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FROM THE EDITOR 

 
 

With this issue of the Journal of Bangladesh 
Studies, I am delighted to note that interest in the 
journal continues to grow both within the United 
States as well as in other countries. In fact, the first 
local edition of the journal was recently launched in 
Bangladesh at a formal ceremony in September 
2002 that was organized by East West University, a 
partner institution of JBS. The partnership is 
intended to make JBS widely available in 
Bangladesh, especially to academic institutions, 
research centers, and policy makers. The ceremony 
was attended by scholars, leaders from various for-
profit and non-profit organizations, government 
representatives, and the intellectual community in 
general. The journal was received with great 
enthusiasm and high expectations that it would fill a 
void by addressing development issues pertaining 
specifically to Bangladesh. Scholarly contributions 
from various universities and related organizations, 
worldwide, have also begun to increase.  JBS is also 
being made available to various South Asian 
libraries in the United States. Initiatives are 
underway to forge a partnership with The American 
Institute of Bangladesh Studies in which JBS will 
serve as a conduit to sensitize readers about the 
topics and methodologies addressed by AIBS-
funded research. As we continue to highlight 
strategic and relevant development issues pertinent 
to Bangladesh on the basis of conceptual and 
empirical analysis, we are confident that JBS will 
provide visionary and intellectual leadership to 
address the challenges of development in 
Bangladesh that may well be emulated by other 
developing countries. 
 
We solicit manuscripts that are innovative, 
insightful, and incisive and focus mainly on 
development issues of Bangladesh. The articles are 
expected to provoke debate and challenge policy 
makers, development planners, international 
agencies, donor countries, non-government 
organizations, and even countries in the region by 
reviewing existing practices and seeking pioneering 
solutions to bring about “real” change and 
development that reaches the very grassroots of 
Bangladesh society. 
 
As the development discourse continues and its 
multidisciplinary scope expands, questions remain 
about the state of the human condition.  While 
economic perspectives and solutions have been the 
mainstay of most analyses, other disciplines are also 
beginning to join the fray. Insights from sociology, 

political science, psychology, the sciences, and 
related disciplines are also vital and need to be 
better integrated into the development discourse. 
From this milieu will need to emerge a clear 
conceptualization of what development is about and 
what should guide its propagation.  One such 
conceptualization that I have often thought about 
that differentiates developed countries from 
developing ones is a heightened sense of collective 
conscience. This heightened state imbues in its 
people collective traits of philanthropy, moral 
values, social justice as reflected in distribution 
rather than growth, a voice of reason to challenge 
economic, political, and social structures that are 
ineffective, and a strong desire to learn and 
assimilate new modes of thinking to forge ahead 
"with" the community of nations. Bringing about 
this sense of collective conscience rests to an extent 
on a country's leaders who must demonstrate 
qualities of selflessness, vision, justice, moral and 
ethical strength, empathy for the people, willingness 
to take calculated risks, and the ability to inspire and 
enthuse the nation while giving to it a sense of 
purpose and meaning. Unfortunately, as one of our 
authors in a past issue surmised, Bangladesh 
continues to be bogged down in “the politics of 
pettiness and the pettiness of politics.” The 
stranglehold of this mindset over the nation 
continues to suppress development of the collective 
conscience. It is heartening, though, that the people 
of the land seem to be more willing to change their 
conditions as they are gradually finding their 
collective strength to change matters. Recent 
elections have shown that people have the capacity 
to change any political leadership that is incapable 
of delivering; this is a positive sign that changes for 
the better are imminent. The question is time—a 
resource we do not have in plenty—unless a new 
brand of leadership emerges quickly from the 
morass. 
 
In this issue, we first present an invited article on 
the national budget by Wahiduddin Mahmud. We 
also invited commentaries on the paper from The 
World Bank and Finance Ministers, both past and 
present.  Responses were received from Frederick 
Temple and Zahid Hussain of The World Bank and 
A.M.A. Muhith, a retired civil servant and former 
Finance Minister. Mahmud's paper is resplendent 
with insights, revealing a complex process that leads 
to the national budget—one that is characterized by 
incrementalism that does not "fit into a coherent 
strategy evolving over time;" one that is thoroughly 
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politicized with little transparency and 
accountability, where there is corruption in tax 
administration and where politicians and  
bureaucrats involved with the SOEs continue to reap 
huge illegal incomes; one that is implemented by a 
lackluster and ineffective administrative arm; one 
where aid conditions impose rather than guide 
allocations; and one having the potential of being 
thoroughly exploited and abused by all presently 
concerned with its formulation and administration. 
And yet, Mahmud poses a conundrum: that despite 
the weaknesses, "there has been considerable 
progress in many areas of social development 
reflecting at least in pretense a 'benevolent social 
guardian role' of the government. " Temple and 
Hussain confirm the positive developments in the 
country, citing the Bangladesh Public Expenditure 
Review by the World Bank and the Asian 
Development Bank; but they caution against 
ascribing these developments to the social 
benevolent role of the government. Muhith, on the 
other hand, argues that Mahmud "has successfully 
belabored the … social guardian role of the 
government" but questions “why growth is still a 
distant dream and poverty alleviation not so robust.” 
 
It is intriguing that neither the author nor the 
commentators question whether the quality of data 
on which their arguments are predicated is 
sufficiently reliable and valid. For example, the 
government has sufficient incentive to manipulate 
data to demonstrate accomplishments where there 
are little or none. The World Bank and the Asian 
Development Bank also have incentives of their 
own to use flawed data that support their brand of 
resource management and presumed positive 
impacts. The bottom line is reflected in Muhith’s 
query about growth and poverty alleviation and the 
daily news from the far corners of Bangladesh that 
continue to cry out how people for whom 
development is intended have been marginalized. 
Clearly there is a need for more convincing 
evidence that processes are in place to raise the 
collective conscience and the welfare of the people 
of Bangladesh. Consequently, Mahmud’s paper 
provides grist for the mill for academics, 
researchers, development planners, and aid agencies 
to explain this conundrum and establish whether 
anyone other than the powerbrokers (both internal 
and external) have really benefited. What must be 
clearly demonstrated is the degree to which the 
budget reflects the aspirations and welfare of its 
people and the extent to which it contributes to 
upgrading the welfare and collective conscience of 
its people. Unless the control over its formulation is 
opened up to more thorough scrutiny and public 

debate, its implementation decentralized, and its 
evaluation assigned to “disinterested” third parties, 
it will be difficult to “sell” all the remarkable claims 
that are made about the positive impacts of 
development by those who have a stake in making 
such claims. Any budget must address the needs of 
the people to achieve social emancipation. That, as 
Muhith suggests, is still a distant dream. 
 
Amin Sarkar addresses the issue of sustainable 
development in Bangladesh and identifies a plethora 
of obstacles standing in the way. These include the 
highly centralized colonial administrative and 
education system, state owned enterprises, poor 
infrastructure, political instabilities, and high levels 
of corruption that continue to serve the ruling class.  
His call for decentralization, privatization, 
competitive markets, and educational reforms serve 
as a reminder that certain structures of society must 
be changed if development is to be put on the right 
track and sustained. Politicians and policy makers 
must strive to address these goals that have been oft-
repeated in various forums over the years. Yet they 
continue to fall on deaf ears as one perceives little 
"real" action and unremarkable results. 
 
Tuck Cheong Tang examines the determinants of 
import demand behavior in Bangladesh. An 
interesting finding of the paper is that the country’s 
exports are a major determinant of Bangladesh’s 
aggregate import demand over the long run, 
suggesting that the policy of import substitution has 
been replaced by the strategy of export-led growth 
with high import content for export items like 
garments.  Clearly, as the author indicates, “for a 
small open economy like Bangladesh it seems 
realistic to assume that it is domestic supply rather 
than foreign demand that imposes a binding 
constraint on the growth of the export sector.” 
Consequently, the author rightly suggests 
government strategies that should give priority to 
the development of resource-based industries which 
have low import contents, and to accelerate the 
development of backward linkages for non 
resource-based industries in order to increase the 
use of local inputs to dampen the increase in import 
demand that is driven by export growth. In addition, 
government policies on development of domestic 
capital goods industries and industries that produce 
intermediate goods that are competitive in terms of 
price and quality to imports will help implement 
export-led growth. 
 
Tanweer Akram examines the decrepit condition 
and dismal performance of the non-financial state-
owned corporations in Bangladesh. For over three 
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decades, these corporations have continued to be 
supported by the national exchequer that tantamount 
to blood transfusion to a patient whose demise is 
imminent when such transfusion is stopped. In other 
words, there is little reason to believe these 
corporations will make it on their own and 
“contribute” to other sectors of the economy. 
Instead, their existence continues to deprive other 
sectors from receiving a healthy infusion of 
resources that could propel them to greater heights, 
while enabling them to uplift society. The math is, 
therefore, simple: Either give these corporations a 
chance to make it on their own, to allow the labor 
unions and other interested parties an honest 
opportunity to succeed; or sell these enterprises to 
the highest bidder. Any other strategy is faulty, 
unjustified by the resources they deplete, and 
morally wrong. But as Mahmud’s invited article 
suggests, these organizations serve many perverse 
incentives that benefit a small politico-bureaucratic 
nexus. That game is now transparent and any ruling 
party that continues to support these dinosaurs in 
their death throes must be held accountable and 
answerable by the nation. 
 
Finally, S.A.Khan examines the potential of 
homestead gardens in alleviating the nutritional 

deficiencies common to most people in Bangladesh 
and in serving as a source of income.  Additional 
benefits contributing to ecological balance and 
better living conditions are also explored. Among 
the important observations are the maintenance of 
species density and diversity and their interactions, 
the cycling and recycling of nutrients, archiving of 
indigenous knowledge of “farmers as researchers,” 
protection of the gene bank of plants, and training 
and extension support to those who contribute a 
significant proportion of labor for home garden 
management (the women and children), to enhance 
productivity of the homestead gardens. 
 
We will strive to publish thought-provoking essays 
in JBS and look forward to the contributions of 
experts, critics, and our enlightened subscribers to 
propel JBS forward in its mission. I would also like 
to take this opportunity to thank a wonderful team 
of editors and manuscript reviewers who continue to 
provide selflessly of their time. To a large measure 
the growth of JBS is the result of their diligence and 
hard work.  Thanks are also due to Sue Pennington 
of the School of Business at Penn State Erie for 
attending to the typing and formatting of the papers 
and to Erin McCarty for the painstaking work of 
editing of the manuscripts.  

 
 
 

Syed Saad Andaleeb, Ph.D. 
Editor, JBS and 
Professor and Program Chair, Marketing 
School of Business 
Penn State Erie 
Station Road 
Erie PA. 165563 
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NATIONAL BUDGETS AND PUBLIC SPENDING PATTERNS IN BANGLADESH: A 
POLITICAL ECONOMY PERSPECTIVE 

 
Wahiduddin Mahmud 

 
ABSTRACT 

 
This exploratory study looks at the factors shaping the formulation and implementation of national budgets in 
Bangladesh with an emphasis on the determinants of public social spending. By considering the actual budgetary 
outcomes as the "revealed” public choice, the deviations from the stated economic policy objectives are examined. While 
few generalisations can be made, the study highlights the complex interactions of economic, political and bureaucratic 
incentives and institutions underlying the budgetary processes. One finding is that, given the weaknesses of the 
democratic institutions in Bangladesh, there seem to be at work some non-institutional mechanisms for ensuring public 
accountability, such as through civic activism, a free press and widespread political awareness among the people at large. 
This probably explains why, in spite of many perverse political incentives embedded in the system, there has been 
considerable progress in many areas of social development in Bangladesh and the budgetary process portrays, at least in 
pretence, a "benevolent social guardian role" of the government.   
 
 

Introduction 
 
National budgets are the most potent instrument of the 
government's economic management and can thus have 
a profound effect on the well being of the people. Both 
the methods of revenue collection and patterns of 
expenditure adopted in the budget go a long way in 
determining the growth and distribution of income in 
the economy. This is particularly true when one 
considers the cumulative effects of budgetary policies 
pursued over a period of time. There are of course many 
important areas of economic policymaking that lie 
outside the purview of the budget - for example, 
monetary and exchange rate policies, labour market 
policies, and a whole range of policies and institution-
building activities that are intended to regulate and 
facilitate the functioning of a market economy. But 
these policies largely complement and get reflected in 
the budgetary processes in one way or another. 

 
The scope of budgetary policies in a poor developing 
country like Bangladesh is, however, closely related 
with what developmental role is envisaged for the 
government vis-à-vis the private sector. On this,  
development thinking has undergone profound changes 
over time and is still evolving, with no clear-cut 
consensus (the so-called 'Washington consensus' itself 
being continuously modified by its own proponents). 
This debate, while relevant, is not the major concern for 
the present study. Public policy discussions are usually 
about what ought to be done, rather than what actually 
is done. The former is about the economic arguments 
regarding policy choices, while the latter is concerned 
with the economic-political-institutional interactions 
that shape the actual formulation and implementation of 
policies. This study is mainly concerned with analysing 
those interactions and their outcomes - what may 
preferably be called 'public choice' involved in 
budgetary decisions. 

 

Why does a government conduct its budgetary policies 
(or, for that matter, the entire economic management) in 
the way it does? There is not much guidance available 
from the economics or public administration literature 
on this issue. Many authors have discussed the political 
economy aspects of implementing market-oriented 
liberalising policy reforms in developing countries, but 
the discussions hardly cover the government's 
behaviour regarding public finance (excepting certain 
issues that are directly relevant to those reforms, such as 
the elimination of subsidies or cuts in import tariffs).1 

On the other hand, the so-called "public choice" school 
of economics founded by James Buchanan and Gordon 
Tullock among others, does provide a framework for 
analysing the determination and efficiency of public 
policies, including budget-making processes (Buchanan 
and Tullock 1962, Downs 1957). Following their work, 
there has now emerged a sizeable literature attempting 
to explain economic policymaking by democratic 
governments; but there is yet little consensus on 
empirical evidence or on modes of analysis (Mueller 
1997, Persson and Tabellini 2002). Moreover, this 
literature deals with only Western industrialised 
economies having mature democratic systems, and has, 
therefore, very limited applicability to developing 
countries.2 As such, this paper makes only some 
occasional reference to this literature 

 
The point of departure for this paper will be to see how 
far there exists a coherent stated economic policy 
framework for the budget, particularly regarding the 
priorities of public spending and their envisaged 
contribution towards social well-being. If the actual 
budgetary outcomes are considered as the "revealed" 
public choice, one can then examine how far these 
deviate from the stated policy framework.3 The 
deviations may occur when the budget is proposed as 
well as at the implementation stage. Some of the 
deviations may be due to lack of analytical and 
administrative capacities in the formulation and 



implementation of the budget, but more important in 
explaining the deviations are likely to be the political 
compulsions. It need not, however, be assumed that the 
stated policy framework is conceived in a political 
vacuum on the basis of economic rationale alone, as in 
the so-called "benevolent social guardian" model of 
governmental objectives and decision making. Such a 
model implicitly underlies most public policy 
discussions. In reality, economic policy making is likely 
to incorporate political responses and feedback, thus 
making a full circle of political-economic interactions.  
 
The empirical analysis will be based on the fiscal 
policies pursued during the decades of the 1980s and 
the 1990s, with more emphasis on the later years. The 
analyses of the fiscal trends during this period can be 
enriched by capturing the effects of several factors 
relevant for this study: 
 
• large-scale fiscal adjustment taking place as part of 

macroeconomic reforms initiated in the mid-1980s, 
mostly under donor conditionalities (thus showing 
donor influence as well as changes that were more 
than 'incremental');  

 
• increased reliance on domestic financing of public 

development spending in the face of declining 
foreign aid availability, thus providing more scope 
for the government to 'reveal' its own priorities;  

 
 
• transition to parliamentary democracy in the 

beginning of the1990s. 
 
On the last point, it may be noted that the 1980s saw the 
semi-autocratic rule of General Ershad, starting with a 
martial law regime, followed by a semblance of 
presidential form of democracy with a multi-party 
parliament. The government failed to gain credibility as 
a representative one because of its repressive measures 
and rigged elections. Parliamentary democracy was 
introduced in the beginning of the 1990s, after the 
Ershad regime had fallen through a mass movement. 
Since then, the elections held under the neutral 
caretaker governments (for which, provision has been 
made under the constitution) have been widely 
acclaimed as free and fair. However, none of the elected 
parliaments could function effectively because of 
frequent boycotts by whichever parties were in the 
opposition.   
 
The empirical analyses presented in this paper are 
mainly based on official data relating to the 
government's fiscal operations. In order to assess the 
actual outcomes of the stated budgetary policies, it also 
draws upon the results of various studies on the 
evaluation of public service delivery mechanisms and 
implementation of development projects. The findings 
of some recent studies on economic policy reforms, 
conducted with a 'participatory' approach, are also 

found helpful in understanding the perceptions of 
stakeholders, and thereby, the political economy of the 
budgetary process.   
 

 
Budgetary Trends and Strategies: What Do They 

Reveal? 
 
The Economic Policy Framework 
 
Achieving equitable economic growth for poverty 
alleviation is generally accepted to be the overriding 
goal of the government's developmental efforts in 
Bangladesh. In this context, poverty alleviation is 
broadly defined to include social development, 
particularly in terms of improvements in health and 
education indicators. The policy statements regarding 
the budgetary measures, in order to have political 
legitimacy, must conform to these broad welfare 
objectives. While these statements may have a populist 
stance to an extent (e.g. well justified measures for 
increased tax coverage are underplayed, while not-so-
justified writing-off of agricultural loans is highlighted), 
at least they show the compulsion on the part of the 
government to portray the so-called 'benevolent social 
guardian' image. In other words, any deviant political 
motives or compulsions have to remain as a hidden 
agenda. 

 
These policy statements, which are made in the Finance 
Minister's budget speech and come as a preamble to the 
main budget documents, can hardly be said to provide a 
well-articulated policy framework for the budget. While 
some policy justifications are given for the budgetary 
measures representing only 'incremental' changes in a 
year, it is not made clear how they fit into a coherent 
strategy evolving over time. Moreover, the important 
trade-offs in resource allocations, which lie at the heart 
of budgetary decision making, is rarely spelt out. 
Nevertheless, certain yardsticks for judging the merits 
of the budget proposals are now generally accepted in 
Bangladesh. One such yardstick, for example, is 
whether there is enough fiscal prudence to contain 
inflation and ensure economic stabilisation. Raising 
higher revenue and containing the growth of 
administrative expenditures, so as to generate more 
domestic resources for development spending, are 
regarded as a broad goal of budgetary measures. Within 
development spending, the higher is the benefit going to 
the poor, the better. And there seems to be a compulsion 
for the Finance Minister to show (even with some 
jugglery of data, if needed) that the allocations to 
education are larger than the defense budget.   

 
Like most developing countries, Bangladesh embarked 
on a program of macroeconomic stabilisation and 
structural adjustment during the early to mid-1980s 
along the standard guidelines of the IMF and the World 
Bank. These reforms, which were undertaken under 
rigid aid conditionality arrangements and were more 
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vigorously pursued in the early 1990s, were primarily 
aimed at reducing the fiscal and external deficits to a 
sustainable level in the face of declining foreign aid 
availability. The accompanying market-oriented 
liberalizing policy reforms involved a redefining of the 
developmental role of the government and the priorities 
of public expenditures. The fiscal measures included 
reduction or elimination of agricultural and food 
subsidies during the late 1980s, introduction of value-
added tax (VAT) in the early 1990s and a gradual 
withdrawal of direct public investment in productive 
sectors. The envisaged developmental role of the 
government was mainly defined in terms of the 
provision of such public goods as education, healthcare, 
public utilities and physical infrastructure. In addition, 
this role also included the implementation of cost-
effective poverty-alleviating programs to provide 'safety 
nets' for the poor. 

 
This broad policy framework, even if generally agreed, 
is far from being an adequate basis for making the 
actual decisions regarding public development 
spending. Unlike in the case of investments in directly 
productive activities, the technique of social cost-
benefit analysis is difficult to apply in evaluating social 
sector projects, because of deficient data and many 
conceptual problems. One such problem concerns the 
so-called "externalities" arising from interdependent 
outcomes.4 For example, in improving the health 
indicators, there are known to be important synergies 
among interventions in healthcare, environmental 
sanitation, family food supplementation, female 
education and income generation for the poor. Even 
from the point of view of strict economic theory, not 
enough is known about these synergies in quantitative 
terms to devise an optimal allocation of resources.5 A 
more practicable method is to devise sectoral 
development strategies and targets along with cost-
effective programs to achieve those targets. While this 
can help to determine priorities within the broad 
sectors, the rationale of resource allocation among those 
broad sectors still remains wanting.   
 
The appropriate state-market mix remains another grey 
area of budgetary policy-making. While most 
proponents of the so-called "Washington consensus" 
now agree that the resolution of this problem should be 
based not on ideology, but on evidence regarding 
market failure vis-à-vis government failure, there is 
much less agreement about what that evidence is. 
Again, market-oriented policy reforms are no substitute 
for having an appropriate development strategy that is 
needed, say, to guide public investments in 
infrastructure or other policy measures towards 
supporting private sector development. These gaps in 
the policy framework can create ambiguities and 
controversies regarding how far the budgets actually 
adhere to their stated policies (or, in other words, 
whether the government acts according to what it 
publicly commits to). 

The Budgetary Trends 
 
The annual budget has two components: (a) the current 
or revenue budget that is meant to meet the regular 
expenditures on public administration and defense as 
well as the recurrent expenditures in social sectors like 
health and education, and (b) Annual Development Plan 
(ADP) that includes project-wise allocations for 
development spending. These development projects are 
supposed to be approved through an elaborate inter-
ministerial process of scrutiny under the guidance of the 
Planning Commission, but many projects are given a go 
ahead without a formal approval. While the larger part 
of expenditure under ADP can be called public 
investment (in the strict economic definition of physical 
investment, i.e. construction and installation of 
equipment), it also includes expenditures that are more 
in the nature of public consumption. The demands for 
current budget are matched against revenue income, and 
any surplus is available for financing the ADP. The 
ADP expenditure, net of this revenue surplus, shows the 
overall budgetary deficit, which is financed by net 
foreign aid.6 Any remaining deficit is met by the 
government's domestic borrowing, consisting of bank 
borrowing and sale proceeds of government saving 
certificates and bonds. 
  
One serious problem in analyzing the budgetary trends 
is that the realized expenditures and earnings may be 
substantially different from the figures given in the 
original budget documents or even in the "revised" 
budgets prepared at the end of the financial year. A 
comparison of the actual and the original budget figures 
shows a typical pattern: that there is some shortfall in 
revenue collection and in foreign aid disbursements, and 
an excess in revenue expenditure. The effect of this is 
borne by a downsizing of the ADP (in some years, 
substantially) and by an unanticipated extent of 
domestic borrowing. The government thus has a 
tendency to set budgetary targets that are too ambitious 
compared to what it can actually achieve. A certain 
amount of optimism in setting the targets may help to 
inspire the relevant government agencies into action. A 
less generous interpretation is that the government may 
deliberately try to make the budget look politically more 
acceptable, at least at the time of announcing the budget 
when it is more in the public eye.7 Nevertheless, it 
shows that there is a political compulsion on the 
government to increase development spending and 
restrain the growth of current expenditure (or, at last, to 
be seen to do so). 
 
The trends in the overall budgetary balances from 1983-
84 to 1996-97 are shown in Table 1. All the estimates 
are shown as a proportion of GDP at current market 
prices. While Bangladesh has recently switched to a 
new revised series of national income estimates, the 
estimates in Table 1 are derived from the old series. The 
new national income estimates, which are available in 
published form from 1990-91 onward, show an upward 
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revision over the earlier ones ranging between 26 to 30 
percent for various years, but the estimated year to year 
real GDP growth rates are not much changed. The 
estimates in Table 1 should not, therefore, be much 
affected by these revisions in terms of their trends, 
although their level in each year will be considerably 
lower. Since the old national income series is available 
up to the fiscal year 1996/97, this is taken as the 
terminal year in Table 1, as also in some of the 
subsequent tables. 
 
One important feature of Bangladesh's fiscal scenario is 
that the revenue-GDP ratio is low even by the standard 
of developing countries. This will appear to be even 
more so with the new national income estimates, in 
which case this ratio would be about 9 percent instead 
of about 12 percent during the late 1990s as shown in 
Table 1. There was some increase in this ratio in the 
early 1990s, mainly due to the introduction of VAT, but 
the increase proved to be a once and for all 
phenomenon. Evasion of taxes, particularly of income 
tax, is extremely high, so that direct taxes currently 
contribute only 15 percent of total tax revenue. An 
analysis of the trends in tax yields in Bangladesh 
suggests that the tax system is income-inelastic, so that 
the rate of growth of tax revenue tends to fall behind 
that of GDP unless ‘discretionary’ measures are taken 
for enhancing the rate structure and (or) expanding the 
tax base. A large and increasing degree of tax evasion is 
alleged to be the major factor behind this tax inelasticity 
(Mahmud 2001).8

 
Enforcing strict tax compliance has a political cost for 
the government, so that it has to weigh this cost against 
the 'marginal' benefit (political and economic) to be 
derived from development spending. It is a fair 
assumption that development spending, being the more 
flexible part of the budget expenditures, bears the major 
burden of any public resource shortfall. While better 
enforcement of income taxes goes against the interest of 
the rich, a drive for collecting more indirect taxes 
(mostly VAT) by increasing their coverage is unpopular 
among the middle income class, on whom the incidence 
of these taxes is the highest. A drive for better 
enforcement of indirect taxes annoys the business 
community, who often can get away without paying the 
taxes. Since at least a part of development spending is 
likely to be pro-poor (see later discussions), the poor 
seem to have got a rather bad deal so far as there is a 
trade-off between higher revenue and higher pro-poor 
spending.9
 
One redeeming feature is that the level of current 
expenditure as a proportion of GDP is also low relative 
to many developing countries. It is noteworthy that this 
proportion increased steadily in the 1980s (which was 
the tenure of the semi-autocratic regime of General 
Ershad), but has been kept from rising since then. Partly 

because of this, the size of the development budget as a 
proportion of GDP fell during the 1980s, but 
subsequently recovered to some extent in the 1990s. 
The transition to a democratic regime thus seems to 
have resulted in increased accountability in respect of 
restraining the government's current expenditures, 
thereby, mobilising more resources for development 
spending. There was a significant steady decline 
throughout this period in the availability of net foreign 
aid, which declined from 10 to 8 percent of GDP in the 
early 1980s to 3 to 4 percent in the late 1990s. There are 
many factors behind this decline in foreign aid, and one 
of those is how the government values the benefit of 
increased-aid financed development spending against 
the political cost of complying with the aid 
conditionalities. More on this will be discussed later. 
 
Besides the revenue budget's surplus and net foreign 
aid, the government's domestic borrowing can be the 
other source of financing the development budget. 
However, such borrowing has the risk of increasing the 
rate of inflation through excessive credit expansion or 
'crowding out' the private sector from the credit market. 
The experience of the 1990s suggests that the two 
successive political regimes resorted to higher and 
unsustainable levels of domestic borrowing towards the 
end of their respective tenures. This conforms to the 
hypothesis of the so-called 'political business cycle' 
discussed in the literature on public choice theory - that 
an elected government will court popularity by cutting 
taxes or increasing expenditures (and thereby running 
higher budget deficits) before an election.10 Overall, 
however, no serious threat to macroeconomic 
stabilisation arose out of such government borrowing; 
instead, the rate of annual average inflation rate was 
lowered from above 10 percent in the 1980s to around 5 
percent in the 1990s.  

   
The trends in the sectoral allocations in the revenue and 
development budgets are shown in Table 2 and Table 3. 
As expected, the allocations in the revenue budget do 
not show any marked or systematic changes. This is to 
be expected, given the fact that the economic reforms in 
Bangladesh have not involved any significant 
restructuring of the regular functionaries of the 
government, such as a major downsizing of the 
administration. This also shows that the revenue budget, 
in particular, is prepared on the basis of incremental 
changes over the previous year's budget. The subsidies 
on food distribution and on the distribution of 
agricultural inputs had already been greatly reduced by 
the mid-1980s, and this is not therefore reflected in 
these estimates.11 The only significant trend is the 
steady increase in the interest payments on the 
government's domestic and foreign debts (shown as 
debt service). 
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Table 1: Income and Expenditure of the Central Government (Actual) 
(Percent of GDP at current market prices) 

 1983/84 1985/86 1987/88 1989/90 1991/92 1993/94 1995/96 1996/97

Total revenue 8.1 9.1 8.9 9.3 10.9 12.2 11.5 11.8

Total expenditurea 17.1 16.6 16.1 17.2 16.8 18.1 17.1 17.4

Current expenditureb 6.5 7.5 8.1 8.8 8.3 8.9 8.7 8.8

Development budgetc 8.5 7.8 6.4 6.4 6.3 8.4 7.4 7.7

Overall budget deficit 9.0 7.5 7.1 7.9 5.9 6.0 5.7 5.4

Net foreign financingd 7.8 6.4 6.9 6.6 4.9 4.9 3.6 3.5

Net domestic financinge 1.2 1.5 0.2 1.3 1.0 1.1 2.2 1.9
    

a. Includes food account balance and capital expenditures and net lending not included in the development budget. 
b. Excludes food subsidies  
c. Expenditure under Annual Development Plan (ADP). 
d. Includes grants and conventional loans net of amortisation   
e. Includes borrowing from the banking system and sales proceeds of savings certificates. 

Note: Based on the estimated actual figures, not the budget figures. The estimates correspond to July-June fiscal year; 
they are based on the old national income series which is available up to 1996/97. 
 
Sources: Official fiscal statistics and data compiled in the World Bank’s Annual Country memorandum, various issues. 
 

 
The sectoral allocation pattern of development spending 
has, however, undergone some significant changes, 
reflecting the changing developmental role of the 
government under the economic reforms. Allocations to 
manufacturing industries have been reduced to almost 
an insignificant proportion, showing that the 
government has virtually withdrawn from investment in 
setting up new industries. With the rapid expansion of 
tube-well irrigation in the private sector, the proportion 
of allocations to water resource development has also 
declined. Also, the decline in investment in energy 
reflects increased reliance on private companies for the 
generation of electricity and for the exploration 
activities. The reverse of this structural changes in 
development spending is the increased proportional 
allocations to rural development and to social sectors, 
especially education.   
 
Broadly speaking, one thus finds a close concordance 
between the accepted development strategy and the 
patterns and trends in public expenditures. That human 
development and poverty alleviation are given due 
importance is supported by increased budget allocations 
to rural development and social sectors.12 Two points, 
however, may be made at this stage regarding the above 
restructuring of development spending. First, how far 
higher allocations to the social sectors will lead to an 
improvement in social development indicators will 
depend very much on the quality and effectiveness of 
the spending. The a priori rationale and the actual 
effectiveness of public expenditures are two separate  
 

 
aspects. There is also the broader question of whether 
the redefining of the government's role, as reflected in 
the budget, will result in the envisaged private-sector-
led growth that is also pro-poor. (This study does not go 
deep into this latter question.). Second, the structural 
shift in the budget towards larger social spending has 
come about from a redefining of the role of the 
government and is, therefore, of a once-and-for-all 
nature. In future, higher allocations to social sectors will 
require more difficult reforms, for example, in respect 
of preventing tax evasion or downsizing the 
government. 

 
Lastly, it should be mentioned that the budgetary 
estimates discussed here do not fully reflect the drain on 
public resources due to the loss-making state-owned 
enterprises, including public commercial banks. Not 
only past investments in these enterprises have not 
given returns to the public exchequer, but also some of 
the state-owned enterprises cannot even cover their 
operating costs. These losses are covered partly by 
direct loans from the budget, and partly by occasional 
capital replenishments of the public commercial banks 
through issuance of government bonds. If these losses 
are fully accounted for in the budget, then the full-
deficit of the government's financial operations will be 
much larger.   

 
Foreign Aid and Donor Influence 

 
As mentioned earlier, macroeconomic reforms 
including fiscal adjustment in Bangladesh were 
implemented under rigid aid conditionality.13 The 
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articulation of the rationale for such reforms and their 
evaluation have come almost entirely from the donor 
side and very little from the side of the government. 
The indigenous support or critique has come mainly 
from the local media and experts outside the 

government. The government's position is only 
occasionally stated in public utterances of political 
leaders, and to some extent, in the annual budget 
speeches of the Finance Ministers.14  It is, therefore, 
difficult to assess how much of the 

 
Table 2:  Current Budget (Revised Budget) Expenditures; Proportion of Sectoral Expenditure to Total 

 
Sector 1986/87 1989/90 1991/92 1993/94 1995/96 1996/97 
General Services 0.43 0.38 0.37 0.42 0.40 0.41 
Social Services 0.36 0.31 0.30 0.33 0.32 0.32 

(Education ) (0.19) (0.16) (0.17) (0.19) (0.18) (0.18) 
(Health & population planning) (0.07) (0.05) (0.05) (0.07) (0.06) (0.06) 
(Social welfare) (0.10) (0.09) (0.07) (0.07) (0.08) (0.08) 

Economic Services 0.08 0.07 0.07 0.08 0.09 0.08 
(Agriculture) (0.04) (0.04) (0.04) (0.04) (0.05) (0.04) 
(Others) (0.03) (0.03) (0.03) (0.04) (0.04) (0.04) 

Debt Service 0.11 0.10 0.14 0.12 0.15 0.14 
Food Subsidya 0.01 0.09 0.04 0.02 0.03 0.03 
Other Subsidya 0.01 0.05 0.03 0.01 0.01 0.02 
Contingency 0.00 0.00 0.04 0.02 0.00 0.00 
Total Current Expendituresb 1.00 1.00 1.00 1.00 1.00 1.00 

(in billion taka) (47.2) (62.4) (89.0) (122.8) (155.1) (171.5) 

a. There has been a change in the definition of subsidy, especially during 1992-93. 

b. Government’s budgetary definition, differs from IMF definition. 
Note: Based on the figures given in the revised budgets. 
Sources: Official fiscal statistics and data compiled in the World Bank’s Annual Country memorandum, various issues. 
 
Table 3: Annual Development Program: Proportion of Sectoral Allocation to Total  

 
Sector 1986/87 1989/90 1991/92 1993/94 1995/96 1996/97 
Agriculture 0.04 0.06 0.06 0.05 0.04 0.04 
Rural Development  0.02 0.03 0.04 0.04 0.06 0.07 
Water Resources 0.1 0.17 0.07 0.05 0.05 0.07 
Industry 0.16 0.07 0.02 0.01 0.01 0.01 
Energy 0.26 0.17 0.14 0.14 0.15 0.14 
Transport 0.09 0.13 0.11 0.14 0.16 0.16 
Communication  0.01 0.03 0.02 0.05 0.02 0.02 
Physical Planning 0.03 0.05 0.04 0.03 0.04 0.05 
Education  0.05 0.04 0.04 0.09 0.11 0.11 
Health & Family Planning 0.04 0.06 0.06 0.06 0.06 0.07 
Social Welfare 0.00 0.01 0.00 0.00 0.01 0.01 
Others 0.18 0.09 0.29 0.16 0.13 0.05 
Total ADP 1.00 1.00 1.00 1.00 1.00 1.00 
(in billion taka) (44.4) (47.2) (57.0) (87.1) (96.0) (115.5) 

Note: Base on estimated actual expenditures. 

Sources: Official fiscal statistics and data compiled in the World Bank’s Annual Country memorandum, various issues. 
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reforms were actually "owned" by the government, and 
how much were imposed by the exercise of external aid 
leverage. It is a fair assumption that the later factor was 
the dominant one. The World Bank, in particular, has 
been involved in Bangladesh's economic development 
in an all-encompassing role of policy advice, lending 
and donor co-ordination. 
 
Although generalisations are difficult, there seems to be 
a good record of compliance with aid conditionality in 
respect of some politically difficult policy reforms, 
whose economic rationale was beyond controversy. For 
example, under donor guidelines, the public food 
distribution system was successfully transformed in the 
1980s to make it more cost-effective and targeted to the 
poor. The system of urban food rationing was gradually, 
but entirely abolished, although it hurt the politically 
influential urban middle class, who had been the main 
beneficiary of the system. On the other hand, the 
withdrawal of subsidies on fertiliser distribution was 
resisted by the government, and after the initial major 
reductions in these subsidies in the 1980s, they were 
reintroduced to some extent from time to time. In 
theory, some amount of agricultural input subsidies can 
be justified on both equity and efficiency grounds, if 
there are sub-optimal levels of fertiliser use, particularly 
by poorer farmers exposed to an imperfect credit 
market. In this situation, a case for subsidy withdrawal 
usually rests on the argument that the money thus saved 
may be better used for rural infrastructure that could 
help farmers to get better product prices. But  
 

this leads to the more complicated behavioural question 
about the government's "marginal'' expenditure 
propensities (and the resulting marginal social value of 
such expenditures).15  
 
The above examples are given to show that aid 
conditionalities are not always resisted because of 
vested interests of powerful political elite; sometimes it 
may be out of a genuine concern about the validity of 
the rationale of the proposed reforms. This does not 
mean that those concerns are always justified.16 But in 
many other cases of reforms, particularly the 
institutional reforms aimed at improving the quality of 
governance, aid conditionalities are resented precisely 
because their implementation will hurt the rent-seeking 
opportunities of the political elite. Since these types of 
reforms have an important bearing on the availability of 
resources for social spending and on the quality of such 
spending, there will be more discussion on this later in 
this paper. 
 
While aid conditionalities are mainly regarding 
economic policy reforms, donors try to influence the 
budgetary allocations through project aid, which is the 
predominant form of foreign aid received by 
Bangladesh. Table 4 shows the proportion of sectoral 
ADP funded by project aid as estimated from original 
budget documents and shown as five-year averages 
since the late 1970s. (The corresponding actual or 
realized figures, which are not available, will be 
admittedly somewhat different.) For any period, the 
sectoral variations in these proportions show how donor 

 
Table 4: Ratio of Sectoral Project Aid to Sectoral ADP 
 

Sectors 
Average 
1976-81 

Average 
1984-90 

Average 
1991-95 

Average 
1995-00 

Recent 
2000-01 

 
1. Agriculture  
2. Rural Development 
3. Flood Control & Water Resource 
4. Industry 
5. Power 
6. Natural Resources 
7. Transport 
8. Communication  
9. Physical Planning & Housing 
10. Education & Training 
11. Health and Family Planning 

12. Social Welfarea 
13. Others 

 
0.20 
0.26 
0.23 
0.53 
0.40 
0.37 
0.37 
0.24 
0.24 
0.14 
0.35 
0.13 
0.17 

 
0.52 
0.84 
0.61 
0.61 
0.75 
0.55 
0.55 
0.48 
0.43 
0.60 
0.61 
0.31 
0.30 

 
0.56 
0.62 
0.47 
0.20 
0.48 
0.58 
0.58 
0.31 
0.40 
0.47 
0.60 
0.30 
0.25 

 
0.52 
0.49 
0.55 
0.23 
0.33 
0.49 
0.49 
0.27 
0.39 
0.30 
0.63 
0.24 
0.25 

 
0.52 
0.39 
0.44 
0.42 
0.38 
0.51 
0.53 
0.42 
0.45 
0.27 
0.71 
0.14 
0.01 

a.  Includes Women's Affairs and Youth Development. 

Source: Compiled from the data in original budget documents; see Ahmed (2001). 
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priorities vary from those of the government regarding 
development spending; and the variations over time 
show how their respective priorities have changed since 
the late 1970s.  

 
The sectoral proportions of donor funding show a 
general declining trend because of the overall decline in 
the foreign funding of ADP. Health and population 
control seems to get the highest donor priority; 
moreover, the level of donor funding in this sector has 
not declined. The aid share in agriculture has also been 
maintained. The previously high donor support for 
public investments in industry and power has drastically 
fallen, reflecting the policy shift in favour of private 
sector. In both rural development and education, the 
sharp decline in the proportion of donor funding is 
mainly because of the government's increased 
allocations to these sectors as reflected in the trends in 
overall sectoral ADP allocations (Table 3). Apparently, 
the government's enthusiasm to increase allocations to 
these sectors was not shared by the donors, perhaps 
because of the latter's scepticism regarding the quality 
and effectiveness of additional spending in these 
sectors.  
 
It is well recognized that the targeting of aid to priority 
areas may not produce the intended results, since local 
funds may be diverted to less-priority areas in response 
to the availability of foreign funds (the so-called 
fungibility problem). One common donor reaction to 
this problem is to impose additional conditions beyond 
the project level to ensure the additionality of resources 
at the sector level. An example is provided by 
Bangladesh's Health and Population Sector Project 
(HPSP) for 1998-2003, which was designed to provide 
integrated healthcare including population services 
along the guidelines adopted at the UN’s International 
Conference on Population and Development (ICPD) 
held in Cairo in 1994. The program stipulates for a five-
year period the amounts of both local and foreign 
funding as well as the minimum levels of allocations to 
the priority areas like primary health care. So far, the 
arrangement has proved unworkable because of its lack 
of flexibility and unreliable projections of resource 
availability.17 There seems to be little alternative for 
donors but to encourage the government, through 
concerted efforts, to devise its own plans and strategies 
for efficient public spending.18

 
The "fungibility" problem in aid utilization is also 
overcome to some extent when aid is spread over a 
large number of projects to meet only the foreign 
exchange component of those projects, thus requiring 
the government to commit local resources. In fact, too 
many of Bangladesh's development projects and 
programs have been donor-driven. The syndrome of 
‘donor-dependence’ is manifest in the absence of 
sustainable institutional capacities (or their rise and fall 
with donor-funded project cycles). The aid donors have 

been of late emphasizing the need for reforms towards 
improving institutional sustainability and the quality of 
project implementation by incorporating mechanisms 
for accountability, beneficiary participation and people's 
empowerment. The incorporation of these ideas can 
definitely improve the design of projects. However, 
institutional innovations of these kinds have to be based 
on intimate knowledge of ground realities; these can 
hardly be transplanted from outside, less so through the 
leverage of aid conditionality. Donors could perhaps 
make more use of local expertise in determining what 
works and what does not; and in the process, they could 
also reduce their own excessive delivery costs.19

 
Budgetary Processes and Political-Bureaucratic 

Incentives 
 
Problems of Project Design and Implementation 
 
While the broad pattern of sectoral allocation of 
development expenditures may appear promising, 
investigations at the micro-levels of project 
implementation may give a different picture. It is like 
looking at the forest from a high point while missing the 
details at the levels of the trees. The low quality of 
implementation of development projects has been a 
persistent problem in Bangladesh. The government 
evaluation and monitoring of projects is usually limited 
to verifying how far the expenditure targets are met, 
without looking into the actual benefits derived from 
such projects.20 It is generally recognized that there has 
been a huge wastage of public resources due to poor 
project implementation and allegedly large leakage of 
funds. To cite an example, the World Bank's Operation 
Evaluation Department (OED) evaluated a sample of 63 
projects executed in Bangladesh during 1980-96: of 
this, 24 projects or 38 percent were rated as 
"unsatisfactory" compared to a Bank-wide rating of 33 
percent for countries receiving IDA project assistance.21 
While some of the deficiencies in public development 
spending are discussed below, one also needs to keep in 
mind the considerable contributions made by such 
spending in many areas of social and economic 
development. 

 
One fundamental problem is that the budget lacks a 
strategic framework, so that the measures taken are 
piecemeal and fragmented and the links between policy, 
planning and budgeting are weak. As a result, budgets 
are prepared mechanically by making incremental 
changes to the previous year's allocations and any new 
measures mostly represent short-term response to 
appeals of interest groups (often involving a 
compromise of opposing appeals). The government 
produces a Five-Year Plan that sets out, in considerable 
detail, the medium-term objectives and strategies and 
makes indicative allocations of development spending. 
However, these sectoral strategies are so broad that 
almost any project proposal can pass the test. This not 
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only undermines the rationale of project selection, but 
also results in including too many new projects in the 
annual development budget in disregard to their multi-
year recurrent cost implications. This inevitably leads to 
project implementation delays, thus reducing the 
economic returns from such projects. Lack of strategic 
planning also results in such anomalies as health clinics 
being set up without the provision of doctors and 
medical supplies, or new roads being constructed while 
the existing ones go in disrepair. 

  
Budget monitoring is generally not effective because of 
the weakness of the accounting and auditing procedures 
and delays in expenditure reporting. The approval of 
additional expenditures has to wait until the end of the 
year when the revised budget is presented, which is 
contrary to the spirit of the constitutional provision 
requiring prior, and not post facto approval of the 
Parliament. Consequently, the accountability and 
transparency of the government's budgetary 
management are greatly undermined. An institutional 
arrangement for ensuring such accountability in 
parliamentary democracy is provided by the Public 
Accounts Committee of the Parliament. Such a 
committee has hardly functioned in Bangladesh with 
any degree of effectiveness. Even if the committee were 
made effective, it would have to depend on government 
audit reports that refer to financial irregularities 
committed 5 to 8 years back, given the current state of 
the country's public auditing system. Thus, the 
committee could at best attempt to ensure the 
accountability of the previous regime or of the regime 
before. 

   
A centralized technocratic approach without local 
participation is a major impediment to making the 
project outcomes beneficial to local communities. An 
example is provided by the schemes for flood 
management, drainage improvement and erosion 
control undertaken by the Bangladesh Water 
Development Board (BWDB). In theory, these schemes 
can greatly help rural development and poverty 
alleviation through increased agricultural production 
and protection from floods.22 In reality, BWDB's 
performance has been poor mainly because its 
operational approach is utterly centralized and 
technocratic. The agency has little interaction with local 
people at stages of project design and implementation. 
The projects, therefore, miss even some micro-technical 
considerations, let alone the ways of involving local 
participation. Moreover, once a structural facility is 
created, its operation and maintenance become 
dependent on allocations from the revenue budget, 
which is not always available. These projects do not 
charge any fees from the supposed beneficiaries. Such 
user fees would have brought accountability to BWDB 
while at the same time providing resources for 
maintenance. A recent evaluation on rehabilitation of 
some of these projects show that the original purpose of 
the projects were vindicated by more than 80 percent of 

the people in the respective localities, but only one out 
of the 35 projects could be successfully rehabilitated. 
Among many problems, neglect of the details of local 
circumstances was found to be the main cause of failure 
(Ahmed 2001).  

 
 

The Political Economy of Budgetary Failures 
  

It needs to be emphasized that the basic reasons for the 
weaknesses in the budget formulation and 
implementation are political rather than technocratic. It 
will be a mistake to suppose that these weaknesses arise 
simply out of managerial problems and hence can be 
solved by administrative reforms alone; they are 
essentially problems of political governance. If 
government agencies are to work in a transparent and 
accountable way, if authority is to be decentralized, if 
officials are to be judged by well-defined yardstick of 
performance or tasks accomplished, then the legislators, 
political power-brokers and ministers will have to often 
act against their perceived self-interests. This is so 
because of the structure of Bangladesh society and the 
nature of its polity. 

 
In Bangladesh, social interactions at the community, 
market and state levels often reflect patron-client 
relationships and are determined by kinship, social 
hierarchy, gender, economic status and regional 
identity. In such an environment, no institutions can 
guarantee impersonal and impartial conduct of public 
affairs. Spoils and privileges are parcelled out among 
different clientele as an essential tool of political 
management. The absence of strong participatory local 
government and the concentration of power at the top 
result in delayed and ill-informed decisions and create 
incentives for corruption at all levels. While these 
characteristics apply generally to the functioning of the 
entire political-bureaucratic system, they also largely 
explain the weak governance of development spending. 

 
In this environment, it is difficult to obtain a confluence 
between political self-interest and the public good. One 
can also easily understand the reason for the political 
opposition to reforms that are aimed at making the 
budgetary processes more transparent and accountable 
or making the processes more decentralized for 
ensuring community participation and empowerment. 
The control over the delivery of public services is 
viewed as a means of fostering patron-client 
relationships and creating vote banks. The Members of 
Parliament, instead of being concerned with lawmaking 
and national policies, become lobbyists for procuring 
projects for their respective constituencies - by no 
means a healthy process of selection of development 
projects. Much of the wastage in public resource 
management at the local level, such as the alleged 
leakage of resources in the rural works program, is the 
result of the above system. It also partly explains many 
weaknesses in the implementation of local development 
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projects. For example, as noted earlier, 
disproportionately more funds are allocated for 
constructing new local roads rather than for the 
maintenance of the existing ones; the former is 
perceived as public service rendered by the local 
Member of Parliament, the latter as only the routine 
work of the concerned government agencies.  

 
As discussed earlier, the availability of funds for public 
development and social spending largely depends on 
what happens in other areas of budgetary and economic 
management. Large-scale tax evasion, maintaining an 
unproductive large bureaucracy, or the need to meet the 
losses of state-owned enterprises - all these have 
adverse impact on the availability of budgetary 
resources. It is noteworthy that the implementation of 
market-oriented liberalising policy reforms in 
Bangladesh has not been matched by progress in 
institutional reforms such as administrative, legal and 
financial sector reforms. These reforms are needed 
essentially to deal with economic crimes that generate 
huge illegal incomes, whether from the wilful default of 
bank loans, corruption in tax administration, leakage in 
public development expenditure, or illegal financial 
deals in the running of state-owned enterprises. It is 
most likely that effective policy measures involving 
institutional and legal restraints on such rent-seeking 
activities will meet with strong popular support, except 
from the few beneficiaries of the system; yet resistance 
to such reforms has apparently proved quite 
insurmountable. In contrast, there was no serious 
political resistance to the earlier policy reforms many of 
which could have adversely affected large sections of 
the people, such as the withdrawal or reduction of 
subsidies on agricultural inputs, abolition of urban food 
rations or a lowering of industrial protection through 
import liberalization. Thus, the seemingly vote-losing 
reforms are not necessarily the politically blocked ones.   

  
There have been recently some studies on the impact of 
economic reforms in Bangladesh, carried out through a 
participatory approach involving dialogues with various 
stakeholders.23 One of the insights gained from these 
studies is that common people do not have unreasonable 
demands or expectations regarding the government's 
economic policies. It is the electoral competition among 
political parties that gives rise to economic populism. 
Farmers do not expect their agricultural loans to be 
written off. They do not think it realistic that the high 
rates of subsidies on agricultural inputs that were 
prevalent until the early to mid-1980s could be 
reintroduced. This does not require them to be aware of 
the arithmetic that subsidies at those rates would now 
simply eat up a large portion of the government's 
development budget (given the huge increase in the use 
of modern agricultural inputs since then). But they do 
expect the government to provide enough help in terms 
of price support, provision of credit and adequate 
supply of inputs at 'reasonable' prices, particularly at 
times of distress.  

Economic populism needs to be distinguished from 
people's 'voice' being heard in the government's 
economic policymaking. The former is a cause of fiscal 
imprudence, while the later can lead to a better use of 
public resources for the welfare of the common people. 
The government's budgetary processes are seen as too 
inaccessible and distant, both physically and 
psychologically, for the common people to be able to 
voice their grievances. There is some public outcry only 
when the burden of resource wastage is seen to be 
directly borne by the people, such as when the power 
tariffs are raised to cover the cost of electricity 
pilferage. People are found more resentful about their 
local conditions, such as regarding the poor quality of 
public service delivery in their communities. But, in the 
absence of strong representative local government, 
there are not much institutional mechanisms for 
ensuring accountability. 

  
One of the positive ways in which political incentives 
have worked in Bangladesh in recent times is in coping 
with natural disasters and avoiding famine-like 
situations. In 1998, Bangladesh suffered the most 
devastating floods in the history of the region. Gloomy 
forecasts were made in international media about the 
likelihood of a famine and widespread death in the 
wake of the floods. The government took extraordinary 
measures to mobilise funds for relief and rehabilitation. 
Massive agricultural credit was distributed for early 
planting of the next dry-season rice crop. The NGOs 
also played an important role by expanding their micro-
credit programs and by rescheduling the repayment of 
loans. In the end, the economy that year fared well with 
no marked decline in the growth of GDP and rice 
production, and there were no reports of unusual 
starvation-related deaths. This all-out effort on the part 
of the government to avert a famine-like situation 
contrasts with a far lesser degree of commitment when 
it comes to alleviating endemic poverty and human 
deprivation. This fits well with Amartya Sen's 
hypothesis that the incentives in a democracy are more 
potent in averting major economic disasters than 
addressing the problem of persistent poverty (Sen 
1983). As Bardhan (1999) puts it succinctly: ".. in a 
democracy it seems easier to focus political attention to 
dramatic disturbances in a low level equilibrium, than 
to the lowness of the equilibrium itself".  
  
 
Choice of Development Projects: Some More Insights 
 
Looking at some specific development projects 
undertaken in recent years may provide further insights 
into the nature of political and bureaucratic incentives. 
Improved physical infrastructure for rural areas, 
particularly the provision of road networks, is rightly 
viewed as a main contributor to rural and agricultural 
development. For some time now, an agency called 
Local Government Engineering Department (LGED) 
has been entrusted with the responsibility of developing 
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rural infrastructure (rural roads and markets), mostly 
under foreign aid-funded projects. The Roads and 
Highways Department (RHD), on the other hand is 
responsible for the development projects involving the 
construction and improvement of national and regional 
highways. Recently, three massive umbrella projects 
worth 73 billion taka (or US $1.7 billion at the official 
exchange rate in 1997) have been initiated under the 
RHD, which are aimed at improving the so-called 
'feeder' roads, and to some extent, rural roads proper.24 
There are 800 subprojects under these schemes and the 
annual allocations for these small projects are very 
small - typically about 2 to 3 percent of their project 
cost (implying that, with these low levels of funding, it 
would take about 30 to 50 years to complete these 
projects!). At this rate, this will mean that only small 
segments of the roads will be constructed every year, 
and consequently, project benefits will be largely 
deferred far into the future. In addition, a serious 
concern is that the choice of the roads has not been 
based on feasibility studies or on the basis of a 
prioritised investment plan.  
 
The above example shows several aspects of political 
and bureaucratic incentives in project choice. First, the 
project gives an appearance of the government's 
commitment to rural development, which may be in 
part genuine, and in part populist in nature. Second, the 
choice of the project reflects a kind of turf battle among 
government agencies, which have their vested interests 
in enlarging their respective domains. Third, and more 
important, the design of the project is such that it allows 
ad hoc decisions, thereby making room for taking up 
low priority politically-mandated projects, particularly 
at the insistence of the Members of Parliament 
belonging to the political party in power.  

 
The LGED, mentioned above, emerged into a 
leadership role in the 1990s in the provision of most of 
rural infrastructure. It appeared to be an efficient and 
dynamic organization and attracted strong donor 
support. The funding decisions may thus be determined 
to a great extent by the quality of the executing 
agencies. But this may distort the expenditure priorities. 
Bangladesh has already one of the highest road 
densities in the world, although the bulk of the roads are 
of extremely low quality. Maintaining the existing 
network of roads in workable condition should be the 
central focus of public spending in this sector, but this 
objective is compromised by the rapid growth of the 
road network. This leads to several problems. First, 
many of these roads are hastily planned and have 
overlapping population catchments, whose communities 
can ill-afford to lose the valuable farmland from road 
construction. Second, the problem of inadequate 
funding for the maintenance of the existing roads is 
compounded. Third, given the ad hoc nature of project 
selection, scarce funds are spent on low priority roads 
on political considerations.  

 

Another well-intentioned project, the implementation of 
which went wrong, is the Teesta Barrage Project, which 
was undertaken entirely with local funds and expertise. 
The project has claimed a large share of the water 
sector's investment budget for many years, the 
cumulative spending so far being about taka 10 billion. 
By the time the project was nearing completion, tube-
well irrigation under private initiative had already 
become widespread in the project area, making the 
project somewhat redundant. Moreover, the technical 
design of the project proved to be faulty. Meanwhile, 
given the sunk cost, additional investment is needed to 
realize any possible net benefits. This was a 'prestige' 
project of the erstwhile regime of General Ershad, 
undertaken with a misplaced faith in the technical 
capability of local expertise and with an intention to 
show the General's commitment to rural development in 
his own electoral constituency in north-eastern 
Bangladesh. 
 
In the area of physical planning, there are several large 
projects for providing residential accommodation for 
government employees in metropolitan and urban 
locations. The rationale for such projects has been 
questioned on grounds of both efficiency (since the 
private sector can perhaps do a better job in meeting the 
housing needs) and equity (given the urban middle-
class bias of the project).25 Even when projects are 
proposed to benefit the urban poor, such as a project 
called Multi-storied Housing for Slum Dwellers of 
Dhaka, the project design is found to be rather ill 
conceived. Given the large number of poor slum-
dwellers in Dhaka (estimated to be almost a third of the 
city's population of nearly one million), government 
construction of public housing is not a cost-effective, 
sustainable and feasible approach. More realistic 
approaches have been proposed to facilitate self-help 
housing, with the support of the government and NGOs 
in the development of sites and services and in the 
provision of credit facilities. But such enterprises 
require the kinds of initiatives and vision that are 
usually lacking in the government planning bodies.  
 
In the area of secondary education, three large projects 
have recently been prepared, costing together about 12 
billion taka, for reconstruction and expansion of non-
government secondary schools. These are sequels to a 
similar project implemented earlier at a cost of about 3 
billion taka. As will be discussed later in the context of 
educational spending, these projects are not conceived 
within the context of an overall strategy for 
development of secondary stage schooling. Under these 
projects, budgetary grants are to be provided without 
linkage to any performance indicator. In principle, 
grants are more effective when these are provided to 
match funds mobilised locally, so that there is a 
demonstration of local commitment to these 
institutions. Since the identification of educational 
institutions to be covered under the projects is not done 
on the basis of any transparent criteria, political 
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considerations will almost certainly be a major 
determining factor.      

 
 

Spending on Education and Healthcare:  
Achievements, Inefficiencies, and Biases 

 
Over the last three decades since its independence, 
Bangladesh has achieved considerable progress in 
human development indicators, particularly those 
related to health and education. The progress has been 
particularly marked in the 1990s. Between 1975 and 
1997, the infant mortality rate (per 1000 live births) fell 
from 148 to 81, life expectancy at birth rose from 44.2 
to 58.1 and total fertility rate dropped from 6.8 to 3.1 
(BIDS 2001, p.11, Table 1.1). The gross primary school 
enrolment rate increased from 76 to 92 percent between 
1991 and 1996, with gender differential entirely 
eliminated, and there has also been impressive progress 
in the adult literacy rate. The progress in poverty 
alleviation has been more modest. Between 1983-84 
and 1995-96, the proportion of population below the 
poverty line is estimated to have declined from about 54 
to 51 percent in rural areas and from 41 to 26 percent in 
urban areas. Although human development indicators in 
Bangladesh have improved faster in relation to income 
growth, it may largely reflect a "catching up" process. 
In the Human Development Report 2000 of UNDP, 
Bangladesh was ranked 146th, among 174 countries, in 
terms of both HDI and GDP per capita (adjusted for 
purchasing power parity of domestic currency with 
dollar). In other words, Bangladesh’s level of human 
development is not only still quite low, but also it is no 
better than what would be normally expected at the 
given level of GDP per capita. There are also many 
inequities and inefficiencies in the healthcare and 
education systems in Bangladesh, which reduces the 
social benefit of public spending in these sectors. 
 
The Economics of Healthcare System 
  
Table 5 shows the trends in public expenditure on 
health and family planning as percent of GDP and of 
total budget expenditure (development and revenue 
budgets combined) as well as in constant per capita taka 
and US dollar terms. While the proportion of budgetary 
allocations to this sector shows a mild upward trend, per 
capita spending in real terms more than doubled in real 
terms since the mid-1980s to the late 1990s. Even so, 
the level of spending remains pitifully low - only US $ 
3.33 per capita in 1997 (at constant 1987 prices). This is 
a reminder of the fact that the scarcity of resources, 
arising from the low levels of per capita income and of 
public spending generally, is a major limiting factor in 
achieving population and health targets in Bangladesh. 

 
Table 6 attempts to provide a macro view of the flow of 
resources in the health and family planning activities, 
including public, private and NGO sectors. By piecing 
together information from various sources, the table 

provides a mid-1990s scenario regarding the source of 
funding and the various channels of service delivery. 
The picture that emerges is helpful for illuminating 
many policy issues. Combined public and private 
spending on health and family planning in 1994-95 is 
estimated to be about US $876 million, equivalent to 
US $7.3 per capita, or 3.2 of GDP at market prices.26 
This compares poorly even with other South Asian 
countries. For example, per capita health expenditure in 
India, Sri Lanka and Pakistan in 1990 was US $21, US 
$18 and US $12 respectively (Mahmud and Mahmud 
2000).      

 

Table 6 shows that households provided the largest 
source of funding, 46 percent, whereas the government 
provided 28 percent (from local resources) and donors a 
further 25 percent. Donor funding is heavily 
concentrated on project aid for the funding of family 
planning activities. In terms of delivery of services, the 
public sector's share is nearly a half, with a slightly 
lower share for the private sector providers (45 
percent), whereas the NGO sector's share appears quite 
small (only 6 percent), though often it is highly 
effective. The overwhelming share of household 
expenditure (97 percent) is directed toward the private 
sector, which shows the extremely low level of cost 
recovery in the public sector (less than 4 percent 
according to the estimates of Table 6). Cost recovery in 
the case of NGOs seems to be somewhat higher, about 
11 percent. The estimates support the findings from 
various surveys that there is a high propensity of 
households to seek the services of unqualified doctors 
in the private sector, more so among poorer income 
groups. Survey findings also show that the distribution 
of household health expenditures is highly skewed 
among income groups, more so than household income 
distribution. For example, the top 25 percent income 
bracket is found to account for 60 percent of household 
expenditure on health (HEU 1997). Thus, for funding a 
basic package of health services, it would be desirable 
to find mechanisms to protect the poor, even though an 
expansion of user fees is feasible, and may be 
necessary.   
 
Some findings are available about the incidence of 
benefit from public health expenditures from an on-
going study, which combines the official household 
survey data regarding the use of health facilities and the 
estimated unit costs of providing various public health 
services.27 These findings show that the government's 
overall health expenditures were not pro-poor per se, 
but only weakly pro-poor in the sense that these 
expenditures were more equitably distributed compared 
to the distribution of household income or expenditure 
in the economy. In other words, public health spending 
helps to reduce the overall inequality in the economy, 
although it is itself skewed against the poorer 
households. It is, however, important to note that one 
particular component of health spending, namely, child 
healthcare within the so-called essential services 
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package (ESP) is found to be strongly pro-poor (that is, 
skewed in favour of the poor).28

 
Why do the poor not have better excess to public health 
resources? As mentioned above, Bangladeshis generally 
seek infrequent curative health care in government 
health facilities.29 The resulting utilisation rates of 
government facilities are quite low, representing 
wastage of scarce resources. Although fees charged in 

government facilities are low, the informal fees 
required, particularly to get quality services, can be a 
burden for the poor. Government doctors routinely 
engage in private practices, where they charge fees that 
are affordable only by the relatively rich households. 
This not only adversely affect the quality of public 
health services, but also diverts the services of 
government doctors (including publicly financed 
medical equipment and other supplies) away from the

 

Table 5: Public Expenditure (Recurrent and Development) on Health and Family Planning, 1984-1997a 
 
 1983/84 1985/86 1987/88 1989/90 1991/92 1993/94 1995/96 1996/97 
As % of budget 
expenditure 4.8 3.4 5.5 5.5 5.8 7.0 6.4 7.3 
As % of GDP  0.8 0.9 0.9 0.9 0.9 1.3 1.1 1.3 
Per capita in 1987 takaa 72.0 50.9 80.7 85.3 86.9 125.7 120.8 142.4 

(in 1987 US.$b) (1.69) (1.19) (1.89) (2.00) (2.04) (2.94) (2.83) (3.33) 

Source: Official fiscal statistics and data compiled in the annual Country Economic Memorandum of the World Bank, 
various years. 
Notes: The estimates are based on actual income and expenditure of the central government and not on budget figures. 

a. At 1987 constant taka prices derived by using the consumer price index.  
b. Constant taka prices are converted to U.S. dollars at the 1987 exchange rate: U.S.$1.00= Tk. 42.7. 
 

 
Table 6: Flow of Funds and Expenditure Patterns in Health and Population Activities, 1994/95 

                                                                                                                                             (Million US dollar) 
 Sources of Funding 

Providers 

Government
’s Local 

Resources 

Food and 
Commodit

y Aida 
Project 

Aid 

Total 
Foreign 

Aid 

Househol
ds 

NGO
s 

Total 

Public Sector 246 40 135 174 7  428
(48.9%) 

Hospital 61 10 7 18 2  80 
PHC 78 14 14 28 3  109 
FP/MCH 61 11 96 107 2  170 
Other 47 4 17 21 1  69 
NGOs 2   46 6 2 56

(6.4%) 
Private for Profit     391  391

(44.6%) 
Medicine     319  319 
Qualified doctors     24  24 
Unqualified doctors     48  48 
Grand Total  249 

(28.4%) 
   404 

(46.1%) 
2 876

(100%) 

Source: Based on revised budget estimates, official data on NGO funding, and survey data on household health 
expenditure; see HEU (1997). 
 
Notes: Due to rounding, rows and columns may not sum exactly to totals.  

   aEarmarked revenue generated from food and commodity aid.  
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intended beneficiaries. If this effect were taken into 
account, the incidence of the distribution of benefit of 
public health spending would be worse than found in 
the above studies. The social benefit from public health 
spending is thus greatly compromised by poor 
governance of the public health facilities. 
 
Public Spending on Education: Benefit Incidence and 
Biases 
 
With considerable progress made in primary education 
in Bangladesh, the enrolment gap between rich and 
poor has been considerably narrowed and the gender 
gap has been eliminated. In fact, female enrolment is as 
high or higher than male at all levels of education below 
the higher secondary, which is a truly remarkable 
achievement. The rich-poor gap, however, widens 
rapidly from the junior secondary level and upward. 
Also, while there are no significant rural-urban 
disparities in enrolment at the primary level, these 
disparities do exist against rural areas at the secondary 
level and above.  

 
The implication of this enrolment pattern is that the 
public expenditure on primary education is found 
somewhat pro-poor, primarily because of the 
demographic of poor households tending to have more 
children.30 The pro-poor bias reverses sharply at higher 
levels of education. Still, as in the case of public health 
expenditures, the overall public education system in 
Bangladesh reduces inequality - that is, its benefit is 
distributed less unequally compared to the overall 
income inequality.  

 
Bangladesh has a centralized system of financing 
education through the revenue and development 
allocations in the national budget. The government 
finances all primary schools including the non-
government ones, but parents are required to contribute 
towards construction of school facilities and 
maintenance activities.31 The primary school teachers 
are paid out of the national budgets and are not 
accountable to any local representative bodies; as such, 
they constitute in effect a multitude of centrally 
supervised permanent functionaries of the government. 
Although most of the secondary schools are privately 
managed, they depend on the government for most part 
of their operating and capital expenditures. All higher 
and tertiary education is primarily run through 
government grants, although the private sector's 
participation has been on the increase in recent years. 

 
Public education expenditures have increased rapidly, 
claiming an increasing share of GDP and the total 
budget expenditures. The later share, for example, 
averaged about 9 percent in the first five year of 
independence in the early 1970s and increased to above 
16 percent in the late 1990s. The level of expenditure 
still remains low at around 2.2 percent of GDP, 

compared to above 3.5 percent in both India and Sri 
Lanka. Most government expenditure is directed to 
primary and secondary education which currently 
claims about 85 percent of the total education budget 
(recurrent and development expenditures combined).32 
The expenditure priorities thus seem to be broadly 
consistent with the equity criteria and the objective of 
achieving basic literacy among the population and the 
labour force. 

 
However, the broad pattern of educational expenditure 
conceals some major inefficiencies of the education 
system. One major concern pertains to the government's 
apparent preference for expanding the physical facilities 
and enrolment at all levels at the cost of sacrificing the 
quality of education. In spite of a remarkable success in 
increasing primary level enrolment and in achieving 
gender parity, the quality of education is alleged to have 
sharply fallen. In this situation, the government has 
opted for extending primary education from five to 
eight years in defining the goal of universal primary 
education. This is a wasteful but easier option than 
taking steps for improving the quality of the existing 
primary education system. The latter would require 
putting in place mechanisms for making the primary 
school teachers accountable and for disciplining them 
for deviant behaviour (e.g. frequent abstention and 
negligence of duty). But these teachers, being under a 
centralized administrative structure, constitute a 
powerful and influential constituency, which no 
government would like to antagonize.    

 
In higher education, maximum expansion has taken 
place in colleges that used to be primarily responsible 
for two-year higher secondary education, but nearly all 
of which have been gradually elevated to preparing 
students for degrees under affiliation with some 
universities. These degrees include two to three-year 
Bachelor's degree, and in some colleges (called 
university colleges), an additional one- to two-year 
Master's degree. This rapid expansion of generalist 
higher education has perhaps been of very little social 
benefit, given the extremely inadequate teaching and 
other facilities and the consequent low quality of output 
(Mahmud 1994).33 The higher degrees, whatever their 
worth, are used as a "credential" for securing higher-
paying white-collar jobs. This characteristic of the 
white-collar job market, combined with demographic 
pressure and cultural preferences, results in heavy social 
demand for publicly subsidised higher education.  

 
There are other aspects of the higher education strategy 
that involve inefficiencies, inequities and an urban-
middle-class bias. The public funding of higher 
education benefits a narrow segment of the population, 
mostly the sons and to a lesser extent the daughters of 
the urban middle class. There is no economic rationale 
to provide higher education virtually free of cost in 
colleges and universities, particularly for non-technical 
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education. Such education has very little "public good" 
characteristics and students predominantly come from 
non-poor families. Ideally, there should be a scholarship 
program for higher education on equity ground. Such a 
financial support program, particularly at the university 
level, will not be very expensive in the near future, 
since very few of the poor can navigate their way up to 
the university stage. This would release resources for 
improving the quality of higher education and for 
funding some areas of higher learning, such as research, 
that are more in the nature of "public goods" (that is, 
having non-private social benefit). However, the 
successive governments have been politically 
constrained to deal with such sensitive issues as raising 
university tuition fees, restricting the growth of 
colleges, and "depoliticising" the higher education 
institutions. The organizations of both students and 
faculty at these institutions are closely linked with the 
major political parties, which is one major factor 
contributing to a general deterioration of that academic 
environment. 

 
In spite of these inefficiencies and biases, some aspects 
of educational funding are not only well motivated, but 
also innovative. For example, to promote primary 
schooling among children of poor families, the so-
called food for education (FFE) program was 
introduced in 1993 and was expanded rapidly during the 
rest of the decade. Under the program, eligible 
households receive a quota of rice rations per month per 
children subject to a minimum rate of school 
attendance. Early evaluation of the program showed 
promising results in terms of promoting enrolment and 
reducing dropout rates (Ahmed 2000). Also, the level of 
leakage was found to be low (7 percent). However, 
since the program is now claiming a very large share 
(above 40 percent) of funding for primary education 
under the development budget, questions have been 
raised about the priorities of resource needs in this 
sector. A more recent study suggests that the cost of 
income transfer under the program may have increased 
and the targeting may have deteriorated with the 
expansion of its coverage (World Bank 1997, p.51). 
Moreover, there are additional implicit costs in terms of 
teachers' time and logistic support. The challenge for 
policymakers now lies in their capability to monitor the 
performance of this program and take corrective 
actions, keeping in mind the priorities of primary 
education expenditures and of targeted food distribution 
programs. In the past, so far as food distribution 
programs were concerned, the government was willing 
to modify or close down underperforming programs, 
such as urban and rural food rationing. But, there was 
less success in tightening the management of the 
remaining programs that were on the whole considered 
worth continuing, such as the food for work program.   

 
Concluding Remarks 

 
The findings of this exploratory study are difficult to 

summarise, since very few generalisations can be made. 
The various programs and policies relating to the 
budgetary processes have evolved under various mixes 
of economic, political and bureaucratic institutions and 
incentives. There is the "benevolent social guardian" 
role of the government - sometimes genuine, but at 
other times, only in pretence or public posture. The 
political incentives may work in terms of creating vote 
banks among particular constituencies at the national or 
the local level34, or in distributing spoils and privileges 
among the political elite, or in placating militant groups 
who can create considerable disruption in spite of their 
limited voting power (e.g. trade unions in state-owned 
enterprises or nation-wide unions of primary school 
teachers). Political leaders may forge alliances with 
vested interest groups to create and distribute rents as  a 
tool of political management. Political incentives 
should, however, be distinguished from any predatory 
behaviour, that is, when politicians in office appropriate 
public resources for personal wealth creation, which is 
also widely prevalent in Bangladesh. 
 
The extent of deviations of budgetary practices from the 
stated goals has varied at different levels of budget 
implementation. So far as macroeconomic stabilisation 
is concerned, the government has, on the whole, 
pursued reasonably prudent fiscal policies (although, in 
the 1980s, such stabilisation in the face of declining 
foreign aid was achieved by curtailing only 
development spending, and, in the 1990s, there were 
some signs of political budgetary cycles). The broad 
sectoral allocations of development spending have also 
been largely in conformity with the government's stated 
objectives of emphasizing social development along 
with infrastructure and rural development. Political 
biases and the resulting distortions can be detected 
mostly in the selection of individual projects and in the 
quality of project implementation. 

 
Budgetary policies in Bangladesh have been dictated to 
a large extent by the priorities of aid donors, but those 
priorities themselves have changed considerably over 
time with changes in aid ideas. The most recent changes 
in these aid ideas are towards more emphasis on the 
quality of aid utilisation and on poverty alleviation. 
While this shift of emphasis is welcome, a narrow 
interpretation of this approach may lead to a kind of 
"aid populism". There is a legitimate concern of the 
taxpayers in donor countries to see that the benefit of 
foreign aid goes to the poor within the poor countries. 
However, this new poverty concern has sometimes led 
donors to chase the same projects, namely, those 
directly targeted to the poor. Surely, the government 
needs assistance to be able to provide safety nets and 
essential social services to the poor. But, in a pro-poor 
growth strategy, there are many legitimate areas of 
development spending besides directly poverty-
alleviating activities. Adaptive research for increasing 
crop yields, for example, has the potential to benefit the 
poor much more than many directly poverty alleviating 
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programs possibly can. Incidentally, agricultural 
research is one of the most under-funded budgetary 
heads in Bangladesh.35 

 
While political competition may give rise to populist 
budgetary policies (which at the end benefits none), it is 
also important to distinguish between macroeconomic 
populism and incorporating popular 'voice' into the 
budget-making process. The veil of obscurity and 
secrecy that surrounds the budgetary process no doubt 
stifles public accountability; but how far it is the result 
of an archaic system of budget preparation and how far 
it is a deliberate ploy is hard to ascertain. Making the 
budget more accessible can greatly help initiate healthy 
public debates on the budgetary policies and, thereby, 
promote accountability.36 While the common people 
remain distanced from the budget-making process, both 
geographically and psychologically, they can obviously 
be much more involved at the level of implementation. 
Promoting strong representative local government can 
go a long way in helping this process. 
 
In the absence of such representative local government, 
the control over the delivery of public services is used 
as a means of political patronage and for creating vote 
banks. Much of the wastage and inefficiencies in public 
resource management, both in the central allocations of 
funds and in the use of funds at the local level, result 
from this political culture. The remedy lies in building 
institutions that can be made responsive to the felt 
needs of the common people through greater 
community participation, representation and 
empowerment.  Political leaders will then not be seen to 
be distributing spoils and privileges among their 
respective clientele. People will demand services as a 
matter of right - through their participation, say, in 
parents' associations or healthcare users' committees. 
This demand will be all the more credible if there is 
some cost sharing by the community through local 
taxes, so that the local people will like to know how 
well their money is utilized. This will require 
considerable decentralization of the budgetary process. 
While such an arrangement will obviously help in 
improving the quality of service delivery, it will not be 
to the liking of political leaders who derive their power 
through patron-client relationships or to the central 
government functionaries who benefit from lack of 
public accountability. 
 
In conclusion, given the complex nature of political 
incentives and institutional arrangements surrounding 
the budgetary processes in Bangladesh, it is difficult to 
explain them by one or more hypotheses or analytical 
approaches as discussed in the literature.37  The view 
that budgets are prepared by making only "incremental" 
changes to the previous year's allocations is largely true, 
but it begs the question of how budgetary policies 
evolve during, say, a medium term period. Again, it 
may be true in general terms that the budgeting 
decisions reflect the balance of political power among 

groups or classes in society. But, as can be seen from 
the analyses presented in this paper, it is not easy to 
clearly identify any such class biases, except, say, some 
instances of an urban middle-class bias.38 The 
technocratic aspects of budget-making are also 
important, such as the centralized bureaucratic approach 
followed in Bangladesh; but, as has been pointed out, 
the basic reasons for any weaknesses in the budgetary 
processes are political, not technocratic. Lastly, 
following the public choice approach, it may be useful 
to ponder how far the electorate acts as the "principal" 
and the government as its "agent" to carry out the 
electoral mandate regarding fiscal policies. Given the 
weaknesses of the democratic institutions, it is difficult 
to apply such a principal-agent approach in explaining 
fiscal policies in Bangladesh. Elections are not fought 
on clearly articulated economic policy issues, and there 
is hardly any effective parliamentary oversight 
mechanism for ensuring the accountability of the 
government's fiscal operations. Instead, there seem to 
be at work some non-institutional mechanisms for 
ensuring public accountability, such as through civic 
activism, a free press and widespread political 
awareness among the people at large. This probably 
explains why, in spite of many perverse political 
incentives embedded in the system, there has been 
considerable progress in many areas of social 
development in Bangladesh and the budgetary process 
portrays, at least in pretence, a "benevolent social 
guardian role" of the government. 
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Endnotes 
 
1 See, for example, Krueger (1993); Haggard and 
Kaufman (1992). 
 
2 Public choice theories challenged the Keynesian 
welfare-state ideas to substitute a much more critical 
view of the capacities and integrity of the democratic 
governments. These theories have been criticised for 
their narrow interpretation of political motivation and 
their ideological bias for excessively restricting the 
scope of public sector responsibilities. However, these 
theories do provide some useful insights and help to 
understand political behaviour in some limited contexts; 
see, for example, Self (1993). Also, for a discussion in a 
developing country context, see Mahmud (2002), 
Chapter 17.  
 
3 The term “public choice” is used here in preference to, 
say, public policy or public action, in order to better 
convey the idea of public decision-making as discussed 
in this paper.   
 
4 Any criterion of "marginal social benefit" is even 
more difficult to conceptualise in the case of the 
government's non-development expenditures, say, on 
defense or public administration.  
 
5 See Dasgupta (1993), p.542. 
 
6 Foreign aid net of amortisation; payments of interest 
on foreign concessional loans are included in the 
revenue budget.  
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7 True, the revised budget is presented at the time of 
announcing the next year's budget, but the new budget 
dominates the political debates at that time. Also, the 
estimate of the revised budget usually differs from the 
actual in the same pattern mentioned above. The actual 
budget figures are , in fact, never publicly presented.  
 
8 See Mahmud, W., "Bangladesh: structural adjustment 
and beyond", in Mahmud (2001), Chapter 3.  
 
9 The trade-off will, however, depend on the 'marginal 
expenditure propensities' of the government, which 
cannot be easily ascertained. 
 
10 For evidence on this in Bangladesh's context, see 
Mahmud, W., "How to assess the budget: comments on 
budget 2000-01, in Mahmud (2002). 
 
11 There are also many ambiguities regarding the 
budgetary definitions of these subsidies.  
 
12 The food for work program, which is a major 
poverty-alleviating program in Bangladesh, is not 
included in the Development Plan and is not therefore 
shown in Table 3. In spite of declining volume of food 
aid, the government has continued, and even expanded 
this program.  
 
13 The major aid conditionality agreements regarding 
macroeconomic reforms included IMF's Structural 
Adjustment Facility (1986-89) and Extended SAF 
(1990-93) and agreements under Import Program Credit 
and Industrial Sector Credit of the World Bank's IDA 
during the 1980s. 
 
14 The Five-Year Plan documents, except for the Fifth 
Plan (1997-2002) did not go far in explicitly dealing 
with macroeconomic policy reforms.   
 
15 For a discussion on these points in Bangladesh's 
context, see Rahman and Mahmud (1988). 
 
16 In fact, the government's recent handling of fertiliser 
distribution policies is an example of muddled 
economic thinking at the highest levels of 
policymaking. In Bangladesh, government is the 
monopoly producer and supplier of urea fertilisers; but 
the government's policy often ignores the fact that, as a 
monopolist, it cannot determine both the price and the 
quantity demanded of fertilisers. Thus, a well-
intentioned policy of supplying fertilisers to farmers at a 
certain 'fair' price will fail if it is not backed by 
adequate supply to meet the demand at that price; it will 
only create scope for reaping extra profits by traders 
and middlemen; see Mahmud (2002), Chapter 1.  
 
17 Incidentally, such a fate for HPSP was predicted by 
many well in advance; see Mahmud and Mahmud 
(2000). 
 

18 In fact, one major weakness in pursuing global goals 
is that too little attention has been given to national-
level follow-up actions and to adapting global goals to 
the situations of different countries.  
 
19 The HPSP in Bangladesh, mentioned above, is a good 
example of what can happen when an otherwise well-
designed project lacks ownership and knowledge of 
ground realities. The proposed wide-ranging 
organizational restructuring has proved difficult to 
implement; one result is that the family planning 
visitors have been withdrawn before the alternative 
system of reproductive healthcare could be put in place. 
 
20 The government agency entrusted with this 
responsibility is the Implementation, Monitoring and 
Evaluation Division (IMED) of the Planning 
Commission. 
 
21 Cited in Bhattacharya and Titumir (2001), p.106.  
22 Studies on flood damage show that the poorer 
households suffer more from floods in terms of 
proportionate losses in income and assets. 
 
23 See, for example, Debapriya and Titumir (2001). 
 
24 The three umbrella projects are Thana Connecting 
Road Project, Construction of Public Priority Roads 
and Bridges Projects Phase I and Phase II ; see World 
Bank (1997), p.46. 
 
25 For details, see World Bank (1997), pp.48-49. 
 
26 This latter proportion will be even lower with the new 
revised national income estimates. 
 
27 The study is part of a larger  exercise on public 
expenditure review  undertaken by the World Bank 
(2002). 
 
28.  According to these estimates, the poorest 20 percent 
of the population claim about 16 percent of the public 
spending on health (and 10 percent of curative health 
spending), and the poorest 50 percent get an estimated 
45 percent. The position of the poor may be actually 
worse, since these estimates do not take into account the 
possibility that the poorer people get lower quality 
services and may have to pay higher extra charges. 
These estimated targeting outcomes fall in the middle of 
the recorded outcomes in other developing countries; 
better than Ghana and Vietnam, similar to India and 
worse than Malayasia; see World bank (2001).  
 
29 The survey mentioned above, carried out as part of 
the official Household Expenditure Survey, found that 
only 16 percent of all health visits of the urban poor are 
to government providers (11 percent for the non-poor); 
the corresponding figure for the rural poor is only 8 
percent (and for non-poor, 12 percent); cited in World 
bank (2001).  
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30 The bottom 50 percent of the population is estimated 
to get 56 percent of public spending on primary 
education. However, at the secondary level, this share 
of the poor comes down to about 25 percent. These 
estimates of incidence are made by combining 
enrolment rates obtained from a special round of the 
official Household Expenditure Survey with the 
estimated public spending per student at different 
levels.   
 
31 Only the non-registered private primary schools, 
including community and satellite schools and some 
religious schools are not publicly financed.  
 
32 The allocations for primary education are slightly 
higher than those for secondary education. 
33 The rate of return from general college education, 
even when estimated in terms of private benefit from 
increased income prospects, are found to be quite low in 
Bangladesh - lower than 10 percent; see Mahmud 
(1981). Given the low quality of such education, the 
social benefit in terms of contributing to increase in 
productivity, would be even lower.  
 
34 Examples of such political incentives underlying 
public spending decisions abound in the Western 
developed democracies as well. For example, the 200 
billion highway bill signed by President Clinton in 1998 

was alleged to be not only highly wasteful but also 
aimed at promoting the political careers of 
congressmen, who "bragged  about bringing their 
districts new funds for bridges, tunnels, ferries, and 
bicycle paths… Five months after passing the bill, 98 
percent of incumbent congressmen won reelection" 
(Buchholz 1999, p.259).   
 
35 This is not evident from the broad sectoral budgetary 
expenditures discussed earlier. Bangladesh spends an 
extremely tiny proportion of its agricultural GDP on 
agricultural research, which was 0.38 percent during 
1995-2000. This is far below the recommended 2 
percent target for developing countries. 
 
36 See Osmani (2002). 
 
37 As mentioned in the beginning, these hypotheses, 
mostly based on the public choice approach, have been 
mainly developed in the context of western mature 
democracies.   
 
38 Of course, the budget is seen to serve the interest of 
the politically influential groups, but they can hardly be 
considered as a distinct socio-economic class in the 
conventional sense.  
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Commentary 
Frederick T. Temple, Country Director for 

Bangladesh, and Zahid Hussain, Senior Economist, 
World Bank 

 
Professor Mahmud’s article is an insightful contribution 
to the analysis of public expenditure in Bangladesh – an 
invaluable “must read” addition to the literature on the 
subject.  The article provides an excellent description of 
the dynamics underlying budgetary processes in 
Bangladesh and demonstrates that an appreciation of 
political economy factors is essential to understand the 
performance of public economic functions.  The 
analysis improves our understanding of both the pattern 
of budgetary allocations and the expenditure outcomes 
that we observe in Bangladesh.   
 
Mahmud tries to explain a paradox.  Bangladesh’s 
formal budgetary processes and institutions exhibit very 
little transparency, accountability and stakeholder 
participation, the politicians who run the government 
are not renowned for their vision and integrity, and 
there are many perverse political incentives embedded 
in the system.  Yet the composition of public 
expenditures and development outcomes demonstrate 
many positive features, which seems to suggest that the 
budgetary process reflects a "benevolent social guardian 
role" played by the government.  The paradox is to 
explain the positive outcomes in a public expenditure 
management system replete with numerous 
dysfunctional features. 
 
Mahmud’s explanation of this paradox is stated most 
clearly in the abstract and the concluding remarks to the 
article.  The abstract says, “given the weaknesses of the 
democratic institutions in Bangladesh, there seem to be 
at work some non-institutional mechanisms for public 
accountability, such as through civic activism, a fee 
press and widespread political awareness among the 
people at large.  This probably explains why, in spite of 
many perverse political incentives embedded in the 
system, there has been considerable progress in many 
areas of social development in Bangladesh and the 
budgetary process portrays, at least in pretense, a 
‘benevolent social guardian role’ of the government.” 
 
Mahmud has posed a critically important question that 
has certainly vexed the World Bank and other donors in 
designing appropriate assistance strategies for 
Bangladesh – why has the country done (relatively) 
well despite its perverse political economy?  While the 
article provides many rich insights about this paradox, 
there are limitations to its analyses on both sides of the 
equation.  The explanation for the successes that have 
been achieved isn’t adequately supported, and the 
successes are less than portrayed. 
 
Mahmud credits civic society, the press and popular 
political awareness for holding the politicians in check.  
As appealing as this argument is, alas the analysis in the 

article doesn’t support it.  It remains a plausible 
assertion, unsupported by evidence.  There are many 
alternative hypotheses – such as that the need to be re-
elected has created an incentive structure in which 
politicians try to respond to popular sentiments in order 
to win re-election while still pursuing their own 
objectives (especially recovering their investments in 
winning the last election).  Mahmud is a keen observer.  
Hopefully he will push his political economy analysis 
further in future studies to help us understand how the 
factors he cites lead to the observed outcomes. 
 
Based on his review of budget allocations, Mahmud 
concludes that “So far as macroeconomic stabilization 
is concerned, the government has, on the whole, 
pursued reasonably prudent fiscal policies...The broad 
sectoral allocations of development spending have  also 
been largely in conformity with the government’s stated 
objectives of emphasizing social development along 
with infrastructure and rural development.”  The recent 
Bangladesh Public Expenditure Review conducted 
jointly by the Asian Development Bank and the World 
Bank reached essentially the same conclusion: “Public 
expenditures and policies have important positive 
attributes, especially their impact on human 
development and poverty at Bangladesh’s level of 
development.  No major expenditure reallocations 
among sectors appear necessary at this stage.” 
 
However, in focusing on the maintenance of 
macroeconomic stability and the sectoral distribution of 
budgetary allocations, Mahmud has chosen too narrow 
criteria on which to base a judgment whether the 
government performs a “benevolent social guardian 
role”.  His paper is full of observations about the 
limitations on the government’s social benevolence 
despite its well distributed budgetary allocations.  We 
believe three of these limitations, all recognized by 
Mahmud, are particularly important. 
 
First, the quality of the services the public gets from 
these expenditures is generally very low, largely due to 
poor governance and outright theft.  Mahmud refers to 
“economic crimes that generate huge illegal incomes, 
whether the willful default of bank loans, corruption in 
tax administration, leakage in public development 
expenditure, or illegal financial deals in running the 
state-owned enterprises.”  Social expenditures are also 
subject to poor governance and theft, exemplified by 
leakage in the food distribution programs, teacher and 
doctor absenteeism from their public jobs while they 
sell their services privately, and illegal sales of public 
drugs and textbooks.  The World Bank has estimated 
that 10-15% of public procurement is subject to 
corruption; if so, Tk 30-45 crore is siphoned off this 
way.  Thus public expenditures can be analyzed as 
income opportunities for corrupt politicians and 
bureaucrats as well as potential benefits for the public. 
Second, as Mahmud recognizes, his focus on central 
government expenditures excludes the state owned 
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enterprises (SOEs) and public banks.  During the last 
two years, the World Bank estimates that the annual 
ADP-financed SOE deficits were equivalent to 1.8-
2.5% of GDP.  The SOEs are an important source of 
perquisites and patronage for bureaucrats and 
politicians, which largely accounts for the slow pace of 
the closure or privatization of even hopelessly losing 
enterprises.  The SOEs’ over-employment is maintained 
at wage levels typically higher than for similar jobs in 
the private sector, creating a public sector labor 
aristocracy.  SOE procurement is as vulnerable to 
corruption as central government procurement, and 
corrupt SOE employees, politicians and customers 
collude to share the benefits of theft and under-billing 
from public energy operations.  The nationalized 
commercial banks (NCBs) have long been prone to 
politically directed lending and default, which has 
created huge contingent public liabilities as well as 
pushed domestic interest rates to very high levels.  Thus 
a meaningful analysis of the government’s “benevolent 
social guardian role” can’t ignore the SOEs and NCBs. 
 
Finally, Mahmud’s insightful observations on the very 
low level of public resource mobilization in 
Bangladesh, pervasive tax evasion and the implications 
for the ADP highlight another limitation on the 
conclusion that the government is a benevolent social 
guardian.  Although the distribution of budgetary 
allocations may be generally appropriate, the levels of 
expenditure on important services are low.  For 
example, Bangladesh’s government spent $11-12 per 
capita a year on education and health during 1997-2002, 
while Sri Lanka spent $32-37, India $15-21, and 
Pakistan $12-15.  Revenues and thus expenditure levels 
are low, Mahmud notes, because “Evasion of taxes, 
particularly of income tax is extremely high…A large 
and increasing degree of tax evasion is alleged to be the 
major factor behind this tax elasticity.  Enforcing strict 
tax compliance has a political cost for the government” 
so it constrains development expenditures instead. 
 
These factors – all discussed by Mahmud – should 
temper his conclusion that the government performs a 
“a benevolent social guardian role” through public 
expenditures in Bangladesh.   
 
Politicians in Bangladesh pursue a wide range of 
objectives -- such as recovering election expenses and 
enriching themselves, building and maintaining 
constituencies to enable them to stay in power in the 
next election, distributing spoils and privileges to 
supporters and cronies, and enhancing their power bases 
– as well as promoting socio-economic development 
and poverty reduction.  In addition to focusing 
primarily on whether budgetary allocations are socially 
beneficial, examining how politicians use public 
expenditures, legitimately and illegitimately, to pursue 
these various objectives could provide a deeper 
understanding of their role in Bangladesh’s political 
economy.  Mahmud’s rich analysis provides many 

insights in this regard, and we hope that he and others 
will pursue these issues further in the future. 
 
We would like to conclude by offering some 
observations on Mahmud’s comments about foreign 
aid.  Mahmud contends that the macroeconomic 
stabilization and structural adjustment reforms pursued 
in Bangladesh, especially during the early to mid-1980s 
and early 1990s, “were undertaken under rigid aid 
conditionality arrangements.”  In retrospect it is clear 
that many of these reforms were initiated with limited 
ownership.  It is therefore not surprising that the reform 
programs under the IDA-financed Public Resource 
Management (FY92), 2nd Industrial Sector Adjustment 
(FY93) and Jute Sector Adjustment (FY94) operations 
were not completed, resulting in the cancellation of 
about $300 million of the $500 million committed for 
these programs.  Mahmud argues that some of the 
reforms were not implemented due to “a genuine 
concern about the validity of the rationale of the 
proposed reforms,” although he notes that “This does 
not mean that those concerns are always justified.”  He 
also observes that “in many other cases of reforms, 
particularly institutional reforms aimed at improving the 
quality of governance, aid conditionalities are resented 
precisely because their implementation will hurt the 
rent-seeking opportunities of the political elite.” 
 
IDA (and other donors) have learned from this 
experience.  We now look for clear indications of 
Government ownership of reform programs proposed 
for support from adjustment credits, and IDA is now 
more likely to support single-tranche credits that 
recognize prior actions rather than multi-tranche 
operations under which tranche releases depend on the 
fulfillment of commitments. 
 
Mahmud notes an “overall decline in the foreign 
funding of ADP” and observes that “The aid donors 
have been of late emphasizing the need for reforms 
towards improving institutional sustainability and the 
quality of project implementation by incorporating 
mechanisms for accountability, beneficiary and 
people’s empowerment.” 
 
While these are important trends, we believe that the 
most significant factor affecting the availability of aid 
to Bangladesh is the donors’ shift toward performance-
based rather than need-based allocations of 
development assistance, both across and within 
countries.  In the past, aid allocations tended to favor 
countries (like Bangladesh) with high assessed need in 
terms of poverty, poor nutrition and health, low 
education, etc.  Recently aid allocation decisions have 
begun to be made more on the basis of a country’s 
progress in policy and institutional reforms that increase 
the likelihood that development assistance will be used 
productively.  The relative stagnation in levels of 
Bangladesh’s level of development assistance during 
the last decade can be attributed primarily to the slow 
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pace of economic reform, especially the failure to 
improve governance.  The political economy 
perspective adopted by Mahmud is thus particularly 
relevant to forecasting future trends in aid flows, 
because it is Bangladesh’s political economy that is 
likely to be the prime determinant of how rapidly the 
country will reform. 
 

Commentary 
A.M.A. Muhith,  Former Finance Minister and 
presently Member, Advisory Council, Awami 

League 
 

The paper of Prof. W Mahmud is very well-structured 
and he has successfully belaboured the point about the 
benevolent social guardian role of the Bangladesh 
Government. It gives a good and easily intelligible 
account of the budgeting process and brings up the 
major points on political contents of the process. The 
paper makes the following broad points on economic 
policy and budget trends:  
 

1. The budget speeches of Ministers give 
statements on economic policies and direction 
of the economy but they do not get reflected in 
actual budgetary measures.  

2. The budget does not provide a discernible 
linkage between policy, planning and 
budgeting.  

3. Budget preparation is done essentially on an 
incremental basis, particularly for the larger 
revenue budget.  

4. In the development budget sectoral allocation 
reflects development policy such as emphasis 
on social expenditure, infrastructure 
development, or diminution in public spending 
in directly productive sectors. In fact, the 
changes in allocations reflect the changing 
development role of the government.  

5. Budgetary policy-making only marginally 
impact on the distribution of roles between 
state and market.   

6. The revenue GDP ratio is very low and tax 
compliance is very lax. 

7. Budget monitoring is virtually non-existent 
and resource gap is met either by unplanned 
domestic borrowing or cutting down ADP size. 

 
These findings are generally beyond question and they 
represent the real state of affairs on economic policy 
and budget making in Bangladesh. But there are 
exceptions. I am not sure if the budget speech of Saifur 
Rahman in 1991-92 (and not 2002-03) and that of 
Shamsul Kibria in 1996-97 did not provide a direction 
on economic policy of the respective governments. I 
believe the broad policies announced in these two 
speeches greatly influenced the subsequent budgets 
drawn up by the BNP and Awami League governments. 
In particular in defining the commitment of Awami 
League to open market and limited economic role of the 

government the budget speech of 1996-97 was 
absolutely crucial.  The incremental changes in budget 
is a reality mainly because there has not been a 
structural change in the roles of government agencies 
consequent to policy change in favor of open market 
and limited economic role of government. No changes 
have also taken place in government operations as a 
result of devolution of powers or decentralization of 
operations. At any time such restructuring occurs the 
changes I believe will cease to be incremental. The 
introduction of the Upazila system, for example, 
introduced budget assignments for Upazila activities 
from both revenue and development budgets. The point 
about policy, planning and budget linkage is assuming 
new meaning as the role of the government is changing 
from investing for development to investing for 
enabling development. While detailed planning of five-
year plans may be unnecessary, the vision for a medium 
term seems to be urgent for the ship of state so that it 
does not turn out to be rudderless. Medium term fiscal 
plans to me is crucial to gauge a periodic resource 
envelop as well as to present proposals for fiscal 
measures to the electorate. Budget revision is a totally 
undemocratic process and possibly violates the 
constitutional obligations. The only feasible way it can 
be changed is by instituting a mid-term review of the 
budget by parliament. Until recently actual expenditure 
statements could be found in budget documents, of 
course after a lapse of two years or so. But this practice 
seems to have been discontinued and deserves to be 
reintroduced.      
    
As expected, the role of foreign aid and donor influence 
feature prominently in the paper. We know that 
Bangladesh has been a good student of the Bretton 
Woods twins and it has generally honored the policy 
prescriptions of donors. The economic reforms program 
has actually been a manifestation of donor 
conditionality. The point that is missing is why even 
then growth is a distant dream and poverty alleviation is 
not so robust. We began the reform program so long 
ago (nearly two decades) but the progress made is 
rather limited. I believe it is because it was started by a 
regime without popular support and hence its execution 
was half-hearted and halting. And this half-hearted 
commitment got ingrained for all time. The actions of 
subsequent popular governments, of course, had 
political overtones. The declining trend of aid is 
acknowledged but why this is so is not explained. It is 
certainly not due to a fall in global aid flow nor due to a 
slackening of demand in Bangladesh. Whether it is a 
right policy to reduce aid flow seems questionable to 
me. What is important is reduction of dependence and 
that is achieved by increasing domestically financed 
portion of the budget; it does not call for reducing the 
volume of aid received.  The author very rightly does 
not see much virtue in targeting aid to priority areas, as 
it is not really enforceable. He is concerned about 
improving institutional sustainability and the quality of 
project implementation. A good project works as long 
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as there is support from aid but it is not internalized 
when the aid flow stops. The suggestion that use of 
local expertise should be made to assess what works 
and what does not and thus find sustainable institutions 
is, indeed, so appropriate. I must point out that donor 
influence at times is acknowledged by our practitioners 
and researchers very easily even where the original 
initiatives have been essentially indigenous and donors 
take pains to claim authorship where they moved in 
later and perhaps refined the policy framework. Imports 
with wage-earners funds that began the first 
liberalization policy in the 1970s or the initiative on 
trade and industrial policy in early 1980s that was 
started to rationalize export incentives or some of the 
initiatives in environmental protection and 
improvement in 1990s were entirely indigenous in 
origin. At the early stage of working on such initiatives 
even limited foreign financing was difficult to find for 
their implementation. 
 
In the paper three subjects have been discussed at some 
length viz. rural infrastructure development, healthcare 
expenditure and investment in education.  
 

 In considering rural infrastructure building the 
author refers to the turf war between 
government agencies, highlighting the need for 
coordination and indirectly for local level 
planning. He finds that commitment to 
addition to capital stock is a veritable vice as 
maintenance of existing stock is neglected and 
capacity utilization is impeded. 

 
 The discussion on healthcare covers financing 

of healthcare services by households, 
government and aid including through NGOs. 
It considers the question of excess to public 
healthcare services hinting that emphasis on 
curative aspect in public investment is 
wasteful. It finds that healthcare expenditure is 
not pro-poor per se but more equitably 
distributed in the economy. The author also 
severely criticizes the famous Health and 
Population Sector Program (HPSP). The lack 
of flexibility and unreliable projections of 
resource availability in the program are 
deplored. The lack of ownership of the 
program and its neglect of ground realities are 
held guilty for the failure of an otherwise well-
designed program.  

 
 Turning to educational investment he extols 

efforts at primary level that have virtually 
eliminated enrolment gap between rich and 
poor and between male and female students. 
He laments the urge for expanding physical 
facilities and neglect of quality improvement. 

He faults centralized management for this 
failing. He finds education at higher levels i.e. 
secondary and higher levels to discriminate 
against the poor. At the college level, the 
expansion has been utterly wasteful and it also 
reflects inequities and urban as well as class 
bias. On the whole he is pleased with increase 
in educational investment and emphasis on 
basic education. He welcomes the food for 
education program and recommends better 
monitoring of program performance.     

 
These are very important elements of the national 
budget now. There are two issues that appear to be very 
relevant here. First, planning and execution of these 
activities would be better and more productive if they 
were devolved to institutions of local government. 
Possibly such an arrangement would also eliminate turf 
war, reduce waste, mitigate delay in implementation 
and set the right priorities. From this point of view the 
finalization of a system of local government demanded 
by the Constitution and urged by the Supreme Court 
assumes great urgency. I am disappointed that 
budgetary analysis does not bring out the importance of 
transfer of functions to local level and does not dwell on 
how budgetary process would be affected by such a 
transfer. The other issue is the practice of preparing two 
budgets instead of one comprehensive budget. The 
artificial division of the budget into revenue and 
development was done mainly to attract donor support 
in the 1950s and 1960s when all aid was on project 
basis. This is no longer justified since public investment 
has been limited mainly to social and infrastructure 
sectors where distinction between operation and 
maintenance and capital addition can be highly 
inefficient and wasteful. If one budget covers 
maintenance and operation as well as investment of 
public funds, it is likely that a lot of distortions 
impeding capacity utilization and causing depreciation 
of assets can be held in check. For example, under one 
budget new schools are not likely to be built when 
existing schools do not have teachers.  
 
I have three additional comments. HPSP in my view is 
excellent in concept as it looks at the entire program 
(under both revenue and development budget) of the 
sector and provides for annual finalization of program 
within the broad five-year framework. The real problem 
is with the ownership of the Program; lack of 
commitment has frustrated it more than anything else. 
Second, it may be noted that a part of the Food for 
Works Program is being incorporated in the budget 
(ADP) since 1997/98. Third, the way the integrity of the 
electoral process has been destroyed in 2001, we have 
to strive to restore it by systemic changes because a 
government without popular support is dangerous for 
the state.   
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POLITICAL ECONOMY OF SUSTAINABLE DEVELOPMENT IN BANGLADESH 

Amin U. Sarkar 

ABSTRACT 
 

Although Bangladesh has had a glorious past, it is one of the most underdeveloped countries in the world.  It is 
lagging far behind its neighbors in terms of the human development index.  This paper attempts to identify the 
major causes of underdevelopment, analyzes policy options in view of principles of sustainable economic growth 
and development, and recommends education reform as the number one choice that is politically feasible.  
Continuation and strengthening of the highly centralized colonial administrative and educational system; state 
owned corporations of commerce, finance and industry; and poor infrastructure, environmental degradation, 
political instabilities and high levels of corruption are considered the primary sources of underdevelopment.  The 
paper presents guidelines for decentralized governance with clear demarcation of jurisdictions, privatization of all 
state corporations and supporting competitive markets, and education reform.  In addition to requiring mass 
education, it argues for the production and export, after meeting domestic requirements, of highly qualified 
professionals.  It recommends focusing on finance, management, computers, engineering, medicine, and nursing 
where there exists high world-wide demand.  The proposed decentralization and privatization may not be politically 
feasible and fully realizable in Bangladesh as these measures are against the interests of the ruling class. Education 
reform is the only feasible option in the short run.  

 
Introduction 

 
There are many third-world countries that suffer from 
a high level of poverty, economic stagnation and 
environmental degradation.  From 1960 to 2000, the 
average income per capita for developing countries 
as a whole rose three-fold. But in the second half of 
the 1990s, 1.3 billion people in the developing 
countries lived on less than $1 a day; 32% in the 
transition economies on less than $4 a day; and 11% 
in developed countries on less than $14.40 a day.  
The distribution of income is highly skewed.  

While many people live under fairly democratic 
regimes, there are still about one-third of the people 
under dictatorship or monarchism.  Refugees account 
for 13.2 million people worldwide.  Four out of five 
people have access to health services and 90 percent 
of one-year-olds in developing countries are 
immunized against tuberculosis.  Yet, 880 million 
people have no access to health services, 31 million 
people live with HIV, and 109 million primary-
school age children are out of school.  Although in 
the last three decades, the index of daily calorie 
supply per capita increased, 841 million people 
worldwide are malnourished.  Although there is a 
worldwide acceptance of general agreements on 
protecting the environment, desertification and 
drought still affect 1.5 billion people worldwide.  
(UNDP 1998). 

Bangladesh, a 32-year-old nation of about 140 

million people in 55,000 square miles (the size of the 
state of Wisconsin in the USA), is plagued with 
many problems that makes it one of the least 
developed countries of the world.  Its core problems 
arise from severe misallocation of scarce resources.  
Low per capita income, high inequity, large-scale 
corruption, high illiteracy rates, poor social and 
physical infrastructure, environmental problems, 
frequent civil unrest, and natural calamities are 
typical. 
 
What underlying forces have made for rapid progress 
in some countries and the lack of progress in others?  
Why do some people get left behind where others 
enjoy improved standards of living?  Is the progress 
that is occurring sustainable or is it based on policies 
that are exhausting natural resources and destroying 
the environment?  What poverty alleviating policies 
are available to the affected countries?  Are they 
feasible for implementation? These are some of the 
vital questions that are addressed in the paper, using 
the case of Bangladesh, a typical poverty-ridden 
country.  The paper presents the salient features of 
sustainable economic development and investigates 
the magnitude and primary causes of 
underdevelopment of Bangladesh.  It examines 
specific policy guidelines such as education reform, 
decentralization, and privatization primarily based on 
competitive markets and associated institutions for 
sustainable economic development. 



 
 

Conceptual Basis of Sustainable Development 
 
Economic growth refers to an increase in the level of 
income or output of goods and services produced by 
a nation typically during a year.  But economic 
development means economic growth produced and 
enjoyed by most people of the nation.  The idea of 
sustainable development is an outgrowth of three 
movements, those of international development, 
appropriate technology, and the environment 
movement.  However, the term sustainable 
development seems to have almost as many 
definitions as there are people who use it.  According 
to the World Bank (1992), sustainable development 
is development that lasts and development does not 
concern economic growth alone.  An important 
element is the concern for equity, both for present 
and future generations. Often, value judgments form 
an essential component of a definition of sustainable 
development and opinions regarding scarcity weigh 
heavily as well.  

For ecologists, economists, and scientists who 
understand the essence of resource scarcity, 
sustainable development (SD) is the path that 
maximizes the long-term net benefits to humankind.  
Because SD focuses on net benefits it ensures that the 
cost of resource and environmental degradation will 
not be undervalued--all costs and benefits will be 
internalized.  Such a concept values preservation or 
conservation not for its own sake, but for its 
contribution to the perpetual human welfare.  SD 
does not necessarily imply low rates of GDP growth, 
it implies more efficient growth.  SD in this sense is 
consistent with market efficiency, privatization, 
decentralization, and democracy (Pearce et al 1990 
and Sarkar 1997).  The growth process of now 
developed countries was characterized by these 
principles along with high rates of factor 
productivity, structural transformation, equity, and 
international economic outreach.  Education, by 
transforming labor into human capital, played the 
most critical role in modern economic growth and 
development. 

Market efficiency for households and firms is based 
on the operation of competitive markets where the 
forces of supply and demand determine price and 
allocate resources accordingly.  Price of anything is 
equal to the additional cost of making available for 
sale an additional unit of that output or input.  Market 
adjustment of price removes shortage or surplus.  
Government or any other entity does not interfere 
with price adjustment.  The net social benefit (the 

sum of surpluses of buyers and sellers over their 
willingness to pay and sell respectively) is thus 
maximized.  The role of the government is limited to 
ensuring private property rights, respecting contracts, 
regulating monopoly power, providing public goods, 
dealing with business cycles and externalities such as 
pollution, and reducing the gap between the poor and 
the rich.  Governments also support competitive 
markets and do not deal with business and financial 
matters. 

Several goals for development have been agreed on 
at a series of OECD, United Nations and World Bank 
conferences. Nevertheless, national governments and 
international agencies remain apparently unable to 
mount a concerted and successful  sustainable 
“economic development” effort to remedy the 
situation.  According to Allen and Thomas (2000), 
six social goals to be monitored by the development 
community as part of a new international 
development strategy are reducing poverty and child 
mortality; improving education, health and 
environment; and eliminating gender disparities.  
The achievement of  these goals largely depends on 
education and training. 
 

Bangladesh Economy 
 
Bangladesh had a glorious past.   Around 327 B.C., 
forces of what is Bangladesh now stopped 
Alexander’s advance on the banks of the Beas River, 
in the lower Ganges.  In the Hindu and Buddhist 
period the area flourished.  The few surviving 
monuments to Buddhist period are reminders that a 
long time ago, when Europe was ‘mired in the Dark 
Ages,’  Bangladesh spawned splendid civilizations, 
renowned for their intellectual pursuits and other 
accomplishments. (Novak 1993).  
 
Muslims from the Middle East and Central Asia 
moved to India a long time ago and ruled Bangladesh 
for about 600 years before the British won the battle 
of Plassey in the middle of 1757.  In the 16th century, 
Bangladesh was called the Paradise of Nations, as it 
was famous for its agricultural surplus and 
manufacturing wealth.  Dhaka was the center of 
cotton and silk textiles.  According to Novak (1993), 
Bangladesh enjoyed a balance of trade surplus with 
the rest of the world, like Britain in the 19th century, 
U.S. in the 20th century, and Japan, Taiwan and 
Germany at present.  
 
The British deliberately destroyed Bengal’s cotton 
industry and agricultural surplus and introduced jute 
and tea plantations, thus reducing the area available 

 25



for rice and other essential commodities.  They also 
created highly centralized civil services and 
organized the armed forces with bright young Indians 
through whom they ruled and exploited India.  It was 
largely in their interest to transfer power in 1947 to 
leaders who would not dismantle the pattern of 
cropping and export of primarily raw materials, and 
who would retain the administrative machinery that 
the colonial government installed in the sub-
continent.  During the British period, Calcutta, the 
major city of Bengal, has been the focal point of 
trade, industry, transportation, and communication.  
It became a part of West Bengal leaving East Bengal 
without infrastructure or industry.  During the 
Pakistani period, development efforts resulted in 
significant economic disparity between the two 
wings.  In 1971, through a civil war and Indian 
military intervention East Pakistan became 
Bangladesh.  
 
After more than three decades of its independence, 
Bangladesh is considered one of the least developed 
countries of the world.  According to UNDP (2000), 
the rank of Bangladesh among all countries, based on 
the Human Development Index (HDI), dropped from 
136 in 1991 to 146 in 2000 (being 150 in 1998).  The 
country’s 1998 per capita GDP (in 1995 US $) of 
$348 is one of the lowest in the world, compared to 
$444 in India, $493 in Bhutan, $511 in Pakistan, 
$802 in Sri Lanka, and $1247 in Maldives.  A 1995-
96 survey indicated 35.6% (39.8% rural and 14.3 % 
urban) of the population in Bangladesh were below 
the national poverty line.  Although Bangladesh is a 
little better off than India and Pakistan, in terms of 
population percentage below international poverty 
line, the magnitude of poverty in all these three 
countries is enormous.  
 
More alarming is the food supply data for 
Bangladesh.  From 1970 to 1997 the daily per capita 
supply of calories decreased from 2197 to 2085, 
when at the same period it increased for other 
developing countries.  The daily supply of protein 
declined by 4.5% during this time.  These numbers 
show that the Bengalis are not eating as well as they 
did prior to becoming an independent nation.  An 
Economist article of  2001 reported that about 40% 
of its people eat one meal a day and there was no 
question about the report suggesting the accuracy of 
the estimate.  During the 1990s, it had the highest 
percentage (56) of under-weight children, below age 
five, in the sub-continent. 

Adult literacy rate is at 40.1% in Bangladesh 
compared to 42 % in Bhutan, 44% in Pakistan, 

55.7% in India, 84.1% in Myanmar, 91.1% in Sri 
Lanka, and 96% in Maldives.  In 1975, its urban 
population was 9.3% that rose to 20% in 1998. But it 
has been able to keep its population growth under 
control at 1.5% per year by 2000.  (UNDP 2000).  

Of course, Bangladesh now has many more 
millionaires than 32 years ago.  According to World 
Bank (2001), the richest 20% of the population 
enjoyed 42.8% of the national income during 1997-
98 compared to 8.7% enjoyed by the poorest 20% of 
the population.  Many of the wealthy elite enjoy 
substantial wealth accumulated through corrupt 
practices.  

Although it is a poor country, its public expenditure, 
according to Table 1, demonstrates gross 
misallocation of scarce resources. In 1990, it 
allocated the same percentages of its income to 
expenditures on education as to the military.  Its 
expenditure on healthcare has been roughly half of 
the expenditure on the military.  Countries like Iran, 
Botswana, Kenya, Zimbabwe, and even India 
allocated more of their national income to education 
than to the military.  Bangladesh in the late 1990s 
allocated 2.2% of its GNP to education compared to 
2.7% by Pakistan, 3.2% by Nepal, 4.1% by Bhutan, 
3.2% by India, 3.4% by Sri Lanka, 6.4% by 
Maldives, 4.0% by Iran, 6.5% by Kenya, and 8.6% 
by Botswana.  (UNDP 2000).  Bangladesh has been 
increasingly importing food products.  Imports of  
luxury goods, in general, continues to increase as 
tariffs are steadily on the decline. 

Causes of Underdevelopment 

Historical Reasons 
 
In all the three countries of the sub-continent the old 
colonial administrative machinery is still in place, 
much of it more strengthened, more ruthless and 
more exploitative than before as there is no 
accountability or control to which their predecessors 
were subjected by the British.  Even today, highly 
talented students choose the civil and military cadres 
in the sub-continent as enormous opportunities exist 
for personal legal and illegal gains.  Although they 
undergo subsequent job training, the educational 
minimum qualification for the candidates is a 
bachelor degree (until recently, the equivalent of half 
the U.S. bachelor degree, such as an associate 
degree); often these degrees are in English, History 
or Politics.  

In the sub-continent, these highly centralized civil 
and armed service officers (recruited after 12 years of 
schooling) who replaced the colonial officers are the 
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ones ruling the countries as the political leaders are 
very weak and usually low-achievers as students.  
The leaders prior to the 1950s were learned, mature 
and professional.  They came to politics to serve.  
But later leaders in Bangladesh have been less 
educated, young, and often without any occupation.  
(Novak 1993).  Their only purpose of being in 
politics was to make quick money.  Many such 
politicians are easily purchaseable and they are 
supported by local terrorists.  The two current major 
leaders of Bangladesh (one the widow of a popular 
military dictator, and the other the daughter of the 
independence leader who later imposed one-party 
dictatorship) were placed in power by the followers 
of the two deceased leaders.  In a largely Muslim 
country, praising the two deceased leaders is almost 
required.  The immediate past president purportedly 
lost his position in June 2002 when he failed to 
adequately glorify the late Ziaur Rahman.  With 
political leadership in total chaos, the real power 
therefore remains with the civil and military officers 
and their associates, unlike in the developed world 
including the newly industrialized countries such as 
Taiwan, Singapore, Malaysia, Israel, and South 
Korea.  

Inefficiencies 

Immediately after independence Bangladesh 
abandoned basic economic principles and proclaimed 
to follow a socialist ideology, and as a part of a 
central plan, nationalized all medium to heavy 
industries including manufacturing, transportation, 
communication, utilities, commerce, banks, and other 
financial institutions.  They were organized as many 
state-run corporations headed and supported by a 
board of directors who were on deputation from the 
civil services (sometimes from the military) with no 
managerial skill or experience of running business.  
The deputed civil service officers were let loose.  
Political influence, nepotism and favoritism became 
normal practice in hiring and promotion.  All 
corporations became overstaffed, producing far 
below their capacities and incurring huge losses.  
Soon Mujibur Rahman’s government introduced one 
party rule and brought all newspapers under its 
management and control.  The mid-level political 
leaders, labor leaders, and student leaders all wanted 
to be rewarded for their contribution to the 
independence struggle; one way was to give them 
managerial positions below the civil service officers 
in the state corporations.  The military officials, 
feeling left out, replaced the elected government by 
force and began to join the civil service officers in 
running the state corporations.  

The governments subsequently began to introduce an 
innovative system of permits and licenses so that the 
people in power could build their personal financial 
empires.  The jute industry once famous for the bulk 
of foreign exchange earnings soon became bankrupt 
and this condition has been typical for all other 
corporations that took the form of state supported 
monopolies with all associated problems.  Trade 
unions with the support of political parties wanted to 
maintain the status-quo.  However, the recent closure 
of the Adamjee Jute Mills sets a positive precedent of 
dealing with failing plants that needs to be applied to 
other state-owned corporations.  

Often management is left without clear performance 
objectives and goals.  The heads of the corporations 
and the directors of the board are under the 
administrative control of the secretariat divided into 
many ministries and divisions permanently headed by 
secretaries who get the position by seniority alone.  
The system of red-tape and how the files move up 
and down is well known throughout the sub-
continent.  Countries can change, governments can 
change, but civil and armed services do not change.  
Transfer of government employees is often used as 
rewards and punishments.  Poor training (education), 
lack of accountability, and a lack of commercial 
orientation (private-owned industry) continue to 
aggravate the inefficiencies.  

Recent governments, under pressure from the donors, 
have been slowly moving in the direction of 
privatization and opening the borders to foreign 
investments, but this process is still very slow and 
limited.  Many employees search for loopholes as 
they are more concerned with personal gain through 
corrupt practices such as bribery rather than 
improving the system as a whole.  Banks provide 
huge loans on fraudulent papers earning a heavy 
commission, while fully knowing that the loans will 
be never repaid.  Officers’ and workers’ unions work 
surreptitiously to retain the system in support of their 
vested interests. 

Many inefficiencies stem from the root of a lack of 
accountability and commitment on the part of the 
governments.  Those in charge do not feel a sense of 
responsibility towards improvements and are more 
concerned with personal gains.  This work ethic has 
also infected the entire workforce from the top 
ministers to low level employees.  Historically, this 
attitude stems from the colonial times when the civil 
servants cared very little about the result of their 
working efforts.  When the British pulled out of India 
the same exploitative governmental systems that 
remained in place became rather strengthened.  As a 
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colony under British reign, the government 
controlled all economic activity.  This economic 
system continues today, but without the control and 
supervision of the British officers.  In the absence of 
any kind of control, the Bangladesh government 
became more ruthless in exploiting its own people. 

Education 

The British introduced an education system that 
would serve the interests of the colonial rulers.  They 
badly needed revenue collectors, translators, clerks 
and record-keepers.  The education system was 
geared towards producing graduates to fill 
exploitative government positions; this remains more 
or less unchanged in all the three countries of the 
Indian subcontinent. 

Soon after the creation of Bangladesh, the 
government discontinued English as a medium of 
instruction in colleges and universities although the 
children of the policy makers went abroad to learn 
English.  Bangladesh universities got re-organized 
following the Soviet-system where a small slice of a 
discipline formed a department, school or faculty.  
For an example, the discipline of biology in Dhaka 
University is a faculty headed by a Dean with several 
departments such as botany, zoology, microbiology, 
biochemistry, etc.  There are separate colleges and 
universities for engineering, medicine, agriculture, 
arts or music headed by a vice-chancellor and his or 
her deputies.  The president of the country is the 
chancellor of all universities.  The focus is 
distribution of positions and creating supporters for 
policy makers.  The current interest of professors is 
to look for NGO assignments and political positions 
rather than paying attention to academic duties.  
Higher education programs continue to follow the 
old colonial system producing civil service officers 
rather than professionals with adequate acquisition of 
skills.  This system of education involves heavy 
memorization rather than acquisition of practical 
knowledge.  As a result, individuals in management 
positions lack the proper training to perform their 
functions effectively. 

Poor training is reflected in both management and 
staff of various state-run programs.  Management 
lacks the skills needed to manage and operate an 
institution while lower-level workers are not properly 
trained or motivated to do their jobs well.  Due to 
lack of skill, poor billing and collection services 
frequently occur.  Lack of proper training in 
accounting, commercial practices, and economics 
further escalates the problem as few have the 
knowledge and skills required to drive efficiency.  At 
the top of everything, making personal gains remains 

paramount. 
 
Political Instability 
 
Bangladesh emerged as a new country plagued with 
constant political instability.  The widely popular 
independence leader Mujibur Rahman won the 
elections in March of 1973.  In January of 1975, the 
government declared a national state of emergency 
and parliament was replaced by a one-party rule with 
him still in power.  A paramilitary force was created 
to crush any possible political opposition when 
among others a left-wing leader, Siraj Sikder, was 
killed.  However, on August 15, 1975 Mujib was 
assassinated during a right-wing coup d’etat.  
Officers as well as one of Mujib’s ministers, 
Khandker Mustaque Ahmed, led the group and took 
over as president.  After a short reign, Khandker 
Mustaque Ahmed was overthrown by Major General 
Zia ur-Rahman.  He soon installed the chief justice, 
A. M. Sayem, as president. 

Ziaur Rahman took control of the presidency in April 
1977, formed the Bangladesh Nationalist Party 
(BNP) towards the end of 1978, and won the 1979 
elections by a landslide.  During Zia’s presidency, he 
brought about some stability to the country 
reintroduced to civilian rule.  Zia was also 
assassinated while in power in a 1981 coup.  His vice 
president, Abdus Sattar, became president until 
forced out of office by a successful coup led by 
Ershad Hussain, the army chief of staff.  Ershad 
reintroduced martial law and on December 11, 1983, 
he made himself president.  The Jatiya party (party of 
Hussain) won the May 1986 elections.  In November 
of that year Hussain was forced to declare a state of 
emergency and to dissolve the parliament as the 
result of violent antigovernment demonstrations.   

In 1988, the Jatiya Party won the elections again.  
The victory was widely boycotted by the opposition.  
Ershad Hussain declared Bangladesh an Islamic 
republic.  In December 1990, Hussain was 
overthrown and put in prison on charges of large-
scale corruption.  The following year new elections 
were held which resulted in Bangladesh’s first freely 
elected parliament.  Under the leadership of Khaleda 
Zia, the widow of Ziaur Rahman, the BNP came to 
power.  In a later election another lady, Mujib’s 
daughter, Hasina Wajed of Awami League, came to 
power and the two are now constantly confronting 
each other for power, often in the streets by way of 
political demonstrations and terrorist attacks.  Until 
recently, Hasina Wajed was in power and under a 
care-taker government elections took place in 2001.  
Khaleda Zia re-captured power in this election and 

 28



formed a government with 60 ministers.  In their 
constant struggle for power, the economic life often 
gets paralyzed by political instability.  However, the 
national elections have been reported to be largely 
free and fair. 

There is hardly any ideological or policy difference 
in the major parties; even their names mean the same: 
Awami  in Urdu,  Nationalist in English, and Jatiyo 
in Bengali.  Also, many leaders frequently change 
parties in search of personal opportunities. 
 
Corruption 
 
In 2001, Bangladesh was on the top of a corruption 
index, breaking the long time record of Nigeria as the 
most corrupt country in the world (Transparency 
International 2001).  It maintained its top position in 
2002 also.  It is estimated that, due to corruption, the 
country received 50 percent less foreign direct 
investment during 1999 (UNCTAD 2001).  
Corruption in the country’s port, according to the 
American Chamber of Commerce (2001), costs the 
Bangladesh economy $1.10 billion every year.  Due 
to unauthorized power supply, $1.00 billion worth of 
industrial output per year is lost (The Independent 
2000).  Corruption in all government dealings with 
the public is widespread.  The present Prime Minister 
Khaleda Zia claimed in April 2000 that the previous 
Hasina government had misappropriated $80.00 
million during the purchase of MIG 29 fighter jets 
from the Russian Federation (Daily Star 2000).  The 
Parliamentary Standing Committee on Defense is 
investigating allegations of kickbacks in another deal 
for the purchase of frigates worth $100 million from 
South Korea (Transparency International 2001). 

Corruption is not unique for any country but its 
magnitude makes the difference.  It exists in almost 
all governments. (Bardhan 1997 and Quddus 2001).  
Dating back to the British rule under the East India 
Company, rampant corruption has proven to be a way 
to prosper in Bengali society.  Many officials were 
using their power for personal gain at the expense of 
others.  The British Government took over the East 
India Company with the hopes of ridding the system 
of such widespread corruption.  Honest British 
Governmental rule proved to be difficult because the 
very concept of colonization includes using another 
for personal enrichment.  Colonial rules usually 
favored the mother country over the colony, ensuring 
them maximum benefit.  Improvements were made to 
the system by increasing the pay of government 
servants and enforcing rules against dishonesty.  In 
addition, government officials were not allowed to 
take on personal business as well as government 

works.  As a result small improvements were made 
but those efforts proved to be useless because the 
root of the problem was not entirely addressed.  
Lower workers were expected to live off the land or 
were paid very little for their services, creating 
breeding grounds for corruption.  For example, law 
enforcement officials were paid very little, but 
possessed excessive power over the common people.  
Often bribes were paid in exchange for political 
favors.  Historically, particular departments have 
been known for cases of widespread corruption such 
as Police, Customs, Taxation, and Engineering.  
Recent Bangladesh governments have shown signs of 
rampant corruption in all departments including 
Education, Judiciary and Defense. 

Bribery has become a common practice and accepted 
as a way of life for those who live in Bangladesh.  
For a variety of reasons Bangladeshi citizens, as well 
as businessmen, bribe civil servants for illegal favors 
(Rashiduzzaman 2001).  These favors include loan 
default at government banks, government supplies 
and businesses, smuggling, and tax evasion.  All of 
these are depriving the state of needed revenues to 
maintain as well as to improve society.  Punishment 
for such corruption is minimal and the monetary gain 
is high (Quah 1999).  In this political setup both the 
civil servant and the person wanting an illegal favor 
can benefit.  After the independence of Bangladesh, 
the military and political leaders joined the civil 
servants in these endeavors.  Other professionals, 
business people, and landlords also joined in. 

Such corrupt practices create a domino effect of self-
destruction for the Bangladeshi economy, forcing a 
reliance on foreign aid for basic necessities such as 
infrastructure, health care, and utilities that are 
important for urban areas where the powerful 
wealthy elites live.  In the process, such reliance on 
foreign aid hinders future growth as foreign loans 
increased the national debt to $16.4 billion in 1998.  
(World Bank 2001).  Corruption creates massive 
concentrations of wealth and inefficiencies in the 
system, leading them further into a downward spiral. 

For example, revenues for water supply and 
sanitation services on average only cover 29% of 
current expenditure.  During a pilot leak detection 
prevention program, it was estimated that, of the total 
water produced by DWASA, only 44% was billed.  
The remaining 56% were attributed to administrative 
and technical losses (31% and 25% respectively), 
(Khan and Siddique 2000).  Administrative losses 
include: 

1. Incomplete customer database 
2. Un-metered service connections 
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3. Illegal and illegally reconnected service 
connections 

4. Inaccurate and tampered-with connections 
5. Wrong meter reading, faulty invoicing and 

rent seeking behavior by revenue inspectors 
 

Technical losses include, but are not limited to, 
leaking pipes, service connections, inoperative 
fittings, and overflow.  Such level of corruption 
exists in all the state-run corporations and agencies. 

In the first six months of 2000, 115 billion taka (2.1 
billion U.S.) was lost due to known incidents of 
corruption (XNA 2000).  Law enforcement reforms 
are needed to provide a strong backbone to 
Bangladeshi society.  There must be an end to 
corruption in law enforcement because it is setting a 
poor model for future generations to follow.  The 
most corrupt body in Bangladesh is known to be the 
law enforcement body (The Independent 2000).  
Lawlessness prevails in Bangladesh because those in 
charge are more concerned with personal gain than 
enforcing laws and because in the current system, 
there is no “fear of getting caught”.  

Both democratic and authoritarian governments wax 
lyrical about the need to combat corruption, but its 
political, bureaucratic and military elites are rarely 
held accountable.  Often such efforts are to target 
political opponents.  The only meaningful way to 
reduce corruption is to transfer economic and 
financial matters to the private sector.  As a first step, 
the government interference in the market needs to 
be eliminated.  All state corporations ought to be 
privatized.  Decentralization of the government with 
clear demarcation of jurisdiction will help.  
Education can create a body of law abiding citizens 
and honest officials of the public and private sectors.  
Full information, consequences for performance, and 
prosecution of illegal activity are all strong defenses 
against acts of corruption.  

Infrastructure and the Environment 
 
Although Bangladesh made noticeable improvements 
in the area of roads and highways, infrastructure 
services, which are essential for economic success, 
are still inefficient.  Basic structures such as 
telephone, energy supply, clean water supply, and 
transportation and port services are necessary for the 
economy to survive and flourish.  All infra-structural 
services are weak, and many are using outdated 
equipment unable to meet the needs of society.  The 
lack of reliable basic infrastructure deters foreign 
investment.  Infrastructure systems are state-owned.  

As a result, the cost of doing business is high.  For 
firms interested in operating in Bangladesh they must 
overcome unnecessarily high expenses privately 
charged by government officials.  These added costs 
hinder the competitiveness of firms operating in the 
country. 
The meager resources such as natural gas and forests 
are also under the control of the government and 
managed inefficiently.  Large-scale corruption and 
illegal logging brought the effective forest cover 
down to less than five percent although more than 
20% of the country is officially designated as forests.  
But public forest land contributes little to the nation’s 
timber supply.  Private homestead woodlots, 
occupying much smaller areas when compared with 
the area of public forestland, provide the lion’s share 
of the national forest products supply: about 80% of 
the total fuel-wood, 60% of the saw-logs, and 90% of 
the bamboo.  These woodlots are an integral part of 
the traditional land use system of Bangladesh.  The 
system developed over centuries as a result of long-
term adaptation of cultural techniques to local 
ecological conditions and has, in most cases, reached 
a natural balance to an observable degree.  The 
homestead woodlots in Bangladesh present an 
example of how well private property rights result in 
an efficient outcome.  But these resources receive 
little attention from the government (Sarkar 1993). It 
is high time for privatizing public forestland, except 
in inaccessible areas of the Hill Tracts and the 
Sundarbans. 

The emission of carbon dioxide in million metric tons 
is estimated to have increased from 15.4 in 1990 to 
23.0 in 1996 in Bangladesh (World Bank 2001).  The 
environmental conditions are poor, with discharges 
of human and industrial wastes into the river systems, 
possible contamination of ground water from lack of 
adequate sewerage, and inadequate management of 
solid waste disposal.  Because of the heavy rainfall 
the country receives, which is usually between 1500-
5000mm annually, there is an abundance of surface 
water.  This surface water becomes polluted and 
requires mechanical and chemical treatment.  With so 
much of the surface water being polluted the major 
source of clean water is groundwater.  Over-
abstraction of the ground-water supply is causing its 
availability to rapidly decline.   

The level of pollution, particularly air pollution, in 
major cities is increasing at a rapid rate.  Several 
types of industrial plants have been cropping up 
especially in and around Dhaka.  Urban migration 
and pollution generated by the industrial plants and 
vehicles have been contributing to the problem.  
Vehicles with two-stroke engines and with relatively 
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older engines without proper fitness using leaded fuel 
are responsible for dangerous heavy metal pollution.  
Cotton waste from thousands of garments and 
knitting industries is also causing considerable air 
pollution.  Air and water pollution also originate 
from the large number of tanneries in the old town 
area.  These tanneries need to be relocated far away 
with proper recycling systems.  Unplanned 
structuring and construction of buildings, poor 
sewerage and improper waste management are 
adding to the problem.  

In urban areas such as Dhaka City it is estimated that 
42% of the population has access to reasonably safe 
water, while the remaining 58% rely on contaminated 
sources.  Between 1973 and 1990, public outlays for 
water and sanitation dropped from 2.48% to 1.25% 
of GDP.  Compared to similar Asian countries these 
percentages are very low [Sri Lanka (6.0%), Nepal 
(4.0%), and Myanmar (2.9%)].  Water supply utilities 
are inefficient and need dramatic improvements to 
prevent further losses (Khan and Siddique 2000).  
Formulation of Environmental Protection Act (EPA) 
in 1995, Environmental Conservation Act in 1997, 
and Environmental Code in 2000 have so far 
contributed little to the protection of the 
environment.  By paying bribes to the law enforcing 
agencies, polluters can easily escape penalties.  
Tax/subsidy incentives are not likely to make any 
dent. 
 
International Trade 
 
The role of Bangladesh in international trade is 
modest with an export of $5.87 billion and import of 
$8.05 billion for goods and services in 1998.  For the 
same year its external debt was estimated at  $16.38 
billion (22% of its GNP according to World Bank, 
2001).  Trade liberalization began in Bangladesh 
with the joining of the WTO at the Uruguay round.  
The purpose of joining the trade alliance was to 
strengthen the domestic production base and 
competitive position while gaining market access in 
countries with heavy spending power.  This process 
began in the mid 1980s and still continues today.  In 
the earlier years export diversification and import 
liberalization took priority.  In efforts to help 
improve the diversification of exports Bangladesh 
helped non-traditional export producers convert 
earnings at a higher exchange rate, giving them 
improved earnings.  This boost of non-traditional 
exports improved the growth of the export earnings.  
In the 1990s real growth was 16%, an improvement 
from 5.5% during the 1980s.  Traditional exports of 
Bangladesh consist of primarily agricultural products 

such as jute.  Textile products such as ready-made 
garments have rapidly grown to become the primary 
export, consisting of 83.5% of Bangladesh’s exports.  
Rising corruption is causing a sharp decline in 
competitiveness of Bangladesh products in 
international markets.  Agriculture is still an 
important part of the country’s GDP.  The 
agricultural industry employs 63% of the labor force 
while producing 30% of GDP.   
 

Pro-market reforms were implemented in Bangladesh 
neither to stabilize the economy nor to meet broader 
developmental challenges.  Instead, reforms were 
used to consolidate the power of the ruling elite.  
Military and civilian regimes have treated market 
reform as an instrument to build and maintain 
political coalitions in particular with traders and 
industrialists (Quadir 2000). 
 
Non-government Influence 
 
There are approximately 20,000 non-governmental 
organizations (NGOs) operating in Bangladesh.  
Most of these NGOs are located in the many villages 
of Bangladesh.  NGOs are responsible for providing 
the poor with education, small loans, and agricultural 
development; these contributions have undoubtedly 
improved Bangladeshi society (Quah 1998).  There 
are a few NGOs that operate worldwide while most 
of them are much smaller in size.  Some of the larger 
NGOs include the Grameen Bank, the Bangladesh 
Rural Advancement Committee (BRAC), Proshika 
and the Association for Social Advancement.  
Funding is provided primarily by foreign aid and 
amounts to $250 million annually. 

BRAC is an educational NGO that provides 
schooling to those who do not attend or have dropped 
out of government schools.  BRAC’s focus is on 
educating women in rural settings.  Many of the 
teachers are women without teaching qualifications.  
Schools are run out of rented thatched huts and are 
set with very flexible hours and little to no outside 
work to enable the children to do agricultural work to 
earn wages for their families.  Many of these women 
would remain uneducated had they not had this 
opportunity.  BRAC reaches 2.3 million members of 
which 96% are female, while employing a total of 53 
thousand teachers both full-time and part-time (Quah 
1998). 

A recent phenomenon in Bangladesh is the 
emergence of private universities in the 1990s.  In 
Dhaka alone, there are about 25 such universities, 
each with 800-2000 students, where academic 
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programs are organized primarily in business fields 
following the U.S. curriculum and where the medium 
of instruction is English.  However, only children of 
high-income families can afford to study at these 
institutions.  One positive effect is the pressure on the 
government universities for change.  This is evident 
from a recent decision by government universities for 
four-year bachelor degree programs and English is 
re-introduced as an option for medium of instruction.  

Despite the many good deeds done by NGOs, 
Bangladeshis are very ambivalent.  Many view them 
as large financial systems controlled by foreigners 
without any accountability.  Bangladeshis are very 
critical of NGOs as politicians accuse many of them 
of having ill intentions.  However, the NGOs of 
Bangladesh are less corrupt and more efficient than 
the governmental organizations; but as of today their 
activities are severely constrained. 
 

Policy Choices 
 
Removal of the causes of underdevelopment will 
contribute to the sustainable development of 
Bangladesh.  One can derive many policy 
implications and some of them are not mutually 
exclusive.  Improving physical infrastructure (such as 
communication, transport, roads, water-ways, 
embankments, and public health) and social 
infrastructure (such as education and training, 
nutrition and health care, family planning, justice and 
legal systems, business and financial institutions, 
promoting free trade and larger role for the NGOs, 
etc.) is vital.  Although there are undeniable efforts in 
these areas, the average citizen’s living condition is 
yet to improve significantly.  Then there are needs 
for ensuring private property rights, respecting 
contracts, regulating monopoly power, providing 
public goods, dealing with pollution and resource 
depletion, and reducing the gap between the poor and 
the rich.  Representative governance and 
decentralization, education and training, and 
promoting the private sectors in all possible areas, are 
considered most vital in terms of policy priorities. 
 
Decentralization 
 
Bangladesh is largely ruled by one level of the 
government.  The junior members of the government 
services occupy the lower positions all over the 
country.  Based on seniority (and bribe) they are 
promoted to the higher levels and posted at attractive 
locations.  Transfer is frequent and creates conditions 
and opportunities to avoid any accountability.  
Officers, called public servants, actually behave as 

the masters. 

The three branches of the government--executive, 
legislative, and judiciary--are not separated well in 
Bangladesh as yet, although it tries to follow the 
democratic principles in electing the members of the 
cabinet and the parliament.  The judiciary and the 
executive branches are more or less merged.  Even 
the central bank is a constituent part of the 
government, often headed by civil servants.  This 
system worked well for the British colonial power.  
Clear demarcation of the three branches is a 
precondition for an independent country and it is 
badly needed for eliminating political corruption. 

Ideally a system of representative government such 
as in the developed world needs to be introduced 
with well defined demarcation of responsibilities for 
the central, divisional, district, and sub-district levels 
of Bangladesh, corresponding to the four levels of 
government in the United States such as central or 
federal, state, county, and city/village/town.  For 
example, every city/village/town has its own 
independent police department and court system.  
There is no transfer.  Similarly,  primary and 
secondary education up to 12th grade is the 
responsibility of the city/village/town government 
and two-year college education is the responsibility 
of the county government.  Bachelor, master, and 
doctoral level education is the responsibility of the 
state government.  Although the central government 
has no jurisdiction over academic institutions, it 
provides funds for specific purposes such as student 
financial support.  The heads and key decision 
makers of the governments at each of the proposed 
four levels need to be headed by the elected 
representatives, like in the USA.  All the four levels 
of government should have clearly demarcated 
jurisdictions without any overlapping.  The 
headquarters of the central government departments 
can be scattered over the entire country like many of 
the state government agencies of the U.S.  This will 
reduce the burden on Dhaka and other outlying areas 
will be developed also.  

All existing civil services and the secretariat need to 
be abolished first.  The central government 
departments can directly report to the respective 
cabinet ministers.  The law enforcing agencies of the 
proposed four levels of government will also have 
clearly defined jurisdictions and the employees will 
be restricted to their respective sub-districts, districts, 
and divisions.  Major government agencies at all 
levels will be headed by democratically elected 
representatives so that they can be removed in the 
next election if they are not found suitable.  This 
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system restricts the amount of excessive power and 
control given to the existing highly centralized one-
level government in Bangladesh.   

Although the military helps the civil administration 
in emergencies and disasters, Bangladesh needs to 
review the role of its military.  Non-military 
functions of the armed forces can be performed by 
the law enforcing agencies of the proposed four 
levels of government and the country’s borders can 
be patrolled by the BDR.  Accordingly, it may be 
increasingly difficult to justify any significant 
military need, and the affected employees may have 
to be retrained and employed in private productive 
sectors of the economy.  Because the existing 
governing body and military body are separately 
controlled there is a lack of control in the growth of 
the military.  Military officers are seen as an elite 
group that lives extravagantly.  Frequently foreign 
assistance is used to support the military.  There has 
been some correlation between the escalation of the 
Indo-Pak conflict and Bangladesh’s defense spending 
(Rahman 2000).  This increase in defense spending is 
questionable as Bangladesh is not directly involved 
with any foreseeable military conflict.  In the 
international arena, Bangladesh is relatively 
powerless (with or without military expenditures) 
and should focus on alliances rather than an 
independent military.  

Undoubtedly the officers of the civil and military 
services are the cream of the society but their talent is 
certainly not used for productive purposes.  It is a 
mere waste of outstanding human potential.  These 
officers could become outstanding professionals in 
business, law, agronomy, medicine, or engineering.  
However, in the short run, it is unlikely that the 
present alliance of civil officers, military officers, 
and the political leaders including their beneficiaries 
will allow any sort of meaningful separation of 
government branches and decentralization.  They will 
not hurt themselves and the status quo is likely to 
continue with minor changes here and there. 
 
Privatization 
 
Within the public sector of the economy there needs 
to be a removal of unnecessary inefficiencies.  Many 
of the pubic systems run abysmal losses, wasting 
valuable resources that could be reallocated to other 
productive sectors.  When public industries are 
unable to provide efficient services, privatization 
must occur.  Private industries are more apt to run 
efficiently as they are more concerned with reducing 
costs and maximizing profit.  Market forces should 

be allowed to decide the amount and price of goods 
through the laws of supply and demand.  As 
competition increases, the dead weight loss will 
decrease, benefiting both consumers and producers.  
As mentioned earlier, the government’s role is to 
provide an atmosphere for market forces to freely 
allocate resources and to regulate monopoly power, 
deal with externalities, public goods, inequity, and 
business cycles.  Government must not be involved 
in financial matters of any sort.  All forms of market 
distortions need to be eliminated.  This is the lesson 
of a first course in economics throughout the free 
world.  Although Bangladesh has many well-trained 
economists and several of them were involved in 
making policies, unfortunately basic economics has 
played a little role so far in Bangladesh where it is 
needed the most as there is a scarcity of resources.  

Again, it is unlikely in the short run that real 
privatization will take place in Bangladesh, because 
the decision makers themselves will be adversely 
affected.  But due to pressures from external donors 
there may be some minor attempts in this direction. 

No country in the world achieved economic progress 
without educating its citizens.  Any other attempts at 
development simply do not work.  All people of 
Bangladesh should be given the opportunity to better 
themselves by furthering their education.  The result 
of democracy, decentralization of government, and 
market operation actually depends on education.  
Democracy alone did not help in making any dent in 
Indian underdevelopment.  The existing colonial 
education system is not suitable for an independent 
country aspiring for economic development.  It needs 
to be reformed at all levels.  Schools including 
madrasas should be well-rounded in their offerings, 
covering all subjects, most importantly mathematics 
and sciences.  Students should be given the 
opportunity to become educated for all types of 
career goals.  Professional and technical education is 
still undeveloped.  The capacity of such institutions is 
significantly lower than that of West Bengal or any 
other comparable states of India.  The two-year 
bachelors degree after 12 grades needs to be raised to 
a four-year bachelors degree and examinations are to 
be more frequent (like in a quarter or semester 
system) than annual or after two or three years 
throughout the nation.  The old system gives students 
a lot of time to actively participate in non-academic 
activities, particularly in politics.  Many student 
leaders of course later on became top government 
policy makers and made enormous personal wealth.  
After 12th grade, student politics is still an attractive 
choice for college freshmen. 
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It is possible for the country to produce hundreds of 
thousands of  professionally qualified graduates who 
can find opportunities both within and outside 
Bangladesh.  There is always a shortage of technical 
expertise everywhere, even in the developed world.  
Bangladesh has enormous opportunities for exporting 
graduates in professional fields such as medicine, 
nursing, engineering, information technologies, 
accounting, finance, economics, and management.  
The programs of the existing district level 
government colleges can be reformed in professional 
areas where students can get a four-year bachelor 
degree in the listed fields with English as the medium 
of instruction.  There has to be a semester or quarter 
system where there are frequent exams.  This will 
reduce the level of student politics. 

The existing Soviet–type specialized education 
institutions need to be merged into a larger general 
college or university where broad based training in 
liberal arts and sciences including languages should 
form the foundation of any bachelor degree, like in 
the U.S.  All students in the first few semesters or 
quarters should take courses in the general education 
program that includes courses in essential skills, 
humanities, foreign language, arts, mathematics, 
sciences with laboratory, and social sciences.  Later, 
they will focus on the courses of their major program 
including prerequisites.  In the U.S.A., bachelor 
degree students take about one-fourth of their eight 
semesters’ course-work in their chosen major such as 
chemistry, economics, history, or engineering.  
Arabic, like English, needs to be made mandatory for 
all school and college/university students.   

Arabic, being one of the UN languages, will make 
Bengali job-seekers more attractive to the employers 
in the Middle East, which provides the highest 
remittance of foreign exchange for Bangladesh.  In 
addition, Arabic language skills will help proper 
understanding of the messages of the scriptures of 
Islam.  In Bangladesh, like Afghanistan, India, and 
Pakistan, hardly one percent of the Muslim 
population has understanding of the Arabic language 
and people learn how to read Qur’an in Arabic 
without understanding.  Translations in local 
languages are also problematic.  It is easy for a few 
politically motivated people to use a verse from the 
scripture out of context and misguide innocent 
minds.  Non-muslim students, however, may have the 
option to learn another foreign language of their 
choice. In Europe and former Soviet Union, most 
students learn at least two foreign languages.  Even 
in India and Pakistan, students learn Hindi/Urdu and 
English in addition to their mother tongues.  Besides 
English, Arabic is the only other language that is 

appropriate for Bangladesh. 

Education is the only area in which the policy makers 
probably will not have much opposition.  Once 
people are educated, the two other policy choices, 
mentioned above, will be easy to adopt.  Although 
there are resource constraints, efficient allocation of 
public funds can achieve the proposed educational 
goals. Allocation of funds to all other areas can wait.  

Concluding Remarks 

The high level of underdevelopment in Bangladesh 
can largely be attributed to deliberate government 
policies such as continuation and strengthening of the 
highly centralized colonial administrative and 
educational system; nationalization of medium to 
heavy industries including manufacturing, 
communication, utilities, banks and other financial 
institutions under the state corporations with 
significant monopoly power; and misallocation of 
resources resulting in poor physical and social 
infrastructure, environmental degradation, and high 
levels of corruption. 

No modern society made any economic progress 
without educating its citizens and reforming its 
colonial administrative structures.  The laws of 
supply and demand create the most efficient markets 
because competition requires a continuous reduction 
of inefficiencies for survival.  The lack of 
privatization leaves little motivation to lower costs 
for profitability.  Corruption and inefficiency of the 
public sector disappear with privatization and 
competitive market operation that limits the scope of 
the government to maintaining law and order, 
regulating monopoly power, providing public goods, 
and dealing with externalities such as pollution and 
resource depletion as well as dealing with business 
cycles.  Government does not interfere with the 
market forces.  
 
Sustainable economic growth and development 
should be seen as a priority in any poor country if it 
really wants to improve the standard of living of its 
average citizen.  In fact, Bangladesh being largely a 
country of one language, one sect, and one ethnicity, 
it does not have to deal with the problems of national 
integration common to India, Pakistan, and Sri 
Lanka.  The solution to the Bangladesh problem lies 
in meaningful education reform, decentralization of 
the government, and privatization based on 
competitive markets.  It is necessary to drastically 
reduce the size of the national government with clear 
demarcation of the executive, judiciary, and 
legislative branches.  The same demarcation needs to 
be applied to the proposed lower level governments 
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as well.  Existing administrative services, the 
secretariat, and the military are hardly justifiable for 
Bangladesh.  It is necessary to transfer all production 
units, financial institutions and businesses to the 
private sector, and 
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TABLE 1  USE OF PUBLIC EXPENDITURE   
 
 
 
        Education 

                  
            Health         Military   

   (as % of GNP)       (as % of GDP)    (as % of GDP)   
  1990 1995-97 1990 1996-98 1990 1998 
              
              
Sri Lanka 2.7 3.4 1.7 1.4 2.1 4.2 
Maldives 6.3 6.4 4.9 5.1 .. .. 
Iran 4.1 4 2.8 1.7 2.8 3.1 
Botswana 6.9 8.6 1.3 2.7 3.9 3.5 
India 3.9 3.2 0.2 0.6 2.9 2.1 
Zimbabwe 8 7.1 .. 3.1 4.5 2.6 
Pakistan 2.7 2.7 0.8 0.8 5.7 4.2 
Kenya 7.1 6.5 1.7 2.2 3.3 2.3 
Bhutan .. 4.1 2.1 3.2 .. .. 
Nepal 2 3.2 0.8 1.3 0.8 0.9 
Bangledesh 1.5 2.2 0.8 1.6 1.4 1.6 
  

to support competitive markets. In addition to mass 
education, education reform needs to include the 
focus on production and export, after meeting 
domestic requirements, of  highly-qualified profes-
sionals in such areas as finance, management, 
computers, engineering, medicine, and nursing.  In 
these areas, there exists a worldwide high demand, 
even in the developed countries. 
 
The people of the ruling class in Bangladesh know 
quite well what needs to be done.  But they are 
unwilling to do so as their own power and 
possibilities to profit for themselves stand to be 
diminished.  Therefore, neither privatization nor 
decentralization as outlined would be politically 
feasible, particularly in the short run: education 
reform is, therefore, the only feasible option. 
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DETERMINANTS OF AGGREGATE IMPORT DEMAND IN BANGLADESH 
Tuck Cheong Tang 

ABSTRACT 
 

This paper aims to examine the determinants of aggregate import demand behaviour in Bangladesh. In contrast with 
traditional import demand specification, the final demand variable (Real Gross Domestic Product) was further 
disaggregated into private consumption, government consumption, expenditure on export goods, and gross domestic 
investment.  The other determinant is relative price. The bounds testing approach and unrestricted error correction 
model were employed for analysis. The findings are first, a long run relationship exists among quantity of import 
demand and its determinants over sample period 1965 to 1998. Secondly, Bangladesh’s import demand is influenced 
differently by various components of final expenditure, particularly expenditure on export goods. The results have 
important policy implication to improve external balance.   
 

Introduction 
 
The present study aims to investigate the major 
determinants of the import demand function in 
Bangladesh, which is included among the eight least 
developed economies in the Asia Pacific region 
(Ariff and Khalid 2000, p.283).  Bangladesh  
provides an interesting case study among the other 
LDCs (Least Developed Country).  It is a founding 
member of the World Trade Organization (WTO) and 
signed the Uruguay Round of Agreement with the 
hope that the expected global trade liberalization 
would enable the country to raise its income and 
thereby improve the status of the impoverished 
people of the country (JETRO, 2001).  In its pursuit 
of development, the government’s policy on export-
ed industrialization strategy was implemented in the 
eighties and has been continuing ever since to take 
advantage of a liberalized world trade regime and to 
achieve faster economic development.  Its progress 
can be gleaned from the country’s Real Gross 
Domestic Product (RGDP) growth of 5 percent on 
average for the period 1990 to 1998 and 4.6 percent 
for the period 1980 to 1990.   

Table 1 reveals the import demand structure in 
Bangladesh over the period 1980 to 1998.  On 
average, imports of agriculture, raw materials, ores 
and metals were less than 10 percent. Food import is 
the most important component.  A high proportion of 
manufactured-good imports reflects the economic 
development experienced by Bangladesh. 
Bangladesh’s aggregate import demand behavior 
exhibited an upward trend between 1965 and 1998, 
particularly during the period during 1961 and 1971 
(see Figure 1).  In that period, a pegged foreign 
exchange rate, import-substituting industrialization 
and specialization in a few primary products were 
pursued.  Further, in the post-liberation regime I 
(1972-1982), the government pursued a public 
ownership strategy (i.e., a socialist economy); this 
goal was abandoned in late 1975 in favor of a mixed 
economy.  In the post-liberation regime II, the 
import-substituting industrialization policy was 
replaced by a policy of export-oriented 
industrialization and the introduction of a managed 
flexible exchange rate policy (Begum and 
Shamsuddin 1998, p. 97). 

Table 1 
Share Total Imports for Bangladesh for the Period 1980 to 98 (in percentage) 

 

Year 
Agric Raw  
Materials Food Fuel Ores & Metals Manufactures 

1980 6 24 9 3 58 
1985 5 24 17 3 51 
1990 5 19 16 3 56 
1995 3 17 8 2 69 
1996 4 17 7 3 69 
1997 5 17 9 3 66 
1998 5 15 7 2 69 

Source: World Bank (2002), World Tables. 

 

  



Figure 1 
Bangladesh’s Aggregate Import Demand (LnM) and Liberation Regimes 
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Figure 2 indicates that Bangladesh experienced a 
long period of unfavorable current account deficits.  
The external sector is characterized by structural 
trade deficits.  In order to overcome this adverse 
situation, the government initiated measures to bring 
about pragmatic changes in the trade and investment 
regime.  The narrow and inward-looking import- 
substituting industrialization policies have been 
replaced by a broad and outward-looking export-
oriented industrial policy.  This also aims to ease the 
growing pressure on the balance of payments 
(JETRO 2001).  In view of a persistent balance of 
payments deficit faced by Bangladesh, it is important 
to know the elasticity of aggregate import demand 
and its determinants.  A relatively large price 
elasticity would suggest that exchange rate policies 
are likely to be favorable in improving the country’s 
trade or balance of payments situation (Sinha 1997).  

 
Import demand function investigation also has 
implications for a wide range of important 
macroeconomic policy issues.  Among the issues are 
the impact of expenditure-switching through 
exchange rate management and commercial policy on 
a country’s trade balance; the international 
transmission of domestic disturbances where import 
demand elasticities is a crucial link between 
economies; and the degree to which the external 
balance constraint affects a country’s growth.  The 
trade literature has adequately documented that one 

of the major concerns in formulating a commercial 
policy or an exchange rate policy to improve the 
external balance (current or trade account) is the 
responsiveness of trade flows to relative price 
changes.  The relative prices play a significant role in 
the determination of trade flows, buttressing policies 
of devaluation as a way to correct trade imbalance, 
which is based on the relative price variable in static 
or long-run specifications of import demand or export 
supplies (Reinhart 1995, p.291).  If the sum of import 
and export demand price’s elasticity is greater than 
unity then the Marshall-Lerner condition is satisfied. 
Thus, a devaluation or depreciation will have 
favorable effects on the external balance (Bahmani-
Oskooee and Niroomand 1998).   
 
The available published empirical studies on 
Bangladesh’s aggregate import demand function are 
numerous.  Among them are Nguyen and Bhuyan 
(1977), Kabir (1988), Shilpi (1990), Bayes et al. 
(1995), and Hossain (1995). Recently, Dutta and 
Ahmed (1999, p. 465-6) claimed that those studies 
were suffering from spurious regression problems 
with Ordinary Least Squares (OLS) estimator as 
nonstationary data was involved, assuming there 
exists an underlying equilibrium relationship between 
import volume and its determinants.  Dutta and 
Ahmed (1999) addressed the nonstationary data issue 
by employing cointegration and error correction 
modelling approaches (Engle and Granger 1987;
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Figure 2 
Current Account Balance for Bangladesh 1970 to 98 (m is million) 
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 Source: World Bank (2002), World Tables. 

 
Johansen 1988; Johansen and Juselius 1990) on 
Bangladesh’s quarterly data from 1974 to 1994.  
Their study documented that real import and its 
determinants--namely real import prices, real GDP 
and real foreign exchange reserves--were 
cointegrated.  The estimated long-run elasticities of 
the explanatory variables were based on Engle-
Granger’s (1987) approach and are –0.52 for relative 
price of imports, 1.63 for real GDP and –0.10 for real 
foreign exchange reserves (statistically insignificant 
at the 10 percent level).  A dummy variable was 
entered  to reflect the liberalization policies; it was 
found to be insignificant in the long run.  In the short 
run, real import price, real GDP (with t-4, in quarter), 
and the dummy variable have emerged as significant 
determinants of the import demand function for 
Bangladesh.  The estimated elasticities were –0.77, 
5.7, and 0.14, respectively. The real foreign exchange 
reserve variable was insignificant at the 10 percent 
level. However, we have a reservation on Dutta and 
Ahmed’s (1999) study as they used “constructed” 
quarterly data due to its unavailability.  Quarterly 
data on unit value index of imports for Bangladesh 
covering the periods 1974 to 1982 and 1991 to 1994 
was proxied by unit value indices of imports for non-
oil Asian developing countries.  Furthermore, the 
quarterly data on GDP were generated from the 
available annual data using the liner interpolation 
method.  Mohammad and Tang (2000, p. 260) argued 
that measurement errors might be more serious when 
data used are constructed data.  If the measurement 
errors are correlated with the regressors, use of OLS 
as in Dutta and Ahmed (1999) may lead to bias and 

inconsistent estimates.  For example, in Dutta and 
Ahmed’s (1999) study, the short run real income 
(GDP) elasticity was 5.7 and surprisingly high while 
it was only 1.63 in the long run.  This indicates a 
possible misspecification. 

 
Existing studies on Bangladesh’s import demand 
function use a single demand variable--viz. real 
income—as a scale variable.  The traditional 
specification of an import demand function relates 
the quantity of import demanded to domestic real 
income and relative prices.  Traditional import 
demand formulation follows an assumption that the 
import content of each macro component of final 
expenditure (real GDP or GNP) is the same.  If the 
different macro components of final expenditure have 
different import content, the use of a single demand 
variable in the aggregate import demand function 
would lead to aggregation bias (Abbott and Seddigh 
1996, p.1119).  Indeed if the composition of demand 
changes, the aggregate import propensity would 
change even if the disaggregated marginal 
propensities are unchanged (Giovannetti 1989, p. 
960). 

 
Thus, the present study aims to examine the 
determinants of Bangladesh’s aggregate imports 
demand by further disaggregating the expenditure 
variable (real income) into private consumption, 
government consumption, export expenditure, and 
gross domestic investment.  The other explanatory 
variable is relative price.  By disaggregating the 
demand variable, we might able to investigate
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 different effects of various demand components on 
aggregate import, and avoid the possibility of 
aggregation bias for fiscal policy implications.  This 
disaggregation exercise is based on the argument that 
the composition of expenditure can be important if 
the various components of expenditure have different 
import contents (see Giovannetti 1989; Thirlwall and 
Gibson 1992; Abbott and Seddighi 1996; Mohammad 
and Tang 2000; Min, Mohammad and Tang, 2002).   
 
The rest of this paper is as follows.  The next section 
briefly discusses the model specification, data and 
modelling method, followed by the empirical results, 
conclusions and policy measures. 
 
Model Specification, Data and Modelling Method 

 
The traditional formulation of import demand 
equation relates the quantity of import demanded to 
domestic real income and relative prices (ratio of 
import prices to domestic prices) (Gafar 1988).  In 
the present study, real domestic income (final 
expenditure) was divided into consumption 
expenditure on private and public sectors, investment 
expenditure, and exports.  The other important 
explanatory variable is relative price.  On the basis of 
the above assumptions, the long run import demand 
function is specified as: 

 
Mt = ƒ (PCt  Gt   Et   GDIt   RPt)                              (1) 
 
where Mt is volume of imports, PCt is private 
consumption expenditure, Gt is government 
consumption expenditure, Et is exports, GDIt is gross 
domestic investment and RPt is relative price. A log-
linear model (see Gafar 1988) is specified as follows: 
 
LnMt = α0 +α1LnPCt + α2LnGt +α3LnEt + α4LnGDIt 
+ α5LnRPt + ut                                                                                       (2) 
 
where ut is a random error assumed to satisfy 
classical assumptions.  From economic theory, it is 
expected that the signs of the coefficients α1,, α2, α3 
and α4 will be positive, and α5 negative.  The 
equation (2) will capture the separate effects of 
various final demand components.  All variables are 
in natural logarithmic form (Ln). 

 
The volume of import (M) reflects nominal imports 
of goods and services deflated by import price index. 
The data for expenditure components is only 
available since 1965 from World Tables (World Bank 
2002).  The real expenditure components—namely 
private consumption (PC), government consumption 

(G), expenditure on export goods (E), and gross 
domestic investment (GDI)—are based on 1995 
prices (deflated by price implicit indexes – GDP 
deflator).  The relative price (RP) variable is the ratio 
of import price divided by domestic price (GDP 
deflator).  All of the data were obtained from World 
Tables (World Bank 2002).  The sample period 
covers annual data from 1965 to 1998.  

 
The use of annual data is due to lack of availability of 
quarterly data from published sources.  Dutta and 
Ahmed (1999) used constructed quarterly data. 
Begum and Shamsuddin (1998) used annual data 
(1961 to 1992) to examine the export-growth link for 
Bangladesh. However, using annual series can avoid 
possible distortions of the dynamic properties of the 
model of using seasonally adjusted data.  Charemza 
and Deadman (1992, p.153) have recommended 
using annual data in estimating long run parameters 
with the standard tests for cointegration since the use 
of seasonal data may give rise to inconsistent 
estimates of the long run parameters.  In addition, 
Hakkio and Rush (1991) found that an increase in the 
number of observations by using monthly or 
quarterly data does not add any robustness to the 
results in tests of cointegration.  What matters more 
is the length of the period under study.  The sample 
span used in this paper covers 34 years that should be 
sufficient for cointegration analysis. 
 
Further, by considering the small sample bias on 
cointegration analysis using typical cointegration 
approaches [Engle-Granger (1987); Johansen (1988); 
and Johansen and Juselius (1990)], this paper uses a 
robust estimation approach--bounds testing approach 
(Pesaran et al. 2001) (see Mah 2000).  This approach 
is based on an unrestricted error correction model 
(UECM) estimate.  One of the advantages of Pesaran 
et al.’s approach is that the method can be applied to 
studies that have small samples such as present study. 
Mah (2000) applied this approach for estimating 
Korean import demand for information technology 
goods using 18 annual observations.1  Other 
examples are from Pattichis (1999) and Tang and 
Nair (2002). Pattichis (1999) estimated Cyprus’ 
disaggregated import demand for the annual period 
1975 to 1994. Tang and Nair (2002) modeled 
Malaysian import demand function using annual data 
from 1970 to 1998.  Secondly, the bounds test 
procedure can be applied irrespective of whether the 
regressors are purely I(0) or I(1) and mixed.  A pre-
test on series integration, I(d) is not necessary in 
applying Pesaran et al.’s procedure to test the 
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hypothesis. if a conclusion can be make on its 
hypotheses. 

 
An unrestricted error correction model (UECM) that 
is constructed to estimate aggregate import demand 
function in equation (2) is: 
 

 
w
v
ef
w
1
 
T
re
te
as
st
re
ir
p
co
la
L
fo
w
b1
co
th
cr
co
ru
v
st
th
re
th
an
m
ex
co

F
ca
ex

divided by the coefficient of the one-lagged level 
dependent variable (Bardsen 1989). For instance, the 
long run relative price elasticity is – (b12 / b7). The 
short run effects are captured by the coefficient of the 
first difference variables in (3).  
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 (3) 

here ∆ is first difference series, Xt – Xt-1.  A dummy 
ariable (DUM) is introduced in order to capture the 
fect of the country’s import liberalization policy, 
ith 1 for 1992-1998, and 0 for the period before 
992 (see Dutta, and Ahmed 1999, p. 467). 

o investigate the existence of a long run 
lationship, Pesaran et al. (2001) proposed a bounds 
st procedure on the Wald test (F-statistic).  The 
ymptotic distribution of the F-statistic is non-
andard under the null hypothesis of no cointegration 
lationship between the examined variables, 
respective of whether the explanatory variables are 
urely I(0) or I(1). We test the null hypothesis by 
nsidering a restricted ECM model by excluding the 
gged level variables that are LnMt-1, LnPCt-1, LnGt-1, 
nEt-1,  LnGDIt-1,  and LnRPt-1 in equation (3).  More 
rmally, a joint significance test will be performed 
ith the null hypotheses of b7 = b8 = b9 = b10 = b11 = 
2= 0 (no cointegrating relationship).  For some 
nventional significance level (10%, 5% or 1%), if 
e computed F-statistic is higher than the upper 
itical bounds value, then the null hypothesis of no 
integration can be rejected, suggesting that a long-
n equilibrium relationship occurred among the 

ariables in the import demand function (1).  If the F-
atistic is lower than the lower critical bounds value, 
en the null cannot be rejected and no long-run 
lationship among the variables can be assumed.  In 
e case when the F-statistic falls between the upper 
d lower bounds, a conclusive inference cannot be 
ade.  Here, in the order of integration, I(d) for the 
planatory variables must be known before any 
nclusion can be drawn.  

 
rom the estimated UECM, the long run elasticity is 
lculated by  the coefficient  of the  one-lagged level 
planatory variables (multiplied with negative sign)  

 
Empirical Results 

 
The first task is to select an optimum lag length for 
UECM.  By using annual data, lag lengths of three, 
two and one were included for UECM (3).  A general 
UECM   under  two-lag  lengths  (k1=k2=k3=k4=k5= 
k6=2) is well specified according to Ramsey RESET 
test (p-value is 0.37) that indicates no mis-
specification errors compared to one and three lag 
length specification for UECM (equation 3).  Further 
Hendry’s general to specific approach was used in 
order to arrive at a parsimonious specification 
(Hendry et al. 1984).  The general to specific 
approach is particularly appropriate when there is 
uncertainty regarding the explanatory variables to be 
included in the model.  In addition, the desire to use 
such a specification to test for cointegration and the 
small size of the sample makes it almost impossible 
to include any more variables in the regression 
specification.  This simplification process involves 
deleting the insignificant first difference variable 
with small absolute t-value sequentially (at 10 
percent level).  This method has been utilized by 
Pattichis (1999). An estimated final UECM is 
reported in Table 2. 
 
Table 3 reports the result of the bounds test, which is 
used to investigate the presence of a long run 
equilibrium relationship among the variables in 
equation (2).  The Wald test statistic (F-Statistic) is 
6.264, which is higher than the upper bounds value 
(4.68) at one percent level.  Therefore, the null of no 
cointegration relationship can be rejected.  This 
indicates that the quantity of import and its 
determinants, namely private consumption, 
government consumption, expenditure on export 
goods, gross domestic investment, and relative price 
are cointegrated. Bangladesh’s aggregate import 
demand behavior is stable over the sample period.   
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Table 2 
Specific UECM for Bangladesh’s Aggregate Imports Demand 

 
Dependent Variable: ∆ LnMt
Method: Least Squares  
S ample(adjusted): 1968 1998 
   Variables: Coefficients: t-Statistic 
  ∆ LnPCt 1.267** 2.827 
  ∆ LnGt-2 1.035** 2.828 
  ∆ LnEt-1 -0.732** -2.843 
  ∆ LnEt-2 -0.572* -3.957 
  ∆ LnGDIt-2 0.417* 3.807 
  ∆ LnRPt -0.545* -3.401 
      LnMt-1 -0.907* -3.538 
      LnPCt-1 0.081 0.116 
      LnGt-1 -0.318 -0.424 
      LnEt-1 1.084* 4.097 
      LnGDIt-1 -0.067 -0.493 
      LnRPt-1 -0.228** -2.154 
   DUM  -0.269** -2.133 
  Constant 2.039** 2.619 
Note: * and ** denote significant at 1% and 5% level. Ln is natural log form. ∆ is first difference operator. Mt is 
volume of import demanded,  PCt is private consumption expenditure, Gt is government consumption expenditure, 
Et is exports, GDIt is gross domestic investment and RPt is relative price that is the ratio of import price to domestic 
price. DUM is a dummy variable with 1 for 1992 to 1998 and 0 for 1960 to 1991 capture the effects of trade of 
country’s import liberalization policy (Dutta, and Ahmed 1999, p.467).   
Diagnostic Tests:  
R-squared: 0.952   Adjusted R-squared: 0.915 
S.E. of Regression: 0.076  F-statistic: 25.741 (0.00) 
Jarque-Bera: 0.118 (0.943)  Q-statistics [16]: White noise 
Ramsey RESET  [1]: 1.624 (0.203); [2]: 2.348 (0.309) 
Breusch-Godfrey LM Test [2]: 3.159 (0.206); [3]: 4.171 (0.244) 
ARCH Test :  [1]:  0.023 (0.879); [2]:  0.013 (0.994) 
( ) is p-value  

 
 

Figure 3 
Plot of CUSUM and CUSUM of Squares Tests 
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Table 3 
Result for ‘Bounds’ Test 

______________________________________________________________________________ 
F-Statistic (Wald test):  6.264 
(Joints test for the coefficients of LnMt-1, LnPCt-1, LnGt-1, LnEt-1, LnGDIt-1, LnRPt-1 equal to zero) 
Critical bounds at 1% level (five regressors case): 

Lower bound, I(0): 3.41   
 Upper bound, I(1): 4.68   
Pesaran, et. al. (2001, p.300), Table CI(iii) Case III: unrestricted intercept and no trend. 

_____________________________________________________________________________________
 
However, a possible issue that can be raised in 
UECM (3) is multicollinearity among the regressors. 
From the estimated UECM in Table 2, nine out of 
twelve regressors (excluding constant and dummy 
variables) are statistically significant at the 5 percent 
level with R-square of 0.95 and a reasonable F-
statistic, 25.74.  This indicates that multicollinearity 
is not a serious issue.2  In addition, the use of the log-
linear specification can also avoid some estimation 
problems, particularly multicollinearity (Gafar 1988). 
Further, the diagnosis tests reject some obvious 
econometric problems.  The Jarque-Bera test 
confirms residual normality and the ARCH test 
rejects heteroscedasticity in the disturbance term.  
The Breusch-Godfrey LM test shows no second and 
third order serial correlation.  The Ramsey RESET 
test significantly indicates no misspecification error 
for the estimated final UECM.  The estimated 
parameters were found to be stable over the sample 
period based on the CUSUM and CUSUM of squares 
plots (see Figure 3). 
 
The estimated long-run elasticities are 0.09 (private 
consumption), -0.35 (government consumption), 1.19 
(exports expenditure), -0.07 (gross domestic 
investment), and -0.25 (relative price). The export 
expenditure and relative price elasticites are 
statistically significant at 10 percent.  A dummy 
variable that captures trade liberalization is 
significant but has a negative sign.  A possible 
explanation is the insufficiency of time to capture the 
benefit of trade liberalization.  All of the 
determinants of Bangladesh’s import demand were 
found to be statistically significant in the short run. 
The main finding is that various final expenditure 
components have different effects on aggregate 
import in Bangladesh.  
 

Conclusions and Policy Implications 
 

This study was motivated by the need to re-examine 
the aggregate import demand function for 

 
Bangladesh considering the bias of using the single 
activity variable, real GDP.  The disaggregated 
components of final demand variables are private 
consumption, government consumption, expenditure 
on export goods, and gross domestic investment. The 
other determinant is relative price.  The bounds test 
procedure proposed by Pesaran et al. (2001) that is 
based on estimates of an UECM was employed for 
cointegration analysis. 

 
The major findings may be summarized as follows.  
First, the result of bounds test has confirmed a long 
run equilibrium relationship (cointegrating relation) 
among volume of imports and its determinants.  It 
means the country’s import behavior is stable over 
the analyzed period.  Secondly, the stability tests of 
CUSUM and CUSUM of squares suggest no 
evidence of structural instability in the parameters 
during the sample period.  Thirdly, the estimated 
long-run (and short-run) elasticities of various 
demand components imply that differenct final 
expenditure components have differenct effects on 
aggregate import, highlighting the bias of using a 
single demand variable (real income) in aggregate 
import demand analysis.  The result of the 
specification test, RESET, has supported the use of 
aggregate import demand function with 
disaggregated final demand components as 
determinants—namely private consumption, 
government consumption, investment expenditures, 
and exports. 

 
Let us look at the policy implications that can be 
highlighted in this study.  The estimated long-run 
elasticity of relative price is -0.25 (significant at the 
10 percent level).  The size of its elasticity is 
extremely low, implying that the Marshall-Lerner 
condition is unlikely to be satisfied, although the 
price elasticity of export demand has not been 
estimated in the present study.  Furthermore, Heien 
(1968) has argued that “for any country, a value of 
the price elasticity (demand for imports) between –
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0.5 and –1.0 is necessary to ensure success of 
exchange depreciation.”  Therefore, the estimated 
value of price elasticity suggests that exchange rate 
policy is found to be unfavorable in improving 
Bangladesh’s trade balance in the long run.  This 
point is consistent with a study by Kabir (1988), who 
found insufficient support for the hypothesis that 
exchange rate changes have direct effects on the 
current account balance of developing countries, as in 
the case of Bangladesh.  Perhaps, Bangladesh has 
been pursuing a flexible exchange rate policy with a 
view to boosting exports and improving the current 
account position of the balance of payments through 
maintaining competitiveness of its international 
market. 

 
In addition, the estimated long-run and short-run 
elasticities of relative price were inelastic (-0.25 and -
0.55), indicating the quantities of import demanded 
are insensitive to increases in domestic price level.  
However, domestic price or inflation needs to be kept 
in check since these estimates were statistically 
significant at the 10 percent level, reflecting that 
domestic inflation would increase the imports 
demand.   

 
Expenditure on exports is a major determinant for 
Bangladesh’s aggregate imports demand in the long 
run.  Its estimated elasticity is 1.19, suggesting that 
exports growth may have negative implications for 
the trade balance.  Given a high import content of 
manufactured exports, economic growth driven by 
export demand will also lead to import growth.  A 
possible explanation is the policy of import 
substitution that has been replaced by the strategy of 
export-led growth with high import content, as in 
garments. For the period 1991 to 2001, the export of 
textile and textile articles has averaged 78.8 percent 
total exports.  At the same time, the average share of 
imports of textile and textile articles to total imports 
is 30.6 percent (calculated from data obtained from 
Asian Development Bank, 
http://www.adb.org/Statistics/default.asp). According 
to Begum and Shamsuddin (1998), for a small open 
economy like Bangladesh it seems realistic to assume 
that it is domestic supply rather than foreign demand 
that imposes a binding constraint on the growth of the 
export sector.  As highlighted by import policy 
programs, recognized readymade garment and 
specialized textile industries operating under the 
Bonded Warehouse arrangement continued to be 
allowed to import against back-to-back Letter of 
Credit (LCs), raw and packaging materials under firm 
and irrevocable LCs. Similar facilities also continued 

for hosiery and knit-wear garments.  The provision of 
export of gray fabrics was also in force on the 
condition that, after finishing, dyeing or printing, the 
entire fabric would be supplied to export oriented 
garment industries or exported abroad.3 

 
The results of this study revealed that fiscal policies 
designed on various final demand components, 
particularly expenditure on exports, are essential to 
reduce the import of goods that always cause external 
imbalance.  In order to promote economic growth 
under exports-led strategy, the government should 
monitor the export policies closely, and minimize 
import pressures.  For sustained growth in the export 
and industrial sectors, development and expansion of 
modern technology based industries need to be 
encouraged.  However, there is a trade-off between 
export and growth.  Nevertheless, Begum and 
Shamsuddin’s (1998) study has supported the export-
led growth hypothesis that the weighted growth rate 
of exports has a positive effect on Bangladesh’s 
economic growth. Further, they added that export 
promotion policies were found to be more effective 
in generating growth than policies that remove import 
restrictions.  The contribution of export to economic 
growth was more pronounced during 1982 to 1990, 
when Bangladesh’s government pursued policies for 
the liberalization of the economy.  

 
Government strategies to give priority to the 
development of resource-based industries, which 
have low import contents, and to accelerate the 
development of backward linkages for nonresource-
based industries in order to increase the use of local 
inputs, should dampen the increase in import demand 
that is driven by export growth.  In addition, 
government policies on development of domestic 
capital goods industries and also industries that 
produce intermediate goods that are competitive in 
terms of price and quality to imports will help to 
implement previous strategies.  In practice, 
implementation of the new Export Policy formulated, 
keeping in view the objectives of gradual reduction 
of trade deficit through boosting up of export 
earnings, promoting backward linkage industries for 
export oriented industries aimed at increasing 
domestic value addition, providing access to export 
credit at concessional terms, searching for new export 
market, promotion and development of non-
traditional exports, encouraging use of appropriate 
technology in the manufacture of exportable goods 
etc., was strengthened.4  But, we should keep in mind 
that export is not the only engine of growth. Begum 
and Shamsuddin (1998, p.90) have suggested four 
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sources of growth for Bangladesh-namely, input 
growth; changes in the allocation of resources 
between the export and non-export sectors; changes 
in the institutional characteristics of the economy; 
and technological progress.  

 
This study has provided implications for 

both monetary and fiscal policies that should be used 
judiciously to rectify internal and external 
imbalances. However, as warned by Begum and 
Shamsuddin (1998), the success of trade policy 
reform crucially depends on the ability and 
willingness of economic agents to take advantage of 
new opportunities created by reform. 
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1 The study  was based on Pesaran, H., Shin, Y., and 
Smith, R. J. (1996) Bounds Testing approaches to the 
Analysis of Level Relationships.  Department of 
Applied Economics, Working Paper No. 9622, 
University of Cambridge, Revised. 
 
2 A relatively high R-square in an equation with few 
significant t statistics is one indicator of 
multicollinearity.  In fact, it is possible that the F 
statistic for the regression equation will be highly 
significant, while none of the individual t statistics 
are themselves significant. (Pindyck and Rubinfeld,  
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THE DISMAL PERFORMANCE OF NON-FINANCIAL STATE-OWNED 
CORPORATIONS IN BANGLADESH 

Tanweer Akram 
 

ABSTRACT 
 

This essay provides an analysis of the financial performance of non-financial state-owned corporations in 
Bangladesh which are in financially decrepit conditions.  The causes of the poor performance of these state-owned 
corporations are identified.  Their financial losses, poor performance, inefficiency and subsidization create pressure 
on the national exchequer, weaken the country’s financial sector and reduce the competitiveness of the country’s 
private sector.  Feasible policy options to overcome the dismal performance of state-owned corporations in 
Bangladesh are discussed. 
 

Introduction 
 
This essay evaluates the financial performance of 
state-owned corporations in Bangladesh.  First, it 
delineates the role of state-owned corporations in 
Bangladesh’s economy and briefly reviews the 
literature on such corporations.  Next, it describes the 
methodology and the data source.  Then, the overall 
financial performance of state-owned corporations is 
provided followed by a description of the probable 
causes of their dismal performance.  It is argued next 
that their poor financial performance puts pressure on 
the national exchequer, weakens the financial system, 
and reduces the competitiveness of the country’s 
private sector.  The essay concludes by discussing 
feasible policy options to overcome the dismal 
performance of state-owned corporations in 
Bangladesh and identifies further research issues. 
 
The Non-Financial State-Owned Corporations of 

Bangladesh 
 
The state-owned corporations constitute an important 
part of the country’s economy.  Although as a share 
of total activity the private sector’s share has steadily 
increased and continues to grow and while state-
owned corporations’ activity as a share of total 
activity has declined and continues to shrink, they 
retain an important role in the country’s economy.   
 
The non-financial state-owned corporations operate 
not just as natural monopolies and undertake 
activities with externalities but also function in 
several crucial segments of the economy, particularly 
in manufacturing, infrastructure, energy, and 
transport.  There are 38 autonomous non-financial 
state-owned corporations in Bangladesh.  They 
consist of six manufacturing corporations; five 
utilities in power, electricity, natural gas, and water 

and sewerage; six corporations in transport and 
communication; three corporations in trade and 
commerce; two corporations in agriculture and 
fisheries; four corporations in construction and real 
estate; and 12 corporations in various services.  Table 
1 provides the list of these corporations in 
Bangladesh.  These corporations are classified into 
various sectors in accordance with Bangladesh 
Standard Industrial Classification set by Bangladesh 
Bureau of Statistics. 
 
The value added to economic activity by non-
financial state-owned corporations in Bangladesh was 
Taka 33.1 billion (US$719 million) in 1997-98, 
which is equal to nearly 1.7 percent of its Gross 
Domestic Product.  In 1997-98, the combined total 
assets of state-owned corporations stood at Taka 680 
billion (US$14.8 billion).  The annual aggregated net 
losses of state-owned corporations were about Taka 
6.5 billion (US$141 million) in 1997-98 and nearly 
Taka 4.5 billion (US$90 million) in 1998-99, which 
are equivalent respectively to 0.3 percent and 0.2 
percent of the country’s GDP in those years.  Even 
though these losses would appear to be small 
compared to firms in advanced economies, for a 
country with a GDP of US$40 billion and an annual 
per capita income of approximately US$330 in 1998-
99, these are rather large numbers.   
 
Table 2 provides the evolution of employment in 
state-owned corporations.  The table shows that the 
number of employees has been decreasing over time.  
Whereas state-owned corporations employed nearly 
321,900 persons in 1990/91, they employed 244,000 
persons in 1998/99. Although the number of people 
employed by state-owned corporations is only 0.4 
percent of the country’s total labor force, it is nearly 
2 percent of the civilian urban labor force and over 
22 percent of the country’s public sector 
employment.   



The Emergence of State-Owned Corporations  
 
After the independence of Bangladesh from Pakistan 
in 1971, state-owned corporations were set up.  The 
state became the de facto owners of firms that were 
abandoned by the former Pakistani owners who fled 
the country.  The authorities nationalized these firms 
as well as firms owned by indigenous Bengalis in 
jute, textile, and other manufacturing industries.  
They also nationalized the entire financial system, 
import trade, raw jute export trade and most of inland 
water transport.  As a result, approximately 90 
percent of industrial fixed assets passed into state 
ownership (Sobhan and Ahmad 1982; Sobhan and 
Ahsan 1984 [1982]).   
 
At that time it was widely believed by the authorities 
and the planners that corporations under state 
ownership would contribute to national development 
by substituting for the lack of indigenous 
entrepreneurs, by generating economic and financial 
surplus, and by creating the basis for a more 
equitable society.  Although the state-owned 
corporations were given some non-commercial 
objectives, the generation of financial surplus from 
state-owned corporations was the primary objective 
because it could potentially contribute to the 
country’s economic growth, industrialization, capital 
accumulation and development.  As a result, the 
authorities mandated that state-owned corporations 
should achieve commercial success as measured by 
their contribution to the national exchequer. 
 
Privatization 
 
In the first wave of privatization in the early 1980s, 
the authorities restituted some nationalized firms and 
units to their original Bengali owners.  In the second 
and subsequent waves of privatization since the early 
1990s, the authorities selected the firms and units to 
be privatized on the basis of many different criteria, 
such as the need to raise cash for the exchequer, 
sector-specific liberalization policy, firm and unit 
performance, the availability of interested and 
potential buyers for firms and units, and so forth. 
 
Literature Review 
 
It is quite useful to relate this essay to the literature 
on state-owned corporations in Bangladesh.  Sobhan 
and Ahmad (1982) discuss the problems of state-
owned corporations in the early 1970s from the 
vantage point of central planners.  Ahmad (1987) 
extends this treatment of state-owned corporations to 
late 1970s.  Islam (1975) and Yusuf (1985) give 
useful summaries of nationalization and the evolution 

of the state-owned corporations in Bangladesh.  
Mahmood (1989) provides an in-depth analysis of the 
financial and the operating performances of selected 
state-owned corporations in the manufacturing sector.  
However, that study covers from 1972 to 1985.  
Akram (1999) discusses some aspects of the 
inefficiency of state-owned corporations.  The 
literature on state-owned corporations in Bangladesh 
identifies a number of causes of the poor 
performance of state-owned corporations but 
financial analysis of the state-owned corporations 
have been rarely undertaken. 
 

Methodology and Data 
 
The objective of this essay is to fill a critical gap in 
the literature by providing an analysis of the financial 
performance of non-financial state-owned 
corporations in Bangladesh by examining key 
variables and financial ratios. 
 
Only limited information on the financial condition 
of state-owned corporations in Bangladesh is 
available from public sources.  Detailed financial 
data and financial statements are not available in the 
public domain.   
 
For this study, the author collected detailed financial 
data, particularly financial statements, on state-owned 
corporations, from the Monitoring Cell of the 
Ministry of Finance of the Government of 
Bangladesh, various line Ministries, and state-owned 
corporations as part of the author’s fieldwork in 
Bangladesh during December 1998.  The 
authorization to obtain the data for research purposes 
was granted by the then Chairman of the Public 
Accounts Committee of Bangladesh Parliament 
(1996-2001).  Financial data, consisting of primarily 
financial statements of the main state-owned 
corporations, were collected.   
 
The authorities keep the financial data of state-owned 
corporations in a uniform format as part of a project 
whose objective is the surveillance of the financial 
conditions of the autonomous non-financial state-
owned corporations.  However, these data are neither 
published nor made available to the public in any 
form.  Stated-owned corporations maintain balance 
sheets, profit and loss statements, and fund flow 
statements on an annual basis; these are only 
available to the authorities for internal use.  The 
financial statements are subject to audits by the 
Office of Auditor General.  These audits are subject 
to review and scrutiny of the Public Accounts 
Committee of Bangladesh Parliament.  The annual 
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reports of the parliament’s Public Accounts 
Committee are available in the public domain.   
 

An Analysis 
 
The aggregated financial condition of the state-
owned corporations is described below based on 
consolidated accounting data obtained for this essay.    
 
Table 3 and Table 4 provide the key consolidated 
accounting data on non-financial state-owned 
corporations.  The data in these tables should be 
interpreted carefully since each item (row) is the 
aggregation of the data for all state-owned 
corporations.  Each line item is the sum of that 
variable for all state-owned corporations. 
 
The data in Table 3 show the profit and loss of the 
state-owned corporations from 1990/91 to 1998/99.  
It shows that these corporations have produced an 
operating surplus every year from the 1990/91 to 
1998/99 period with the exception of 1996/97.   The 
operating surplus turns into negative income before 
taxes because of the burden of interest payments.  
Income before taxes was in the negative for all years 
save  1993/94.  The profit distribution line shows the 
profits of state-owned corporations.  Total profit 
distribution from these enterprises is quite meager.  
The income tax payments line shows the tax 
payments to the exchequer.  This comes primarily 
from a few state monopolies, particularly the 
petroleum distribution and natural gas companies.  
Consolidated after-tax retained income has been 
negative consistently throughout these years.   
 
Table 3 also shows that the overall losses of state-
owned corporations require substantial financing.  
Their financing requirements are met by a 
combination of net long-term borrowings, equity 
injections, and finance deficits.  Net long-term 
borrowing is the net increase in state-owned 
corporations’ long-term borrowing in a given 
financial year.  Equity injection is the value of new 
and additional equity capital provided by the state to 
the state-owned corporations in that year.  Finance 
deficit includes inter-corporate arrears, arrears to the 
state, and changes in domestic bank debt (including 
arrears) incurred in that year.  As the table shows, 
financing needs were quite high in the early 1990s.  It 
reduced somewhat in the mid-1990s but again went 
up in the late 1990s. 

Table 4 provides the evolution of the total assets of 
state-owned corporations.  It also gives the ratio of 
operating surplus to total assets.  Not only is it low, it 
seems to have declined further since the mid-1990s.  
The state-owned corporations have high debt-equity 
ratio.  Throughout the 1990s the debt-equity ratio was 
quite high, although it has declined from its highest 
levels in early 1990s.  
 
Table 5 reveals the evolution of the financial ratios of 
state-owned corporations from 1985/86 to 1997/98.  
These ratios calculated by first calibrating the 
financial ratios for each corporations for a given a 
year and then obtaining the average for all 
corporations for that year.  The table exhibits the 
evolution of the cross-sectional means and standard 
deviations of key financial ratios for all corporations 
from 1985/86 to 1996/97.  It shows that these 
corporations remain highly leveraged as quantified 
by their average total debt ratio.  Their average 
liquidity, as measured by average net working capital 
to asset ratio, average current ratio, and average cash 
ratio, remains low.  Average net working capital to 
asset remains has not changed much, but average 
current ratio and average cash ratio have both been 
declining through these years.  Average efficiency 
ratios, as measured by average total asset turnover 
ratio and average networking capital turnover ratio, 
show declines.  Their average profitability ratios, as 
manifested in average profit margin ratio and average 
return on assets ratio, is quite low and has often been 
negative.  
 
Table 6 furnishes the state-owned corporations’ rate 
of return as measured by the ratio of operating 
surplus to total assets and the benchmark interest rate 
set by the central bank between 1990/91 to 1998/99.  
The difference between the rate of return and the 
benchmark interest rate is negative.  The negative 
premium is a reflection of the overall poor 
performance of the state-owned corporations.  It 
should be added that some of the state-owned 
corporations are operationally viable firms but they 
face the heavy burden of fixed costs and high interest 
payments as shown earlier in the aggregated data on 
state-owned corporations in Table 3. 
 
These tables taken together reveal that the overall 
financial condition of state-owned corporations in 
Bangladesh is quite fragile.  The causes of their 
dismal performance, its consequences, and possible 
remedies are explored in the following sections.
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The Causes of Dismal Financial Performance 
 
There are two basic problems of state-owned 
corporations in Bangladesh: (a) agency and 
monitoring problems, and (b) soft-budget constraints.   
 
Agency and Monitoring Problems 
 
The problem of inefficient and poor monitoring of 
state-owned corporations arises from the lack of a 
body of fixed shareholders.  The public owns the 
state-owned corporations.  The authorities are 
entrusted to monitor these corporations on behalf of 
the public.  However, the mechanisms and 
institutions for monitoring their performance are 
inappropriate for inducing commercial goals.  
 
The multiple non-commercial objectives of the 
authorities can often conflict with the commercial 
goals that the management of a profit-maximizing 
firm would set.  The management of a state-owned 
corporation finds itself accountable to and monitored 
by a shifting coalition of interest groups, consisting 
of politicians, bureaucrats, businesspersons, labor 
unions, and a plethora of stakeholders.  Fuzzy 
objectives and inefficient monitoring can either 
create a discretionary zone for enterprising managers 
or contribute to managerial atrophy.  State-owned 
corporations are given multiple and fuzzy objectives, 
such as ensuring employment, creating necessary 
infrastructure for economic development, supplying 
wage goods for the poor, helping to maintain price 
line, and so forth.  The authorities and the manager 
tend to shift away from commercial goals.  
Conflicting and non-commercial objectives give the 
principals and the agents the scope for commercial 
non-performance. 
 
The state ownership of state-owned corporations has 
created severe corporate governance problems.  
Incumbent state-appointed management continues to 
run without any fear of reprisals and credible threats 
of ousters or takeovers.  The management and the 
leadership of state-owned corporations are selected 
by the authorities.  Often the people appointed to 
these positions in the state-owned corporations have 
no business experience.  Their incentives are not 
aligned with the commercial interests of the owners 
of state-owned corporations, that is, the general 
public. 
 
While the immediate causes of poor performance are 
due to factors such as pricing, lack of incentives, and 
excess workers, the underlying reason is state 
ownership.  Inadequate and inefficient monitoring of 
state-owned corporations arises from the lack of a 

controlling ownership that can claim the potential 
surplus generated from it.  The corporate governance 
structure induced by state-ownership in Bangladesh 
is inimical to commercially-motivated and result-
oriented operation of state-owned corporations.  
State-owned corporations are without de facto 
monitoring even though de jure procedures and 
processes for monitoring them do exist.  While 
excessive labor due to patronage contributes to poor 
performance, it is by no means the sole cause of poor 
performance of state-owned corporations.  Lax 
entrepreneurship, rampant corruption, and non-
existent or weak ex ante monitoring are key factors 
that are responsible for their decrepit financial 
results.  The dissipated ownership of state-owned 
corporations makes it quite difficult to impose a cost-
efficient monitoring of and high-powered incentives 
for the managers of state-owned corporation to put in 
the effort to maximize corporate value and profits 
and enhance performance. 
 
Soft-Budget Constraint 
 
The authorities have failed to impose tight budget 
constraints on state-owned corporations.  As a result, 
the operations of state-owned corporations in 
Bangladesh show considerable deficits due to high 
operating costs, low revenues, and inefficiency of 
sunken public investment in capacity.  The exchequer 
and the state-owned financial institutions have 
provided money to state-owned corporations 
irrespective of their performance.  The management 
of state-owned corporations does not face any 
pecuniary consequence for bad decisions.  They do 
not face any credible threats for non-performance.  
The threat of takeover or bankruptcy as an ex ante 
performance and monitoring instrument is non-
existent.  Barriers to exit have insulated the 
management of state-owned corporations.  Due to the 
high leverage and outstanding debt of state-owned 
corporations, the authorities and the state-owned 
banks want to preserve state-owned corporations 
even if they are beyond redemption.  The state-owned 
financial institutions continue to supply working 
capital to state-owned corporations despite 
chronically weak results.  In a functioning capitalist 
economy, debt can be a disciplining instrument 
because the threat of the loss of control can compel 
management to act and restructure.  However, in 
Bangladesh, continued state-directed credit, equity 
injection and finance deficits have created perverse 
incentives for managers of state-owned corporations.  
The state-owned corporations that are in conditions 
beyond redemption are not rapidly liquidated.  
Continued direct subsidies, imprudent bank lending 
through the nationalized commercial banks and state-
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owned development financial institutions, and write-
off of bad debts by the authorities have perpetuated 
state-owned corporations’ soft budget constraints. 
 

The Consequences of Dismal Financial 
Performance 

 
The persistent financial losses and dismal financial 
performance of state-owned corporations in 
Bangladesh take a substantial direct and indirect toll 
on the economy.  The huge losses of state-owned 
corporations are a financial drain on the exchequer.  
The negative and low rates of return on capital and 
resources deployed in state-owned corporations have 
high social opportunity costs associated with them.  
Because of persistent losses and low rates of return, 
the authorities have been compelled to inject equity 
and provide substantial credit to state-owned 
corporations in order to continue to run corporations 
that are losing money year in, year out.  State-owned 
corporations’ inefficiency, ineptitude, and financial 
failures have substantial negative spillover effects on 
the economy.  Indirect adverse effects of the poor 
financial performance and inefficiency of state-
owned corporations are arguably no less important 
than the direct costs.   
 
The inefficiency of state-owned corporations reduces 
economic growth and the pace of development in 
Bangladesh in many ways.  First, state-owned 
corporations’ sub-optimal and excess employment 
raises the state’s wage bill.  This, in turn, exerts 
upward pressure on other public sector remuneration 
as well as private sector compensation.  Second, 
since the state-owned corporations lose money, these 
losses create budgetary pressure on the exchequer 
and contribute to the country’s fiscal deficits.  The 
increase of state-owned spending due to exchequer’s 
subsidization of state-owned corporations can raise 
fiscal deficits and increase public debts, raising real 
interest rates and reducing investment.  It can create a 
burden of public indebtedness that is difficult for the 
exchequer and the taxpayers to bear.  Third, 
financing the losses of state-owned corporations 
causes the diversion of public resources from public 
investment in infrastructure, social services, the 
provision of public goods, and other essential public 
tasks.  It leads to overall misallocation of scarce 
resources, thereby, harming the country’s growth 
potential and its development goals.  Fourth, state-
owned corporations’ inefficiency has detrimental 
effects on the private sector.  It can lead to delays, 
inappropriate investment, use of inappropriate 
technology, escalation of costs, and credit 
expansions.  Fifth, state-owned corporations’ overdue 
debts and large amount of outstanding debt reduce 

the asset quality of nationalized commercial banks, 
development financial institutions and the whole 
financial sector. 
 

Feasible Policy Options 
 
The financial performance of state-owned 
corporations in Bangladesh is poor and their financial 
condition is fragile.  The objective of the authorities 
could be to try to replicate and buildup on the 
modicum of success of the country’s private sector in 
fields such as micro-finance, non-government 
organizations, and readymade garment textile sector 
in the management of its industrial assets.   There are 
several feasible options that the authorities may 
undertake.  These are discussed below. 
 
Liquidation 
 
The liquidation of non-viable corporations is 
absolutely essential because these are a drag on the 
national exchequer.  The liquidation of such 
corporations would not only reduce the burden to the 
exchequer but also release assets, such as prime 
industrial property and other resources, for better 
reallocation.  Rapid and efficient reallocation of 
assets is a hallmark of a dynamic and growth-
oriented economic system.  Non-viable state-owned 
corporations should be closed down and liquidated.   
The question is not whether such state corporations 
should be liquidated.  The focus of policy discussion 
should be the mode and the pace of the liquidation of 
these corporations.  
 
Restructuring 
 
Financial performance of some state-owned 
corporations may be improved through restructuring.  
The objective of restructuring of potentially viable 
state-owned corporations would be to improve 
performance by restoring solvency and profitability.  
Both financial and operational restructuring would be 
required.  Financial restructuring would aim to 
improve a corporation’s balance sheet by raising 
additional capital, by receiving infusion of cash, by 
reducing liabilities through renegotiations with its 
creditors, or by boosting the value of its assets.  
Operational restructuring can aim to improve 
corporate liquidity, turnover, and profitability.  
Measures to improve corporate performance can 
include renewed attention to business strategy; 
improvement of cash, inventory, and cost 
management, accounting and surveillance systems; 
better procurement systems, investment and credit 
assessment and approval technique.  Restructuring 
the corporation can reduce operating costs.  
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Restructuring would require eliminating 
administration, changing the staffing model, and 
reducing the number of excess workers and 
managers.  However, the past experience of various 
“balancing, modernization, restructuring and 
expansion” programs indicates the limits of 
restructuring firms under state-ownership in 
Bangladesh.  Such programs may not be sufficient to 
bring about change and improve financial 
performance.  Hence, the challenge for policy makers 
is to improve the financial performance by 
restructuring those corporations that shall remain 
under state-control. 
 
Privatization 
 
Change of ownership from the state to the private 
sector may be necessary for many corporations.  
However, it should noted that not all state-owned 
corporations would be ready for privatization at this 
time because of the limited size of domestic capital 
market, lack of interest among the foreign direct 
investors, state monopoly control and regulation of 
some sectors and so forth.  For those corporations 
and firms that are deemed fit for privatization, the 
challenge is not merely to transfer ownership of a 
corporation from the state to the private sector but 
rather to ensure a transparent and fair process and 
increase corporations’ economic efficiency.  The 
record of privatization in Bangladesh is a mixed one.  
The role of the state in the Bangladesh economy has 
changed over time.  In order to carry out successful 
privatization of some of the remaining state-owned 
corporations, the authorities need to have a clear and 
well-defined strategy based on high-payoff identified 
priorities.  The authorities may want to draw upon the 
lessons of privatization programs abroad as well as 
the country’s own privatization experience to 
determine what practices are appropriate for the 
current circumstances in Bangladesh.  One of the 
lesson of the past privatization is that credit from the 
banking sector to privatized corporations should be 
clearly tied to their performance and be based on 
timely repayment of loans.   
 
Reallocation Program and Assistance 
 
Liquidation, restructuring, and privatization of 
corporations will lead to the termination of many 
employees. The authorities need to create programs 
of severance payment for laid off workers, retraining 
and redeployment for unemployed workers and their 
families.  The creation of these programs would 
reduce workers’, trade unions’, and civil 
organizations’ opposition to liquidation, 
restructuring, and privatization of state-owned 

corporations.  It would also benefit private sector 
development by providing trained and skilled 
workers. 
 
Political Commitment to Policy Reforms 
 
The authorities do need to explain to the public the 
rationale for liquidating, restructuring, and 
privatizing state-owned corporations and they have to 
be committed to policy changes.  Policy changes 
have to be conducted with integrity and transparency 
to avoid abuse, corruption, and favoritism.  Because 
liquidation, restructuring and privatization of state-
owned corporations are political decisions, these 
policy measures need the support of not just the 
various “stakeholders” but also the general public.  
The weakness of state institutions and institutional 
capacity also hampers policy reforms.  Exit, 
restructuring, and privatization of corporations in 
Bangladesh have been slow because of the limited 
institutional capacity of the authorities and relevant 
agencies.   
 
Private Sector Development and Competition 
 
Privatization may be implemented alongside policies 
that encourage entry, exit, and competition and 
prudentially regulate oligopolies and monopolies.  If 
liquidation, restructuring and privatization of state-
owned corporations are to be successful, certain 
conditions have to be met.  If Bangladesh is to foster 
industrialization led by its private sector, it must 
ensure that an appropriate market and business 
environment is in place for the private sector to carry 
out successful restructuring of corporations upon 
their privatization.  Properly implemented policies 
that extend and encourage the development of the 
functional segments of the country’s private sector 
may contribute substantially to efficient deployment 
of resources, economic growth and social prosperity.  
  

Areas of Further Research 
 
The problems of state-owned corporations in 
Bangladesh need to be explored further in order to 
understand sector-specific and firm-specific issues.  
Future research on state-owned corporations would 
focus on economic, financial, managerial, and 
technical causes of their performance.  The financial 
performance of state-owned corporations is a 
reflection of economic and social relations, political 
values, public policy and exogenous factors.   
 
The following are many areas of further research: (a) 
the political, economic and institutional setting of 
state-owned corporations; (b) sector structure; (c) 
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corporate governance and monitoring of state-owned 
corporations; (d) excess employment and patronage 
in state-owned corporations; (e) financing of state-
owned corporations; (f) public-sector management; 
(g) liquidation of corporations; (g) restructuring of 
state-owned corporations; (h) institutional framework 
for privatization; (i) valuation, sale and privatization 
of state-owned corporations; (j) competition, market 
structure, and privatization; (k) regulatory 
framework; and (l) post-privatization outcomes.  
Research on these issues can help identify and 
resolve critical problems facing state-owned 
corporations in Bangladesh and may provide useful 
input to policy formulation and implementation.  
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Table 1 
 
Bangladesh's State-owned 

Corporations 
  

Sectors   Corporations  
Manufacturing Bangladesh Textile Mills Corporation (BTMC)  

 Bangladesh Steel & Engineering Corporation (BSEC)  
 Bangladesh Sugar & Food Corporation (BSFC)  
 Bangladesh Chemical Industries Corporation (BCIC)  
 Bangladesh Forest Industries Development Corporation (BFIDC)  
 Bangladesh Jute Mills Corporation (BJMC)  

Utilities (Power, Gas, and 
Water) 

Bangladesh Oil, Gas, and Minerals Corporation (BOGMC)  
 Bangladesh Power Development Board (BPDB)  
 Dhaka Electric Supply Authority (DESA)  
 Dhaka Water Supply Authority (DWASA)  
 Chittagong Water Supply Authority (CWASA)  

Transport and 
Communication 

Bangladesh Shipping Corporation (BSC)  
 Bangladesh Inland Water Transport Corporation (BIWTC)  
 Bangladesh Biman Corporation (BIMAN)  
 Bangladesh Road Transport Corporation (BRTC)  
 Chittagong Port Authority (CPA)  
 Mongla Port Authority (MPA)  

Commerce Bangladesh Petroleum Corporation (BPC)  
 Bangladesh Jute Corporation (BJC)  
 Trading Corporation of Bangladesh (TCB)  

Agriculture Bangladesh Agricultural Development Corporation (BADC)  
 Bangladesh Fisheries Development Corporation (BFDC)  

Construction Rajdhani Development Authority (RAJUK)  
 Chittagong Development Authority (CDA)  
 Khulna Development Authority (KDA)  
 Rajshahi Development Authority (RDA)  

Services Bangladesh Freedom Fighters Welfare Trust (BFFWT)  
 Bangladesh Film Development Corporation (BFDC)  
 Bangladesh Parjatan (Tourist) Corporation (BPRC)  
 Bangladesh Civil Aviation Authority (BCAA)  
 Bangladesh Small and Cottage Industries Corporation (BSCIC)  
 Bangladesh Inland Water Transport Authority (BIWTA)  
 Rural Electrification Board (REB)  
 Bangladesh Export Processing Zone Authority (BEPZA)  
 Bangladesh Handloom Board (BHB)  
 Bangladesh Sericulture Board (BSB)  
 Bangladesh Water Development Board (BWDB)  
 Bangladesh Tea Board (BTB)  
Source: Monitoring Cell, Ministry of Finance, Government of Bangladesh, various years 
 

Table 2 
Total Employment in State-

owned Corporations, 1990/91-
1998/99 

         

 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99
Employment (thousands)   321.9   313.3   292.5   269.0   256.9   258.4    253.4   242.3   244.0 

Source:   Ministry of Finance, Government of Bangladesh, various years; IMF, various years 
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Table 3 
 

Consolidated Accounts of 
Non-Financial State-owned 

Corporations, 1990/91-1998/99 

         

In billion  Taka          
 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99

Operating Revenue 1/   105.2   123.8   144.6   143.5    156.1   163.8    169.1   194.2   214.9 
Operating Expenditure   97.0   117.0   138.9   132.4   152.1   161.8    176.2   192.9   211.7 

Wages and Salaries   11.8   12.9   15.2   14.6   14.6   15.6    15.4   16.9    18.2
Purchase of Goods and Services   74.4   92.5   111.4   102.9   119.2   134.1    145.7   160.7   177.3 
Depreciation   10.8   11.6   12.3   14.9   18.3   12.1    15.1   15.3   16.2 

Operating Surplus   8.2   6.8    5.7   11.1   4.0    2.0    (7.1)  1.3   3.2 
Non-operating Income   1.0    (2.3)   (2.3)  1.0    (0.2)   5.3    2.8   2.9   2.3 

Interest Payments   10.8   11.0   12.1   7.7   8.0    7.5    8.4   9.2   9.3 
Income before Taxes   (1.6)   (6.5)   (8.7)  4.4    (4.2)   (0.2)   (12.7)   (5.0)   (3.8)

Profit Distribution   2.6   3.6   4.1   4.9   2.2    2.3    1.7   3.3   4.3 
Dividends   2.5   3.5   4.0   4.8   2.0    2.1    1.5   3.1   4.0 
Profit Sharing   0.1   0.1   0.1   0.1   0.2    0.2    0.2   0.2   0.3 

Income Tax   3.9   5.3   4.9   5.5   2.1    1.5    1.0   1.3   1.6 
After-tax retained Income   (8.1)   (15.4)   (17.7)   (6.0)   (8.4)   (4.0)   (15.4)   (9.6)   (9.7)

Gross Savings 2/   2.7    (3.8)   (5.4)  8.9   9.9    8.1    (0.3)  5.7   6.5 
Gross Fixed Capital Formation   41.3   32.2   27.6   22.9   24.3   26.2    24.8   37.7   48.4 

Financing   38.6   36.0    33.0  14.0   14.4   18.1    24.9   31.8   41.8 
Net Long-term Borrowing   11.1   18.3   7.1   4.9   1.2    9.4    4.5   2.2   9.0 
Drawings   17.9   27.4   18.7   15.9   14.7   21.2    14.9   15.9   21.3 
Repayment   6.7   9.1   1.6   11.0   13.5   11.8    10.4   13.7   12.3 
Equity Injection   4.6   4.1   6.3   9.1   9.1    6.8    10.8   13.4   20.0 
Finance Deficit 3/   22.9   13.6   19.6    -   4.1    1.9    9.6    16.2   12.8 

Ratio         
Op. Surplus/Op. Revenue   7.6   5.5   3.9   7.7   2.5    1.2    (4.2)  0.7   1.5 

Notes          
1/ Does not include changes in 

inventories 
         

2/ Defined as after-tax retained 
income plus depreciation 

         

3/ Includes arreas to 
Government and changes in 

domestic bank debt (including 
arreas) 

         

Source: Author's calculations;  Ministry of Finance, Government of Bangladesh, various years; IMF, various years 
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Table 4 
 
Consolidated Accounts of Non-

Financial State-owned 
corporations, 1990/91-1998/99 

         

In billion Taka          
 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99

Total Assets   418.3   497.7   528.3   602.8   631.8   631.1    634.0   680.0   777.3 
Equity   98.5   128.5   117.6   197.8   212.4   214.6    231.3   238.6   251.8 
Debt   319.8   369.2   410.7   405.0   418.7   419.4    448.7   469.9   525.5 

Ratios         
Op. Surplus/Total Assets   2.0   1.4   1.1    1.8   0.6    0.3    (1.0)  0.2   0.4 

Debt-Equity Ratio   3.2   2.9   3.5   2.0   2.0    2.0    1.9   2.0   2.1 
Source: Author’s calculations;  Ministry of Finance, Government of Bangladesh, various years; IMF, various years 
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Table 6 
 

Comparison of state-owned 
corporations' rates of return and 

benchmark interest rate 

         

 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99
Op. Surplus/Total Assets (%)  2.0  1.4  1.1  1.8  0.6  0.3   (1.0)  0.2 0.4 

Bangladesh Bank Rate (%)  9.3  8.5  6.5  5.5  5.5  6.5   7.5   8.0 8.0 
Diff. b/w Op Surplus/Total Assets & 

int. rate (%) 
 (7.3)  (7.1)  (5.4)  (3.7)  (4.9)  (6.2)  (8.5)  (7.8)  (7.6)

Source: Author's calculations; Ministry of Finance, Government of Bangladesh, various years; Bangladesh Bank, 
various years; IMF, various years 
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HOMESTEAD GARDENING IN BANGLADESH: ENHANCING 
THE NUTRITIONAL AND ECONOMIC STATUS OF THE RURAL POPULATION 

 
S.A.Kamal Uddin Khan 

 
ABSTRACT 

 
In Bangladesh about 75% of the households have a homestead garden; yet a majority of them depend on the market 
for their vegetables.  The size of the home gardens in Bangladesh is similar, ranging from 1.0 to 1.5 decimals and 
the varieties of vegetables grown in the gardens range from 1.4 in Teknaf to 3 in Dumuria.  The average monthly 
vegetable production per household ranges from 0.3 kg in Madaripur Sadar to 8.6 kg in Sripur.  The per capita 
vegetable consumption by household members ranges from 69 gm/day in Madaripur Sadar to 112 gm/day in 
Dumuria.  A majority of the farmers use their own stock as a source of seeds and seedlings for gardening.  The 
cultivated vegetables in a home garden can give an economic return of Tk. 1776 per year, where the input cost is 
only Tk. 470.  It also gives a yearly return of 611.3 kcal, 4133.8 mg vitamin “A” and 323.2 mg of vitamin “C” along 
with other nutrients in considerable amounts.  
 

Introduction 
 
Nutrient deficiency is a common problem among 
most of the people in Bangladesh, especially among 
those living in the villages.  About 30 thousand 
children become blind every year due to vitamin “A” 
deficiency in their daily diet (Anonymous, 1993a).  
Due to poverty, illiteracy and lack of knowledge 
about food and nutrition, many farmers suffer from 
malnutrition, which especially affects newly married, 
pregnant, or lactating women.  On the other hand, 
most households in the villages occupy some land 
surrounding their home, where they can easily 
establish a homestead garden to supplement their 
nutritional requirements.  These gardens involve 
“deliberate management of multipurpose trees and 
shrubs in intimate association with annual and 
perennial agricultural crops and, invariably, 
livestock, within the compounds of individual 
houses, the whole crop-tree-animal unit being 
intensively managed by family labour”.  These 
gardens often feature low capital inputs and simple 
technology (Fernandes and Nair, 1986).  
 
Scientists and development agents often ignore home 
gardens as an important part of the traditional 
farming system due to their small size and apparent 
insignificance (Bunderson et al., 1990).  But every 
farm unit should be considered as a specialized entity 
in itself because the farmers who practice homestead 
gardening are guided, perhaps in the absence of a 
unified set of expert recommendations, by their own 
perception and conviction about species selection, 
admixture and management.  Many studies have 
reported the existence of home gardens in various 
regions of the world, but very few studies have 
adequately analyzed the structure, species 
composition, diversity and management aspects of 

the home gardens (Millat-e-Mustafa et al., 1996).  In 
Bangladesh there is only scattered information 
regarding nutrition gardening in homesteads.  This 
study was designed to accumulate the available 
information on nutrition gardening in homesteads of 
Bangladesh and their significance in providing year-
round food security and nutritional benefits for the 
poor farmers. 
 

Present Status of Homestead Gardening in 
Bangladesh 

 
Home gardens are well-established land use systems 
in Bangladesh where different crops, including trees, 
are grown in combination with livestock and fish. 
Most of the home gardens are rectangular in shape, 
built on mounds to raise them above the water level 
during the annual floods, and usually fenced by trees 
or shrubs.  A typical home garden serves several 
houses in a cluster and has space for vegetable 
gardens, a yard for threshing and communal 
activities, cattle sheds, ponds, trees, shrubs and 
bamboo.  The most frequently harvested plants are 
generally grown in the back yard, at the pond side, 
and around the cow shed for the provision of 
fruit/food, fuelwood, timber and fodder both for 
domestic use as well as for cash (Millat-e-Mustafa et 
al., 2000). 
 
Home gardens are more reliable from the physical 
and socio-economic points of view and are important 
sources of income for the farmers of Bangladesh.  
The poor farmers are often forced to sell cropland to 
stave off poverty, but they tend to retain the home 
gardens unless absolutely unavoidable.  According to  
the statistics (Anonymous, 1998a), there are 162,229 
holdings that have no homestead land and 5,003,042 
holdings have only homestead land but no 



cultivatable land (Table 1).  It was observed that the 
landless farmers have their own home gardens where 
they grow essential commodities for their subsistence 
(Abedin and Quddus, 1990). 
 
It was also found that approximately 75% of all the 
households in Bangladesh have a homestead garden 
(Anonymous, 1998b).  The proportion of households 
without a home garden was highest in Teknaf (56%) 
and Sripur (49%) and the proportion of households 
practicing traditional gardening ranged from 38% in 
Teknaf to 76% in Madaripur.  Household gardens 
were classified as traditional, improved, and 
developed.  Traditional gardens are scattered, 
seasonal, and only have gourd-type vegetables, which 
are common in rural Bangladesh.  Improved gardens 
are those that have more than gourd-type vegetables 
but are not in production throughout the year. 
Developed gardens produce vegetables throughout 
the year, have gourd and other varieties of 
vegetables, and are on fixed plots of land. 
 

Characteristics of Existing Home Gardens in 
Bangladesh 

 
Home gardens in Bangladesh comprise different 
plants, vegetables and fruit plants along with 
domestic animals and poultry.  The Farm Division of 
Bangladesh Agricultural Research Institute 
(Anonymous, 1993a) formulated a standard format 
for home gardens used for vegetable growing.  They 
divided the garden into five splits and arranged 
different vegetable crops as follows. 
 
First split: Radish/Tomato–Red Amaranth–Red 

Amaranth–Indian Spinach 
Second split: Red Amaranth+Brinjal–Red Amaranth–

Okra 
Third split: Spinach – Garlic/Red Amaranth – 

Amaranth – Red Amaranth 
Fourth split: Kale/Collard–Onion or Carrot–Swamp 

Cabbage–Red Amaranth 
Fifth split: Cabbage–Red Amaranth–Bitter Gourd–

Red Amaranth 
 
Surrounding the garden, the farmers use fencing as 
climber for climbing-type plants.  Live fencing is also 
practiced with Colocasia sp. or short-lived fruit 
plants like papaya.  
 
In a survey it was found that the size of the home 
gardens was similar in the survey area ranging from 
1.0 to 1.5 decimals (Anonymous, 1998b). The 
different varieties of vegetables in the garden ranged 
from 1.4 in Teknaf to 3 in Dumuria Sadar.  
Approximately 90% of the households produce at 

least one variety of vitamin A rich vegetable in the 
garden.  The average monthly vegetable production 
per household ranges from 0.3 kg in Madaripur Sadar 
to 8.6 kg in Sripur.  Per capita vegetable consumption 
by the household members ranges from 69 gms/day 
in Madaripur Sadar to 112 gms/day in Dumuria.  On 
average, children consume one of eight common 

egetables only 1.2–2.2 times per week (Table 2). v
 
There is a clear sharing of tasks between women and 
men for the management of home gardens.  Hossain 
et al. (1988) reported that in Bangladesh women are 
mostly involved in the pre- and post-harvest work of 
vegetable production while men play a key role in 

rowing timber and fruit trees. g
 
For the cultivation of vegetables in home gardens the 
farmers collect their seeds and seedlings from 
different sources.  Gardeners using their own stock as 
a source of seeds/seedlings was high in 
Mohammadpur (70%) and Teknaf (81%), moderate 
in Sripur (54%), Dumuria (41%) and Tetulia (42%) 
and low in Madaripur Sadar (20%) (Anonymous, 
1998b).  The main source of seed in Madaripur was 
from others (41.8%) (Table 3).  It was found that 
different Non Government Organizations like Co-
operative American Relief Everywhere (CARE) 
International, Bangladesh Rural Advancement 
Committee (BRAC) and Proshika distribute seeds 
and seedlings as a part of their flood rehabilitation 
program.  A large percentage of households in 
Mohammadpur, Sripur and Dumuria also reported 
getting seeds and seedlings from neighbors. 
 

Production and Income from Home Gardens 
 

Primarily, homestead gardens are the source of 
supplementary food for a family. Here capital input is 
low, simple techniques are applied and the family 
members themselves participate as labor.  The 
cultivated vegetables can also give an economic 
return when there is a surplus.  When livestock is 
reared in the homestead, it also becomes an important 
source of economic return.  A number of urban and 
rural households raise and sell livestock and produce 
different items as an enterprise.  Livestock, poultry, 
and milk and milk products produced in rural and 
urban homesteads are comparable, but significant 
differences prevail between rural and urban 
homesteads regarding production of meat, eggs, hides 
and skins and bones, hoofs, horns, hairs, etc. (Table 
4).  From a home garden a farmer can produce 233.5 
kg vegetables, 32 items of gourd and sweet gourd, 
and 104 drumsticks with an expenditure of Tk. 
470.00 only a net return of Tk. 1,776.00 per year 
(Table 5). 
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Nutrition Supply from Home Gardens 
 
Vegetables are produced in the home gardens in 
different seasons.  Hence, the availability of different 
nutrients varies from season to season.  Table 6 
indicates the approximate amount of nutrients from a 
home garden during different periods of the year.  A 
total of 611.30 calories, 778.5 mg Calcium, 814.2 mg 
Phosphorus, 46.65 g Iron, 4133.8 µg Vitamin ‘A’, 
1.04 mg Thiamin, 1.10 mg riboflavin, 6.89 mg Niacin 
and 323.2 mg Vitamin C can be obtained in a year.  
Significant amounts of Vitamin A and Vitamin C are 
being supplemented from home gardens to meet the 
daily requirement of the nutrients for an adult (Table 
7). 
 

Conclusion and Recommendations 
 
In Bangladesh, home gardens supplement the nutrient 
requirements for a farmer’s family without negatively 
affecting the resource base.  Moreover this practice 
improves the resources of poor farmers and also 
meets several socio-economic and ecological 
conditions which contribute to their better living and 
sustainability.  Low input cost, stable yield every 
year, application of simple technology, and intensive 
management practices by the family members are the 
main features of homestead gardens in Bangladesh.  
Proper care is necessary for the development of the 
home gardens to face the challenges in the new 
millennium. Attention to the following 
recommendations could enable home gardeners to 
play a vital role in Bangladesh.  The proper nurturing 
of home gardens has remained ignored or little 
explored in research activities.  The issues include 
appropriate choice of species and different 
components of home gardens.  These issues need to 
be urgently addressed, especially in the context of 
major challenges facing the forestry sector in the new 
millennium, such as deforestation (rate of 
deforestation is 8 ha per year), land shortage, rapid 
population growth (2.17% growth rate per annum), 
degradation of soil and water resources, deregulation 
of indigenous knowledge and traditional resource use 
practices.  
 
Plant and animal diversity of the home gardens is an 
important factor for sustainability.  Factors affecting 
plant and animal diversity and the importance of 
diversity of Bangladesh home gardens are rarely 
explored.  Many diversity indices (e.g. Shannon’s 
index, Mergalef’s index) of home garden plants and 
animals could be determined to understand a 
definable characteristic of the home gardens in 
Bangladesh.  Hence, research is warranted in this 
area. 

Forest-like multi-level canopy structure is the 
common feature of the home gardens of Bangladesh 
and includes plants creeping on the ground (e.g., 
sweet potatoes) and tall trees of 10 m or more (such 
as coconut palms).  Research and documentation on 
this vertical stratification of home gardens with 
respect to species density, diversity, function and 
schematic presentation of different strata are scant 
and need special research attention to describe and 
simplify organization of complex home garden 
vegetation types. 
 
Interactions among the components in a home garden 
are important in terms of environmental impact.  
Thus more studies and research on interaction among 
different components in a home garden are needed to 
understand the sustainability of the system. 
 
Cycling and recycling of nutrients in home gardens 
of Bangladesh remain unexplored and could be 
crucial for the sustainability of the system.  Research 
in this field will also indicate ways of increasing the 
productivity of the home gardens. 
 
Farmers themselves are researchers and continuously 
conduct informal experiments to assess their ideas, 
beliefs and hypotheses. Therefore, indigenous 
knowledge of home garden management provides a 
valuable information base. Such indigenous 
knowledge could assist policy makers, planners, 
government officials, non-government organizations 
(NGOs), development practitioners, and researchers 
in making plans for sustainable development of home 
gardens.  
 
Systematic investigation should be done on the 
innovative techniques used by the farmers in their 
home gardens to improve the productivity of the fruit 
trees and girth of the trees because such practices 
have great potential to increase the efficacy and 
efficiency of home garden production. 
  
In Bangladesh, no attempt has so far been made to 
quantify the inputs  (e.g. cash, labor etc.) and outputs 
(e.g. goods and services available) involved in the 
home gardens.  Information regarding annual growth 
rate of important species and harvesting rate from the 
home gardens is needed to evaluate the role of this 
system with other modern production systems and to 
assess the sustainability of the system. 
 
Identification of fruit plants in the home gardens with 
special characteristics will ensure genetic potentiality 
to establish an in situ gene bank.  The productivity of 
already existing poor quality and poorly yielding fruit 
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trees could also be increased by special horticultural 
technologies such as tree renovation. 
 
In Bangladesh, there is a great demand for silk and 
lac and home gardens have great potential in 
promoting such practices.  Mulberry (Morus alba) is 
a very hardy and versatile tree and grows well under 
a wide rage of agro-climate and soil conditions.  It 
could be introduced in home gardens for sericulture. 
Ber (Zizyphus mauitiana) is a multipurpose fruit tree 
commonly found in all regions. Its number could be 
increased in home gardens for lac culture. 
 
Women and children contribute a significant 
proportion of labor for home garden management.  
Women are more knowledgeable than men in many 
aspects of home garden management, but the family 
does not recognize their role and their access to 
various resources is limited.  Giving due respect to 
their indigenous knowledge and encouraging them in 
more home garden activities, low interest credit 
facilities should be provided to them by the 
government and NGOs, so that besides managing 
home gardens they can invest in income-generating 
activities from home gardens.  
 
Training and extension support should be provided 
for women by Village Women’s Association to 
familiarize them with innovative technologies, so that 
they can improve the productivity of the home 
gardens.  Extension services should be strengthened 
to provide technological support to the farmers also.  
The farmers should be encouraged to adopt improved 
yet affordable technologies.  
 
Proper motivation and approaches are necessary to 
change the traditional home garden practices and 
weakness to some selected crops to grow for 
cultivation in their home gardens.  Department of 
Agricultural Extension (DAE), government dealers 
and different NGOs can take effective initiatives to 
provide seeds and seedlings of improved varieties of 
vegetables and supply fertilizers duly.  For year-
round nutrient supply and better living, home garden 
practices should be popularized and the unemployed 
urban and rural young encouraged to take it as a 
career. 
 
Conducting training programs for farmers on proper 
care and disease management of cultivated crops can 
ensure successful production and better return from 
home gardening.  Incorporation of domestic animals 
and poultry will provide more protein supplement 
and greater economic return.  High yielding breeds of 
domestic livestock should be made available at low 

cost to the farmers through Department of the 
Livestock and different NGOs.  
 
An important component of homestead farming 
systems is livestock; used for draught power and 
milk, these animals face an acute shortage of fodder.  
This situation could be overcome by introducing 
multipurpose tree species in the home gardens (e.g. 
Acacia auriculiformis, Leucena leucocephala, Albizia 
chinensis etc.).  These species will provide fuel 
wood, fodder, timber and green manure on the home 
gardens, thus reducing pressure on existing cowdung 
and crop residues as fuel that could be used in crop 
fields to increase productivity. 
 
Last, but not least, since home gardens encompass a 
number of components, an integrated research 
approach is needed for the uplift of home gardens.  
Linkages between research organizations, extension 
services and the farmers will ensure the development 
of the  homestead gardening practices in Bangladesh 
even more. 
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Table 2: Characteristics of existing household gardens in selected areas of Bangladesh 
 

Indicator variables Mohd. Pur 
(n=108) 

Sripur 
(n=120) 

Dumuria 
(n=143) 

Tetulia 
(n=59) 

M. Pur 
Sadar 
(n=156) 

Teknaf 
(n=36) 

Total 
(n=622)Me
an 

Family size of the 
garden holders 
 

5.9 5.6 5.2 5.2 5.9 6.0 5.6 

Size of garden 
(decimal) 
 

1.1 1.1 1.5 1.5 1.0 1.0 1.2 

No. of var. of 
vegetables in the 
gardens 
 

1.8 1.9 3.0 2.9 2.9 1.4 2.5 

No. of Vit. A rich 
vegetable 
 

1.2 1.2 1.1 1.7 2.0 0.4 1.5 

Quantity of 
vegetable 
Production (kg) 
 

6.2 8.6 7.9 6.6 0.3 0.8 4.9 

Per capita 
vegetable 
consumption Per 
day (gm) 
 

75 97 112 99 69 87 89 

Frequency of 
consumption /child 
/7 days 
 

1.3 1.4 2.0 2.2 2.0 1.2 1.2 

Frequency of 
consumption 
/mother /7 days 

1.3 1.8 2.0 1.9 1.9 1.2 1.8 

Source: Anonymous, 1998b 
 
 
Table 3: The source of seeds and seedlings for gardening in homestead in selected areas 
 
Source of seeds 
/seedlings 

Mohd. Pur Sripur Dumuria Tetulia M. Sadar Teknaf Average 

Own 70.3 54.1 41.1 42.2 19.9 81.3 43.3 
 

Market 8.8 16.4 28.0 42.2 26.0 18.8 23.2 
 

Neighbor 20.9 29.5 30.8 13.3 12.3 0.0 20.2 
 

Others - - - 2.2 41.8 - 13.3 
Source: Anonymous, 1998b 
 
 

 65



 
Table 4: Households producing and selling regularly 
 
Item Urban households (%) Rural households (%) 
Livestock 10.98 9.74 
Poultry 15.85 15.82 
Milk and milk products 37.44 37.12 
Meat 10.23 1.39 
Eggs 23.68 29.99 
Hides and skins 1.63 4.87 
Bones, hoofs, horns, hairs 0.19 1.07 
Source: Anonymous, 1998a 
 
Table 5: Production and income from home garden in Tangail region 
 
Vegetables Average production 

(Kg) in each 
household during 
1990-‘91 

Maximum 
production (Kg)  

Production cost 
(Tk.) in each 
household during 
1990-‘91 

Net income in 
each household 
during 1990-‘91 

Vegetable arrangement I:     
Tomato-Okra-Indian Spinach    
Tomato 10 10 (1990-’91) 78.00 60.00 
Okra 19 23 (1992) 45.00 122.00 
Indian Spinach 33 33 (1990) 10.00 137.00 
Vegetable arrangement 
II: 

    

Brinjal/capsicum seedling-capsicum / brinjal 
seedling 

   

Brinjal 09 18 (1992) 51.00 39.00 
Capsicum seedlin 1550 pieces 1550 p. (1990) 15.00 105.00 
Capsicum 3 3 (1990) 14.00 25.00 
Brinjal seedling 2100 pieces 2100 p. (1990-’91) 10.00 35.00 
Climbing type:     
Ribbed gourd 20 39 (1992) 40.00 200.00 
Bean 7.5 146 (1991-’92) 20.000 44.00 
Sweet gourd 12 pieces 16 p. (1991-’92) 5.00 100.00 
Ash gourd 20 pieces 48 p. (1991) 30.00 125.00 
Bottle gourd 20 pieces 20 p. (1990) 3.00 64.00 
Ribbed Gourd 15  15 (1990) 15.00 68.00 
Snake gourd 14 39 (1992) 10.00 91.00 
Sponge gourd 10 63 (1992) 15.00 58.00 
Cucumber 15 15 (1990) 10.00 73.00 
Swamp Cabbage 15 15 (1990) 10.00 85.00 
Minor vegetables     
Papaya 45 100 (1988) 40.00 180.00 
Green Banana - 84 p. (1991-’92) 10.00 74.00 
Drumstick 104 pieces 104 p. (1990) 15.00 25 
Shade loving plants 
(Spices) 

    

Garlic 18 18 (1990-’91) 24.00 66 
 
Total 

 
233.5 Kg 
32 pieces gourd and sweet gourd 
104 pieces Drumstick 

 
470.00 

 
1776.00 

Source:  Anonymous, 1993b 
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Table 7: Daily requirements of nutrients for an adult and available amount from home 
               garden  per annum  
 
Nutrients Male  Female Available from 

 homegarden 

Calorie (K.cal.) 3000 2000 611.30 

Calcium (mg) 500 500 778.5 

Phosphorus (mg) 1013 1013 841.2 

Iron (mg) 10 28 46.65 

Vitamin A (microgram) 750 750 4133.8 

Thiamin (mg) 1.4 1.4 1.04 

Riboflavin (mg) 1.5 1.5 1.10 

Niacin (mg) 15 15 6.89 

Vitamin C (mg) 30 30 323.2 
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