandha, Lalmonirhat, Nilphamari, and Sherpur. 
Most of these districts belong to the northern part of 
the country. 
 
Moreover with the availability of micro credit and 
spread of education, the availability of electricity is 
going to be a critical factor in the development of the 
northwest region. Access to electricity in the 
northwest region would also reduce cost of irrigation 
because the average cost of electricity operated 
irrigation pumps is substantially lower than diesel 
operated machines especially for Low Lift Pump 
(LLP) and Deep Tube Well (DTW). More 
importantly affordable electricity can directly 
contribute to longer working hours for commercial 
production and for educational attainments. This will 
have a favorable impact on social development. 
 
Future gas demand will therefore depend on how fast 
the power and fertilizer sectors implement their 
respective projects. Moreover these sectors would ask 
for a guarantee of gas supply for at least 20 years. 
This needs to be taken into account. Failure to 
implement these projects would create pressures on 
the government to allow pipeline export of gas. 
 
Gas may also be used for the production of cement 
clinker and cement. Limestone across the 
Bangladesh-Indian border from Meghalaya could be 
used for pipeline gas. This would save foreign 
exchange needed to import cement clinker and 
finished cement. Iron ore could be imported from 
India or Australia and converted to sponge iron by 
using gas. This can be used by the steel based 
industry and could also be exported. Moreover, gas 
could be used for transport services. 
 
Tables A4 and A5 show the supply-demand balance 
and a shortage in 2003/04 and 2004/05. But Bibiana 
is likely to add about 700 mmcfd by 2002/03. 
Petrobangla’s own gas is likely to be augmented by 
300 mmcdf around the same time. But there will 
hardly be any gas from the IOC fields for domestic 
use if their gas is used for LNG export, as discussed 
later. 
 

Pricing of Gas10

 
It is very important to have the right pricing policy 
for natural gas. The Bangladesh Gas Sector 
Development Strategy (1998) suggested an estimate 
of Long Run Marginal Cost (LRMC) which could be 
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Exhibit 2 Economics of Gas 
 
In a country where gas reserves are greater than present and expected gas demand, the economic price of 
gas is equivalent to its economic cost (LRMC) plus a depletion premium. Such depletion premium reflects 
the fact that natural gas is an exhaustible resource, and will deplete in a certain number of years. The cost 
of that fuel at that point of time in today’s value is the depletion premium, which represents the cost of 
using the natural resources today rather than in the future. 
 
In the case of a country in a gas shortage situation, the depletion cost is incurred today, because new 
consumers cannot be supplied. Natural gas is already replaced at the margin by the more expensive fuels or 
new discoveries, which represents the cost of using the natural resources today rather than in the future, i.e., 
the cost of an imported fuel for a new consumer. Thus, in a gas shortage situation, the economic cost of gas 
is equivalent to the cost of the imported fuel at the margin or to the opportunity cost of outages. 
Source: Bangladesh Gas Sector Development 
Strategy, May 1998. 
 
one of the guiding principles in determining the 
pricing policy in case of a surplus (see Exhibit 2). 
 
The report suggests that in Bangladesh, as power 
generation and fertilizer plants are affected by severe 
gas shortages, the economic cost of gas is equivalent 
to the opportunity cost of outages or the cost of 
imported fuel at the margin. But analysis in the 
earlier section suggests that Bangladesh is no longer 
in a shortage situation and so LRMC would be the 
guiding pricing policy.  
 
The volume of gas accruing to the contractor in the 
form of both cost gas and profit gas valued at the 
contractual price may form a basis to estimate the 
wellhead economic cost of natural gas. The wellhead 
price was assumed to be US $2.23/mcf and was 
based on specific assumptions about development 
costs. The report suggests that the total gas produced 
would be split into 48 percent for contractor and 52 
percent for the Government. Thus, the contractor 

would be selling 48 percent of the total production to 
Petrobangla at US$2.23/mcf, but the remaining 52 
percent of the gas produced would be flowing free of 
charge to Petrobangla. Hence, for Bangladesh, the 
wellhead cost of the total gas produced, less the cost 
of recovery payback to the contractor would be 
equivalent to only 48 percent of US$2.23/mcf, or 
US$1.07/mcf. The transmission and distribution cost 
has been calculated to be US$0.56/mcf. Thus the 
LRMC was US$1.63/mcf (Table 3). The average 
consumer gas tariff was equivalent to about 73 
percent of the LRMC estimate in 1998 (Table 4). 
This is the price if the government allocates its entire 
portion of gas at zero cost to gas consumers. It is 
important to note that under the PSC the Government 
has exempted contractors (International Oil 
Companies)  from income tax. If this is added to the 
final consumer price then the wellhead price comes 
to US$1.24/mcf and the total LRMC to US$1.80. 
 
 

 
Table 3 
 
LRMC for domestic user and for export                  
                                                                                                                                                        (US$) 
 Domestic/mcf Export/MMBTU 
Production cost 1.07 2.46 
Transmission cost 0.56 0.50 
Total LRMC 1.63 2.96 
Source: Gas Sector Development Strategy, May 1998 



 
Table 4 
 
Comparison of tariffs to LRMC and subsidy, 1997-98 
 
Consumer category Tariff Tk/Mcf LRMC 

Tk./Mcf 
Ratio 
Tariff/LRMC 
 

Subsidy 
$ mill/ year 

Power 47.6 68.4 0.70 56.9 

Fertilizer 41.3 65.3 0.63 54.7 
Industry 103.0 77.1 1.34 -21.3 
Commercial 147.5 138.6 1.06 -1.1 
Tea Garden 113.2 86.9 1.30 n.a 
Brick Field 103.0 77.1 1.34 n.a 
Brick Field (seasonal) 128.2 86.9 1.47 -2.3 
Domestic (with meter) 82.1 132.3 0.62 30.1 
-single burner fix charge 160/month    
-double burner fix charge 260/month    
System loss/own use 0 65 - 17.7 
Average consumer price 54.0 73.8 0.73 136.5 
Source: Gas Sector Development Strategy, May 1998. 

 
Table 4 shows that the tariff is lower than LRMC for 
the power, fertilizer and domestic sectors. These are 
the sectors, which enjoy subsidy. Subsidy to fertilizer 
reaches all consumers through rice production, while 
those in the eastern region enjoy power subsidies. On 
the other hand domestic users are mostly 
concentrated in Dhaka and Chittagong.  As they are 
mostly the non-poor, their tariff could be raised to the 
LRMC level. But raising the price for fertilizer and 
power will have a more pervasive socio-economic 
impact and hence needs to be avoided. Studies have 
shown that in the private sector power projects of the 
IPP’s such as Meghna Ghat, Haripur, Baghabari, etc, 
the contract price of gas is US$ 2.40 per mcf, but the 
Power Development Board (PDB) is unable to pay 
this price. The inefficiency of PDB is pulling down 
the gas sector (Abdullah 1999). 
 
Foreign exchange is also needed to pay the IOCs. 
This could be earned by appropriately pricing gas for 
export. The Gas Sector Development Strategy report 
suggests a conservative wellhead price of 
US$2.46/MMBTU (corresponding to offshore gas at 
93.75% fuel oil parity price at US$100/ton in Exhibit 
1). The delivery cost of gas for export would be 
US$2.96 (see Table 3). But it is not clear from the 
report to what extent the LRMC as derived in Table 3 
is different from that of calculating LRMC in terms 
of the economic cost and depletion premium. 
Moreover linking LRMC to the High Sulphur Fuel 
Oil (HSFO) price would make LRMC volatile. 

Export of Natural Gas 
 
Export of raw gas 
 
In the Gas Sector Development Strategy, two export 
options are considered: by pipeline, and as Liquefied 
Natural Gas (LNG). Both involve the export of raw 
gas. Other forms of exports after value addition in the 
form of fertilizer and electricity are not considered. 
Under the present contractual agreement under the 
PSC, Article 14.5 allows the IOCs to export natural 
gas in the form of LNG only. It is not clear from 
Exhibit 3 whether export in the form of LNG is 
allowed only after meeting domestic requirements. 
Studies suggest that the LNG scheme could be 
economically viable, but it would not generate much 
revenue for the government, compared to pipeline 
exports11.  
 
As the PSCs have already allowed the export of gas 
as LNG, the major concern should be how 
Bangladesh can benefit from the existing contract. 
Exhibit 3 shows that in case of export in the form of 
LNG, Petrobangla can only retain 20% of its profit 
gas for domestic consumption. For the rest of 
Petrobangla’s gas, the contractor will pay 
Petrobangla a fixed price. Hence in the case of LNG 
export there will hardly be any natural gas available 
from the IOC fields for domestic consumption. 
BAPEX may therefore have to increase exploration 
in order to meet domestic requirement beyond 2005. 
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Exhibit 3 
Export of Natural Gas as LNG 
 
Article 14.5 of the contract gives the contractor the right to export any marketable natural gas in the form of 
Liquefied  Natural Gas (LNG) which would consist of: 

• Contractors cost recovery natural gas 
• Contractors profit natural gas and 
• Petrobangla’s profit natural gas. Petrobangla will be entitled to retain only 20% of its profit share. 

• The related LNG facilities shall be constructed and operated on the basis of a special LNG export agreement 
between the contractor and Petrobangla. For any natural gas from Petrobangla’s share of profit gas, the 
contractor shall pay a price in US dollars equal to a price established in article 16.8. 

• The contractor shall pay Petrobangla  its share of the pipeline tariffs applicable to the transport of natural gas. 
• Contractor shall not enter into any agreement for LNG export unless Petrobangla previously approves the price 

or the pricing formula and the agreement itself. 
Source: Model Production Sharing Contract, 1997.

The pricing formula for export in the form of LNG 
has also not been fixed yet. There is a chance to seek 
technical assistance from Indonesia or Brunei to see 
how Bangladesh can benefit from the pricing of LNG 
gas. It is time to pay greater attention to the PSC and 
try to get the optimum benefit from it. Bangladesh 
could also benefit from regional trading arrangements 
such as the Organization of Islamic Countries (OIC) 
for seeking funds from the Islamic Development 
Bank (IDB) and importing machinery from other OIC 
countries for the construction of LNG plants.  
 
In order to regulate end users prices, it is suggested 
that Petrobangla should be the single buyer and seller 
of gas in the domestic marketing of gas. Petrobangla 
may be restructured based on its functions: (a) gas 
exploration and production companies (b) gas 
transmission companies and (c) gas distribution 
companies. Before allowing the IOCs to market gas 
as LNG for export, Bangladesh needs to strengthen 
its tax administration and develop proper guidelines 
for gas policy. Also proper regulation regarding 
safety, land use, environmental issues, and social 
impact needs to be assessed and a regulatory body 
put in place with oversight responsibilities.  
 
Studies have also noted a forthcoming LNG boom in 
India.  West Bengal has a potential natural gas 
semand of 3-4 bcf/year.  There is a plan for an LNG 
terminal near West Bangal in Paradeep (Fesharaki 
2000).  Hence, an LNG plant at Chittagong would be 
the nearest source for India to import LNG and 
transportation costs would be the lowest.  Moreover, 
gas export in the form of LNG would reach the world 
market, but pipeline export would only limit the 
market to India. 
 
Export of gas via pipeline is not allowed under the 
PSC or in the National Energy Policy.  The 

government has declared that gas could be exported 
after meeting 50 yeares of domestic requirements.  
About 1 TCF of gas will be required in three years at 
the present rate of consumption.  The 
reserve/production ratio suggests that Bangladesh has 
about 30 years of reserve.  If another 5 TCF is 
commercially discovered, then this would rise to 45 
years of reserves.  But with a 5% increase in 
consumption, this reserve will be exhausted sooner.  
Hence, at present, the question of export of gas does 
not arise; instead, the domestic market needs to be 
developed.  Also, the question of pipeline export of 
gas does not arise unless the government changes its 
policy due to pressure from the IOCs and the donors.  
The government of Bangladesh, therefore, faces 
formidable challenges in the gas sector. 
 
Export after value addition 
 
The National Energy Policy suggests fertilizer export.  
Currently, Bangladesh exports as well as imports gas 
in the form of fertilizer.  The only joint venture firm, 
Karnafully Fertilizer Company (KAFCO) exports all 
its fertilizers.  In KAFCO, 40% of its ownership is 
held by the state and its financing is guaranteed by 
the government.  The price of gas purchased by the 
KAFCO plant is based on a formula linked to the 
FOB urea price with a floor price.  The World Bank’s 
Energy Strategy Note suggests that large 
manufacturing fertilizer plants could be established 
for exports only.  But the commercial risks are high; 
and international prices of fertilizer are not stable.  
The margin between the economic cost of natural gas 
to fertilizer plants and the economic benefit is also 
small. 
 
The World Bank’s Energy Strategy Note further 
suggests that electricity exports would seem 
economically attractive. But technical issues need to 
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be addressed such as voltage standards, frequency 
regulation, and synchronization. If resolving the 
technical differences between the Indian and 
Bangladesh power systems proves to be too 
expensive, then natural gas could be used to fuel a 
power plant in Bangladesh to export electricity to 
India only. But a creditworthy buyer of electricity in 
India has to be ensured. Studies suggest that India’s 
National Thermal Power Corporation has proposed 
construction of a 2000 MW power plant in 
Bangladesh, to export electricity to India (cited in 
Fesharaki 2000). The World Bank also suggests that, 
from the economic point of view, the benefit from 
pipeline export and electricity exports would be 
similar. A review of opinions expressed in the media 
suggests that export in the form of electricity would 
be politically more accepted than pipeline export. 
Bangladesh government or local entrepreneurs could 
export electricity, but as there is political risk, a 
government-to-government arrangement has to be 
made. Once arranged, it would be an assured market 
for 15 to 20 years. 
 

 
Summary and Concluding Remarks 

 
This paper attempts to address the major debates on 
the Bangladesh gas sector. It addresses the following 
issues: the need for an unbiased Production Sharing 
Contract (PSC), the need for an accurate estimate of 
gas reserves, and an appropriate pricing of gas.  The 
paper suggests that the cost of production of gas has 
been high because of the way in which the PSC has 
been designed. The Petroleum Policy 1993 stated that 
local companies would be encouraged to seek joint 
ventures with foreign companies and/or with BAPEX 
in exploration. But in the first round of the bidding, 
there was no joint venture in exploration and 
development. The discovered fields should also have 
been reserved for BAPEX. Other problems with the 
PSC are related to auditing, lack of local private 
sector participation, tax return of the IOCs to be paid 
by Petrobangla, and differential fiscal incentives and 
lack of skilled manpower in the Petrobangla’s PCD. 
There is a need to separate BAPEX, SGFL and 
BGFCL as gas exploration and production 
companies. Moreover the paper suggests that as the 

IOCs are exempted from tax, so should Petrobangla 
be exempted from tax on sale of gas. 
 
The analysis suggests that Bangladesh is no longer in 
a shortage situation in the supply of gas. Thus, the 
pricing of gas needs to be done on the basis of 
economic cost (LRMC) and depletion premium.  But 
there is not enough gas to meet 50 years of domestic 
requirement and hence the question of pipeline export 
of gas does not arise. Bangladesh desperately needs 
to increase energy utilization to foster economic 
growth and increase its per capita commercial energy 
level. In Bangladesh, natural gas is primarily being 
used for power generation, as feedstock for fertilizer 
production, and in industry. LPG in the long run 
should meet the needs of the domestic consumers. 
The gas projection demand will not hold if the gas 
consuming sectors especially power and fertilizer do 
not implement their respective projects. The paper 
suggests that there is a need to supply power and 
fertilizer to the northwest region on a priority basis. 
These are also areas where poverty levels are high. 
Failure to provide power to the northwest region has 
been a major factor retarding the growth of the 
agriculture and industrial sectors.  
 
 
The paper suggests that in order to regulate end user 
prices, state monopoly in the domestic marketing of 
gas should be the preferred option. Petrobangla may 
be restructured based on different functions. 
Although export of pipeline gas is considered to 
generate more revenue, the present energy policy 
does not permit such export. Only export in the form 
of LNG is allowed. Before allowing export of gas in 
the form of LNG, the tax administration needs to be 
strengthened, a gas policy needs to be developed, and 
a regulatory body needs to be in place. An export tax 
or special Value Added Tax (VAT) on gas may be 
imposed on LNG export and Petrobangla may use the 
revenue to subsidize domestic users. Export after 
value addition could be done in the form of fertilizer 
and power, but pricing has to be administered 
correctly. Gas could also be used for the export of 
cement and sponge iron. Natural gas can be an 
important resource for economic development of 
Bangladesh if it can be efficiently marketed. 
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APPENDIX 
 
Table A1. 
Reserves of Natural Gas, Condensate/Ngl and Crude Oil Bangladesh 
Dated: Jan. 2000 

NATURAL GAS CONDENSATE/NGL  
 
Gas Field 

Year 
of 
Disco
very 

Proven 
+Probabl
e (In 
Place) 
(BCF) 

Recover
able* 
(Proven
+Probabl
e) (BCF) 

Cumulative 
Production 
(As of DEC. 
’99) (BCF) 

Net Prc. 
Reserve 
(BCF) 

Possible 
Reserve 
(In 
Place) 
(BCF) 

Recoverabl
e Reserve 
(MMBBL)  

Cumulative 
Production 
(As of 
June’99) 
(MMBBL) 

Net Rec. 
Reserve 
(MMBBL) 

A. PRODUCING 
Bakhrabad 1969 1432 867 573.97 293.03 0 2.13 0.860 1.270 
Habigonj 1963 3669 1895 751.60 1143.41 0 0.10 0.037 0.063 
Kailastila 1962 3657 2529 199.11 2329.89 0 27.56 2.471 25.089 
Rashidpur 1960 2242 1309 165.34 1143.66 2547 4.00 0.243 3.757 
Sylhet 1955 444 266 164.27 101.73 0 0.89 0.562 0.328 
Titas 1962 4138 2100 1668.22 431.78 0 3.02 2.255 0.765 
Narshingdi 1990 194 126 23.75 102.25 30 0.31 0.052 0.265 
Meghna 1990 159 104 16.94 87.06 128 0.21 0.028 0.182 
Sangu* 1996 1031 848 49.80 798.20 318 N/A 0.014 0 
Shaldanadi* 1996 200 140 9.79 130.21 0 0.42 0.008 0.412 
Jalalabad 1989 1500 900 21.66 878.34 0 15.75 0.309 15.441 
 Beanibazar 1981 243 167 3.36 163.64 1320 1.82 0.050 1.770 
Sub Total  A: 18909 11251 3647.82 7603.18 4343 56.21 6.890 49.342 
B. PRODUCTION SUSPENDED: 
Chattak 1959 1900 1140 26.50 1113.50 5273 0.08 0.000 0.080 
Kamta 1981 325 195 21.10 173.90 0 0.04 0.000 0.040 
Feni 1981 132 80 39.51 40.49 455 0.24 0.918 -0.675 
Sub Total B: 2357 1415 87.11 1327.89 5728 0.36 0.918 -0.555 
C. NON PRODUCING: 
Begumgonj 1977 25 15 0.00 15.00 0 0.01 0.000 0.010 
Fenchugonj 1988 350 210 0.00 210.00 0 0.52 0.000 0.520 
Kutubdia 1977 780 468 0.00 468.00 0 0.00 0.000 0.000 
Shahbazpur 1995 514 333 0.00 333.00 0 N/A 0 0 
Semutang  1969 164 98 0.00 98.00 0 0.02 0.000 0.020 
Bibyana 1998 0 0 0 0 0 0 0 0 
Moulavibaz
ar 

1999 0 0 0 0 0 0 0 0 

Sub Total  C: 1833 1124 0.00 1124.00 0 0.550 0.000 0.550 
 
G. Total (BCF) 
(A+B+C) 

23099 13790 3734.93 10055.07     

G. Total (TCF) 
(A+B+C) 

23.099 13.79 3.73 10.055  57.123 7.808 49.337 

*PROVISIONAL 
SOURCE (RESERVE): IKM, HAITAT STUDY AND BAPEX 
HARIPUR OIL FIELD: 
YEAR OF DISCOVERY: 1996 
RESVERS OF CRUDE OIL: 
INITIAL OIL IN PLACE: 8.2 MMBBL (Ref. RSC of Petrobangla) 
CUMMULATIVE PRODUCTION (AS OF JULY’94): 636956 BRLS 
PRESENT STATUS: PRODUCTIION SUSPENDED FROM 14 JULY. 1994. 
PRODUCTION & MARKETING DIVISION, PETROBANGLA 

 

 60



 
Table-A2 
Total Average Gas Demand Projections by Sectors  (MMcfd) 
 
 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 
Power 399.690 452.375 474.304 492.737 521.764 544.260 
Fertilizers 259.479 259.479 281.178 326.384 326.384 326.384 
Industry 201.809 219.669 243.896 257.794 269.261 281.826 
Commercial 17.091 18.031 18.804 19.906 20.939 22.174 
Domestic 79.900 85.600 91.600 97.800 104.500 111.600 
Seasonal 9.100 9.400 9.900 10.300 10.900 11.400 
GRAND 
TOTAL 

967.070 1,044.555 1,119.682 1,204.921 1,253.748 1,297.644 

Source: BECHTEL 1999-Final Report, Bangladesh Fourth Natural Gas Development  
Project. ADB-TA No. 2801 BAN Volume-1 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table-A3 
Total Peak Gas Demand Projections by Sector (MMcfd) 
 
 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 
Power 499.613 565.469 592.880 615.921 652.205 680.325 
Fertilizers 287.000 287.000 311.000 361.000 361.000 361.000 
Industry 201.809 219.669 243.896 257.794 269.261 281.826 
Commercial 17.091 18.031 18.804 19.906 20.939 22.174 
Domestic 79.900 85.600 91.600 97.800 104.500 111.600 
Seasonal 9.100 9.400 9.900 10.300 10.900 11.400 
GRAND 
TOTAL 

1,094.513 1,185.169 1,268.080 1,362.721 1,418.805 1,468.325 

Source: BECHTEL-1999: Final Report, Bangladesh Fourth Natural Gas Development  
Project. ADB-TA No. 2801 BAN Volume-1 
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Table. A4 
Average Base Case Supply/Demand Comparison with Individual Field Data (*) (in MMcfd) 
  

Fiscal Year Field 
1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 

Bakhrabad 50 50     
Beanibazar 40 40 40 40 40 40 
Belabo 20 20 20 20 20 20 
Fenchuganj  15 15 15 15 15 
Feni 5 5 5 5 5 5 
Habiganj 210 230 260 260 260 260 
Jalalabad 100 100 100 100 100 100 
Kailashtila 86 86 95 95 95 95 
Meghna 15 15 15 15 15 15 
Rashidpur 85 235 235 235 235 235 
Sangu 160 160 160 160 160 160 
Shalda 20 20 20 20 20 20 
Sylhet 5 5 5 5 5 10 
Titas 279 279 279 279 279 279 
Total Supply 1,075 1,260 1,249 1,249 1,249 1,254 
Total Demand 967 1,045 1,120 1,205 1,254 1,298 
Balance 108 215 129 44 -5 -44 
Source: BECHTEL 1999: Final Report, Bangladesh Fourth Natural Gas Development Project. ADB-TA No. 2801 BAN Volume-1 
Part IV: Gas Supply Analysis Table-4.2 
(*): Includes current capabilities plus expected 3rd NGDP, GIDP and others.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Table. A5 
Peak Supply/Peak Demand Comparison with Individual Field Data (*) (in MMcfd) 
  

Fiscal Year Field 
1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 

Bakhrabad 50 50     
Beanibazar 50 50 50 50 50 50 
Belabo 25 25 25 25 25 25 
Fenchuganj  20 20 20 20 20 
Feni 5 5 5 5 5 5 
Habiganj 238 260 295 295 295 295 
Jalalabad 100 100 100 100 100 100 
Kailashtila 105 105 116 116 116 116 
Meghna 25 25 25 25 25 25 
Rashidpur 87 260 260 260 260 260 
Sangu 160 160 160 160 160 160 
Shalda 35 35 35 35 35 35 
Sylhet 5 5 5 5 5 10 
Titas 279 279 279 279 279 279 
Total Supply 1,164 1,379 1,375 1,375 1,375 1,380 
Total Demand 1,095 1,185 1,268 1,363 1,419 1,468 
Balance 69 194 107 12 -44 -88 
Source: BECHTEL 1999: Final Report, Bangladesh Fourth Natural Gas Development Project. ADB-TA No. 2801  
BAN Volume-1 Part IV: Gas Supply Analysis Table-4.4 
(*): Includes current capabilities plus expected 3rd NGDP, GIDP and others 
 

 62



Table A6 
Sector wise gas connection 
 
Year Power Fertilizer Industrial Brick Field Tea Estate Commercial Domestic Total 
Up to         
1968-69 2 1 4 0 0 3 76 86 
1969-70 1 1 7 0 0 10 274 293 
1970-71 0 0 19 0 0 22 955 996 
1971-72 0 0 13 0 0 20 1040 1073 
1972-73 0 0 29 0 0 90 1791 1910 
1973-74 1 0 35 0 0 92 2475 2603 
1974-75 0 0 21 0 0 138 7947 8106 
1975-76 0 0 48 0 0 175 12812 13035 
1976-77 0 0 50 1 0 352 15064 15467 
1977-78 0 0 71 4 0 540 20017 20632 
1978-79 0 0 68 5 0 524 21735 22332 
1979-80 0 0 57 22 0 542 28099 28720 
1980-81 0 1 31 5 0 656 19635 20328 
1981-82 0 0 66 33 0 455 29859 30413 
1982-83 0 0 62 15 0 315 20733 21125 
1983-84 0 0 32 20 21 423 33817 34313 
1984-85 3 1 76 5 1 442 22275 22803 
1985-86 0 1 187 27 12 751 33313 34291 
1986-87 4 1 142 51 25 774 34785 35782 
1987-88 1 0 99 15 1 705 39212 40033 
1988-89 0 0 119 0 0 655 36575 37349 
1989-90 0 0 164 0 1 661 30445 31271 
1990-91 0 0 128 1 0 487 25964 26580 
1991-92 0 1 131 40 0 344 27189 27705 
1992-93 1 0 186 5 0 329 36727 37248 
1993-94 0 1 232 11 1 360 43354 43959 
1994-95 2 0 435 10 9 1443 52944 54843 
1995-96 0 0 202 13 15 418 55265 55913 
1996-97 0 0 215 5 8 460 69201 69889 
1997-98 0 0 150 1 0 527 66605 67283 
1998-99 0 0 162 0 0 429 70904 71495 
         
Total: 15 8 3241 289 94 13142 861087 877876 
Adjustment: - - (-)468 (-)138 (-)5 (-)3802 (+)29300 (+)24887 
Net Total: 15 8 2773 151 89 9340 890387 902763 
         
Source: MIS Report Oct.98 Petrobangla      
MIS Report, Jan.2000, Petrobangla       
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         Table A7 

                    CONSTRUCTION OF GAS TRANSMISSION AND DISTRUBUTION PIPE LINE    
         In Kilometer
Year  Transmission Line     Distribution Line  
 TGTDCL JGTDSL BGSL GTCL Total (T) TGTDCL JGTDSL BGSL Total (D) 
Up to          
1967-68 93.17 0 0  93.17 61.36 0 0 61.36 
1968-69 0.69 0 0  0.69 58.30 0 0 58.30 
1969-70 1.94 0 0  1.94 106.24 0 0 106.24 
1970-71 0 0 0  0 59.36 0 0 59.36 
1971-72 0 0 0  0 16.48 0 0 16.48 
1972-73 0 0 0  0 22.84 0 0 22.84 
1973-74 0 0 0  0 67.26 0 0 67.26 
1974-75 0 0 0  0 66.22 0 0 66.22 
1975-76 0 0 0  0 198.86 0 0 198.86 
1976-77 0 0 0  0 289.54 0 0 289.54 
1977-78 2.14 0 0  2.14 290.54 58.37 0 348.91 
1978-79 0 0 0  0 211.36 14.47 0 225.83 
1979-80 0 0 0  0 209.88 32.19 0 242.07 
1980-81 57.75 0 0  57.75 204.07 40.27 0 244.34 
1981-82 0 0 0  0 187.27 14.26 0 201.53 
1982-83 1.11 26.30 151.94  179.35 159.52 21.27 0 180.79 
1983-84 23.85 19.00 22.71  65.56 112.11 6.35 102.57 221.03 
1984-85 67.90 173.65 67.11  308.66 129.36 148.49 170.92 448.77 
1985-86 9.64 0.81 1.61  12.06 147.12 118.61 338.84 604.57 
1986-87 1.58 11.18 5.04  17.8 388.80 69.86 339.82 798.48 
1987-88 0 0 0  0 161.89 55.82 359.42 577.13 
1988-89 0 0 0  0 164.02 70.84 313.52 548.38 
1989-90 0 0 0  0 106.22 24.97 250.74 381.93 
1990-91 223.00 0 0  223 134.03 47.52 116.52 298.07 
1991-92 0 0 0  0 196.93 67.51 114.50 378.94 
1992-93 111.73 21.61 0  133.34 141.21 47.87 157.46 346.54 
1993-94 6.60 22.84 0  29.44 495.88 48.03 208.79 752.70 
1994-95 0 47.53 0  47.53 204.81 120.00 154.61 479.42 
1995-96 13.72 0  1.25 14.97 301.65 55.84 217.88 575.37 
1996-97 24.82 14.70 27.60 58.25 125.37 302.23 68.53 335.53 706.29 
1997-98 44.46 45.90 34.80  125.16 307.12 131.07 130.93 569.12 
1998-99 36.79 0 0 111.00 147.79 408.73 37.64 206.92 653.29 
Total: 720.89 383.52 310.81 170.50 1585.72 5911.21 1299.78 3518.97 10729.96 
          
* Figure of Brahmaputra Basin Project.       
        
        
Source: MIS Report Oct.98 Petrobangla       
MIS Report, Jan.2000, Petrobangla       
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Abbreviations 
 
 
BAPEX :  Bangladesh Petroleum Exploration Company  
BCIC  : Bangladesh Chemical Industries Corporation 
Bcf  : Billion cubic feet 
BGFCL :  Bangladesh Gas Field Co. Ltd. 
BTU  : British thermal unit 
DTW  : Deep Tube Well 
GOB  : Government of Bangladesh 
GDP  : Gross Domestic Product 
GIIP  : Gas Initially In Place 
HCI  : Head-count Index 
HSFO  : High Sulphur Fuel Oil 
HYV   : High Yielding Variety  
IDB  : Islamic Development Bank 
IOC  : International Oil Company 
IPP  :  Independent Power Producer 
KAFCO  :  Karnafully Fertilizer Company 
KGOE  : Kg of Oil Equivalent 
LLP  :  Low lift pump 
LNG  : Liquefied Natural Gas 
LRMC  : Long Run Marginal Cost 
Mcf  :  thousand cubic feet 
MMBTU :  Million British thermal unit 
Mmcfd  :  million cubic feet per day 
NBR  : National Board of Revenue 
PCD  : Petroleum Concession Department  
PDB  : Power Development Board 
PSC  : Production Sharing Contract 
SGFL  : Sylhet Gas Field Ltd. 
TCF  :  Trillion cubic feet 
WRIP  :  Western Region Integrated Project 
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Endnotes 
 
1 Inclusion of fuel food in primary commercial 
energy in the World Development Report (2000) 
report has increased per capita primary commercial 
energy to 197, 476 and 446 KGOE in 1996 for 
Bangladesh, India and Pakistan respectively. 
 
2  See the Bangladesh Gas Sector Development 
Strategy, 1998. 
 
3  An opportunity cost of gas not supplied to fertilizer 
was US$3.1/mcf. 
 
4  An opportunity cost of gas not supplied to power 
was US$54/mcf. 
 
5  See article II.2.3 (commercial)  (I) in the Petroleum 
Policy 1993 
 
6  Profit Gas is the natural gas produced and saved 
from the contract area and not used in incurring 
contractor’s expenses prior to Commercial 
production. The shares are to be bid and negotiated. 
 
7  If supplies are done by the International Oil 
Company (IOC). 
 
8  See article II.2.3 (commercial) (iii) in the 
Petroleum Policy 1993 
 
9  This does not include the reserve of Bibiana field 
and Maulvibazar, which are under appraisal. 
 
10  This section is based heavily on the Bangladesh 
Gas Sector Development Strategy, May 1998.  
 
11  See Gas Sector Development Strategy, May 1998. 
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Fig.1: Construction of Gas Transmission and Distrubution 
Pipe Line
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