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Executive Summarv 
" 

Introduction 

1. Spinnin g IS the most important component of the textile incustry that has 

recently co me to occupy a significant position in the country's manufacturing 

sector. The ability of the textile sector to raise the net foreign exchange 

earnin gs from clothin g expor ts through increased valu e addit ion hinges 

essentially upon the growth of the spinning sub-sector, it being the first link 

in the chain of backward lin kag e with the RMG industr y. The spinning sub-

sector, however, suffers from a myriad of problems. This study is intended t o 

examine and suggest solution to these problems, and devise an effective support 

mechanism to enable the local industry t o overcome the disadva ntages it 

currently suffers and improve its com petitive position in the local and the world 

markets . 

2. The textile ind ustry did not receive much encouragement from the 

Government in the decade of the seventies . It was only in the early 1980s when 

the RMG industry started to make significant contributions to export earnings 

that efforts were initiated to energize the textile sector. 

3. The deve lopment of the RMG industry in this country has not been 

accompanied by the growth of backward linkage facilities such as spinnin g, 

weaving, and finishing units. As a result, value addition remains low , and the 

growth of the RMG industry has failed to create any dynamism in the textile 

sector as a whole. 
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4. The growth of RMG expor ts has been possible because of th e s ecure 

mar ket access that B.angladesh enjoys in the developed countries under the 

system of MfA quotas. In the emerging world tradin g environment in which the 

MFA quotas will be phased out, Dangladesh will be at a disadvantage because the 

RMG exporters will confront open com petition with the more efficient producers 

a nd exporters, for example, of India, Pakistan , China, Indon esia, and Thailand. 

Appropriate backward linkages will, therefo re , have to be bu ilt to face t he 

challenges of the emerging environment of the global textiles trade. 

5. The various sub - sectors of the textile indu s try have grown in an 

unplanned manner and consequently demand s upply gaps have aris e n in ya rn a n d 

fa bric. In o r der to a c hieve s e lf -su fficien cy in yarn a nd fa bric , whic h is the 

ob j ective of the Gove r nme n t' s text ile policy , a ba la nced expansion of all textile 

su b-sectors will be needed. This will call fo r hu ge in vest ment , bot h domes tic and 

foreign, and an efficient incentive structure. 

Yarn Gap 

6. In t his study, the demand s upp ly gap in yarn for t he period upto 2005 is 

es timated by using three alternative scenarios : (a) self-sufficiency in yarn b y 

2005, (b ) 100% of yarn demand for do mestic market, and 50% of RMG demand for 

yarn to be met locally by 2005 , and (c) yarn production to gro w a t the rate of 

15% per annu m, i.e. , at the rate at wh ich yarn prod uctio n is ex pected to increase 

during the years 1994/95 - 1998/99. 

7. For filling the demand gap in yarn, significant additional production 

capacity over and above the BMR of the existing spinning mills will be needed. 
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Ull uel ::;C t= I I!:J.llU f\ U:D addI tio nal spinning mills , u nder Scenario B 104 additional 

mill s, and under Scenario C 65 additional mills, all with 25000 spindle capacity, 

will have to be established between 1995 and 2005 in a phased manner. The 

amou n ts of new investment required for that purpose under the three alternative 

s cenarios a r e Tk . 74.0 billion, Tk . 4 1.6 billion, and Tk . 26 .0 billion, respectively. 

International Comparison of Costs 

8. International comparison of co n versio n cost of cotton ya r n indicates a clear 

comparative advantage of Bang lad esh over major co mpetitor s, viz ., India 'and 

Pakistan, and, in fac t , over all other co untries. In com parison with Ban g lad esh, 

conversion cost of Yarn is 20 percen t higher in India an d 8 pe r cent hig her i n 

Pakistan. 

9. Unit labour cost in spinnin g is much higher in Bangladesh than in a ll other 

countries. The main r eason is low labour productivity which neutralizes the 

advantages of the country' s presu med cheap labour. The faster pace of 

depreciation of Indian and Pakistani currencies relative to that of Ban gladeshls 

another factor that has contributed to keeping the unit labour cost lower lD 

India and Pakistan. 

10. In order to remain internationally competitive, all out effort shou ld be made 

to improve labour productivity by enhancing labour skills and introducing new 

equipment and modern technology in spinning mills. There is the need for 

reforming labour market policies for linking wages with productivity. Proper 

management of the exchange rate is also necessary to prevent any major 
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appreciation of it s currency vis -a- vis the curren CIeS of major competiting 

countries. 

11. The relatively lower conversion cost of yarn nctwithstanding, total yarn 

cost is higher in Bangladesh than in India and Pakistan . This is essentially due 

to the relatively higher raw material cost in this country . 

12. Spinning mills in India and Pakistan have inherent natural advantages of 
./ 

proximity to sources of raw material supplies and lower cost of cotton. Also 

policies pursued by these countries in the form of export quota for raw cotton 

and othe r regu latio ns pertaining to cotton export create a wedge between its 

international price and the domestic price at which their s pinning mills obtain 

their cotton requirements. 

13. Evid-ence gathered for purpose of thi s study shows that Bangladesh 

sp inning mills have to procure raw cotton at prices which are on average 30 

percent higher than what is paid by the Indian mills and 10 per cent higher 

than in the case of Pakistani mills. This price differential, including payment of 

other charges like handling, freight, commission e tc . , puts Bangladesh spinning 

mills in a highl y disadvantageous situation. 

14. The imposition of import duty on textile machinery and a general surcharge 

on all imports will aggravate the cost disadvantages of Bangladesh mills further. 
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15. Appropriate policy assistance as recommended in this Report will hopefully 

enable Bangladesh spinning mills to overcome these disadvantages and enable 

them to produce quality yarn for meeting both domestic and RMG demand and 

also for purpose of export. 

Textile Sector-related Policies of other Countries 

16. An examination of textile sector related policies of different countries 

reveals that all these countries pursue vigorous support policies for the 

development of their textile sectors. 

India 

17 . India provides extensive governmental support to promote the development 

of textile industries. There is a system of providing a minimum price for cotton 

growers which acts as an incentive to the farmers to allocate their land in favour 

of cotton crop. 

18. The most significant is the i mposition of quota rest riction on the export of 

raw cotton which ensures that the Indian mills do have access to raw cotton at 

a relatively cheaper price. Evidence gathered for purpose of the present stud y 

sho ws that the price of raw cotton in India's domestic market is 20-40 per cent 

low e r than in the international market. This implies a corresponding price 

disadvantage for Bangladeshi spinning mills which import a large quantity of raw 

cotton from India. 

19. The basic objective of India's textile sector policy is to enhan ce the va lue 

addition of various sub-sectors of the textile industry . As such, it not onl y 
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ensures the supply of raw cotton at a lower price to the local mills but also 

rest r icts the export of cotton yarn so that the wea\-ing mills can have ready 

availability of cheap locally produced yarn. 

20. In India' s textile sector policy maximum emphasis is given on the spinning 

sub-sector. Besides getting raw cotton at lower price the spinning mills are 

allowed to im port raw cotton duty - free. On the other ha n d, the duty on yarn 

historically has been kept at a much higher level. The import tariff on yarn in 

1994 was as high as 50 percen t. In 1996/97, the bas ic tariff rate was brou gh t 

down to 25 percent but a special duty of customs at 2 percent was int r od uced 

in add ition to a countervailing duty of 7.30 percent. Th e total import dut y on 

yarn in India today, including cou ntervail in g duties. is 34.30 percent. 

21. The strong governmental support accorded to cotton spinning has resulted 

in a huge investment and a sign ificant increase in spinning capacity in India. At 

present, 82 percent of about 1500 textile mills in India are engaged in spinning. 

The industry is now strongly demanding of the Governmen t to ease the 

restriction s on the export of cotton yarn. Of late, the Government have exempted 

some categories of cotton yarn from export restrictio ns . 

22. There are certain other policies for strengthening India's textile industry. 

For modernization of textile units the Government introduced a soft loan scheme 

in 1976 and set up a textile modernization fund in 1985. At present under the 

Export Promotion Capital Goods (EPCG) scheme the textile secto r can import 

sophisticated machinery at zero or reduced duty basis. Besides, export oriented 
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units are a lso allowed to import moder n equipment subject to fulfillme n t of their 

export obligations. 

Pakistan 

23. Until recently, Pakistan was practising a dual price policy for raw cotton 

for p ro t ecting t he spinnin g industry . It provided for a lowe r procureme n t price 

of raw cotton for t he local s pin n in g mills and a minimu m export price (M EP) for 

raw cotton which us e d to be hig he r than t he domest ic price. There were also 

quota restrictions on th e export of cot ton. These policies ha ve now been chan ged. 

Ra w cot to n is now freely i mporta ble without duty . Th e re s trict ion s o n t he expo r t 

of cotton ha ve also been lifte d . Th ese cha ng es will be in force till the end of 

1997- 98 fiscal year. 

24. The policy of free export and im port of cotton is, however, accom panied by 

some very stringent administrative regulations which are inconsistent with the 

declared policy of a liberal regim e for cotton trade, and which continue to create 

a differential between the domestic price of raw cotton and its export price (see 

the discussion on Pakistan in Chapter V). 

25. In a bid to remove the various constraints faced by the textile industry 

the Government of Pakistan have very recently declare d three different policy 

packages in quick succession. The first package was declared in 1995, the second 

one in November 1996, and the latest one in December 1996, all or them providing 

some very attractive incentives to the textile sector. 
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26 . In order to give a boost to the spinning industry the Government of 

Pakistan now allow duty free import of raw cotton, and have reduced the 

regulatory duties on polyester, viscose, and a crylic fibre . The import of new a nd 

old machinery (with a working life of at least 7 years) has also been liberalized. 

Besides, the import o f man-made fi bre that is not locally produced is now allowed 

duty-free. 

27 . Incentives for textile exports in Pakistan include duty exemption from 

customs on imports of raw materials, duty free import of plan t and equip m~nt by 

textile clothing firms, exemption of income tax for five years for fir ms in the 

EPZs, a nd concessional freight rates for export to count r ies of Africa and Lat in 

America. The textile industry also benefits from the Export finance Scheme that 

en ab les expor t ers t o get ban k credit at concessional r ates not exceeding 13 per 

cent. T he bank s p rovid in g export finance are entitled to avail of a refinance 

facilit y from the central bank, the State Bank of Pakista n . 

Indonesia, Thailand, Viet Nam and China 

28 . In Indonesia, the prevailin g textile sector i ncen t iv e s in clu de libe r a l export 

financing facilities, ze r o or low rates of duty on the import of mac hinery an d 

components, and duty drawbac k facili t ie s for im por te d raw materials. 

29. Domestic textile industry III Indonesia is protected by an escalated tariff 

structure. The import duty rates are: fibre 0-10 percent, yarn 10-15 percent, 

fabric 20-25 percent, and garments 25-30 per cent. 
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30 . T hailand provides a n u mber of fiscal and financic.l incentive s for t he textile 

s ecto r d evelo p me nt. T he se i ncl u de co r por ate inco me tax e xe mption for 3- 8 years 

fo r ne '" enterprises, a f ur t her reduc tion of co r porat e in co me ta xes upto 50 per _ 

cent fo r next f ive y ea r s, an d co n ces sionary expo ~-t fi na nc e thro ugh the Expo r t 

Import Bank . 

3 1. Thailan d i s co mm itte d to a policy of li beral t r ade regime and has reduced 

import d uty rates significa n tly ove r the r ecent years . The p r esent import duty 

rates a re 0- 1 per cent o n f i b r e s , 10 pe r cen t o n cot to n ya r n , 20 percent on 

fabrics , and 30 percen t o n ga r ments . The re is a value added tax of I percent a t 

each s tage of product io n. 

32. In Viet Nam, there is a du t y drawback sc he me for materials use d In export 

prod u ction. There are a lo t of quanti tat ive restric t ions (QRs ) o n imports . Rates of 

import duty are: zero o n r aw cotton o r other f ibres. 20 percent on yarn , 40 

percent o n fabr ic, and 45 pe r cen t o n a p pa r el. 

33. China has no w become a majo r expor t er of textil e it e ms . It is a large cotton 

produ cing country and in te r ve nes very strongly in t he pu rcha se and sale of ra w 

cottO Il . Farmers g et incen t ive in the for m of a min im u m price. T he sale to local 

mills is monopolized b y supply and mar keting cooperativ es a t Sta te-se t prices 

which enables local mills to obtain cotton a t a relativ e ly lower price . T he state 

is the major in v esto r and i s actively involved in suppo rting all te xti le units, 

in clu din g s pinni n g . Recen t ly, China has given ma ximum emphasis on technological 

upg t adation of the t e xtile mills . 
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Constraints in Bangladesh's Textile Sector 

34. The essence of Bangladesh Government's textile sector policy is to increase 

value addition in R~1G exports which is the largest source of the country's 

foreign exchange earnings. Aiming to achieve self-sufficie n cy in yarn and fabric 

by 2005 to meet the local and RMG demand, the Textile Policy 1995 emphasises on 

the need for establishing backward linkages through a harm onious develop men t 

of all textile su b-sectors. 

35. Major constraints to Bangladesh's textile sector are the results par tly of 

faulty domestic policies and partly of policies and practices pursued by other 

countries. There are also problems which are structu'ral in nature. Solutions to 

these problems will require action on a number of fronts. 

36. For establishing backward linkages, the spinning sub-sector should receive 

a high priority. As it is the first link in the chain of linkag es with RMG 

production, its growth would stimulate expansion of other sub-sectors of the 

industry. Since an increase in value addition is the basic objective of 

Ban gladesh 's textile development strategy, in matters of government support 

spinning should receive priority over other sub-sectors. 

37. Determ ination of priority for the purpose of support policy should be 

guided essentially by the efficiency criterion. This criterion has not been 

followed in Bangladesh, however. All available evidence indicates a greater 

relative efficiency of the spinning sub-sector over weaving, but official policy 

has always favoured the latter, paying little attention to the problems of the 

spinning sub-sector. 
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38. There are glaring anomalies and inconsistencies in the country's tariff 

structure which have been detrimental to the interest of the spinning sub-sector, 

This is evident from the drastic reduction in the import duty on yarn over the 

past decade (from 50 per cent in FY86 to 7.5 per cent in FY95), The tariff on 

fabric, on the other hand, remained 100 per cent during FY86-93 and then 

gradually 'Has brought down to 45 per cent in FY96. The level of effective 

assistan ce accord ed to spinning has bee n further reduced by the imposition of 

import duty on raw cotton under the FY98 budget. 

39. The rationale behind the drastic cut in nominal and effective protection to 

cotton yarn is open to question because the spinning mills have to operate at a 

cons iderable disadvantage. They have to procu r e raw material a t a very hig h cost 

which makes th e yarn cost higher than in the competing countries. A 

rationalization of the tariff structure taking into consideration the prob lems of 

the spinning mills is therefore urgently needed. Lessons ma y be dra wn in this 

regard f rom the examples of other countries like India, Pakistan, Ind onesia , 

Thailand, and Viet Nam, all of which follow the escalated ta riff structure but with 

a much narrower spread between the tariffs on the successive processing stages 

of spinning and weaving than in Bangladesh. 

40. The recent dispute with EU regarding access facilities of knitwear exports 

under GSP s trengthens the need for promoting the country's spinning su b

secto r. Since value ad dition is of primary conce rn, a dhere n ce to th e three-s tage 

transformation as is required under . EU rules of origin will be to the best long 

term interest of the country. 
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41. Avail in g of the GSP facili ty by the knitw ear exporters in a n allegedly 

fraudulent manner ha s in face been benefitin g t he countries fr om which yarn is 

impo rted and harming' the prospect of forming back ward linkage in Bangladesh's 

textile indust r y . This practice is also causing a substa ntia l loss of Government 

revenue , misuse of Export Develop men t Fund (EDF), and most importa nt ly, a 

s et back fo r t he g r owt h of the s pinn ing su b- s ector. 

42. T he two- stage value additio n crit erion , if agreed upon by the EU on th e 

insisten ce of Bangladesh's Governme n t, will thwart the growth of spinning 

ind u stry, stifle the prospect of value add ition , and dis courage new investment s 

in th is s ector. 

43 . A vital point that must be ta ke n into cognizance IS t hat fro m 2005 on wards 

w hen there will be no MFA quota, tariff will remain the only barrier to trade. 

And also becau se the tariff cut in the textiles and clothing sector in the Uruguay 

Round was lower than in other industrial sectors , textile and clothing will remain 

. most heavily protected in the developed countries. But unlike other competin g 

countries, Ba nglades h as an LDC is entitled to tariff free access in the EU mar ke t 

if it can satisfy the EU's rules of origin requirement. In order to be ab le to fu lly 

exploit this a dvantage, therefore, Bangladesh will have to establish back ward 

lin kage by giving top priority to its spinning prod uction. 

44. The t extile mills circle strongly belie ves that if a d equate su p port is giv en , 

the existing capacity of the . spinning mills and t he p lanned expansion of capacity 

under the mills that are currently at different stages of im plementation will be 

able to meet all the demand for yarn i n the kn it wear industry in the near futu re. 
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45 . Fast im port liber2. hzc.tion is fI-2.ug ht with the d::..nger of ac\-e::-sel y affecting 

the gro wth of a country's man ufacturin g secto r . Li).;e all oth er ma nu fact u ::-in g 

acti v ity, Bang la ci esh's textil e s ec t o r i s at a n: ciimen ~a ry stag e of C: evelopment. It 

needs sufficient time and adequat e policy su p port fo r building supp ly ca pacit y. 

46. Tra de libe ralization is not a necessary condit ion for the su c cess of 

i nd u s tria lization. The re a r e lessons from histo ry that indu s t ria lization has been 

achieved in m2.ny cou n:ries throu g h high p rotect ion . Th e experie nce of the Asian 

NIEs t hat vigorous ly interve ned i n t heir econom ie s an d developed im port 

substit u t ing, indus t r ies by offerin g prote ction in th e form of high tariffs , quotas, 

and exchange control is at va ria n ce with t he World Ba nk / I >lF thesis that 

industri2.lization and econo mic growth can be faste r od:;; in re la:: \-ely more o pen 

economies. Import control s are practise d i n vir:ually all industria l cou ntries 

today. Bangladesh's policy makers should, dra w le s sons fro m these experie n ce s In 

formulating the country's trade and industrial assistance policies. 

47. The high cost of raw cotton is t he most debilit2.ting con strain t faced by 

Bangladesh's spinnin g mills. The problem wil l get worse if the FY98 budgetary 

provision of infrastructure development surcharge on all imports, including raw 

cotton, is implemented. Already, the cotton price differential with India robs 

Bangladesh's spinning mills of much of t he comp2.rative advantage they enjoy 

over India. Adoption of an appropriate support mechanism as recom mended in this 

study will ensure a level playing field and help Bangladesh mills achieve 

competitiveness in yarn production. 
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48 . The prevc.iling 'utie s on th e i mport of man- mc.de fibres (MMF) constitute 

a hinc rance to spinning, Since these are imponc.nc ro'.\' mate:-ic.ls used in yarn 

spinning : regc.rdlng import dutie s t.hese should be created as at: par wi~h raw 

cotton. 

49 . Import duties on textile mc.chinery and spare parts constitute a significant 

constraint to effo:-ts at undertaking repaIrs and modernization of the spinning 

mills . 

50. The a!leged leakage of yarn from bonded warehouses is a major problem 

faced by the spinning mills. Imported duty free. the leaked yarns are sold in 

the open market at below market prices and thus hurt the s2Je of locally 

produced yarn. 

51. The problem of lea ked yarns and their open sale is compounded by the 

provision of high wastage rate allowed in the knit-RMG sector. The high wasta ge 

allowance encourages inefficiency and also enables larger volume of yarn import 

than reg uired by the knitting factories. The possibility of leakage into the open 

market is also correspondingly increased. 

52. Among structural constraints, there are the problems connected with the 

use of o utda ted technology and old machinery fo r which product quality is poor. 

Labour productivity is a lso lo w a s a r esu lt, w hic~ takes a way t he major 

ad v antage the count ry often claims to have in t he form of an abundant 'supply 

of cheap labour. 
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53 . .Acut e po\\" e r shoI"t2.ge, poor access to bank credit , lacK of qU2.lified and 

tr2.i ned manpowe r and eff ic ient man2.gement are othe r important problems that 

beset th e cou ntry ' s s pinning industry . 

Policy Recommendations 

54. Policy options recommended for removing the constraints to the spinning 

sub- sector appear in sum mary form in t he fina l chapter of this Report. To avoid 

mo notonous repetition, these reco mmendations are very briefly outlined in this 

" concluding part of the Executive Sum mary. 

(i) A major solution of the strucLUral problems lie s in introducing the modern 

t e chnology t o kee p u p with, or even ahead of, the co mpe t ing countries . Active 

Government support i n the fo rm of eas y acce s s t o ban k credit, fis cal ince n t ive s 

t o dome s tic a nd foreign inve stor s , and the de ve lo pment of basic ph y sical 

infras t r ucture will be needed to e ncourage and raise ' the necessary inve st men t 

for t hat purpose. 

(ii ) In order to mitigate the cos t disadvantage (because of higher r aw cotton 

prices ) suffered b y Banglades h spinning mills vis - a - vis Indian and Pakista ni 

spin ning mills, a 30 per cent price support, on an interim basis, to wards the 

proc urement of raw material may be extended to the spinning mills. 

(iii) Man-made fibre , which is on e of t he bas ic raw ma te r ials in the p roduction 

of yarn, should be treated as complementary to raw cotton in yarn production 

and hence the import duty thereon should also be brought down to zero. 
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(i \-) f or purpose of ma kir,g : :-; e spmmng mills erficient anc c::;miJeti t i\-e . the 

impor t of a ll t extile machinery a n d spare parts sho u le: be made d u ty free . The 

pro vis ion of pa ying ad v ance in come tax at the time of import ing raw materials 

should also be wi thdrawn. 

(v) The yarn manufacturers should be treated a s deemed exporters and provide d 

with 25 per cent cash incentive for the supply of yarn to the export or~en te d 

knitwear/RMG indu stries. 

(vi) The spinning sub-sector sho u ld be given adequate protection by adopting 

a realistic tariff policy so that it can withstand the competition from the low-

priced products of competing countries. Premature exposure of t h e industry to 

free external competition may have disastrou s consequences fo r its growth. 

(vii) The extent of protection accorded to Bangladesh is well below that in the 

neighbouring countries. In India, import duty including countervailing duties is 

34.3 per cent . It is recommended that a compensatory duty of 11 per cent b e 

levied to supplement the pre v ailing 7.5 per cent C.D. and 15 per cent VAT (total 

23 .6 per cent) so that the total of such duties is raised to about the same 1e\-el 

a s it is in India. This will not in any way violate the WTO rules. 

(viii) For pre venting, or at least reducing the extent of, smuggling from across 

the border, strict enforcement of laws and border vigilance is called for . 

(ix) Tight monitoring of bonded warehouses IS needed to remove possibilities of 

the leakage of yarn and fabric to the open market. , 
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(x) The current provision of high wastage rate for the knitting industries should 

be lowered . An appropriate waste.ge rate may be cetermined by an expert 

committee specially constitu ted for the purpose . 

(xi) Steps should be taken to prevent abu se of th e scheme of 25 per cen t cash 

incentive provided to woven fabric/knitwear exporters. It is alleged t hat the cash 

incentive is now availed of also by the smugglers Bnd suppliers of smugg led 

products a s well a s p r oducts leaked from bonded warehouse s. A provision of 

obtaining a certificate of origin from the representative association of the mills 

may be introduced to prevent any abuse of this facility . 

(xii) As discussed in paragraph s 40 through 43 above, the recent dispute with 

EU strengthens the need for promoting the country's spinn ing sub-sector. 

Moreover, in order to avail of the duty-free access in th e EU mar ket after 2005 

when tariff will remain the only barrie r to trade, Ban gladesh will have to 

establish backward linkage by giving top priority to its spinning production. 

(xiii) Acute power shortage, that results in huge loss of prod uction, is a serious 

problem for the spinning industry. A long term solution lies in expanding the 

generation capacity of the country as a whole , through private sector 

participation including foreign private investment in the energy sector. An 

immediate solution may be found in encouraging the spinning mills to set up their 

own generators. 
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(xiv) Low labour produc~;\'ity greatly ndlifies i:he aO\'2:11:2 ge of the country's 

cheap labour. Labou r productivity should be enhanced through development of 

skill and int:-oductio n of modern machinery and technolo gy . 

(xv) fa ster de preciation of Indian and Pakis:ani currencies in relation to 

Ban gladesh's Taka during the past years is en import2nt fa cto r behind the 

differences in unit labouc cost between B2.ngladesh and other countries . The 

exchan g e r2. te should be properly managed and a llowed to move in line with that 

of the major corn peting countries . 

Devising an Institutional Support Mechan ism 

55 . The implemen tation of recommendaLions made In this Report will require a 

strong political will as 'Nell as an eppropriate in stitutional mechanism 

encompassing both the private sector and the Go v ernmental organizations. 

56. Private sector ins: itu tions \'1Z . , the BTMA, the chambers of commerce and 

industry , and the FBCCI will need strengthening in terms of their capacity for 

research, ad vocacy and lobbying. Strong lobbying through press briefings, 

se mina rs and symposia will be needed to convince the policy mak ers about the 

urgency of safeguarding and promoting the interest of the ··s .... pinnin g industry . 

57 . As the private sector becomes more vibrant and dynamic, the government 

institutions should be made more pro-active. The capability of the Governmental 
; . . 

machinery responsible for formulation and implementation of policy should be 

enhanced. New institution or institutions may be built if the situation so demands. 
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58 . There s ho uld be clos e coord ina tion am ong th e la r ge n umber of Government 

organiza tions tha t a re cu r ren tl y i nvolved in the task of preparation and 

imp lementation of po licy regar di n g the in d u s t ria l sector. This will eliminate 

duplication of tasks and ena b le in d ustry grie van c e s t o be p roperly hea rd and 

reflected in gov ernment policy . 

59. Currently, Government institutions responsible for making policy lac k the 

necessary expertise as well as motivation much of which is due to the very short 

tenu re of the officials concerned . Lacking in expertise, they rely necessarily o n 

donor agencies and external technical assistance for policy guidan ce. 

60. Enhancement of inst itu tional capacities will redu ce excessive de pen dence on 

donor sponsored researches and studies for identifying and finding solutions to 

the problems of ind ustries. 

61. Most relevant for purpose of trade and industrial policies in Bangladesh 

is the Bangladesh Tariff Commission (BTC) but it has serious disabilities. It lacks 

in expertise and also has an "image problem" as it is just an appendage of the 

Ministry of Commerce with no ma ndatory powers. 

62 . The BTC should be revamped and renamed as the National Trade Commission 

(NTC) with an independent status and wide powers, a n d its recommendations 

r egar ding in dustry p r oblems and polic ies s hould be manda tory. 

63. The Chairman and t he mem ber s of t he NTC will hold office for a reasonab ly 

long tenure. They would be experts in wide areas of trade an d indus try a nd 
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capable of carrying out in -depth study and analysis of problems of local 

indu stries , implication s of domestic policies, policies of other countries, bilateral, 

regional and multilateral tariff agreements as well as changes, in ',:.'orId trading 

environment as r eflected in decisions adopted in WTO, and developments in 

various regional trading blocs . 

64. The NTC will perfo rm all functions of the present BTC regarding 

investigations of industry complaints and defending industry interests against 

injurious and unfair trade pra ctices of other countries. 

65 . Ad ditio nally, the NTC will provide intellectual support to the Government 

by e nhancing i t s capability to negotiate effectively in international organizat io ns 

on matters of trade an d trade-rela te d is sues. 

66. The NTC will act as a focal poin t concernin g th e cou n t r y' s trade and 

industrial policies, constantly monitor t he problems of the coun try' s ind ustrial 

sector, formulate policies to enab le loca l industry to a cquire efficie nc y and 

competitiveness, a n d r ecommend measu r es t o give re lie f to local ind us try in most 

practicable ways . 
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Chapter I 

Introduction 

Background of the Study 

Thi.s study examines the constraints fa ced by Bangladesh's cotton textile 

spinning ind ust r y a nd recommends measures to overcome them in light of t he 

s hanging world t r ading environment in textiles in general and. in particular, 
-' 

against policies pursued by countries that compete ',,'ith Bangladesh in the 

production and sale of yarn besides being suppliers of raw materials fo r its 

domestic industry. 

As is well know n, the textiles sector has traditionally played a dynamic r ole 

10 the process of industrial grow th in most developed countries. and also more 

recent ly in the NIEs in East/South East Asia. In Bangladesh, the very critical 

importance of the sector can be easily gauged from the fact that it contributes 

more than one-third of the total value addition generated by industries and its 

1 

share is around 5 percent of the national income-. The export- oriented ready-

made garment (RMG) sub-sector which had a modest beginning in the early 

eight ies, has been a phenomenal success s tory, and currently contributes about 

65 percent of the country's foreign exchange earnings. In particular, the textiles 

sector directly provides employment to more than 3.5 million people, which 

accounts for 45 percent of the country's total industrial employment
2

• Further,the 

g rowth of the sector has spawned a whole new set of linkage industries and 

Govt . of Banglades h, Min is try of Textile s , The Textile Policy 1995. 

Ibid. 
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helped expand and strengthen many service sector activities. In particular, with 

the expansion of the textile industry, a large number of medium and small scale 

engineering enterprises are being developed to meet the sector's requirements 

of machinery and spare parts. Finally, the sector, by all reckoning, is also 

contributing s ig nificantly to the social transformation process by providing 

employ ment In increasing number to the female work force, and thus 

mainst r eamin g the m in the development frame. 

By no w, how e ve r , it is widely recognised that the textiles sector in 

Bangladesh has, in a broad s e nse, had a lopsided growth : while the final stage 

RM G flourished, there wa s litt le o r neg1i b le e f fective back ward li n kages for 

developing the spinnin g a nd fab rics sub- sectors . As a result, the RMG industry 

has had a fragile foundatio n as it ha s s o fa r been alm ost entirely dep e ndent on 

imported fabrics, accounti ng for a bo ut 95-96 pe r cent of the fabric needs. 

Relating to imported accessories - whe re the situation appea r s to have vastly 

improved - the dependen ce still rem ains t o the tune of about 50 percent of th e 

total requirements. This has meant that the real forei gn exc hange earnings from 

RMG exports from Bangladesh is only about 20-25 percent of the total value of 

exports. 

The growth in the RMG su b-sector in Bangladesh can be exp lained by a 

combination of favourable factors, including the quota system under the 

Multifibre Arrangement (MFA), the abundant a vailability of cheap but easily 

trainable la bour force and the policy incentives, particularly of according bonded 

warehouse facilities for duty free im port of inpu ts . However, serious 

app rehens ions a r e currently being expressed about the c ha lleng e s tha t RM G 

exports will h"ave to face in the wor ld mar ket in t he post- MFA regim e, when the 

sector will be complet ely integrated with WTO and governed by WTO r ules. The 
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knitting sub- sector, for example, which has so long been enjoying GSP facilities 

in the European market, is already facing an acute problem as it cannot 

effectively meet the three-stage transformation requirement because of its heavy 

d ependence on imported yarn . The European Com mission has, over time, become 

extre mely stringent on the condition that unless local yarn is used to produce 

knitted fabric, the GSP facilities, liberally granted so far, will be withdrawn. 

Moreover, as MFA is phased out under the Agreement on Textiles and 

Clothing (ATC), the other RMG exporting countries which use their own, locally 

manufactured fabrics will obviously be in a relatively more advantageous position 

becau se of assured raw material supply at a reasonab le price . In that situation, 

Banglades h will have to face stiff competition in the wo rld market from countries 

lik e India, Pakistan, China and Thailand from whom she cu r rently meets most of 

her fabrics requirements . In a quota-free world, all these countries may try to 

expand their RMG expor t s us ing their own locally produced fabrics. This may lead 

not only to a drastic fall in the s upply of fabrics to Bangladesh but also an 

increa se in imported fabric prices, which will erodef the country's competitive 

edge and credibility in the world market. As things stand, the Bangladesh RMG 

prod ucers are already quite vulnerable to su bstantial losses because of their 

inability at tim e s to meet the production targets within the stipulated schedule -

usually 90 <d a y s - mainly due t o the complex and lengthy procedures of fabric 

import s. 

Because o f the g lobaliza tion process, com petition will a lso in t e ns ify in 

fu ture from upcoming competitors like Vietnam, Cambodia, Eastern Europe, Latin 

America etc. which enjoy a similar abundance of cheap labour supply as 

Bangladesh. Mexico and Caribbean countries have alread y made significant inroads 

in US markets. The GSP scheme, as a lready pointed out , has taken a more 
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restrictive for:n in EU . And. of course. :.irA iJhase- out and tariff l'educ~ion under 

the Uruguay Round will only mean that countries !,;'hich are currently 1.ot 

enjoying GSP would benefit at the cost of countries like Bangladesh whose 

margins of preferences will erode in the process. Notice that Bangladesh's 

garments exports enjoy quota- fre e entry to EU, whereas garment exports from 

Bangladesh's major competitors, such as China. India, I ndonesia, Pakistan, Sri 

Lanka and Thailand, are su bject to MFA restraints in the EU co un tries . The 

im plication is that once the Uruguay Round Agreement on Textiles and Clothing 

is fully implemented and the restrictions fa cing the a bove- noted and other 

countries are gradually withdrawn, Bangladesh's exports will come under 

increasing com petitive pressure, particular ly from heavily restricted suppliers 

like China. 

The crisis will naturally deepen for Bangladesh unless appropriate 

backward linkages can soon be built to face the challenges of the emerging 

environment in the global textiles trade. There is , therefore, a crying need for 

creating new capacity in spinning, weaving, knitting, and dyeing an d fini shing 

ind ustry with the most modern and a ppropriate technology in order to ensure 

quality products at competitive prices. Spinning is the first stage in th e chain 

of linkages in the textiles sector for which its development is vital for achieving 

the desired goal. Given the country's low labour cost, skill development poten tials 

and othe r favourable factors , it is quite possible for Bangladesh to turn the 

cha lle nges of quota-free environment into new window s of opportunities by 

de ve loping t he intra-sectora l bac k ward lin kage ind ustries in a plan ned a nd 

expeditious manner. This will help Bangladesh not only to r etain its com parative 

3 UNCTAD, The Outcome of the Uruguay Round: An Initial Assessment, 
Report by the UNCTAD Secretariat, New Y01'k , 1994. 
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advantag e in traditional RMG exports, but also to expand her market share, as 

"ell as wid en the product ranges, including higher value items. In this context, 

how ever, it is necessary for the Government to come forward with stimulating 

polic y packa ges towards bac k ward lin kage industries and other supporting 

activities . Phasing out of MF A and change of rules of on"gin have indeed made 

it obligatory to d evelop the variou s su b- sectors on an emergency basis. 

It is note wort hy t ha t con sidering the importance and prospects of the 

in dustry, textiles has already b een decla red a 'Thrust Sector' b y the Government, 

a nd a 'Textile Policy ' has bee n fo rm ulated for its hanilonious development within 

the f ram e wor k of an open mar ket econom y . The main objectives of the policy are: 

a ) to attain self-sufficiency in fabrics b y en s urin g ad equate availability of 

fabrics by the year 2005 to meet t he requirement of RM G i n dustry throug h 

establishing . backwa r d linka g e an d to e nsure direct expor t of textile good s by 

expan ding production of q uality fa brics at competitive price; 

b ) t o help create an enab ling en vironment and to provide the means by whic h 

the textile industry can se r v e as t he key mo ver of indus t rialization for 

generating employ ment, increasin g expor t earnings, and encouraging con trib ution 

to national income b y e n ha ncin g value addition; 

c ) to establish lin kages among the va riou s t extiles s u b-sectors , both upstream 

and do wn stream, by ensuring their health y and harmonio us development; and 
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d) to crea te a congen ial envir onment for 2.tt r acting iocai a nd : o :-e ign priva:e 

investment in the expansion o f th e ~eXLile indust r y by t 2. kif! g all nece s scry 

meas u res t h r o ugh p ro\-ision o f va riou s ince n t :ves . 

Vofortun2.te ly , the r e are a host of pro ble ms , including shor tage of raw 

ma terial. inadeq uate investr71 e n t an d erratic po wer which a t prese n t are se r iously 

affecting a he2.lthy grow t h of th e sector. Ho wever , a more o\-erridin g concern fo? 

Banglade s h a t the moment re lates to two s erious snags fro m which the spinning 

mills - t he larges t sub- sector of textiles indu s t r y, com prisin g a bove 2 millio n 

spin dle s and a p rod uction capacity of around 183 million k g . per yea r - a:-e 

curren t ly suffering. 

The first problem is , o f course, a fa ll- out frow t he trade liberalisatio n 

process itself, which t he country has been pursuin g in recent years covering 

virtually all fie lds , inclu ding textiles. In fact, t he declining cu s tom s du t y on 

cotton yarn, re d uced f r om 30 percent t o only 7.5 percen t in the cou rse of ju st 

two ye2.rs, has made i t increasingly difficult for t he local spinning mill s t o 

compete with cheaper impor-ed yarn from India. The problem was a gg ravat e d by 

an ill-conceived government policy for imposition of im port duty o n cotton a n d 

man-made fibre in 1990-914. Without appropriate remed ial measures, including t he 

provision of duty- free import of raw cotton, there is a danger that the spinning 

industry will virtually collapse and the opportunities of establishing linkages wi t h 

downstream stages of processing, such as fabrics formation, dyeing and finishing, 

and RMG, will be lost. A breathing space for the private sector spinners can 

4 The import duty on raw cotton was totally withdrawn beginning from 
FY95. The problem of the spinning mills will, however, be aggravated by the 
imposition of a 2.5 percent duty on the import of textile machinery and an 
infrastructure development surcharge (IDS) at the rate of 2.5 percent on a ll 
imports, including raw cotton. 
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possib ly be justified easily, as their financial projections at the time of setting 

up the mills have undergone basic changes because of unforeseen and 

unwarranted government policy actions . It is noteworthy that, compared to 

Bangladesh, im port duty on yarn is higher in all other co un tries (around 10-20 

percent). In particular, the import duty on yarn is 55 percent In Pakistan, and 

about 35 percent in India even under the SAPTA arrangement. 

The second problem which needs to be add ressed prudently but on an 

urgent basis r elate's to the alleged unfair co m petition that the spinn ing sector 

in Bangladesh faces, partic ularly f r om cot ton yarn im ported from India. Since, as 

will be seen later in this Report, Indian textiles policy effectively allow s a lower 

procuremen t p rice of r aw cotto n fo r its dome s t ic spinning mills as com pared to 

the p rice which Banglades hi impo r t e r s have to pay for t he same, the spinn ing 

mills he re , overtly dependent as t he y are on Indian cotton, are pu t a t a seriou s 

d isadvantage right from the beginning. Thi s is not to deny the natural advantage 

that India will enjoy as a cotton growing country but if s he uses discriminating 

pricing policy which implicitly subsidizes her cotton yar n exports to Bangladesh , 

that tantamounts to unfair competition against which compensatory measures ca n 

be adopted quite in conformity with WTO rules. 

Therefore , it is important at this stage to identif y the nature and extent 

of the unfair p ractices, if any, adopted by Bangladesh's major com petitors so t hat 

appropriate remedial actions can be adopted by the country in terms of WTO 

rules and regulations. At the same time, it is also necessary to devise an 

effective support mechanism to improve the efficiency and competitive position 

of the industry in the local and the world market. In order to have such a 

mechanism on a sound foot ing , it wou ld be fruitful to draw on other relevant 
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country exp eriences in terms of fiscal and financial incentives and also in terms 

of their institutional frames. 

As is l' we. , known, in order co neutralize any unfair competition, 

Bangladesh ' s spinning industry can legitimately ask for imposing compen satory 

duties on i mport of cotton yarn from any country under WTO rules . if it is 

established that such im ports cause or threa ten to cause material injury to the 

do mestic industry. Therefore, while idemifying the unfair trade pract:ces carried 

out by the major competing countries, it is also of vital impo rtance to analyse the 

implications of the WTO rules and regu lations in this regard, in order that 

suitable countervailing measures may be suggested which are logically and 

practi,cally justified, and which are also acceptable to the local producers and 

business com m unit y . This constitutes the basic object of this stud y, 

It is to be noted that a study was recently conducted by Bangladesh Tariff 

Com mission (BTC) to examine and find solu tions to the constraints and disabilities 

of the different s ub-sectors of the textile industr/. In t)lat study the 

consultants' recommendations regarding textile sector-re lated trade policy 

measures were expected to be such as would facilitate the Government's tas k of 

accelerating the economic reform process and thus were fully in line with the 

Government's strong commitmen t to continuing the prOCfiSS of import liberalization. 

As such, the study refrained from mak ing any recommendation that might be 

construed as a reversal of the Government's policy of maintaining a liberal trade 

regime. Most of the BTC's sub-sectoral studies therefore concentrated on basically 

the structural impediments faced by the respective sub- sectors and their 

5 Reports on the Textile Sector St u dy Pr oject, Ban gladesh Tariff 
Commission, 1995. 
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solutions and carefully avoided making r e commendations on the policy cha n ges 

that wo u ld conflict with the Government's policy commitments . 

However, the aTC study on the spinning sub-sector made some strong 

observations abou-t the constraints faced by the spinning industiY that resulted 

from policies pursued by countries that are Bangladesh's important trading 

partners and at the same time major competitors in textile sector production and 

trade . Moreover, since the completion of t he BTC Study there have been 

significant deve lopments In international trade policy relations, including 

Bangla de s h's conflict with the European Union(EU) regarding GSP facilities , that 

have cau s ed further prob lems and complications for the country's te:;:tile sector. 

It is in this backdrop that t he present study is conceived. 

Objective and Scope of the Study 

The objectives of the study are to: 

(i) identify the policies and the alleged u nfair practices ; if a n y, adop-ted by 

Bangladesh's major competitors in the textile sector and indicate if, and the 

manner in which, these policies and practices contrav ene the WTO ru les a nd 

regulations; 

(il) suggest compensatory/countervailing measures which, under WTO rules, can 

be legitimately undertaken to miti gate the disadvantages of the s pinning industry 

and which will be acceptable and easily understandable to the local producers, 

business community, and the Government as a whole; 
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(ill) examine the justification for the continuance of the 25 per cent cash subsidy 

provided by the Government to the local R~G manufacturers for using locally 

produ ced yarn and fabric; 

(iv) analyze in detail the fiscal and financial incentives given by the com peting 

countries to the textile sector and suggest adoption of appropriate policy 

measures fo r overcoming any disadvantages faced by the producers of 

Bangladeshi 

(v) devise an effective support mechanism to enable the local industry to 

overcome the disadvantages it currently suffers and acquire efficiency to 

improve its competitive position in the local an d the world market; and 

(vi) suggest an effective institutional mechanism to give relief to local industries 

affected by cheap imports. Such a mechanism should be in keeping with WTO 

rules, and at the same time it should be simple enough to allow the affected local 

industry to seek and get speedy redress of its grievances. 

Methodology and Data 

The report is based essentially on secondary data obtained from various 

national and international sources but supplemented by information obtained from 

governments and industry related associations of Bangladesh and other countries. 

Visits were made to India, Pakistan, Thailand, Vietnam and Indonesia to obtain 

information and data on the textile sector of the respective countries. Attempts 

10 



have been made to gather a comparative picture of textile reJated policies and 

problems of these countries from which lessons can be drawn fot Bangladesh. 

Organization of the Report 

The Report is organized as follows. While the presenc Chapter presents the 

background, objective, and scope of the study, Chapter II portrays the present 

structure of the t extile industry in BangJadesh . Chapter III discu sses t he current 

deman d- s upply gap of cotton yarn, makes projections up to 2005, and derives the 

im plications for new investment in the spinning sub-sector. Chapter IV presents 

a n international co mparison of the cos t structure of cotton yarn . Policies pu r sued 

by diff e ren t countries to support the textile sector are discussed in Chap ter V. 

Chapter VI discuss es the t extile sector re lated iss ues a nd constraints, 

particularly those re lated to Bangla des h ' s spi nn ing s ub- sector. Some general 

policy recommendations for suppo r tin g Bangladesh ' s spinning mills are made in 

Chapter VII . A framework of an institutional mec han ism to provide effective 

support to the local in dustry is t e ntativ ely suggested in the f inal c hapter. 
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Chapter II 

-he StructurE: of 8angladesh's Cotion Textile Industry 

For convenience of analysis, the textile sector of the country can broadly 

be classified into the following sub-sectors: 

1) Public sector(BT~jC) textile mills (spinning and weaving ) 

2) Private sector(BTM A) textile mills (spinning and weaving) 

3 ) Specialized textile units and powerlooms in the private sector 

4) Handlooms 

5) Hosiery and knitting ind ustries 

6) Dyeing, printing & finishing units 

7) Export-oriented Readymade Garments (RMG) Industries 

The structu re of the textile industry and its sub - sectors in terms of t he 

number of unit s, in stalled capacity, and capacity utilization is shown in table ILL 

The picture that emerges can be elaborated as follo ws: 

Spinning 

There are 103 ring spinning mills with 2,068 thousand spindles, and 15 

o pen-end spinning units with 37.2 thousand rotor heads . The dominance of the 

p rivate mills is clear: while the public sector owns 27 ring spinning mills, 76 ring 

spinning a n d all the rotor spinnin g mills belong to the private sector . The r atio 

of production capacity bet ween priva te and pub lic sect or is thus a r ou nd 76:24. 

Production capacity of the spinning sub-sector is around 183 million kg per 

year, of which on ly 67.3 per cent was realized in 1995/96. Realization of the 
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production capacity is, however, signific2.ntly higher In the private seccor(79 .0%) 

than in the public sec:or (29.5%) . 

Table 11.1: Structure of Textile Industry of Banglades h 
(As of June 1996) 

Indus try Xo ot lrululled capacity Actual Cap..o.ci:'y I "','ooo~n' OnitB Production Otil!.=at :'on 
(ullion) ( \ ) 

Hac.hine Producti- Hac.h- PrO<±u-
(OOO on ine etion 

unit) (ltil lion ) 

Sp:inninq 118 183 kg 123.2 kg 68.5 67 .3 65 .1 

Ring: Public 27 6004 

I -43 kg 12.7 kg 33.4 29.5 

I 
19 . -4 

spls 

Ring: Pri .... ata 76 I 1046-4 

I 
132 kg 1004.3 kg 83.0 79 .0 -45.7 .. 

Rotor: Privau 13 37.2 8 kg 6.2 kg 75.0 i7.S 
rt r 

iI'e«rloq 1126 40 . 27 777.-4 281. 3 llt r 045.8 36 . 2 50.7 
l.J:uI ntr 

Public 7 2.37 .. 31. 2 1.5 IItr 17.2 4.8 3.9 
ntr 

Pri .... ats: Bnt.A 13 2.90 .. 78.2 11 . 3 ntr 28.1 14.-4 3. S 
IItr 

Specialized " 1106 

I 
3.5.00 " 668 .0 268.5 ntr 49 . 2 

I 
.0 .2 .51. 2 

POlrerlooll5 ntr 

Rcld'oaa 212421 514.0 925.0 595 . 7 IItr 

I 
046.5 604.4 491. 5 

l.I!a lItr 

Drain;', Prllrt..in;J 250 0.25 65.32 46.4 IItr 83.3 71.4 22.5 
" ,., nj "'" "9' : unit lit. 

}Iectwn;i:a:l " 
s-i~:a:I 

J:ni tt.inq /BOaiU'y .588 8 . 79 504 .22 )l; g 040.28 kg 74 .3 13 .2 
aac.h 

Export 254 1. 30 37 . 18 kg 28.76 kq 97.5 77 .3 8 . .5 
Oriented circ 

4.36 
body 

Do ... tic 334 3.13 17.04 kg 11. 52 kg 45 . 3 67 . 6 04 . 7 
body 

l-'·dJ __ 1830 101 1510.0 855.5 pes 46.5 51.9 1200 
Gen.ut:a lIewing pell 

I 

I 
i 

I 

Source: Ministry of Textiles, Quarterly M.l.S. Report, July-Sep 1995, Oct-Dec 1995, 
Jan-March 1996 & April-June 1996. 
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Overall capaci1: ? utiliza tion of th e mac hiner y In SpInnIng IS around 68 per 

cen t. Ca pacit y u cilization in the ~rivate s ector is around 83 per cent as against 

onl y 33 pe r cent in th e p u blic secor. Ca pacity utilization in terms of machinery 

in both the priva t e and t he pu blic s ecto r has decreased ove r the last year; it 

was 85 per ce nt in the pr ivate s ec to r an d 47 per cen t in the p ublic sector.6 Most 

of the u nits in the pub lic s ector have become too old to produce q ua li t y ya rn at 

com petit ive prices. 

The co tton spinning su b-s ector curr en t ly employs 65 .100 people of which 

19,.tOO a r e in t he BT ~C mills a nd '+5,700 in t he p r i vate sector. Labo u r productivity 

(pe r man hour ) in term s of both produ c tion a n d value a d ded in the public sector 

,mills i s muc h lower than in the private sector(Table I1. 2). I n t e rms of out pu t. 

labo u r productivity is only 0.34 k g in BT~C mills as a ga inst 0.92 in the priva te 

sec tor , and in t er ms of va lue added the res pective figures a r e Tk . 12.27 and Tk . 

55 .35 . T his is clea r ly a ver y dis mal r ecord a s a r ecent Wo rld Ba n k Stu dy 

indicates that modern spinnin g technolog y wou ld enable t he sam e a mount of yarn 

to be produced with less than half the n u mber of s pi nd les with on ly 10 per cent 

of the labour employed i. 

Apart from cotton spin ni ng, there a r e some s pecialized mil ls in wooi, ny lo n , 

vis cose, and silk in the pub lic sector. There are a lso some polyester mills in the 

private sector where production started in t he early 
. . 3 

m netles. There are 

currently 7 mills that produce polyester yarn f rom pre-o r iented yarn (POY) , and 

a nother 2 mills that produce yarn from poly ester chips . 

6 Ministry of Textiles, M.I.S. Report, April- June 1996. 

7 World Ban k, Bangladesh: Report on the Textile Industries 
Restructuring Study - Phase I, 1992. 

8 Bangladesh Tariff Commission, Textile Sector Stud ies, 1995. 
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I 
I , 

Table II.2 Labour PrOOuctivity in Spinning and Weaving 
(for the 2nd quarter of 1996) 

Sub-_ctor VolUJlO ot Hanhour Value I LLbour Productivity .~ 
Produc1:ion (000 unit) Addition • ('000 kg/ (JII. tk. ) 

In torul at I In t:lrlUI of J »et8ra) 
Production ,{lllue i 

(kq) 1 "c!eli tion I 
(!Jo:) 

8p-!1Tl-'lrq I 26095 kg I 34.155 I 1490.75 I 0.76 kg 43.65 ! 

2l'!HC I 3124 ko 9,280 113.87 10.34 kg 12.27 0 

Pri~ ~..ar 22971 kg 24,875 1376.88 0.92 kg 55.35 

1 24 ,47 3 1 2.88 
I 

~ 70423 mt 311.33 mtr 12.72 I 
B'n!C 389 mtr I 2,084 (6 .23 ) 1 0 . 19 mtr I (2.99) I 
Pri nrto Sector 700 34 mt 22,389 31 7.56 I 3.13 mtr 14.18 

I 

~(aill) 28 22 mt I 2,657 12.41 1.06 mtr 4.67 

1

67211 I 1 3.4 1 
, 

Spod ali nod i mt 19,732 305. 1+ mer 15.46 I 
PcNor~ 

Source: Ministry of Textiles , Quarterly M.I.S. Report , April-J une 1996. 

There is only one woo len mil l in the country. whic h is in t he pu blic secto r. 

and is engage'd in both spinning of wool and weaving of woo len fa brics. Installed 

capacity in wool spinning is 3200 spindles with annual production capacity of 153 

thousand kg. Capacity utilization in both machine use and production is less than 

50 per cent. 

There is also one mill producing nylon yarn in the country . It is in the 

public sector and produces semidull nylon yarn of 20, 40 and 70 deniers, and 

sparkling nylon filament yarn. There are 6 spinning macnines and 5 draw-

twisting machines in the nylon plant having annual production capacity of 0.67 

million kg. Approximately, 75 per cent of the installed capacity is currently 

utilized. 
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There is one ,iscose rayon plant(Karnaphuli Rayo n and Chemicals Ltd.) ·",.ith 

annual production capacity of 1.5 million kg of viscose staple fibre. The plant. 

however, was beset with many problems and stopped production in June 199 . 

There are t·,r,·o silk mills in t::e public sector having arlnual production 

capacity of 0.54 million kg of silk yarn. Both the mills are under Bangladesh 

Sericulture Boa rd. Silk industry has also been developing in the private sector 

whic h now has an annual prod u ction capacity of 4.16 millio n kg. 

Weaving 

Pr oduction of fabri cs is carr ied ou t b y (he or ga niz ed mill sector a nd the 

handloo ms. The for mer in cludes la rge pu b lic sector (BTMC ) an d private sector 

(BT MA ) mills an d s malle r specia lize d uni t s and powerloom s in the priva te secto r 

which t ogether supply abou t 32 per cent of the cou nt r y' s domest ic prod uctio n , 

while the hand looms supply about 68 per cent. 

There are 1126 wea\ing mills in Bang ladesh of which 7 are in the p ublic 

sector managed by BTMC , and the rest (1119 ) are in t he private sector. Am on g 

t he private sector u nit s , 13 are mem bers of BT~L\ an d 1106 a re s pecialized u nits 

and powerlooms. 

The public sector mills under BTMC supp ly as litt le as 0.5 per cen t , the 

BT MA mills supply -+ per cent, and the specialized units and powerlooms account 

for the remaining 95.5 per cent of the country' s total domestic mill production 

of grey fabrics . 

The total an nual production capacity of the wea ving sub-sector is 777.4 

million meters of fabric with an installed capacity of 40;270 looms. However, the 

ut ilization of production capacity in this sub-se<:,tor is very low and has also 

declined in the past one y ear(July 1995 - June 1996). In terms of production, 
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only:'j6 . 17 p e r ce nt of the existi ng capacity is currently ut ilized . The rate of 

capacity u t ilization is only 4.8 pe r cent in the BT~C mills . 14.4 per cent in ~he 

ETMA mil ls, and 40.2 per cent in the specialized mills and powerlooms . 

T he ex tremel y low cap acity utilization in t he large weaving mills is du e to 

t he fac t that almos t the whole of the existing looma ge capacity there uses old a n d 

o ut - dated technology . The large n um ber o f small a nd med iu m- sized powerloom 

units t hat were set up in the 1980s in t he private secto r have in g e neral narro w 

widt h powerlooms without adequate sizing and warping facili ties and as s uc h a re 

not scl1table for producing quality fabrics . The t ec hnology of weavin g has g reatly 

deve!oped in recent times and it is no w realized that t he tradit ional shut tle looms 

are no longer techn ically viable. Modernization of the existin g weavi ng mills with 

BMRE and s e ttin g up ne w u nits with state-of-t he-art t ec hnolog y will be need ed 

to im prove and expand prod uction of quality fabrics for domestic and export 

orien~ed RMG sector. 

The weaving sub-sector em ploys around 60,700 manpower of which 3,900 are 

in t he BTMC mills and 56,700 in the private-sector. Within the private sector, 

BTM A mills employ 5,500 manpower while the specialized and powerloom mills 

employ 51,200 people. Labour productivity (per manhour) in terms of production 

is 2.38 mete rs a nd in terms of value added is Tk . 12. 72. Labour productivit y in 

the pu blic sector is mu c h lower than in the private sector. 

Handloom 

The handloom industry dominates the weaving sub-sector in terms of 

production of fabrics, supplying about 68 per cent of the local fabric 

require ments. There are 212,421 handloom units in the country with a total of 514 

thousand looms which have a production capacity of around 925 million meters of 
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fabrics . At present, th e capacity utilization in term s of machinery is 47 per cent, 

and in terms of production 64 per cent. It is worth noting that the utilizatiun of 

the machin ery was nearly 70 pe;:- cent in the eighties. The significant decline in 

capacity utilization in r ece nt years can be attributed to, incer alia, shortage of 

working capital, high price of inputs . and particularly, uneven com;Jeti tion from 

illegal im ports. A significant f eatu re of the handloom indust r y is its high labour 

intensity. It currently employs about 0.-+9 million workers <,IIhich is about 90 per 

cent of the emp loyment in the weaving sector. 

The han dloom products have bright prospects In foreign market as well. 

On a small s cale, it cur:-ently exports cotton checkered fabrics called Grameen 

Check/Dhaka Check th r ou gh the e xport-oriented RMG sector, and a lso a token 

amount of silk produ cts like lamdani saree and silk fabrics . It is expected that 

the demand for such exports will increase significantly in the nea:- future . 

Knitting/Hosiery 

The hosiery industry prod uces different types of products s uch as under 

garments and stockings which was basically to meet local demand , but recently 

its products have entered the export market as weU. In fact, since about the 

mid- 1980s when along with the growth of domestic demand export of knit 

garm e nts picked up s ig nificantly, the knitting industry has turned into a fast 

growing t extile sub- s ector. Notice that in 1991/92 knitw ear expor t s accounted for 

less than 6 percent of the country's total export earnin gs , b u t in 1995/96 the 

share went up to 15 percen t . Also the capacit y u tilization in the export oriented 

knitting industry in terms of installed machinery is the hig hest (98 per cent) 

compared to all the sub-sectors of the textile industry. 
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Presently there are 334 hosiery UJ1its having 3131 body machines engaged 

in meeting domestic demand. These units have annual production capacity of 17 

million kg . However, the capacity utilization of these units in terms of installed 

machinery is about -+5 per cent . In addition, there are 254- knitting units with 

1309 circu la r knit machines and -+363 hosiery body machines in the expor: 

oriented sector having an annual production capacity of 37.2 million kgs. The 

knitting/hosiery su b-secto r employs around 13,200 people. This :s a highly 

promisin g sub - sector and supplies about 40 per cent of the to tal requirements 

of the export orient~d knit garm ent units of the country. 

Dyeing, Printing and Finishing Industry 

T here are 75 :nechanized and 175 semi-m echanized dyeing and finishing 

units with a total annual production capacity of 653 million meters. The capacity 

utilization in terms of production is 71 per cent. Besides, around 600 million 

be dyed and finished manually in the non

printing and finishing 

_7.- "--:_~ <::s, -,--~e.'-~~ ~~<::..~\..~~~'\ \~~ ,~~\..~~ ~'\:>.c.\i.,-'<.. ~\ ~'\:>.'-~~\. 

is very poor. There is therefore a strong need for e s tablishing ne w u nit s with 

modern technology to meet the present and future requirements of the dom estic 

an d the export -oriented RMG sector. 

The mec hanized and the semi-mechanized dyeing and finishing units employ 

a round 22,500 people. Information on the employment of the non- mechanized mills, 

however, is not a v aila ble. 
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Presently there are 334 hosiery units having 3131 body machines engaged 

in r.1eeting domestic demand. These units have annual production capacity of 17 

million kg. However, the capacity utilization of these units in terms of installed 

machinery is 2.bout -+5 per cent. In addit:'on, there are 25';' knitting units 'Nith 

1309 circu la r knit OTl2.chines and ';'363 hosiery body m2.cilines in the expor: 

oriented sector having an annual production capacity of 37.2 million kgs . The 

knitting/hosiery sub-sector employs around 13,200 people, This is a highly 

pro mising su b-sector and supplies 2.bout 40 per cent of the to ta l requirements 

of the export orient=d knit garment units of the country , 

Dyeing, Printing and Finishing Industry 

T here a re 75 mechanized an d 175 semi-m echanized dyeing and finishing 

units with a total annual production capacity of 653 million meters. The capacity 

utilization in terms of production is 71 per cent. Besides, around 600 million 

meters of fabrics 2.re said to be dyed and finished manually in the non

mechanized mills per year. A prob lem with the dyeing, printing 2.nd finishing 

industry is the use of old and out-dated machinery for which quality of output 

is very poor. There is therefore a strong need for establishing new units with 

modern technology to meet the present and future requirements of the dom estic 

and the export-oriented R~G sector. 

The mechanized and the semi-mechanized dyeing and finishing units employ 

around 22,500 people. Information on the employment of the non-mechanized mills, 

however, is not aV2.ilable. 
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Readymade Garments Industry 

The export oriented res.dymade garment industry{RMG) made its first 

appearance in Bangladesh in 1977/78 with 9 enterprises generating export 

earnings of only Tk. 1 million. In 1981 there were only 21 export-oriented 

garment units generating export earnings of Tk. 53 million{US S 2.9 million). As 

of June 1996, according to the Textile Ministry's Quarterly M.I.S. Report, there 

were 1830 export-orien ted RMG units, with 101 thousand sewing machines having 

annual production capacity of 1510 million pieces and employment of about 1.2 

million workers, 95 per cent of whom were women. The latest information is that 

there are now more than 2200 export-oriented RMG units in the country. In 

1995/96, the RMG expor ts generated foreign exchange earnings worth USS 2.58 

billion, a 5- f01d increase over 1989/90, depicting an annual compound growth rate 

of over 30 per cent during these six years (Table r1.3). 
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Table II.3 Production and Export Earnin g s of RMG Industry 

Year Produ ctio n Value of Value of Annual 
( million pes. ) Export s Export Gro"" th Rc.te 

( million t .- . ) (million U S5 ) of Val ue of 
I Ex por t s (%) 
I 

I 

i 1977- 78 3. 15 1.02 0 .0 7 -
I 1978-79 3.94 1. 56 I 0.10 4 2.8 

1979- 80 13..+0 10.08 0.6S I 580. 0 

1980-81 23 .64 52.99 2.93 330.9 

1981 - 82 30.73 140.14 6.34 116.0 

1982-83 34.6 2 255 .22 10.42 64.4 

1983-84 36 .25 774 .78 30.74 195.0 I 

1984- 85 206.85 1,944.08 69.4-3 125.9 

1985-86 291.56 2,916.93 I 96.27 38.6 

1986- 87 255.11 9.650.02 311.29 223.3 

1987- 88 285 .50 10,482.74 332.78 6.9 . 

1988- 89 296.46 12,006.66 372.07 11.8 I 

1989-90 316.12 17,910.04 513.18 37.9 

1990-91 367.12 23,3·+4 .22 652.25 27.1 I 

1991-92 436.43 42,750 .00 1,096. 15 68.1 

1992- 93 582.29 57,275 .00 1,439.07 31.3 

1993- 94 789.47 61,997 .00 1,540.30 7.03 

1994- 95 1184.20 89,529 .00 2.232.64 4-+.9 

1995- 96 I 1315.80 106,337.00 2,531.00 15 .6 

So urce: Export Promotlon Bu r eau . 

T he pheno menal growth of the RMG industry can be attributed to a number 

of factors. The technology and the manufacturing process are r elative ly sim pIe. 

Th e machi nery used is inexpe ns ive and easily available . The a ctivity i s la bour 

intensive and a very modest capital ba s e is neede d to start the business. Long 

term investment in land and build i ng is not required because the industry can 

operate on rented premises. Moreo v er, Banglades h has the advan tage of an 
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abunda nt supply of ch ec"- p and easily tra inable labou r fo rce , esp ecially the women 

fo lk. On to p of eve r yt hing , there was the emer gen ce of a ri sing class of well-

motivated entrepreneurs in the private sector "(of ho ".ere in terested in the 

develo p ment of wealth creat in g activi t ie s and ready to b ui ld busines s or ien ted 

t o p r od uc t ion . 

These fac::ors coup led with fa voura ble polic y incentives such a s (a ) a 

liberal t rad e policy fo r the R~G industry, (b ) preferentia l tariff on importe d 

ma chine r y , (c ) bo nde d warehouse facili ties for du t y - f r ee imports of inputs , (d ) 

fa cilit y to im port u nder bac k- to-back L IC, an d (e ) easy availa bility of ba nk 

credit facilitated t he rapid gro wth of t;,e R~,jG ind u stry . However , probably the 

most importan t fac tor that propelle d th e g rowth of RMG exports of Bang lades h is 

t he be nefi t of reserv ed ma rk ets that the country has enjoyed in industria l 

countries under the quota s y stem of ~ult i Fibre Arrangements (MF .-\ ). 

The explosive growth in the R.\1G in d ustry has not, ho wever, been 

s upported by the growth of backward linkage facilities such as spinning, 

weaving, and dyeing and finishing units . Since local fabrics are of poor quality , 

of non- competitive prices, and inadequate in supply, the industry has remained 

almost totally dependent on imported fabrics. At present, the RMG in d ustry meets 

about 95 - 96 per cent of its fabric needs and about 50 per cent of t he requ ired 

accessories by import, for which reason the net value addition in RMG prod uction 
.,..~~ .. 

i s negligible. In fact, the net foreign exchan ge earning from Bangladesh's RMG 

export is only about 25-30 per cent of the total value of exports . Obviously, 

value a d dition in RMG p roduction could be substantia lly enhanced if the in dustr y 

could be fed by · locally prod uced fa brics an d acces sorie s . Ho wev er, mor e 

important is the fact that in the absence of bac kward lin ka ges the growth of RMG 

s.ub-sector has failed to create an y d y namis m in the textile industry a s a whole . 
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As mentioned earlier , a major facto r behind the fast growth in R:.!G 

export s i s the securit y of market a cces s that Ba ngladesh has enjoyed in th e 

d ev e lope d country mar kecs (US and Canada) under t he system of MfA quotas . 

With the emergence of Wo r ld Trade Organiz ation(WTO) , t he in tegration of t extiles 

and clothing trade into WTO, and the p has in g out of the ~iFA by yea r 2005, t he 

garments export fro m Ban gla d es h will face ope n competit ion in the wor ld mar ket, 

in particu lar from Pa kistan, In dia, China, and Thailand. Th ese are the Ca ll n tries 

from which Bangladesh currently imports most of its fabric requirements and 

which , in a quota free world, may consider expanding their o wn R:.!G exports by 

using locally produced fabri cs. T his will definitely put Bangladesh a t a 

disadvantage because of the ac.verse impact it is likely to have on t he cost and 

a vailability of fabrics t he country will need to feed its RMG industries9• 

Appropriate backward linkages will therefore have to be built to face the 

challenges posed by the impend in g phase- out of the quota in the industrial 

country markets . This will necessitate creation of new capacity in spinning, 

weaving, knitting, and dyeing and finishing industry with appropriate technology. 

Given the country's low labour cost and maintenan ce of a favourable policy 

environment to which the Government is committed, the RMG industry 10 

Bangla desh will be able to face the challenges of open competition and retain it s 

comparative advantage even in a quota free world if only backward linkage 

in dustries are developed in a planned manner. All this will call for active 

Government support with appropriate policy packages for the promotion and 

Bangladesh imports fabrics also from Hong Kong and South Korea but 
these cou'ri'fnes have of late concentrated on the production of high-value 
garment products and are unlikely to be Bangladesh's competitors in RMG 
exports in the future when such trade will be liberalized. 

23 



development of backward linkage industries In order to sustain the momentum of 

RYlG growth. 

There is also ~ general consensus that value addition, which is no w 

dismally low, needs to be augmented if net export earning from RMG is to be 

increased. To achieve this, steps must be t2.ken to establish backward linkage 

from the RYlG industry to spinning, weaving, and dyeing and finishing sub

sectors so that the local textile industry can supply the required fabric to the 

export oriented RMG industry. It is of course true that export earnings can be 

increased also by export volume growth, but a two-pronged approach which ?fill 

ensure smooth supply of fabrics to the export oriented RYlG industry and at the 

same time increase its domestic value addition is likely to be more effective . 

The textile industry in this cou ntry has grown in an unplanned manner 

and consequently demand supply gaps have arisen in the case of yarn and 

fabric. The Government, however, appears to be highly com mitted to the textile 

industry, and in the recently announced Textile Policy textiles has been declared 

as the thrust sector. The main objective of the textile policy is to achieve self

sufficiency in yarn and fabrics to meet the needs of the RMG ind ustry throug h 

backward linkages and b y encouraging investment particularly by private 

investors, both local and foreig n. The textile policy, however, lacks in effective 

strategies for a balanced develop ment of a ll textile sub-sectors. Devising 

appropriate strategies to promote a balanced expansion of the textile sector is, 

however, a difficult task, particularly because the interests of su b-sectors like 

spinning and weaving are conflicting in nature. For this reason, it is necessary 

to formulate an incentive structure that will facilitate a harmonious development 

of different textile sub-sectors and not impede the growth of any particular sub

sector. 
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Chapter III 

Current and Projected Yarn Gap in Bangladesh 

Demand for yarn is a derived demand generated by weavers and knitters 

that supply fabric to meet the demand for 10C2.1 consumption as well as for 

export - oriented RMG production. About 85 per cent of <:he deman d is generatec: 

by the weavers - mills, poweriooms and handlooms, and the rest by the knitte rs. 

The prevailing demand supp ly gap in yarn in Bang ladesh and the gaps projected 

for successive years upto 2005 are estimated here from the requireme nts o f 

fabrics for the do mestic market as well as for the expon- oriented RMG indusl~r.Y. 

Fabric Gap 

In 1994/95, the country's total fabric requirement was 3270 million meters 

of which 1820 million meters was needed by the export oriented RMG indust:ries 

and the rest was needed for local consumption(Table III.I). Total domestic fab ric 

production was, however, only 1042 million meters whic!"! could meet approximately 

32 per cent of the country's total fabric requirement. At present, only 4- 5 per 

cent of the woven fabric requireme nt of the export oriented R~·tG industries is 

met with local supplies. However, there has been a considerable progress in the 

production of knitted fabrics. Local knitting mills are now able to supply around 

40 per cent of the requirerrlent of the knitted fabrics of the export oriented RMG 

industries. 
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Table IIL1 Fabric Requirement 1994/95 - 2(){)4./05 
(million meters) 

J 
Year Demand for Demand by Total To tal Fabric !' ~::.!.c f 

Ga p Local Export Dem a nd for p;:oduction 

11 
Consum ption Oriented Fa bric 

R)iG 

1994/ 1995.a I 1450 1820 I 3270 I 1042 2229 

I 1995/1996 1519 j 2002 3521 109.1 2-+27 
! 1996/1997 1591 I 2202 I 3794 IP8 I I 

, 2645 , 

1997 /1998 1673 
I 

2;.22 4096 1206 2890 

1998/1999 1760 2665 I 4424 1266 I 3158 
! 
I 

1999/2000 I 1860 2931 4791 1329 3462 

2000/2001 1963 3078 5041 1396 3645 
I 

I 

2001/2002 2079 "'"'I""' '''''''' I 5311 I 1465 , 3845 
i 

~-..)-

2002/2003 I 2202 I 3393 I 55 95 I 1539 4057 I 
2003/2004 2333 I 3563 I 5895 1616 4280 

2004/2005 I 23 70 I 374 1 I 6111 I · 1696 I 4414- ! 

.. l -Note: Textile MIOlSUY s estlmates. See Textile Policy 199) . 

(1) RMG demand to grow @10% annually upto 2000, and then @5% upto 2005. 

(2) Local market demand is projected by using the following form ula: 

Dt = 

Do = 

N = 

G = 

P = 

Do(l + N.G)t, Pt 
where, Dt = Demand for fabric at time t 

Per capita effective demand for fabric at the base year 1994/95 

(i.e., apparent consum ption of 12.14 meters) 

Income elasticity of demand for fabrics (assumed at 

0.8) 

Annual growth rate of per capita income; 2.9% in 1995/96, 

3.7% during 1996/97 & 1997/98, 4.2% till 1999/2000, and 5..+% 

thereafter. 

119.4 million in mid-199S, 130.5 m. in mid-2000, and 140.8m. 

in mid-200S (taken from World Bank 1995 CE~,i) . Annual 

population growth is 1.8% between 1995- 2000 and 1.6% betwee n 

2000- 2005 . 

(3) Domestic production of fab rics to grow annually @5%. 
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Table IIL1 presents projec:ions for Bangladesh's total fabric demand, 

domestic production of fabrics. and the overaJ fabric gap for t~e period upto 

2004/05. The assumptions and the formula used for purpose of making 

projections are describ ed in the Note to the Table. The projections sr.ow that the 

gap between demand and su pply will be widening over time. In fact, 'cotal de~and 

gap nearly doubles to 4414 million meters in year 2004/05 from 2229 million meters 

in 1994/95. 

Yam Gap 

Tab le IIL 2 provides the projected demand fo r yarn corresponding to the 

fabric requirement: generated by local consumption as "Nell as by the export 

oriented RMG industries. The average ann ual rate of growth of yarn demand is 

expected to be 8.27 per cent during the period 1995/96 to 1999/2000 and 5 per 

cent per year between the period 2000/01 and 2004/05. The yarn demand for 

domestic requirement will increase from 161 millio n kg in 1994/95 to 207 million 

kg in 1999/2000, and to 263 million kg in 2004/05. For export oriented RMG 

industry the yarn requirement will increase from 270 million kg in 1994/95 to 434 

million kg in 1999/2000, and to 554 million kg in 2004/05. The total yarn 

requirement will nearly double, rising from 431 million kg to 818 million kg, 

between the period 1994/95 - 2004/05 . 
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Table III.2: Requirement of Cotton Yarn, 1994/95 - 2004/ 05 
(millio n kg) 

II 
--

I Yea r Dem a nd for Yar71 Demand i Toea] Demand I Pr ojec ted 
I 
I Pr odu cin g for Ex port for Yarn Growth of 

Fa bric fo r Orien ted R)iG Yarn De mand 
Domestic Indu s t r y (%) , 

Consumption 
I 
I 1994/1995 161 270 .. U l I -

1995 / 1996 169 297 465 I 8.04-

1996 / 1997 177 326 503 8. 10 

1997/ 1998 186 359 545 r 8.30 

J 1998/1 999 196 395 590 8.35 

. 1999/2000 207 434 641 8.58 

2000/2001 218 I 456 674- I 5.17 

2001/2002 231 4-79 710 I 5.30 
I 

2002/2003 245 503 747 I 5.30 
I 
I 2003 / 2004 259 528 . 787 5.30 , 

2004/2005 263 5:: ,1 
..I"T · 8~, 3.88 

Notes: Estimated on the basis . of fabric demand presented in Table IILl, and 
assuming that: 
(1) 1 kg of yarn produces 9 meters of fabrics for local consumption: 
(2) 1 kg of yarn produces 6.75 meters of fabrics for export oriented RMG 

production. 

Currently (1995/96), local sources supply on ly 24 per cent of the country 's 

yarn requirement. In 1994/95, 97 million kg of yarn was produced by the local 

mills (Table IIL3) . The de mand for yarn was 431 million kg of whic h demand fo r 

do mestic fa bric production and expor t oriented R~G ind u stry was 161 an d 270 

million kg, respectively (Table IIL3 ). However, in 1995/96 yarn production 

increased to 113 million kg as 8 new mills com menced product ion. In addition, 17 

more mills with a total annual production capacit y of 69. 96 million kg are at 
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d ifferent stag es of implemen tiit ion . It is expected that these mills will s ta r t 

p rod u ction in t he ne:>..'1: 3 years whic h w ill raise yarn prod uction to arou nd 172 

mil lion kg i n 1998/99, when the local mills will be able to supply around 29 per 

c ent o f t he country ' s total y a rn req uire me n t (Table II I.3 ). 

In this stud y we present three alter native scenarios of yar n productio n for 

purpose of the projection exercise. Sce nario .A. portrays a sit uation of self

sufficiency in yarn production in 2005 and prov ides an estimate of the number 

of spinning mills that will be required to be established eac h year to meet all the 

Y2.rn requirement locally. The projections under Scenario B are based on the 

assumption that 100 per cent of the yarn requirement for domestic consumption 

and 50 per cent of the export-oriented RMG requirement will be produced locally 

in 2004/05. Under scenario C, it is assumed that yarn production will continue 

to increase at the rate of 15 per cent each year in the period betw een 1999/2000-

2004/05 , i.e., at the rate at which yarn production is expected to increase during 

the early years of 1994/95- 1998/99. 

Implication for New Investment 

Scenario A 

Given the pn~sent level of yarn production and the projected demand for 

yarn, local production of yarn on average will hav e to grow by about 24 per cen t 

per annum over the period 1994/95 to 2004/2005. However. taking into account 

the mills currently under implementation, it is expected that yarn production will 

grow by an average of only 15 per cent per annum between 1994/95 and 1998/99. 

It implies that in the period between 1999/2000 and 2004/05, yarn production will 

have to grow by approximately 30 per cent per year to meet the yarn demand 

locally by 2005(Table IIL3). 
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Table IIL3: Self--Sufficiency 1.1"1 ::a:-:-: by 2005 Scenario A 

r 
a I 

~ I 
Year Desired Yarn Desired 

I 
Sp .i....J.r-i..~ I Add.it icnal Requ i red Fulfil:wnt 

?:-oduction Gro<n:h Ci':'::'13 b I ~.::.!.s Spind l e 0:: D9lland , (n . kg) :<ate (' ) rtequ..:.re d :tsc;u:' :red Capac':' -:.y out af 

I eac.'l Year (in 000) Local 
I I I ?roduC"ti on ~ I , 

(\ ) ~ 

I l 
I 

199~/~5 97 - 110 2016 .0 23 1 1995/1.99-5 113 16.5 I 118 8 2105 .2 24-
I 

~96/~7 133 17.4 I 
! 

124- 6 2245.5 26 I 

1.99 7 1.t398 152 14.8 I 129 I 5 2385.7 28 

1.996/1999 172 13.3 135 I 6 2530.2 29 

.19'99 / 2000 I 224 I 29.6 150 I 15 2895.0 35 

2000/200l. 290 29.6 I 169 19 3367.7 43 
, 

! , 2001/2002 375 29.6 I 194 25 3980.4 53 
I 

2002/2003 487 29.6 , 226 I 32 4774.6 65 

2003/200~ 631 I 29.6 267 I 41 5803.9 80 

2004/2005 818 
, 

29.6 I 320 I 53 I 7137.9 100 

Note : a Actual For 1994/95 - 1998/ 9S. and Projected for 1999/2000 - 2004/05 . 

b Annuat production ca pacity of a spinning mill of 25,000 spindles is assumed to 

be 3.5 million kg (6 oz./spindle/shif~ X 3 X 330 X 25,000 X 0.85= 3.5 million kg of 

yarn of 32
8 count). 

'_ he estimated increase in ya:-n production under Scenario A will require 

an inc:rease in the number of spindles from 2016.0 thousand (based on capacity 

utilization) in 1994/ 95 to over 7,000 thousand by 2005 . In addition to the 17 miils 

under implementation that will be completed by 1999 raising the total number of 

mills to 135 and the spindle capacity to 2530.2 thousand. 185 new mills with 25,000 

spindles each will be required to be established by 2005. These additional mills 

may be set up in a planned manner as shown in column 5 of table IIL3. This will 

require investment of Tk. 74 .0 billion spread over the period 1999/2000- 2004/05. 
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Scenario B 

U>1de r scenario B, loc2.l production of Y2.rn will have to be inc:re2.sed to 5~0 

million kg by ye2.r :2005 which will meet 66 per cent of the tot2.1 Y2.r:1 demand of 

th e country. This is achiev2.ble if yarn production grows 2.t an· a.nnual average 

rate of 18.7 per cent per year over the entire period of 1995/96 - 2004/05 (T2.b le 

IlIA) . Given that the yarn produ ction in the coming 3 years (1996/97 - 1998/99) 

will grow by 15 per cent on 2.verage, yarn production in t he subsequent years 

upto 2005 will have to grow at a higher rate of 21.0 per cent. In order to 

achieve the desired expansion of yarn production, 104 additionc.l mills will ha ve 

to be com missioned starting from 1999/2000, in add ition to the 17 projects already 

under implementatio n . The required new investment for that purpose over the 

period 1999/2000 to 2004/05 is Tk. L1.6 billion which i s abo ut 56 per cent of the 

investiilent reo. uL-ement under scen2.r1o A. 
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Table IIIA: 100"; of Local Requirement &: 50~ of RMG Requirement to be 
met out of Local Production by 2005: Scenario B 

Yallr 
.4 Dr&airad !A3Bi::sd Desir .. d Dasirad Roquirsd ':<equira Requirs P'1.IHia. 

I YeArn Yam 7ot~1 Gro<Tth Spil'1rli.gg C. d nt ot 

I Prod. ?rod . fo r Yarn of Yarn Hills .l.ddi tio Spindle Del!.and 

I 
tor ::u1G Local Prod. ?rod. nal Capacit out ot 
(lI . kg) ConJlWlpt. ( • . kg) P) Hills y Local 

(::a . kg) (' 000) Prod . 
(\) 

l.99 ./l.9'9 5 - I - 97 I - 1.1.0 - 2016.0 -
l.995/l.9% 3C a3 1.13 16.5 1.l.8 I a 2105 . 2 24 

1996/l.997 49 83 1.J3 17 . 4 1.24 6 2245 . 5 ~ 

l.997/l.998 69 a3 132 14 . 8 129 5 2385. 7 28 

.1.9'Jt! / 1999 I a9 I a3 172 13.3 135 6 2530 .2 29 

l.399/2000 100 101 209 
I 

21.0 145 10 2788. 5 33 

2000/2001 I 130 1.22 2!52 21.0 l..!57 1.2 3101.0 37 

2001/2002 157 1<48 30S 21.0 1 7::! 15 3479. 0 43 

I I I 
, 

2002/2003 l.S'O 179 369 21.0 190 18 3936.3 49 

2003 / z00.4 229 I 217 4-47 21.0 21l 22 ~ .. 57 

zoo.4/2005 I 277 ~ I 5+0 21.0 23S I 27 5153.6 60 

Note: • and b As for table IID. 

Scenario C 

, 

I 

If the yarn production is to grow by 15 per cent per year over the entire 

period upto 2005 as is anticipated for the initial four years, i.e., upto 1998/99, 

then total domestic production of yarn will increase from 113 million kg in 

1995/96 to 399 million kg in 2004/05 . This will require establishment of 65 

additional mills between 1999/2000 - 2004/2005 , i.e. , o n average 11 mills per year. 

The required investment for that purpose will be Tk 26.0 billion by 2005, when 

it will be possib le to meet 57 per cen t of the demand generated by the RMG 

sector and 32 per cent of the demand generat~d ~by local fabric needs. Overall, 

the spinning mills under scenario-C will meet 49 per cent of the country's total 

yarn demand in 2005 as against only 24 per cent in 1995/96 (Table IlLS). 
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Table III.5: Maintainin g Constant Growth Rate: Scenario C 

r:;=:;a '::'otal Yarn GroVtil o! R&quir <"Ki Additional 

I 
Req\li::9d i"lllfilo ot 

Prod . Yarn Prod . SP~ ~.i1l5 Spindle ~out 

( JI.X9) (~ ) l".illJl Requirlld c,."pacity of Local 

I (' 000) Prod . (' ) 
I 

1 9"9-4 /H'95 I 97 - 110 I - 2016.0 I 23 
I 

19'95/ :1.9% I 113 16.5 I 118 8 2105.2 I 24 

1.996/19'97 133 17.4 124 6 I 2245.5 I 26 

19'91/1.S33 152 14.8 129 5 2385.7 28 

:!298/1S~ 172 13.3 135 6 2530.2 29 
I 

~/:rooo 198 15.0 142 7 2715.0 31 

:rooo /2001. 228 15.0 151 9 2927.5 I 34 

2001/ZOO:Z 262 15.0 161 10 3171.9 37 

2002 /2003 302 15.0 172 11 3452..9 I 40 

2003/ zoo,.c. 347 15.0 I 185 13 3776.1 44 

200.4/2005 I 399 15.0 200 I 15 4147.8 49 

Note: • and· As for table ill.3. 

It is worth mentioning here that the number of mills currently under 

implementation shows that entrepreneurs have already started to set up backward 

linkage textile industries in Bangladesh. ~oreover, project proposals for 390 

textile mills (75 spinning, 130 weaving, 89 knitting & Hosiery, H dyeing & 

finishing, and 32 other textile processing units) are now under active 

consideration of different financial institutions of the country. 
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Chapter IV 

n~tern~rl1onaj Competitjveness 0'1 Cotion ~farn 

A comparative picture of the manufacturin g (conversion ) cost as well as t he 

total yarn cost of som e selected cou ntries by cost e lem e nts is pr ovided in tab les 

IV. l a n d IV.2. This will enable an understan ding of Banglades h's CQ mpetit ive 

position in yarn prod uction vis - a-vis other cou ntries . For p urpos e of in te r -

country co mparison we will us e t he cos t structure of Ba nglades h's private s ecto r 

mills only, in preference to t ha t of the pub lic sector mills . The reason is that the 

conversion cost of cotton yarn in Bangladesh ' s p ublic sector mills does not 

depict a correct pictu r e because of the use of exceSSlve manpower (and hence 

high labour cost) an d low capacit y utilization in thes e mills. Notice tha t the 

conversion cost of yarn in the public sector mills is 1.73 tim es the cost in the 

private sector mills, and the labour cost em bodie d in conversion cost in the 

public sector mills is more than twice that in the private sector mills. 

Conversion Cost 
... -'~": 

The com parison of conversion c()st of cotton yarn as s hown in table IV.1 

clearly demonstrates that Bangladesh's spinning mills have a competitive ed ge 

over all the comparator countries. Of particular interest to Bangladesh is the 

conversion cost differential in its spinning operation with that in India and 

Pakistan which are large producers and suppliers of raw cotton and cotton yarn 

in the world market. These two countries are important sources of supply of raw 

cotton used in Bangladesh's spinning mills. Bangladesh is also a large importer 

of cotton yarn from India which com petes with the locally produced yarns. 
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Table IV.I: International Comparison of Conversion (Manufacturing) 
Cost of Yarn, 1995 (U S S per kg of yarn) 

~ ::~eJ e::t I ~ Keres itiWld i:d:a P;.t:~1 3!'6~esb 
I 

J 

I ?mete Sector . l I Mlic Seder , 
I 

I 
faJAe I OJ3 OJ2 OJ; o.n OJ] 0.12 O.lJ 

(H) (1&) ( 19) (lj) (21) (05) (Ii) I 
I 

, wocor 0.45 O~ laS 0,02 o.~ 1.::0 I 054 
(19) I (051 (OJ) (O t) (!II ( ~7) 051 

I 

I 
I ?ner O~ 0.17 I O.i9 0.23 0.23 0.23 0.[5 

(2I) ( 10) ( HI (15) (I i) (~) (10) ! 

I 
, 

AuIili.!ry ~ater..al I 0.16 I 0.!4 0.!7 0.13 0.12 0.24 0.31 
(07) (08) (101 (O7) (07) (G'?) (I I) 

De;J re-i".ah:n I ~] 0,s) I O~ I O.5Z O.H 
I 

0.30 

I 
0.11 I 

I (Z9 ) (35) (:91 (30) (lSI (12) (07) 
I 
I I I L1terest 0':4 0.42 J':u 0":0 0.45 0.47 OJI 
I (IO) (24) (:1) (lll (23) (18) (211 

I 

I 
I I I 

rrul 2..:3 1.73 2.74 l.i8 1.£1] L~6 1.i8 
(100) (l00) (100) (100) (100) (100) (100) 

ind eI I 16! !17 I !!S I 120 !OB 173 100 I 
I 

Memo Items: Cost Factors 

Labour 24.31 5.65 1.56 I 0.56 0.43 0.44. 0.44 
Cost/hr 

I (US S) 

I Energy 0. 17 0.06 0.07 0.10 0.08 0.07 0.07 
Cost/KWH 
(US S) I I 

KWH 2.9 2.8 2.7 
I 

2.S 
I 

2.7 3.6 2.4 
Used/kg I 

I 

I I I 
18 13 13 Interest 4.5 12 15 16 

Rate (%) 

Note :(1) Conversion Cost in Bangladesh public sector mills is high because of low 
utilization of spinning capacity. Cost factors in the Memorandum items are taken 
from ITMF and relevant national sources. 
(2) Figures in parentheses denote percentages of the total. 
Sources: For Japan, Korea, Thailand and India: ITMF, International Production 
Cost Com oarisons, 1995; For Pakistan: All Pakistan Textile Mills Association 
(APTMA)j For Bangladesh: Ministry of Textiles, Quarterly MIS Report, June 1995. 
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i 
I Cos t 

I Element 

I Waste 
I 

Labour 

I Pow er 

I 
, A ux:ili.ary 

Material 

I Deprecia-
I 

tion 

I I n terest 

I 
I 

Tab le IV.2: International Comparison of Total Ya rn Cost, 
1995 (U S ~ pe r kg of yarn ) 

I Korea 
I 

I 

J a pan Thaila n d India Pakistan ~ Ban , ladesh 
./ 

PU"blic ' Pri'late I 
I I 

0 .33 0. 32 
I 

0 .33 
I 

0.21 
I 

0.33 

I 
0 . 12 

I 
0. 17 

(07 ) (08) (0 .88 ) (0 7 ) (09 ) (0 3 ) (05) 

I 
I 0.05 

I I I 
I 

0.45 
1

0
.
08 0 .02 0.20 1.20 

I 
0 .54-

(10 ) (02 ) I (0 1) (0 1) (06 ) (30 ) (H) 

I 
0 .50 0. 17 

I I 
i 

I 
0.19 I 0. 28 0.28 I 0 .23 0 . 15 

(11 ) (04 ) (05 ) (08 ) (08) (06) (0 4 ) 

I I ~o;~ I 0. 13 
I I 

I 
0 .16 0 . 17 0. 12 0 .24 

I 
0.20 

(03 ) (04 ) (04 ) (03 ) (06) (05) 

I 
0.70 0.60 

I 

I I 0.30 I 
0. 50 0 .52 0.24 I 0 . 11 

(15 ) (1 5 ) ( 2 ) (1 4) (07) (07) (03) 

I 
0.24 0.42 0.50 I 0.5 6 

I 
0 .4 5 

I 
0.47 0. 31 

(05 ) (10) (1 2 ) I ( . 6) (13 ) (1 2) (08) 

Conversion 
I 

2.38 1.73 
I 

1.74 I 1.78 I 1.60 2.56 I 1.48 
Cost (51) (43) (43) I (50) (45) (63) (4D) 

Raw 2.3 2 2.30 2.31 
I 

1.80 

I 
1.92 

I 
1. 50 I 2.26 

Material (49) (57 ) ( 57) (SO) (55 ) (37 ) (60) 
I 

Total Yarn 4.70 4.03 

I 
4.05 

I 
3.58 

I 
3.52 

I 
4 .06 

I 
3.74 

Cost (100) (100) (100) (100) (100) (100) (l00) 

Index 126 1108 108 96 I 94 I 109 100 

i 

I 

Sources: As for Table IV.l Raw material cost for India is calculated by taking the 
average E. I.C .A. s pot values of Shan kar - 6A and F- 414 ( Ref. : Cotton Outlook, 8 
December 199::;l increased by 10 perce nt to account for a dditional charges for 
reaching t he mill gate. Raw material cost fo r Pakistan is calculated by takin g 
export quota tions for MNH-93 price (Ret. : Cotton Outlook, 8 Decem ber 1995). 
Note: Figures in parentheses denote percentages of the total. 

Table IV.l shows that in compariso n with Bangladesh. t he conversion cost 

of yarn is 20 percent higher in India, and 8 percent higher in Pa kistan. It is 

noteworthy that in respect of conversion cost of yarn. Bangladesh has a 
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comparative advantage over India and Pakistan, even though labour cost per kg 
. 

of yarn in Bangladesh is much higher than in these countries. 

While Bangladesh has a clear competitive edge over other countries ln 

respect of overall conversion costs . there are, however, wide differences among 

these count r ies in respect of vanous individual cost components . A look at the 

magnitude of such differences should be instructive for policy purposes. 

Labour 

La bou r cost is t he sin gle most i mpo r t a nt co mponen t of con v ers io n cost of 

yarn in Ba ngla desh. It is, however, much higher than in all o t he r cou ntries 

including Japan where hourly wage rate is the highest, and in fact many times 

higher than the wage r ates in all comparator co untries. Wage rate is, however, 

only one determinant of u nit labour cost. and the wage rate in Bangladesh is not 

very dissimilar with that in India and Pakistan. Yet, mainly because of low la bour 

productivity, ' unit labour cost of yarn is much higher in Bangladesh than in 

other countries . This is confirmed by a recent World Bank study which compares 

the labour competitiveness in the textile production of Ind:a, Pakistan. Sri Lanka 

and Bangladesh and observes that while average dollar wages in Bangladesh are 

lower than in a ll comparators, productivity of labour in Bangladesh is much lower 

t han in all the se countries. IO This is also reflected in our table IV.l which shows 

tha t although la bour wage in India in U.S. dollars is 27 per cent higher than in 

Ban gladesh, unit labour cost of yarn in India is less than 4 per cent of the 

labour cost in Bangla desh. In Pakistan unit labour cost in yarn is only 37 pe r 

10 World Bank, Bangladesh: Labour Mark et Policies fo r Higher 
Employment, Report No. 13799-BD, 1995. 
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cent of that In Bangladesh although hourly wage costs in these two countries are 

abou t the same. In Japan , labour wage is 55 times higher than in Bangladesh, but 

the unit labour cost in yarn manu facturin g is 17 pe rcent lower t han in 

Bangladesh . 

Apart fro m relat ive wage rates and labour productivity, variation in 

exchan g e r ates a lso pla ys an important part in influencing unit labour costs . With 

exchange rate dep r eciatio n , t he dollar va lue of wages denomina ted in domes tic 

currency is reduced and hence unit labou r cos ts fa ll. In ta ble IV.3 in whic h 

changing labour costs in the 1990s in spinnin g an d wea ving in some deve loping 

countries are sho wn , it can be observed that t he differe nce in hourly labour cost 

in dollar terms has decreased s u bstantially be tw een Ban gladesh on the one hand 

and India and Pakis t an on the ot her. In 1990, ho urly la bou r cost in US dollar in 

India and Pakistan was, respectively, 200 per cent an d 62 per cent higher than 

in Bangladesh, bu t In 1996 it was only 27 per cent hig he r in India, and at par 

with Pakistan. Notice that bet ween 1990 and 1996, t he cu rrencies of India, 

Pakistan and Bangladesh have depreciated at rates of 101, 61, and 25 per cent 

respectively. The significant narrowing down in labour cost differences bet ween 

Bangladesh and these two countries over the past si.x years can only be 

explained by the faster pace of depreciation of Indian and Pakistani currencies 

relative to Bangladesh. 
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Table IV.3: Labour Cost in Spinning and Weaving 

- A· Industries in Some Develoo~ng Countries 
~AW ..... ~ =-=== 

Country 1990 1996 

I Total Exchan - Total Total Excha-
I Labour ge Rate labour labour I nge 

I Cost Per (Tk/USS) cost cost per Rate 
I Hour pe r hour (Tk/ 
I (local hour (local USS) 

currency) (Us s) currency) 

Sr i L&nka 9.57 39.32 0.24 24.57 54.94 

Indonall i a 451 1833 0.25 1205 2330 

I China 1. 75 4.72 0.37 I 4.85 8.33 

I Pakistan 8.31 21.55 0 .39 15.00 34.72 

India 12.40 17.28 0.72 19.64 34.85 

Thail..and 20.05 25.34 0.92 39.32 25.28 

BanqlJldaah* 7.75 32.92 10.24 18.05 41.25 

Source: Werner International Inc. Spinning and Weaving Labour Cost 
Comparisons, Summer 1990 an d Spring 1996. 
* Data for 1990 obtained from Bangladesh Bureau of Statistics. 

Total 
labour 

cost 
per 
hour 

( USS) 

0.45 

0.52 

0.58 

0.43 

0.56 

1.56 

0.44 

The lesson that can be drawn for Bang ladesh from the foregoing discussion 

is that in order to remain internationally competitive, wage rates should be linked 

to productivity, labour productivity should be made to improve though imparting 

new skills and technological improvements, and the exchange rate should be 

judiciously managed so as to avoid any major appreciation of the home currency 

in terms of the currencies of major competing countries. 

Power 

Power is a significant componen t of manufacturing cost. In fact in all the 

comparator countries except Bangladesh, the share of gower in the 

manufacturing cost of yarn is higher than the labour cost. The amount of power 
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consumed per unit of production does not vary widely among t he compar ator 

countries; it is within the range of 2.4 to 2.8 kwh per kg, the lowest being in 

Bangladesh at 2.4 KWH/kg. The rate is higher in countries where industries are' 

more automated. The cost of energy is lower i n Bangladesh com pared to Ind ia an d 

Pakistan, and the power cost per kg of yarn in Bangladesh is only 53 percent 

of the cost in these two countries. This partly offsets the disadvantage of lower 

labour productivity in Bangladesh's textiles sector. 

Capital Cost 

As in power, the cost of capital (depreciation and interest) is substantially 

lower in Ban gladesh's private sector mill s than in all comparator coun tries , 

including India and Pakistan . The depreciation period is known to be similar (8-

10 years) in a ll these countries, but, compared to Bangladesh , t he interest on 

capital is the lowest in Japan, somewhat lower in Korea, but higher in Thailand, 

India, and Pakistan. The prevailing interest rate differential between Bangladesh 

and other countries does not adequately explain the relatively much higher 

interest cost per Kg of yarn in these countries. A reasonab le explanation may be 

that the higher capital costs in Thailand, India, and Pakistan are due to the 

introduction of new capital equipment and modern technology in their mills. As 

a result of automation, labour ,productivity in t hese countries has also increased 

substantially, as is reflected in their lower relative unit labour cost. All this 

implies that technology upgradation is an inescapable necessity for the spinning 

mills, if the objectives of raising productive efficiency, improving product 

quality, and boosting labour productivity are to be achieved. 
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Total Yam Cost 

Raw :.ister..ru 

It has been seen In the foregoing that in respect of conver sion cos t of 

cotton yarn Bangladesh does have a com parative advantage over all com parator 

coun tries, including India and Pakistan which are Bangladesh's closest neighbou r s 

a s well a s important trading part ners and competitors as far as trade in textile 

ra w materials an d p rod uct s is concerned . 

Regardin g total yarn cost, how ever, Banglades h' s com par ative a d vantage 

over India and Pa kistan disappears , e ven thou gh it r etains i t s competi tiveness 

with the other comparator countries. The higher yarn cost in Bangladesh r elative 

to India and Pakistan is essentially d ue to the higher raw material cost whic h is 

the most important element of cost in the production of cotton yarn. 

Bangladesh imports most of its req uirement of raw cotton from the 

neighbouring countries of In dia and Pakistan, in particular from India. Here 

Bangladesh is clearly at a disadvantage because these t wo countries have natural 

advantages of close proximity to their raw material supplies and hence lower 

cos ts. Policies pursued by these countries in the form of export quota for raw 

cotton also create a wedge between the domestic prices of raw cotton at which 

the local spinning mills obtain their supplies and their international prices. These 

tan tamount to maintaining a system of dual prices, viz., (i) a low procurement 

price of raw cotton for the local spinning mills; and (ii) a higher relative export 

price of raw cotton at which other yarn-producing countries import cotton from 

I ndia and Pakis tan. This has in fact been an important policy tool designed to 

benefit t he spinning in dus t r y of t hese two coun t ries. 

Pakistan since 1995 has somewhat liberalized her cotton t rade. The dual 

price policy has been abandoned. Export restriction on cotton has been 
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withd r a'>'n , the policy to remaIn in force till June 1998. However, the imposition 

of certain strin gent conditions on the export of cotton r egardin g registration of 

buyers ' export contract with the Pakistan Export Promotion Bureau, opening of 

LIC by the buyer within a given time, penalty for delayed shipment, etc., 

prevent a fre e function ing of the market force s. In effect, thus, export control 

remains pervasive which continues to create a differential between the local 

market price and the price in the export market. 

The implication of such price differentials for the Bangladeshi spinnin g 

mills is t hat they have to obtain raw cotton of the same grade at prices'" about 

30 per cent higher than the Indian mills and 10 per cent hig her than the 

Pakistani mills l1
. On top of it, another 6-7 per cen t are added by way of bank 

charges, handling, freight, commission charges etc. which put Bangladesh in a 

disadvantageous situation. 

The adverse impact of suc h a policy pursued by the raw material supplying 

countries on Bangladesh's production cost of cotton yarn is eqsily understood. 

Althou gh the conversion cost of yarn in the private sector mills in Ban gladesh 

is lower than that in the Indian mills, the total cost of producing yarn is hig her. 

As can be seen from Table . IV. 2, while the conversion cost in a Ban glades hi 

spinning mill is 17 per cent lower than in Indian mills and 7.5 per cent lowe r 

than in Pakistani mills, the total yarn cost in Bangladesh is 4.5 and 6.2 per cent 

higher than in India and Pakistan, respectively . The reason is that raw cotton, 

the mos t important input in yarn production, costs about 25 .5 per cent more in 

Bangladeshi mills than in the Indian mills, and 17.7 per cent more than in 

Pakistani mills. 

II See Chapter V for greater details. 
-
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The implementation of new fiscal measures introduced by t he 1997/93 

budget · .. ·ill fu rther raise the raw material cost, and hence the yarn cost, of 

Bang ia deshi mills . Thus the imposition of 2.. 2.5 per cent infrastructure 

d evelop ment surcharge (IDS) on all imports, including the import of raw cotton, 

will . th b 12 raIse e cotton cost y a furthe r 2.5 per cen t . 

The conclusions of this chapter may be summed up thus:· 

I} The con version cost of yarn in Bangladesh is lower than in other countries 

which clearly demonstrates Bangladesh's competitive ad vantage with India and 
/ 

Pakistan that are the major competitors of Bangladesh in textiles and clothing . . 
High labo ur cost, a consequence of low labour productivity, is a negative factor 

in Bangladesh's textile industry. Unit labour costs also depend u pon exchange 

rate . The policy imperative for the Government is to enhance labou r s kill, 

upgrade technology in the spinning mills, and . reform labour market policies to 

establish link between wages and prod uctivity, and en sure a judicious 

management of the exchange rate. 

2) The competitive advantage of Bangladesh's textile mills is lost when unit 

production cost of yarn is compared with India and Pakistan. The cost 

disadvantage will get worse after the new provision of IDS which is applicab le 

to the import of raw cotton as well will be implemented . Additionally, the 

imposition of import duty @ 2.5 per cent on textile machinery coupled with 2.5 

p e r cent s urcharge will aggravate the problems of the spinning millslJ . 

12 Given the price differential that already exists between Ban gladesh 
and other countries, the imposition of IDS will constitute an additional burden 
to the local spinning mills. 

13 Import duty and surcharge on the import of textile machinery will 
together amount to (1.025)(1.025)-(1.0) or 5.06 per cent. 
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3) With appropriate policy assistance made available to the country1s spinning 

mills to match the natural advantages enjoyed by the Indian and Pakistani mills 

in the form of lower costs of raw cotton and close proximity to their sou~ces of 

supply, the mills in Bangladesh would definitely be able to produce and supply 

yarn at competitive prices. This will also encourage them to produce quality yarn 

both for feeding the domestic weaving and knitting industries as well as for 

export. 
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Chapter V 

Te~ 'j ie ~C'l r Re,ai~d 
Policies j Some S~,.,: ectad ~ fairies 

This chapter discusses the textile sector related policies of selected 

countries, viz ., India, Pakistan, Indonesia, Thailand, Viet Nam, and China. This will 

hopefully provide the perspectives against which Bangladesh's policies can be 

properly assessed in the next c hapter. 

India 

The textile industry is India's largest single industry . It accounts for 20 

percent of the country' s industrial production and 7.5 percent of GDP. With over 

1500 mill units, about 40 lakh handlooms, 17 lakh po werlooms, and thousands of 

garment, hosiery and processing units, the textile industry occupies a pivotal 

place in the country's econom y. Among textile mills, over 82 percent are 

exclusively spinn,ing units, and the others composite mills. The mill sector meets 

most of the yarn requirement of the country but contributes to as low as 8 

percent of the country's total fabric production. Seventy percent of total fabrics 

are produced by the powerlooms whilst handlooms account for the remaining 22 

percent. 

India's policy regarding cotton and yarn are crucial for Bangladesh, as 

Bangladesh imports both the items in huge quantity. India is one of the large 

cotton producing countries in the world. Based on its cotton crop, and strongly 

supported by various government policies, a well diversified te.xtile industry has 

grown up since the very early stage of her industrial development. 
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The Govern ment policy in India on cotton and yarn is very complicated in 

nature but its goal is very simple, which is to protect its textile industry. To 

that end, the Government actively intervenes In various ways in re gulating the 

domestic price of cotton which in turn contributes very significahtly to keeping 

the domestic price to the user mills at a much lower level than the comparable 

world price. First of all, the Govern ment guarantees a minim um price of cotton 

for its growers. This policy actually acts as an incentive for farmers to allocate 

their land in favour of cotton crop. In the second stage, once ~he crop is 

produced, adequate measures are taken to ensure that the crop can be used 10 

the textile mills at a relatively cheaper price. To meet this goal, the policy 

restricts the export of raw cotton. In fact, one major element of the policy 

measures in the textile sector is to increase value addition at every stage of 

production. The restrictions on the export of raw cotton are justified on the 

following grounds : 

(1) Quota free export of cotton mig ht increase the price of cotton in the 

domestic market and thereby make the Indian textile industry uncompetitive in 

the world market. 

(2) Free export of cotton would jeopardize the national objective of enhancin g 

value added in the textile sector. 

(3) The social objective of supplying yarn to handlooms, powerlooms, and hosiery 

units at a fairly low price would be hampered if cotton is exported freely. 

(4) It is contended that export of cotton involves shipment of better ginned 

choice cotton, the availability of which is limited, a view particularly upheld by 

the Indian Cotton Mills Federation (ICMF). 

46 . 



(5) Finally and most importantly, the policy makers beli~ve that unrestricted 

cotton export will indirectly help the competing cou iltries in the world textile 

mar ket by making available to them raw materials at cheaper prices. 

There is a strong recognition in Government and the business community 

in India t hat the basic strength of their cotton textile exports emanates from 

r elatively low cotton prices . It is feared that the advantage of lowe r cost of 

cotton (w hich is eu p he mis tically te r med as natural advantage) 'w ill be eroded by 

f ree export of cotton becaus e tha t would raise the cotton price in the domestic 

market and make India' s cotton textile prod uc t s furth er un compe t itive in t he 

world market as there is alread y s ufficien t evid e n c e that the corwersion cost of 

textile products in India is higher than in the co mpeting co untries 14
• 

The exact impact of Indian cotton policy and export restrictions on the 

relative cotton prices in domestic and export mar kets is difficult to assess, but 

there is plenty of e viden ce to show that the domestic price of raw cotton to t he 

Indian yarn manufacturer has been historically lower than its international price. 

A comparison of domestic prices of specific Indian cotton varietie s with quotations 

in international markets as presented in Table V.I reveals that the international 

prices of raw cotton a ;:-e about 20-49 percent higher than the domestic prices in 

India. This IS also borne out by the e vidence obtained fro m ind us try sources in 

India, and discussed in the following two paragraphs about the comparative 

cotton cost in Indian and international markets. 

14 ITMF, 1995 International Production Cost Comparison, Zurich, August 
1995. 
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Table - V. I : Bomba y Spot and In ternational Prices of Cotton Crop 
(U S cents per lb. ) 

I Co1:tcn Spec.ili cation I DIrta quo+..ed Baabay Spot Int'\, RJltlo ot Int' 1. ';.0 
Pr:l.oa Pri ce DoI::Ioe>rt..i c Pri ca , 

Ju l y <I , 1 995 H- 4 80 . 65 97.98 1.2149 
Feb a, 1996 J - 3 4SG 5 4.-43 78.00 1. -4330 
Apr il 11, 1996 J - 34SG 56. 8 5 7 7 . 50 1.3632 
J une 13, 1996 J - 34SG 60.0 2 73 .50 1.2246 
J uly -' , 19 9 .; J - 34SG 55 . 10 69. 5 0 1. 2613 
Dec 1 9 , 1996 J - 34SG 52.50 76.0 0 1.4-476 
J an 9, 1997 J-34 50.62 75. 5 0 1. 49 15 
J an 9, 199 7 Sh ankar- 6 65.73 8 0 . 00 1. 2171 
J an 23, 199 7 J - 34 51. 37 704.50 1. 4502 
J an 23, 1997 Shankar- 6 66 . 1 7 79.50 1 .201 5 
Jan 30, 1997 J -3 4SG 51. 95 704.00 1. 4 2 H 
Jan 30 , 1997 Shanka r-6 65.11 8 0 . 00 1 . 2267 
April 17 , .1997 J -3 4SG 53 . 37 71. 00 1. 33 0 3 
Aprill7 , 1997 Shankar-6 6 9 . 3 ~ 78.5 0 1 . 3119 

Not e : * Cl F North Europe quotatio n. 
Source : Va~ious Issu es of Co t t on Out look . 

I n the product ion of 30s cou n t yarn, an Indian spinning mill u ses F-414 

and Shankar- 6 Grade A cotton in the ratio of 50:50. The ma r ke t prices per k g of 

these two varieties prevailing in January 1997 were Rs. 47.42 and Rs. 50.62 

respectiveiy. The average price of cotton is thus Rs. 49.02/kg. The user mill has 

to incur additional costs, such as, 4.4% tax and other charges for selection, 

inspection, transportation, insurance, etc. which come to about 10% of the cotton 

price. The mill gate price of cotton is thus raised to Tk. 53.92/kg, i.e., US cents 

68 per lb. The international price for similar staple leng t h cotton in J a nuary 1997 

was US Cents 86/1b, which is 26.47% higher than the cotton cost for the In dian 

mill. 

As illustrated in the aforesaid example, the availability of raw cotton to the 

Indian spinning mill at a lower price confers on it a definite competitive 

advantage over the spinning mills in other countries which have to import cotton 

from the world market, including from India, at international prices that are 20-
"':"r, •• 

49 percent higher than the Indian mill gate price. The consequent disad vantage 
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suffered by yarn producing countries that base their production largely on 

im ported cotton is thus alarming because it tends to erode whatever other 

advantages these latter countries might have in yarn production. 

As mentioned earlier, the most striking feature of the policies that India 

pursues is the emphasis on the increase in domestic value addition. This is easily 

discernible if one looks at the Indian tariff structure. Thus, the duty on the 

import of cotton is currently zero, but historically the tariff rate on yarn has 

been kept at a high level. Since 1994, the customs duty on yarn import was 50 

percent advalorem. In 1996/97, the basic rate was brought down to 25 percent 

but a special duty of customs at 2 percent was iotrod uced that will remain 

effective upto March 31, 1999. There is also a countervailing duty on the impor t 

of cotton yarn and other textile related imports . At present, total import dut y 

including countervailing duty on cotton yarn (85% or more of cotton ) is 34.30 

percent. The prevailin g rates of import duty in India on items of interest to the 

textile ind ustry are shown in Table V.2. 

It is worth mentioning here that India has been in the practice of imposing 

countervailing duties (CVDs) not merely on the import of textile products but on 

virtually all major importables, ostensively with the objective of 'protecting their 

domestically produced substitutes from import competition . The economic 

justification for CVDs is difficult to find , because the Government of India never 

e s t a blishe d or even tried to establish through the norm3.l process of investiga tion 

if the industry or industries so defended were ever threatened by u nfa ir 

competition or su ffered any injury or threat of inju ry from the importe d 

product s. It transpired from enquiries made in connection wit h t he p r esent stud y 

that the Government of India have been accustomed to imposing CVDs on imports 

since 1947 along with statutory customs duties intending to give additional 
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protection to India's local industries so as to keep their products competitive 

against imported products at all cost. 15 

Apart from the import duties on yarn, there are quota restrictions on the 

export of yarn. This ensures that the local yarn is used in the domestic weaving 

industry. Again, nowadays superior long staple cotton is being increasingly used 

in India for blending with polyester for manufacture of blended yarn. But the 

rate of excise duty on such blended yarn is high. There are indications that in 

order to increase the intake of the superior long staple cotton the rate of excise 

duty on blended yarn might be lowered to augment the value addition in this 

sector. 

IS It may not be out of context to mention here that many of 
Bangladesh's exports to India are subjected to CYDs in addition to high import 
duties which effectively keep Bangladesh's exports out of the Indian market. 
Bilateral negotiations have failed to remedy the situation. See GOB, Ministry of 
Commerce's Memo. No. MOC/ITO/AEA/l(8)/96/564 of 26 August 1996 to 
Bangladesh National Board of Revenue and related communications .b:tween the 
Metropolitan Chamber of Commerce and Industry, Dhaka and the Mlmstry of 
Commerce, Government of Bangladesh. 
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Ta ble - V.2 I mport duty on the Textile Items in Tnd~ 1997-98 -
: CU&toiJ Itu ~ic Sp.cisl 70tal i .port duty 

'I' ... t"i!~ cu. t o ruJ duty at i nc l Uding 
Po ~d..in<;r duty (\ CUat o.s Counto./1li .i:·'lq 
:;0 . adva lor8ll1 (' du t y (\ ad 

a dvalor_ J ·,al orUl) 

I ~'20 .1.. 0 0 R.1.~ cotton , 1111 lHI lUI 

530~ . .1.0 , Via= s. Staple n bra 23 2 56 . 21 

3304 . 90 ~~.r Arti f iciAl Staple ? ibre 30 2 62. 36 

5303 . 20 Pol~at.r Staple Fibro 30 2 52. 36 

35 03 . 30 I Acrylic Btapla Fibr~ 30 '2 92.72 

~ 4 .02 Polywater FilaAent Yarn/?OY 30 '2 I 77. ~4 

54.02 ~ylon FilaAent Yam/POY 3 0 2 62.36 

~4 .03 .) Viscose Filament Yarn 30 '2 62 . 36 
- b) CUprllJDlOni Ull F ilaJllmt Yam I 30 2 

5204.11 Cotten Yam 
52.05 ( 85 parcant or JIOr-a ot cotton) 25 2 34.30 
5207.10 

55.09 
5~.10 Han- .... de Fibre Spun Yarn 50 2 86.96 
5~.11 

5802 .1.1. Cotten Terry Towel Fabrics 25 2 27 + Appropriate 
5802.19 bcise duty 

63 . 02 !arry Towels 25 2 27 + Appropriate 
5802 .19 b c ille duty 

52.08 52 + Appropriate 
52.09 b.aaic and 
52.10 other Cotton P'abrics 50 2 additiona l exci.8 
52.11 duty 
52.12 

. 54.07 52 + Appropriate 
54.08 buic and 
55.12 additional e xcise 
51.13 H&n-sada lI'il.aJtent labric:s 50 2 duty 
55.14 Kan-.. da Spun Fabrics 
55.15 
55.16 

28.36 Soda Mh 30 2 58.4 

2815 .11 Caustic SOda 30 2 58.4 
2615.12 

64.45 l'axtila MachineD: 
84.46 (a) 6pecl. t ied Machinery 10 2 23.2 
84.47 (b) Other than above 1.II'lder EPCG 25 2 39.7 
84.48 (c) With export obligation of 4 
84 . 49 ~ cn value of .. ch.inery to be 15 2 17 
64.50 tul.fi lied in 5 year. 

(d) With export obligation of 6 
tiJiIou CIF value to be fuUilied in 8 Nil lUI Hil 

o· yaara (Provided eII' vaJ.ue i. 20 
c::rore or abovtI) 

Source: The Indian Cotton Mills Federation, Report for the Year 1995-96, and 
Ministry of Finance, Government of India, Budget Documents of 1996-97 and 1997-
98. 
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In recent times the ICMF has been demanding withdrawal of restrictions 

on the export of cotton yarn with a view to ~ncouraging'higher cotton 

consumption and larger production of yar n by the local mills. They also argue 

that since spinning capacity and thus production of yarn has of late increased 

manyfold, the Government should raise the ceiling for export of cotton yarn to 

125 million kg. However, the export policy for cotton yarn in 1996 allowed only 

80 million kg of yarn for export, and at the same time exem pted the following 

categories of cotton ya rn from export restriction: 

(1) ,export by 100 percent export oriented industries 

(2) export by Export Promotion Capital Goods units to the extent of 

meetin g their export obligation 

(3) all export a gainst bilateral quota 

(4) all export of 41 counts an d above 

(5) export of processed yarn 

(6) export against import of cotton under Advance Licensing Scheme 

(7) export of cotton yarn against import of cotton under Open Genera l 

Licence (OGL) 

For modernization of textile mills the textile policy of 1985 provided for 

setting up a textile modernization fund. Under this scheme, funds for 

modernization were made availab le by financial institutions on soft terms. This 

was not, however, the only such scheme in a bid to modernize the sector. In fact,' 

in 1976 the GDvernment of India had introduced a soft loan scheme for the same 

purpose. This soft loan scheme was replaced by the Textile Modernization Fund 

in 1985 and an amount of Rs. 750 crore was earmarked for this purpose. There 

was a very enthusiastic response from mills to this scheme and the earmarked 
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amount was fully utilized. The scheme proved to be of great help in giving a 

boost to the modernization effort of the sector. Another important policy support 

to modernize the textile sector :::-eiates to facilities provided under the Export 

Promotion Capital Goods (EPCG) scheme, under which the textile sector can import 

sophisticated machinery at a zero duty bas is if the machines are worth Rs. 20 

crore or more. At present the t extile indus try is pressing hard to lower the 

minimum stipulation at Rs. 5 crores. An estimate given by the ICMF shows that 

presently the t extile sector is annually investing Rs. 1500 crore in modernization. 

Since the amount kept for the textile modernization fund has already been use d 

up there is also a demand that such scheme should be reintroduced immediately. 

It has been indicated earlier that the basic incentive structure of Indian 

textile policy is to promote value addition in the sector. There exist some specific 

regulatory mechanisms which augment this process . Firstly, in India, the mills 

designated as Export Oriented Units (EOUs) are allowed to import machinery and 

raw materials duty-free provided that 75 percent of their total production is 

exported. Secondly, the Export Promotion Capital Goods Scheme (E PCG) a llows 

other mills reduced duty on imports of machinery against export obligations . 

These mechanisms of generating value added are fu rther strengthened by the 

provisions of duty free import of raw cotton , high customs dut y and surcharge 

on the import of valu e added cotton, and special import licensing requi rements 

for the import of cotton fabric and apparel. Yet anot heft.:, im portant policy 

intervention is that the EOUs and firms that are required to import yarn and 

fabric t o meet their export obligations are given duty dis counts on these two 

value-added cotton imports. 

Finally, the Indian textile sector has target ed to achieve at least 5 percent 

share in the global trade in textiles and clothing by the turn of the century. In 
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order to fulfill this goal the industry is nO'N putting forward the following 

demands 

(l) Liberalization of yam export policy 

(2) Interest rate which is now at 20-24 per cent level be reduced at 8 percent 

(3) Import of sophisticated textile machinery against export obligation should 

be allowed on a duty free basis 

(4) Power tariff to be brought down significantly 

(5) Textile modernization fund should be reintroduced 

(6) T ec hnology Mission fo r cotton to be set up so that productivity g r owth in 

cotton- prod uction and quality of cotton could be im proved. 

Pakistan 

The ~extile sector in Pakistan is vitally important as it a lone contributes 

more than 60 percent of the country's total export earnings. Pakistan is also a 

large cotton producing country. In 1995, Pakistan produced 1361 thousand metric 

tons of cotton which was about 7.3 percent of the total world production. It is 

estimated that Pakistan ' s share in the world production in 1996 and 1997 would 

be 8.7 percent and 7.9 percent respectively. Based on this natural fibre a 

diversified textile sector has grown up in Pakistan. 

Until recently Pakistan had been practising a dual price policy for ra w 

cotton for protecting their local spinning industry. The policy provided fo r (a ) 

a lower procurement price for raw cotton at which the domestic spinning mills 

could procure raw cotton from the' local market and -(b) a minimum export price 

(MEP) of raw cotton imposed by the Government which was much higher than the 

domestic price. In addition, Pakistan had a 5 per cent tariff on imported cotton. 
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However, there has been some radicai change in Pakistan's cotton policy 

since 1995. The system of MEP has been abandoned . There is now no formal 

re st r iction on cotton export which has of late been opened to the private sector. 

The policy of f ree export of cotton would continue until 1997/98. The policy of 

minimum support price of seed cotton a s incentive to the grower al so remains 

effective. The import of cotton is now allowed free of any duty or restrictions. 

With the policy of free export and import of cotton without any duty and 

restrictions, the market would be expected to determine its own price and also 

the level of exportable surplus of cotton . There are, however, im portant snags 
" 

in policies regarding cotton exports that take away the beneficial effects of 

export liberalization. There are regulations requiring registration of export 

contracts with the Export Pro motion Bureau within a stipulated time, opening of 

LIC s by foreign buyers, again within a stipulate d time, pe nalty for delayed 

'shipment, etc., all of whic h create a price differential for the cotton crop between 

the local and the foreign markets. 

In a bid to remove t he various ' constraints faced by the local textile 

industry the Government of Pakistan in October 1995 announced a 17- point textile 

package, important feature s of which are the following : 

i) Payment of all dut y drawback claims would a lso be made by banks, in 

addition to collectorat:e of customs. 

ii) Duty draw back rates were raised on yarn, grey cloth, bleached, dyed and 

printed fa brics, textile made-ups and garments. 

iii) Existing exemption from payment of Export Development Fund (EDF) 

surcharge allowed on export of fabrics, made-ups and garments was 

extended upto 30th June, 1996. 
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iv) freight concession @ 25 percent was allowed from EDF on the export of non 

quota woollen a nd silk products . 

v) Re- finance borrowings we re either exem pted from the payment of excise 

duty o r if not legally possible, the tax would b e inclu ded in the tax rebate. 

vi) Banks were authorized to reschedule loans, reduce interest rates or freez e 

interes t paym e nts for viable spinning and weaving mills. 

vii) Pakistan Ba nking Council was allowed out-of- court settlement in cases 

where courts ha v e g ran t e d de crees against textile mills on their merit of 

each case. 
" 

The Pakistan Governmen t declared a f urt he r pa c kage to r evitalize the 

textile spinning sector in No vember 1996. The ob jective was to (i) en hance the 

availability of cotton and polyester fibre, (ii ) to improve value additio n in t he 

textile sector, (iii) to provide cheap and assured working capital, and (iv) to 

improve the existing duty drawback scheme. Some of the measures taken to 

achie v e these objectives are as follows : 

a) 5 per cent custom duty on cotton import was removed. 

b) The regulatory duty of 15 per cent on polyester and 10 per cen t 

regulatory duty on viscose fibre and acrylic fibre were reduced to 5 

percen t. 

c) The 5 per cent excise duty on polyester fibre was removed . 

d) Sta t e Ban k of Pakistan would ensure adeq uate availability of credit to this 

sector. 

e) Duty dr.awback s would be automatically a.djusted whQnever there was a n 

exchange rate movement. This would be effectiv e 90 days after the 

exchange rate change. 
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n :'lan- made fi b r e s whic h a:;:e not produced ~oca ly would be allowed under 

the existing no d u ty no d raw bac k scneme. 

g) Export r ebate wo uld b e paid fo r duties ?aid o n all i n pu ts of the 

domestically p r o duced pollster fibre. 

Apart from -this, the Go vernment i n Decemb er 1996 d e clar ed another po lic y 

package to revitalize the va lue added of t he t extile s ector. Some importan t 

measures t a ke n un der t his packag e are 

i) R e g u latory d u ty o n polyester c hips , used in the man ufact ure of filam e nt 

yarn was reduced from 10 to 5 p e r ce n t . 

ii ) I m port of processing machinery for t h e t ext ile p r ocessi n g indus t r y was 

liberalized . The mac hinery whether old or ne w would be allowed i mport 

withou t limit. How e ver, old machinery would be allowed on ly if it had a 

wor king life of 7 y ears a nd it was so certified by so me inte rnatio nally 

reco gnised s u r veyor o r inspection a ge n cy. 

iii) Regulatory du ty was wa ive d on s o me of t he in d u stria l se win g machines , 

k nitting mac hin e s a n d their spares . 

iv ) Unused inputs i mporte d by t he e xpor t e r s i n their manufacturing bonds 

would be allowed re- expo r t f reel y , if t he se cannot b e consumed within the 

t ime frame a llo wed u nde r s om e reg ulation s . 

v ) Duty drawbac ks on pac king materials t o t he garment and hos iery e xports 

we r e a llo wed . 

vi) Except t h r ead, wadding for jackets, and zip per fo r garments , the rate of 

sales tax on textiles and some other exports was reduced f rom 18 to 10 per 

cent. 
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Pakistan also practises several other measures to promote export of textiles 

and other related itel,;s. For a long time the export-oriented firms were granted 

a complete duty exemption from customs on import of raw materials. The textile 

and clothing firms also enjoyed duty free import of plant and equipment. At 

present, firms in the export-processing zones are exem pt from income taxes for 

at least five years and there are other provisions to reim burse the duties and 

indirect taxes in accordance with standard rates. Concessional freight rates are 

provided for a number of items inclu ding textile goods and thi s facility has been 

extended t o all goods destined for Africa and Latin America. 

The textile industry also benefits from the Export Finance Sch em e. This 

scheme was first introduced as early as 1971 when it was known as "Refinance 

Scheme for Non- Traditional and Newly Emerging Exports" and its objective was 

to provide ade quate bank credit for exports of non traditional and newly 

emerging commodities on favourable terms. Later, from 1976 it was decided to 

include all manufactured goods in the scheme and consequently all exports other 

than raw cotton, rice, wool, and hides and skins were made eligible for 

concessionary finance and the sche me was renamed as Refinance Scheme for 

Exports. Subsequently, the scope of the scheme was enlarged further and 

currently it is called Export Finance Scheme. The scheme covers all items of 

exports other than rice, ra w cotton, cotton yarn, fish and fish preparation s, 

petroleum products, leather, raw wool, vegetables and some other small 

miscellaneous items. However, in the export policy of 1995/96 synthetic and 

blended yarn were made eligible to get the facilities provided under the Export 

Finance Scheme. This scheme envisages the provision of financing facility to the 

exporters by the commercial banks for export for eligible commodities at 

concessiona! rates not exceeding 13 per cent. Where refinance is obtained from 
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the State Bank, the Bank participates in the overall profit and loss of the bank 

concerned subject to a maximum of 10 per cent. The banks providing export 

finance to the exporters become entitled to ave.il refinance facility from ~he state 

Ban k of Pakistan. 

Indonesia1e 

The be ginning of Indonesia's textile industry dates bac k to early 1950s 

when weavin g a nd knitting industries deve lope d, which in turn spaw ned the 

g ro wth of yarn spin ning and fibre raw ma t erial manufact uring industries. The 

textile ind us try in Indonesia, in fac t , began wit h the import s ubstitutio n of 

consumer goods such as fa b rics an d knit wear, and this led to the gradual growth 

of upstream sectors like s pinnin g an d synthetic fibres. Moreover, the expansion 

of the domestic market for readymade garments enhanced the development of 

midstream (weaving and dyeing and finishing) and upstream sectors. The 

Indonesian textile industry has over years experienced an unprecedented boom 

generally supported by a rapid surge in exports till the early 1990s. As a result, 

the sector has become the country' s largest export indust ry after the petroleum 

and natural gas sector. The factors that contributed to t he tremendous growth 

of Indonesian textile sector can be identified as (i) rising wages in Asian NIEs 

which gave Indonesia a comparative advantage in terms of lower labour cost, (li) 

the devaluation of Rupiah in 1983 which provided incentives to the textile 

16 Information on In donesian Textile Policy collected from Department 
PerindustriBn Direktorat Jenderai Industri Aneks, Jakarta through the 
Embassy of Bangladesh in Jakarta. 
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expor te rs, (iii) improved produc : quality, and f inally (iv) a huge foreign capital 

inflow whic h was mainly concentrated in the textile sector. 

',yith the es tablis hme n t of capital investment law i n 1967, foreign investors 

began to in v es t in I ndo nes ia a s a mean s of maintaining their market share . 

Particularly the s pin nin g s ecto r develo ped wi th Japa llese inves tment into this 

area. At presen t , Japan, China, Ko rea a n d Taiwan are t he major inves to rs in 

Indonesian textile sector. Such in vestmen t s a r e main ly in garment manufacturing 

and other garme nt related operations, such as woven fabrics , knit wear, dyeing , 

and b utton manufacturing. Besides foreign investment, a number of gov ernment 

policies have been conducive to t he growth of Indonesian textile sector: The 

Government 'of Indones ia provided the following export incentive schemes 

a) Export financing facilities were granted to the exporters under which 

relatively low cost financing with an up pe r li mit of 85 percent of 

manufacturing cost for export was provided, 

b) Import duties on machinery and componen t s were either reduced or 

eliminated, 

c) Import duties and surcharges on raw materials destined for re-e xport as 

finished goods were either reduced or abolished. 

Apart fro m the aforementioned incentives, the Government a lso took 

necessary measures to train the people associated with this sector. In I ndonesia 

support for export promotion activities had been extensive \Ii' hich included, inter 

alia, (i) aid for participation in in ternational trade fairs, (ii) financial aid for 

busines s trips to develop foreign markets, (iii) assistance in the preparation of 

s a les promotion aids s uc h as leaflets , pa mphlets and catalogs, ' (iv) consulting ' 

services related to overseas market dev elopment, and (v) spon,soring for exp~rt 

promotion seminars. 
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In addition , opportunities aTe open for establishing any kind of new textile 

industries or expanding the existing ones, and such industries can be located in 

any region throughout the country. New or relocs.ted industries are directed to 

be set up in industrial areas. 

The only protection for domestic textile industry in Indonesia is in the 

form of i mport duty. Currently the import duties are: 

- Fibre 
- Yarn 
- Fabrics 
- Garment s 

0-10 percen t 
10- 15 pe rcent 
20- 25 percent 
25-30 pe rcen t 

There is no r estriction on export of t extile prod ucts and all t ypes of textile 

prod uct are f reely importa b le s u b j ect t o the payment of aforem entioned dutie s. 

Exporting industries using imported r a w mater ials are e ntitled to duty drawbac k 

facilities. 

The main cons traints facing the Indonesia n textile industry is the shortage 

of raw materials, particularly raw cotton. It has to import a huge a mount of raw 

cotton every year. In fact, it is at present the second largest cotton importer 

behind China and it is projected that by the en d of the present fiscal year it 

would be the largest cotton importing country. 

While Indonesia is greatly dependent on the import of cotton for u se in 

yarn production, it has access to an abundant domestic supply of syn thetic short 

and long fibres such as polyester, rayon, and acrylic. A wide variety of woven 

and knit fabrics and linings are also produced locally for use in the garment 

sector. Ho wever, most garment manufacturers rely on foreign sources for 25 

pe rcent t o 30 per cent of their materials. 

Since 1974 Indonesia has been subj ect to restriction s under the MFA quotas 

on exports to the USA, Canada, the EU, Sweden and Norway. The annual increase 
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in MFA quota was s et at 3 to 7 percent. Despite this quota restriction Indonesia's 

garments export rose rapidly mainly due to 0) diversification of exportable items, 

(ii) the development of non-quota items, ~ ili , lncreased exports of non-quota. 

items, (iv) increased export to non-quota countries, and (v ) inc-eased unit prices 

due to highe r quality . 

At present, however, Indonesia's textile sector is faced with two major 

problems: (i) soaring spun yarn prices and (ii) imposition of a n ti- dumpin g duties 

by the EU. Altho u gh so me sign of recovery in yarn prices has bee n no(iced since 

Oc tober 1996, the EU decision of im pos ing a nti- d umping duties is still a cause of 

s erious con cern for the Indonesian spinning mills whic h consist of 8 million 

s pindles on an approval bas is, 7.4 million on a n ins t a llation bas is. a nd 7 million 

on an act ual basis. In a move to r esolve the problem of an ti-d um ping duties the 

In donesian Minis t ry of Industry and Trade file d a protes t agains t the process of 

determination of a n ti-dumpin g d uties by the EU on t he ground tha t the 

calculat ion method of manufacturing costs does not comp ly with the WTO. 

Indonesian textile and apparel exports recorded a s pectacular gro wt h of 

above 45 percent in the early years of t he ~ 990s but in the face of cha nged 

int l~rnational business environment the country refixed its tar get of textile export 

for the Sixth Five Year Development Plan (April 1994 - March 1999 ) do wn war d . 

In j.tially the target WaS set at U S$ 12,000 million whils t t he new target is U SS 

10,000 million. This type of downward revised export t a r gets was unprecedented 

under the past Five Year Plans. Due to the crisis in t he EU markets there are 

some apprehensions that even the revised target for textile and apparel exports 

might be quite high. In the backdrop of these developments the textile and 

clothing industry is demanding governmental supports such as tax reductions, 
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financial aid, the rem oval of the has sels of bureaucracy, and a general 

improvement of investment environment. 

Meanwhile Indonesia is also putting emphasis on meeting the domestic 

r:::quirement as there is growing expectation that the: domestic consumption would 

increase t r emendously with the increase in national income. Indonesian Textile 

Association feels that they need more spin dles as the middle class are ge tting 

older and demand more a nd more clothin g . At presen t the coun try has a 

pop ulation of 200 million which provides a hu g e con s u ming poten tial. To fee d the 

middle c las s market t he country would need mor e fine cou nt fab rics. 

Con seq uent ly, spin nin g a nd weaving sect ors ha v e been identified as t he prim e 

sectors. Particu larly in the s pinning sector it is expected that investm ent wou ld 

g ro w r apidly over t he next few years . 

Thailand 

Although textile an d clothing indus try began to develop in the 1960s, 

Thailand ha.s only recently become an important source of textile items in the 

wor ld market, and also an attractiv e location for foreign investment. The flow of 

fo reign investment and strong links with overseas buyers have helped Thailand 

achieve a rapid a nd robust growth in the production and export of textile and 

ap pa rel prod u cts. 

Thaila nd p rovides variou s measures to en hance the export of textile 

product s which has been the country's prim e sou rce of fore ign excha nge 

ear nings fo r several consecutive y ear s. Par ticu la rly, in the las t five year pla n 

(i.e., 7th National and Social Development Plan, 1992-96) extensive efforts were 

made to promote value added in the textile and clothing sector. At least six major 
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organizations were involved In the process of deveioping mechanisms which could 

~:::::-,~:-:'bute to this sector's performance. These organizations were Ministry of 

:ndustries, Ministry of Finance, Ministry of Commerce, Ministry of Science, 

-:'echnology and .wnvironment, Ministry of Education, and Ministry of University 

-\ffairs. The responsibilities of these ministries related with the textile sector are 

outlined in Table V.3. 

Table - 5.3: Various Responsibilities of the Concerned ~inistries in Thailand 
under the 7th Five Year Plan (1992-1996) 

Nam e of the Ministry Res ponsibilities 

Ministry of Industries 
I 

To provide technological services to the textile 
industry which included training and seminar, 
advisory services, testin g and inspection, 
carrying out research and development and 
techno-economic study. 

Ministry of "Finance 'To reform the tax and tariH structure. 

Ministry of Commerce To provide information on potential mar kets and 
new buyers, manage and negotiate textile export 
in the quota and non-quota market. To arrange 
fairs to promote direct business between 
potential clients and Thai exporters. 

Ministry of ,Science and To provide funds fo r textile research and 
Technology and development to both the public and private 
Environment sector. 

Minist ry of Education To ensure the snpply of textile personnel to meet 
the industrial requirement. 

Ministry of University To provide textile education in various 
Affairs universities in order to provide skilled manpo wer 

in the manage ment level. 

Source : Information supplied by the Textile Division, Department of Foreign 
Trade, Ministry of Commerce, Royal Thai Government through the Em bassy of 
Bangladesh in Bangkok. 

Thus it is apparent that Thailand could correctly identify the whole 

package of textile requiremepts and having done so the country took appropriate 

measures to provide the industry not only with the fiscal and monetary 
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:ncentives but also such supports as research and development. skilled me.n2.~e::-.::. 

information regarding market opportunities, etc. There is no ceny:ng :.'1e 

that such a comprehensive package can only function if sound coordi:1e.:io~ a-d 

cooperation among the concerned agencies could be g aranteed. The· avai:a~.e 

evid ence d.l~o suggests tha.t the country did this particular job adr01tly ar.a <!s 

a result the whole array of activities was conducive to the growth of text:':e 

industry and export as well. 

Apart fro m the aforementioned ministries, the Board of Investment (80:) 

and the Export - Import Bank played a crucial role in promoting a n d supporting 

exports a nd inve stment in the textile sector for export purposes. In orde~ ;:0 

p romote inves t me n t the Bor offered a number of incentives which included 

exe mption of cor porate income taxes for 3 to 8 years, a further reduction of 

corporat e inco me tax upto 50 pe r cent for five years after the initial exe mption 

period for the enterprises located in the inves tmen t promotion zones, and 

exemption and reduction of import duties on raw materials. Besides, t he BOI a lso 

guarantees against nationalization and price controls and permits to employ 

foreign technicians and experts to work in the industry. Furthermore, there is 

no stipulation on the amount of foreign currency rem itted or taken abroad. The 

Thai Government has also taken necessary measures to p r ovide financial support 

fo r the exporters. With this vie w in mind, the Export-Import Bank was established 

in 1993. The Bank is responsible for providing credit to exporters through a 

concessionary rediscount facility. 

Particularly under the Seventh Five Year Plan, Thailand has undergone a 

series of reforms some of which have greatly benefited t he textile and related 

industries. For example, the restriction on establishing new textile industry and 

~0h . 

expanding the existing ones was removed and as a result it opened a great 
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oDDortun,i~y of l'nves t ment l'n th' e various ~ ,;.., seC'~o-s of -0' e -'" r " 'j t .. ' - ' .. "U-- _ ~_J. L L ~X_Uelnrus--::y 

including the spinning sub-sector, However, investment :n the large factor:es 

,,,'hic h could be a threat to environmental cegradacion is controlled 1 nder the 

prevailing laws. Another important reform measure which greatly benefited the 

textile sector was the int roduction of che value- 2.dded ~ax system. It effectively 

mitigated the p r oble m of double taxation to which the textile sector ';vas e2.rlier 

exposed. At present VAT is levied on the v2.1ue added at eRch stage of production 

a n d distributed at the rate of 7 percent. 

Under the tariff reforms the number of tariff rates has been reduced to ,. 

6 (0 , 1, 5, l~, 20 and 30) fro m the previous 39. The new tariff structure is b2.sed 

on the escalated value added syste m which is given below. 

- 0 percent tariff on goods for which the government has a 
policy to exe m pt im port duty 

- 1 percent on raw materials 
- 5 percent o n p r imary products and capital goods 
- 10 percent on intermediate and semi-finished goods 
- 20 percent on finishe d goods 
- 30 percent on products needing special protection 

Given the above tariff structure, the import duty on some items has been 

reduced in order to provide further incentives to some of the textile sub-sectors. 

For example, (i) duty on imported dye is reduced from 30 percent t o 10 percent, 

(ii) duty on chemical used in bleaching, dyeing, printing, and finishing has been 

reduced to 20, 10, or even 5 percent subject to items, (iii) tariffs on wool have 

b een broug ht down to 10 percent fro m the level of 30 percent, (iv) du t y on 

synthetic and cotton yarn has been red u ced from 30 percent t o 10 percent, (v) 

ta riffs on wov en an d knit ted fabri cs ha v e been brought dow n t o 20 per cent from 

40 percent, and finally (vi) tariff on garment s has been cut f rom 45 percent t o 

30 percent. Besides , to support export act iv i t ies Thai Government now offers tax 

rebate. Under this scheme, textile enterprises can ob tain tax rebate from t he 
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:ustoms Department for customs duties and excjse taxes paid on imported raw 

-:2.te~...a.ls within 60 days froml the "aL"p of e.vn~_ r~,.s. '~'J~. hermo 'h G t \.. - -'".'" .(', .I.e J ore, cc.e -overnmen 

":-ai1ts tax coupons to exponers that com~ly ',.;rith prescribed rules and 

;;rocedures . The value of coupons is based on the invoiced value of the exported 

gooCis at the rates determined according to the type of goods. A claim for tax 

coupons must be made within a year after the date of exports . 

Above all, the Government of Thailand patronizes effective cooperation 

bet?{een public and private sectors to enable a deeper private sector involvement 

in all textile industrial developm e nt activities, including provision of suggestions 

about manufacture and export policy, trade negotiations, and participation in 
. 

overseas export promotion . 

Viet Nam 

Viet Nam is a new comer in the ex port ma r ket of ready- made ga rmen ts . The 

first textile factory was set up in 1989 while by 1996 the number increased to 

100. Various tra de policy reforms introduced b y the Vietnamese Gov e r nment have 

contributed to the growth of textile sector an d export of RMG as well. 

Until 1988, Viet Nam followed a state t rading s y stem when export and 

import targets were achieved through inten.ctio n betw een local and centra l 

governments , and trade was executed by state t rading companies. However , with 

t he b eginning of 1990s, a lot of reforms ha ve been undertaken t o liberalize 

export and import trade. To that end, three important policy interventions were 

introd uction of i) a unified exchange rate system, ii) a market oriented exchange 

rate regime, and ill) a duty drayvback scheme for materials used in the 

prod uction of export items. These initiatives have actually helped the production 
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cnd export of RMG products despite the fact that still there exist a lot of 

restrictions in terms of direct export controls and quantitative restriction s on 

import. 

Presently, most of the garment. factories are owned by the Government. ,[n 

fact, the figure is as high as 9S percent. The rest of the factories belong to the 

private sector and joint venture companies including 100 percent foreign owned 

ones. Recen tly, Viet Nam has bee n able to attract a huge foreign inves tment, a 

big share of which is going to the export-oriented RMG sector. Viet Nam has a 

very disciplined labour force an d there is no power shortage to me~ the 

industrial s~ctor's demand for po wer. These two features have made Viet Nam an 

attractive location for foreign investment. 

Like t he other countries the Vietnamese Government have also followed an 

escalated t a riff s tructure. The duty structure on various textile items can be 

seen below
17

: 

- a percent on raw cotton and man-made fib r e 
- 20 percent on yarn 
- 40 percent on fa b r ic 
- 45 percent on apparel 

Since Viet Nam is not a co t ton producing country , in ord er to e nsu r e 

adequate supplies of raw material, it does not ha v e any du ty on i mportable r a w 

cotton . Most of the raw cotton is imported fro m CIS cou ntries (mainly Uzbekistan ) 

a n d West Africa. The local mills supply virtually a ll the yarn need ed by t he 

do wnstream factories . How e ver, often a litt le quantity of quality yarn is imported 

f rom I ndia. 

17 Information supplied by Vie t Nam Cham ber of Commerce an d Ind ust r y 
(VeCI). 
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China 1S 

-:ery recently China has become a major exporter of textile items. Being a 

::-aditional industry in China, t he cotton ma nufacturing lead s China's textile 

: :1dustry and occupies a decisive position in the country's overall tex.tile 

industry. It is, however, only after 1979 when the economy witnessed variou s 

refo r ms and open policies, that China's cotton man ufacturing industry began to 

develop r apidly. In fa ct, during the period 1988- 1991 the number of spindles in 

the spinnin g sector increased at a n annual averag e of 12.7 perce nt, and by 1991 ... 
the product~on fa r exceeded dom estic demand t hus makin g China a huge exporter 

of cotton manufactures. 

China is a ve r y large cotton producin g country , and there is enormous 

governmental intervention in terms of selling and buying raw cotton in t h e 

country. The trading in cotton is monopolized by supply and marketing 

cooperatives and there are State-set prices both to provide incentive t o the 

farmers to expand the production of cotton and to ensure supply of cotton to t he 

local mills at relatively lower price . 

. The policy r eforms undertaken in China over years have provided at least 

two major incentives to the exporters. Firstly, the reform of foreign exchange 

administration sys t e m has resulte d in the unification of the previously operating 

dual- trac k exc ha nge rate. Under the new system all exporters get more Yuan (the 

Chinese curre ncy) per · dollar than wha t they u sed to get previously. Again, 

nde r the reforms of tax a d ministration the duty dr a wbac k facilit ies hav e bee n 

expa n ded further which have g r eatly benefi ted the textile exporters as a group . 

18 Based on informatilJn contained in the Asian Cotton Textile Outlook, 
: 995 - 96. 
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Apart f rom the aforementioned activities the State is actively involved in 

supporting the domestic textile and spinning sector as well. The Government took 

several measures for this purpose, of which che important ones are mentioned 

oe:ow: 

i) Under the grant preferenrial tax policy to support the State-run large 

and medium cotton t extile enter prises, the state first collected taxes and then 

returned them to some of the enterprises. This policy con tin ued upto 1995. 

ii) The Government have decided that the loans allocated to various 

enterprises for technical upgradation which are not expected to be repaid would 

be regarded as investment by the state. 

iii) When cotton p rices are unusua lly high the Governm en t intervenes 

directly so that the mills can purchase cotton easily . In this regard, the State 

usually makes provision for bonuses and reallocate the supply of cotton among 

provinces. 

Presently, China has given maximum emphasis on technological upgradation, 

and measures' are being adopted in order that advanced equipment including 

autowinders, chute-feed systems and modern combing and rotor spinning 

machines can be introduced in the existing mills. Besides, under the 9th Five 

Year Plan (1996-2000) the State is vigorously attempting to promote the 

production of synthetic fibres. China has targeted textile export of U SS 50 billion 

by the year 2000. To realize this goal the · country is trying to supply more 

technology intensive and competitive products in the world market. 
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Chapter VI 

S '5 TeM' lie Sector fJn!lc an Con ra n 

Evolution of Textile Policy 

Although Banglades h ha s a long a n d ric h herita g e of t ext ile industry , no 

serious effort was made in t he immediate post-independenc e years to dev elo p the 

sector. The successive development plans d id not take into cogniza nce the 

potential of the different sub-sectors of the industry. It was on ly in t he 1980s 

w hen ready-made garments started to make significant contribution to export 

earnings that efforts were initiated to energize the country's textile and clothing 

sector. This attempt was further strengthened by a policy shift from import 

substitution to out ward-looking strategy and from a restrictive trade policy 

regime to a more liberal one. In fact, from the mid-1980s the RMG sector began 

to be treated as the engine of growth for Bangladesh. From then on, the share 

of primary and traditional exports in total export earnings was declinin g very 

fast whilst that of RMG was incr easing. 

In order to . exploit the potential of the garment sector to the maximum the 

Government adopted the Textile Policy - 1989. The objective of this policy was 

to provide guidelines for a harmonious development of the industry and to 

expand export mar.ket further. The policy also attempted to augment the process 

of generation of value addition in RMG export as the local contribution of value 

added in this sector was as low as 20-25 percent. However, the 1989 textile policy 

failed to create significant backward linkages and could not accomplish its goal 
, 

of achieving self-sufficiency in textiles to meet the demand for local consumption 

as well as the need for export-oriented RMG industry. 
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In this backdrop the Ministry of Textiles in 1994 launched a sL<:teen point 

?rcg.:-amme to promote the develop ment of textile industry in the country. The 

?:-ogramme highlighted some of the critical issues pertaining to this sector, 

suogested ce r tain measures and action s , and alSO Jaid emphasi~ on increasing the 

va ue addition in the RMG sector. In the meantime, the Government identified the 

:extile sector as. the Thrust Sector, and the 16- poin t progra mme was quickly 

followed by the a nnouncement of Textile Policy - 1995. 

The maw o bj ective of this latest policy is to attain self- sufficiency in 

textile s fo r Uleeting the local as well a s the RMG demand for fabrics . To that end, 

the polic y seeks to achieve a harmonious develop ment of all textile su b- sectors 

and increa s e value addition by estab lishin g necessary bac kward linkages through 

encou raging p r iva t e in ves tment, both do me s tic and foreign. 

On the basis of the projected demand s upply gaps fo r p r odu cts of various 

sub-sectors, att empts were made i n the Polic y to wor k o u t the req uire d domestic 

physical capacity in the industry to attain seif-suffiency, and t he am o u nt of 

investment needed for that purpose. The estimate d demand gaps in various sub

sectors in 1995 and 2005 and the amount of ne w in v es t ment nee ded to create 

additional capa city in these s u b-sectors a r e s how n in Tab les Vr.1 an d VI. 2. 
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Table - VI. I Demand Gap in Spinning, Weavin g and Dyeing and Finis hing 
Sub-sectors in 1995 and 2005 

i I I ::-:c:cators Spinning I Weaving (Grey Dyeing & 
(Yarn) Fabric) (in 

I Finishing (in 
(in Crore kg) I Crore Metres) Crore Meues) 

':"otal demand in 1995 46.70 /327 .00 327.00 

L.ocal demand in 1995 20.70 /145.00 -

:::xport demand in 1995 26. 00 
I 

182.00 -

~. :"ocal Production 9.65 104.00 1 04.00 

~ !)emand Gap 37.05 I 223.0 I 223 .0 

I Jem an d Gap in 2005 . 77.10 1 475.00 475.00 

Source Textile Policy 1995, Government of Bangladesh. 

Table - VI.2 InvestJient Requirements to Meet the Local and Export Demand 
of Textile Products 

Sub-Sectors To meet the present demand To meet the demand in 
2005 

No. of mills to Estimated No. of Estimated 
be set up investment mills to be inves t ment 

(Crore Tk. ) set up (Crore Tk.) 

Spinning 123 (each with a 4640 (123+126) 9680 
capacity of 

25000 s pindles ) = 249 

Weaving 223 (each with a 4460 (223+252) 9500 
capacity of 1.0 
crore metres = 475 

Dyeing, 223 (each with a 2230 (223+252) 4750 
Printing and capacity of 1.0 
Finishing crore metres = 475 

Total Investment Required = 11330 - 23930 

Source: Textile Policy 1995, Government of Bangladesh. 

The investment requirement in the textile sector as estimated in the 

Textile Policy is very large and ambitious. Doubts have been expressed in 

different quarters about whether it is at all feasible to generate such huge 
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=':::0 :H of resources for this sector alone. An attempt has been made in this 

S:,.!cy to make alternative estimates of investment reg uirements in the spinning 

s'J.tJ - sector under different sce narios l9. These estimates, although somewhat lower 

::-:a, those in the t extile policy, are still large, but with appropriate incentives 

it may not be difficu lt to achieve the investment targets in a phased manner. 

The variou s types of in ce n tives currently available to the textile sector ano. t'neil 

in stru ment s are listed in Ta ble Vr. 3 . 

Table - VI.3 : Instruments Used Under Various Incentive Pac kages 

Types of Instruments 
incentives 

Fiscal i) duty drawback facilities 
ii) tax holiday 
iii) income tax rebate facilities 
iv) waivin g of import license facilities 
v) can cessional tar...ff rates on the im port of inputs 
vi) rebates on freight and power charges 

Financial i) cash assistance to promote back ward lin kages 
ii) credit· at concessional rates 
iii) retention of foreign exchange earned by the exporters 
iv) export credit guarantee schemes 
v) provision of import under back to back LIC 
vi) provision for inland back to back LIC 
vii) bonded warehouse facilities 
viii) availability of credit lines in foreign exchange 

Institutional i) setting up of Export Promotion Bureau (EPB) 
ii)setting up of Duty Drawback and Duty Exemption Office 

(DEDO) 

Source : Sadrel Reza et aL The Emerging Global Trading Environment and 
Developing Asia: Bangladesh Country Paper, Asian Development Bank, 1996. 

19 See Chapter III of t his report. 
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Incentive Structure for the Textile Sector 

The package of textile sector incentives has been designed prima~ ~ly to 

benefit the exporters. Allowing them access to imported inputs at international 

prices through the temporary adm ission scheme and refund of duties and taxes 

paid on both imported and domestic inputs through vario us s che me s operate d by 

the DEDO is now the mos t im portan t ince ntive. Bonded warehouse fa cility is 

allow e d for some export ing s ectors, includi ng th e gar men ts ma n ufact u rer s an d 

prod ucers of specialized t extiles as well. Exporte rs are perm it ted to i mport input s 

wor th up to 70 perce nt of t he value of L/Cs u n der t his facili ty. However, an y 

export- o r iented unit not enjoyin g the bo nded warehou se facilities can avail of 

d uty drawbac ks . The exporte rs of RMG, specialized textiles, household linens , and 

hosiery products are allowed to open Lies for the required im po r t of r a w 

materials against their export L/Cs. Curren tly , u n der in lan d ba ck t o bac k L/Cs, 

s u ppliers of locally prod uced fabric s linked to export industries are a lso e ligible 

to enjoy this facility of advantageous financing. 

The incentive meas ures have also attempted to augment the domestic va lue 

ad dition of RMG and knitwear exports. These two items presently cover two-t hirds 

of Bangladesh's export earnings but in terms of value added t heir contribution 

is very modest. The locai value addition in the RMG sector is about 25 percent, 

"R hile for the knitwear export it is 50 percent. I n order to stimulate the domestic 

value addition, a provision for minimum value addition was introduced under 

"hich the exporters are required to add a certain percentage of the total export 

earnings locally in order to be eligible fo r back-to-bac k Lie facilities . At present 

: : ese minimum requirements for RMG vary from 15 to 25 percent. 

The local value addition is also encouraged through a cash compensatory 

s ::: ern e which is administered by the Bangladesh Bank. Introduced in 1989, this 
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scheme initially provided a cash subsidy equivalent to 10 percent of gross value 

added of exports for non-quota items of garments and 10- 20 percent of net value 

added of local sales to exporters of garments for sales of locally produced yarn, 

hosie ry and ha ndloom fabrics. Later on, these incentives were withdra.wn and a 

sche me of 15 pe r cent cash compensation was int::-oduced. since 1994, the amount 

of cas h compensation has been increased to 25 percent and is available to RMG, 

hosie r y and s pe cialized textile units which are either not covered, or refrained 

fro m u s ing the facilities provided under the bonded warehouse and duty 

dra wb ac k f acilities. Since the overall tariff rates in the country have come/ down 

s ubstantiall~ over a f e w y ea r s, the 25 perce nt cash s ubsidy is now regarded as 

a v ery powerful incentive. 

Another incentive i s given t o t he export e r s to provide post-ship me nt 

financing for imported inputs f rom t he Export Development fun d (EDF ) whic h was 

formed in 1989 with the help of IDA assistance. The exporters are als o given 

rebates on income tax attributable to export receipts. Recently , the ad vance 

income tax deduction has been reduced from 0.50 to 0.25 percent on the export 

earning textile sector, and the EPZ units are exempted from paying this tax for 

a period of ten years. 

Very recently a few more decisions have been taken to provide further 

ir:centives. For example, all exporters are now allowed t o retain 40 percent of 

their foreign exchange earnings instead of the previous rate of 20 percent. 

However, for low value added items such as RMG the rate of retention has been 

raised from 5 to 7.5 percent. 
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Aajor Constraints of Spinning Sub-sector 

The Textile Poli~y 1995 has identified s ome of the major problems pertaining 

to various sub-sectors of the textile industry . These problems are highlighted in 

Table VIA. There are yet other p r oble ms which are the r esults of inapproprate 

domestic policies, and still others that emanate from policies and practices 

pursued by other countries. Appropriate solution of these problems is to be 

found if the professed objective of achieving self-sufficiency in the textile secto r 

is to be achieved. In what follows, the major problems will be discussed and their 

solutions suggested. Some of the wea knesses of the textile policy will also be 

highlighted from which lessons may be drawn for policy. 
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Table - VIA Major Problems of Tertile Sub-sectors as Identified in the 
Textile Policy 1995 

Textile S u b
sector 

Spinning 

Weaving 

Handlooms 

Dyeing, Printing 
and Finishing 

Knitting and 
Hosiery 

Sericulture and 
Silk Industry 

Major Problems Identified 

1) obsolete technolog' 
2) frequent interruption of elect ricity 
3) scarcity of raw materials 
4) high import duty on raw materials and spares 
5) high percentage of wastage 
6) lack of proper maintenance of machinery 
7) slow progress of privatization of public textile mills 

1) obsolete technology 
2) inferior quality prod uc t 
3) low capacity utilization 
4) high prices of yarn 
5) high tariff and taxes on imported yarn 
6) e lectricity failu res 
7) lack of working capital 
8) non-availability of fund s for BMRE of some industries 

1) high prices and irregular supply of yarn and raw 
materials 
2) non-availability of working capital 
3) lack of trained manpower 
4) problems of marketing as the industry is 
unorganized in character 

1) lack of .modern facilities 
2) shortage of quality yarn and fabric from domestic 
sources 

1) technological handicaps in knitting an fabric 
processing 
2) non-availability of quality raW' materials 
3) shortage of working capital 

1) shortage of cultivable land 
2) lack of research 
3) traditional technology 
4) excessive operational cost in the pu btic sector 
5) dearth of skilled workers 

Source: Government of Bangladesh, Textile Policy 1995. 

f 
J 

First, there is the lack of a well-defined strategy for the development of 

: ::e textile sector. The textile policy emphasizes the need for achieving self

s ..::ttciency in textiles through a harmonious development of all textile sub-
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2~:ors. The thrust is for establishing backward linkages so that value addition 

::.<:.~ ce increased. There is, however, little indication as to how this objective will 

::2 a~ ieved. 

For a resource poor country like Bangladesh, it is very difficult to find 

a::equate resources for investment to be self- sufficient within such a short time 

~pa;) of 10 years. It would probably be wise to assign priority to a particular 

s .... ;) -sector over the others so that the growth of the prioritized sub-sector could 

s::illulate expansion of the other sub- sectors in future. Obviously, this type of 

s·rategy was not considered in the textile policy. In Bangladesh, the spinning 

s:.rb-sector could be considered as the priority sector, the development of which 

iOould propel the expansion and growth of the other sub- sectors. The importance 

0: the spinning sub-sector, however, appears to have been insufficiently 

appreciated in the textile policy. 

Secondly, a serio us proble m that besets the textile sector is that of a very 

.ow domestic value additio n in RMG exports. A proper recognition of this problem 
• 

would make the ta sk of identifying the priority · sub-sector easier. If value 

addition in this sector is to be enhanced, then some of the intermediate products 

~ hich are currently imported to produce the finished goods should be 

s bstituted by domestic production. Bangladesh not being a cotton growing 

ountry, the process of generation of value addition in the textile industry 

s ould start with spinning. In fact, all the countries where value addition is 

sig nuicant have a very strong spinning sector. For example, in India out of 1500 

units , 82 percent a r e i n spin ning. Indones ia which is a large cotton importing 

country has a v e r y s t rong spinnin g sector a nd its v a lue a ddition is also 

significantly higher. Once yarn production is started and i mport of yarn is 

s bstit u ted by domestic production it will eventually augment the value addition. 
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-=-~us if value addition is to be a basic objective of Ban gla des h's t extile 

development strategy, there is no denying the fact that the process should start 

{:-om the spinning sub-sector. Strategically, therefore, the spinning sub- sector 

s~ould be given priority over other sub-secto rs. 

Thirdly, in Ban glades h there is a clash of inte r est bet ween variou s sub

sectors of the textile indu s t r y (for example, betw een spinning and weaving) whic h 

;;Jakes the task of prioritiza tion, and for tha t matter, the formula tio n of policy 

.:fficult. A certain policy in centive to one part icu lar s ub- sector ma y often 

:1egatively affe ct some other sub- sectors . Ye t , t he need for differen tial policy 

-:-eatment acros s various s u b- sec tors rem ains, and i n suc h a s ituation, the policy 

::l a kers will have to j u dge as to which of the sub - s ectors should get priority in 

atters of s upport policy . 

In t he case of Ba ngladesh' s textile ind ustry, deter mination of priorit y for 

? urpose of support policy s hould be g uid~d e s sentially b y t he efficiency 

criterion . Evidently, this efficiency criterion has not been applied in extending 

assistance to Ban glades h's textile industr y. Available empirical evidence, includin g 

: he MI S da ta of the Ministry of Textiles on productivity a nd capacity u tilizatio n, 

:.ndicat es a g r eater relative efficiency of the spinning s ub-sector over weaving , 

t official policy ha s always been unambig uo us ly in favo ur of weaving, givin g 

j:~ e attention t o the oppor tunities an d problems of the spinning su b-sector . 

A fourth problem of the textile in d ustry is tha t of gla ring anomalies and 

on sis t encies in the structu r e of tariff a nd other type s of p rotection accorde d 

- his sect or. The Textile Polic y a d mits tha t i mport tar iffs r elated to t extile 

:-:-oc. cts have not been able to provide adequate support to t he country ' s t extile 

::. stry. It stresses the need for removing the anomalies that exist in the tariff 

s :::- cure through tariff rationalization, but the revision of tariff structure 
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'" :::'..la.:y carried out in recen t tim es appears to have bee n fa r from realistic and 

:- ;' ec to correct the anomalies. This becomes evident if one looks a t Table VI.5 

,,' ~::::: depict s a comparative pictur e of how t he import duties on woven fabric 

::.S . Code 53.09) an d cotton yarn (H .S. Code 52.04- 52.07) have b een adjus ted 

::ow;1 ',s.'ard d u ring t he period 1985- 1997. 

r rom table VI. 5 i t becomes clear that the process of tariff reduction has 

:-es' lted in a drastic cut in the nom ina l r a te of p r otection fo r the spinning and 

-;;ea ·.ring s u b-sector s . However, thro ug hout muc h of the la st decad e the weaving 

s :.: ~ - secto r remaine d heavily protected, and so me reductio n in the level of 

;: :-ot ection to fab rics was s tarted only from FY 1993/94. On t he other hand , the 

:::.1 " in nomina l protec t ion in the spinning sub-sector has been more d rastic than 

::1 ;',eaving, the extent of red uction in the level of nominal p rotec tio n ha ving been 

as high as 85 percent fo r ya rn, a nd only 55 pe r cent for fabric. 

Table VI.5: Tariff Rate on I mported Wove n Fabric vis- a- vis Cotton Yarn, 
1985- 1996 

f 
Year Rat a o f Iaport Dut y on Woven Fabr ic Rate ot Iaport Duty on Cott oo 

(' ad vale nl.) Yarn (ll 

f 1985/86 100 50 

~ 1986/87 100 20 i 

1987/88 100 20 

1988/89 100 20 

1989/ 90 100 20 

I 1990/91 100 20 

i 1991 / 92 100 30 

I 1992/93 100 15 

I 1993/94 75 15 

1994/95 60 7.5 

1995/96 45 7.5 , 1996/97 45 7.5 
Source: Supplied by Bangladesh Textile Mills ASSOClB.tlOn (BTMA) from NBR data. 
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:'-e :-ationale behind such a drastic cut in the levei of nominal prote tion 

-=- :-=::::. :0 spinning is open to question because there is an overwhelming 

-=_:-.:e :c show that the domestic spinning sector has to operate at a great 

:-. :.:oge ~ecause its textile mills do not have easy access to ra w materials, 

:::o:·on, unlike the mills in India and Pakistan. As has been seen in 

-- -;:::=- = .. 0: the present study, the higher yarn cost in Bangladesh relative to 

- .-: :::-.s ?akistan is essentially due to the higher r a','" material cost, even 

- - - -;:: ::-. ~erms of the conversion cost of yarn the Bangladesh mills have a clear 

_ - ;=::::';e edge over India and Pakis tan, and also, su c h other countries as 

" 
_:=-.:.. :~a;'and, and Japan. Yet, the country's trade and industrial policy has not 

:::-;::e: a:1Y meaningful assistance to mitigate the observed disa dvantages of the 

:;: :':-..:-.':::g sub-sector. On t he con t rary , as is eviden ced in the BTC study referred 

:..:.:..:e =- , the effe ctive rate of p rotect ion t o t he s p in nin g sub-sector has a lway s 

:'::--=:: :-.egative which implies that cotton spinning activit y in this country is taxed 

::.: ":::=- ~: an protected. The recent imposition of IDS, which is applicab le to the 

- ;-::-: 0: raw cotton as well, will further reduce the exten t of nominal protection 

- :- ::c by spinning mills, indie.ating that the country ' s trade and industrial 

-:_==-::S have served to penalize an efficient s ub-sector. 

-:-:-'e BTC Textile Sector Study on Weaving , on the other hand , re veals that 

_ - ez',,-:n g sub-sector has long been enjoying a very high level of effective 

-.:-:::e:::: n and yet its performance remains extremely poor. The present study 

_ __ :- :-e_og nizes the need for having an efficient weaving sub-sector and to that 

:: ::'::~·;lOwledges the necessity for extending adequate assistance to that activity 

- ::-a' :e i t overcome its current problems. However, given the conflicting nature 

_: --:e:" es t between weaving and spinning, it is desirable that the Government's 
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?OJcy in support of weaving does not harm the interest of the relatively more 

efficient spinning su o-sector. 

As can be seen in Table VI.6, all the countries that are actual or potential 

cO!TI?etitors of Ban gladesh have follo wed an escalate d tariff structu re under which 

the level of protection is usually higher for the . 20 
'eavmg sector . Bangladesh, 

foLows a similar tariff s tructure , but u n like in the comparator countries the 

spread between the tar iff rates on the successive stages of spinning and weaving 

has been kept wider with the consequence that the effective rate of protection 

:or weaving in this country is much higher than that fo r spinning . However, the 
/' 

case for raising the level of effective as sistance to spinning through according 

greater tariff p rotection remains s trong because that will to som e extent mitigate 

the disa dvantages cu r r ently s uffe r e d by the spin ning su b- sector. The absolute 

evel of a ss istance to t he weavin g s u b-se ctor would the:reb y be s o me what reduced 

but it would s till r e main su b stantia ll y higher than that a ccorded to the spi nning 

sub- sect or, pa rticularly because the f orm er currently enjoys significant 

protection in the form of quantitativ e r estrictions (QRs ) o n fabric im ports
21

• 

20 Tab le VI.6 show s the p r evailing custom d uty rates on raw cotton, 
:;arn and fabric in India , Pakis t a n, Vie t Nam , Indonesia, Tha ila n d , and 
3ang lades h . 

21 Devising a support mechanis m for weaving does not fall wit hin the 
scope of the study. Yet, as is indicated in Chapter II above, the major 
o roble ms of the weaving sub-sector are believed to be those of out-dated 
:echnology and old machinery. The remedy for this sub-sector may, t herefore, 

e sought more in removing its structural problems than in trade policy 
eas ures alone. 
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- .~ , Table YI.6 Comparable Import Duty Rates of Differ"nt Countries 1997/98 
t I 

- . .:. . It el L1d i a ?aiistaa Indone:i Th.1 i land '/ i e t 3angl&de:b • ::~~ ~n 
• 

CD CY CD 51 CD m CD YA i CD 2~ "IIi 

::~L:; Kn Cotton 0 0 I 0 18 0 0 0 I 7 0 0 0 
I , · :: ,I. i I Co t ton Yarn 27 7,j 55 18 10 10 10 

, 
10 U 15 I 

! ::33 I Cott on Fabrict 52 fEx.dcty 65 18 20 10 20 I 7 ~O 0 15 

~ : ~ ;. I Po lye ster Pi luent Ym (POr) 32 I 60 . 72 35 ! 8 l 10 I - - - Jo 15 

I ;: J; . .. ~yloa Fil a. eat' Yarn 32 0.72 35 13 1 j 0 • - - - )0 15 

::Jl I Viscose Pil alent Yar n J2 30.36 35 ! 8 1 10 - - - 30 15 . -
i I I ! ~ ~. "" Polyest er 5t!ol e Fib re 30.36 . _.:. ~ O 32 20 18 10 10 - - - 2.5 15 

I .. . . 0 
• • ,", .... : • ; j Acry lic Stap le Fibre 32 30. 36 kl I g/tg+2 5~ 18 5 10 - - - 2.5 15 
I " 

.~ :.: 10 Vi sc ose Sta ple Fibre 27 29. 21 10 18 10 10 - - - 2.5 15 

I! .: 1 ~o ! , _. " Other Arti ficial Fibre 32 J 0.36 Rs1 8/kg1251 18 5 10 - - - 2.5 15 

I ::Jl k'Xf Spon hrn I 52 JU6 35 18 10 10 - - - 15 15 

50 ' :-ces National Sources. 

Fifth, a serious cause of concern for Bangladesh's textile sector which has 

arisen ver'y recently out of the dispute with the EU regarding the tariff-free 

access to EU market strengthens the argument for promoting the spinning sub-

sector. A little digression will clarify t he matter. 

Bangladesh's export of textile and clothing items can be broadly grouped 

into tw o components, RMG and knitwear. Knitwear is a lso a readymade garment 

but the only difference is that RMGs are made of finished fabrics whilst the 

knitwear weaves yarn directly into a ready made garment. In 1996 RMG accounted 

for 50 percent of gross export of Bangladesh while the corresponding share of 

knitw ear was 15 percent. However, one important point is that the local value 

addition from the knitwear is t wo times higher than from the RMG. If 
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Banglade s h's total exports on the basis of net value addition were computed, the 

contribution of RMG and knitwear taken together would account for 39.8 percent 

of Bangladesh's total export earnings instead of 65 percent!l. Within this expor~ 

share of garment items the net exports of RMG accounted for 26.3 percent of total 

exports whilst the knitwear sector accounted for 13.5 percent. This indicates the 

growing importa nce of knitwear in the net export earnings of the clothing sector. 

To co me back to the issue in question, the most significant feature of the 

knitwear export is that the product has the largest market in the EU 2J, where 

Ba nglades h e njoys d u ty- f r ee access under the GSP scheme. This preferential 

trea tm ent is g ranted without a ny r ecip rocal obliga tion on the part of Bangladesh, 

provided t he ru les of orig in a n d co mpe titive need provis ion of the respective EU 

countries are f u lfilled. The EU t extile policy vanes its trea tm e n t on textile and 

clothing imports for differen t grou ps of countries , a s shown in Table VI .7. 

22 See Ismail Hossain and others, "Growth or Stagnation? A Review of 
3a g adesh's Development 1996", epn (1996). 

23 In 1995, 66.3 percent of the total export earning from knitwear 
generated from the EU market as against only 24.9 percent from the US 

ar k.et. 
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7able - VI.7: EU Treatme nt on Im ported Textile and Related Products 
f rom Various Groups of Countries 

- __ ~ -:-:es/Groups Tariff Quota Surveillance 7 Certificate 
(%) of origin 

• -=-e:-e :-e;1-ial .co~n trie s J 0 No Yes EURI 
_: - e :::oun t nes 0 No No EURl 
::: 3angla~esr ) 0 No Yes GS P form 
:::' : ::: sount~es4 0 No No EUR l 
_=-_.-J countnes 0- 25 No No EURI 

_ :.::::;-:omOllS r egime 0- 25 Yes Yes (only UA E) Yes 
=_ ~:-: ::-:es 

Europeo 
0- 25 Yes No Yes 

- a n d Eastern 0- 25 Yes nl a Yes _=:- ::-2. ... - - G.-\~T registered - ~ 

:~ _:-: ::-ies under MFA 

A 

- - - ". : ! Tunisia and Morocco; 2 Mauritiu s; 3 Switzerlan d, ~orway, Liec htenstein; { 
_: .:... ':-a;Jan, Canada, Australia, Mexico, New Zealand; North Korea, Bosnia
- =:- ::: e~o ..... i na, Croatia, FormEF Yu gos la via , UAE; 6 Poland, Romania, Czec h Republic, 
-: _ -:ge.::-y Russia, Slovak; Many suppliers are subject to surveillan ce which 
- e.=.:::5 hat imports are monitored to identify sudden surges which may require 

_=_:-::e Madhavi Majmudar (1996) , "The MFA Phase- Out and EU Clothing 
.:::: _:-::::. g: Forecasts to 2005", Textile Outlook Internationa4 March 1996. 

Trom Table VI. 7 it becomes clear that Bangladesh s tands to gain 

- : -::':-:cantly from the EUGSP scheme vis-a-vis its main competitors such as India, 

:- :.~:an China e tc., since Bangladesh enjoys both quota- free and tariff-free 

_==:SS : 0 "he EU market. How ever, it is to be noted that in order to access GSP, 

-e :=::.: ~u es of Origin requires a three sta ge value addition in case of knit-RMG, 

- . e :0 :- woven RMG two-stage value addition is enou gh. So under this process 

__ .::=- ;1 Banglades h is unable to get pref erential access in the case of woven-

::: 2.5 ost of the fab rics for woven produ ct s are i mported f rom ab r oad under 

ack LIC and hence two-stage v alue ad d ition requirement is not fulfilled. 

the other hand, for three stage conversion as required in the case of 

:- knit-RMG, Bangladesh has managed to get GSP facilities. The three 
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s~age conver s ion in effect means that the yarn is pr oduced do mes tically a n d then 

::-:e domestic yarn is used in knitwear production. Very recently, however-, a 

serious uncertainty has appea r ed in accessing the GSP facilities in the export 

c:; :';:ni~wear as it has been alleged that most of the yarn used :n knitwear 

;;:-oduction in Bangladesh is imported and hence the process of product ion of 

Knitwear does not com ply with the req uirem ent of three stag e value a ddition. 

The allegation br ou g h t a gain s t Bangla des h that it ha s viola ted the E U rules 

r or igin i s ve ry unfor t una te, indeed. The Ex port Pro mot ion Bu reau (EP B) of 

3anglades h has the responsibility to issue certificates of origin (COO) confirm ing 

: ~at t he ya r n used to produce knitwear for the E U ma r ke t is of Bangla desh 

origin. But EP B has allegedly been issuin g COO witho ut p r ope r verification as t o 

.."hether th e yar n used in the export - oriented knit and hosiery industr y was 

'om es tically produ ced or i mporte d
2 4

• The ED Co mm ission has t a ken t he issue 

se riously and la unched an inves tigation to verify t he alle ga tions
25

• After the 

: :- ve s tigatio n has been la u nched a gainst Banglades h, many ED import ers ha v e 

s~opped taking orders fr om Ban gladesh which has already caused a h uge loss to 

26 
3an glades h . 

In such a situation, the Governm e n t of Bangla desh have requested the EU 

:~ :avou rab ly consider the case of Bangladesh as a least d e veloped cou n try (LDC) 

a :-; d t o app ly a t wo- stage process criterion on the knit-R~,{G instead of the 

H Bangladesh Textile Mills As socia tion Ann ual Re port 1995-96, Chairman 's 
.='epor t, p .20. 

25 Similar invest igations against Ma ldive s, Nepal, Cam bodia, and Laos 
:-'~v e resulted in the withdrawal of GSP facilit ies f rom these count ries. 

26 For Example, export earnings f rom kni t-RMG has declined from $81.9 
- :..:lion in the month of Janilary 1997 to $48.6 million in the mont h of February 
: 9 ! a reduction of about 40 percent. 
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=:-':s~:ng three stage formula. The EU I S yet to decide the issue but has oniy 

:n:-c::- med Ban glades h that her demand has been under active consideration. 

n any case, the manner in which Bangladesh has responded to the 

:-=..:::..it:es provided u nder the EUGSP scheme leaves m ueh to be desired. The 

:a_:c attractiveness of EUGSP scheme is that it facilitates the building up of 

- 2.:-: ;jfacturing capacity and encourages the prom otion of bacKward and forward 

..:..-: :.;:ages in the LDCs so that they can gradually s witch over from production and 

= .?~:-t of p r imary goods to that of high value added products. But the GSP 

::=._:.:..:.t"es provided to Bangladesh have actually benefited other yarn producing 

::::::1"ries and served to promote the backward linkage of these other countries 

:-E.::'er than of Bangladesh. There are also allegations that taking the benefits of 

:.:.c.:1 S at a subsidized rate of 6.5 percent from the Export Development Fund (EDF) 

--2.:-. ~as been imported and sold at the domestic market and finally these yarns 

:::=. ·:e been shown to have been purchased from domes tic spinning mills in order 

for the three-stage of value addition in the kn it-RM G. All this has 

:.z '.:sed a substantial loss of government revenue, misuse of EDF and, most 

r:antly, a setback for the promotion of the spinning sub-sec tor. 

n the above context, it goes without saying that if the EU considers 

:='-2.~. h adesh Government ' s request and allows a two-stage value addition, the 

::::..:.~ ry will be able to benefit from it only marg inally because the pros pect of 

.;::-::: - oting backward linkage will thereby be blocked. Thus for Bangladesh the -.;: 

:;:::'~::latic policy option would be to ensure backward linkage in the textile sector 

would increase value addition and thereby contribute to higher export 

~-:-~:.. gs. This strategy acquires an added significance because in the near 

-: _ :::.:-e especially after 2005, trade in textile and clothing will be completely free, 

=-::::. 3engladesh will have to face severe competition from its competitors. 
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':' e c, if the E U at all a p proves a t wo-stage value addition process in the 

: :-;: ~fG , in the country's own interest it m us~ be time bou nd and _or a short 

- -:-:- . on ly, say for th r ee years, by whic h t ime the short r un difficu lties can be 

_-·~:-,::::::;e. This will keep open t he p ros pect of building back ward linkages in the 

~e vital poin t t hat must be ta ke n into cognizance while desig ning a n y 

- :-- :.- :-elate d t o text ile sector is that after the disman tlin g of t he MFA quota in 

: :~e only major obstacle to the expor t of textile products will be the ta riIf 

- =.:--:-:e :- s in the d eveloped country ma rke ts . In fac t, s i nce the Uru g uay Roun d 

- :--=~:- :-eductions in the text iles a nd clothing sector hav e been lowe r than the 

_·· ~:-3.ge tariff cuts for industrial prod ucts, this sector no w remains most heavily 

- -:: .=_: ed in the developed count ries Z1. Yet, since Banglades h enjoys a tariff-free 

_:::S5 :n the EU market while none of it s co mpetitor does have s uc h facility, 

':; - -;'~2. esh will hav e a clear competitive advan t a ge i n t he EU mar ket over its 

::: - ;:eti·or s. In order to f u lly exp loit this a dvantage Ban gla des h will need t o 

_:~. :is h adequate backward lin kage in this s ector. 

-:- he foregoing discussion clearly leads to t he conclusion t hat in the process 

- =:-e....: in g ba ckward linkages the s pinning sub-sector s hould be given the 

priority. In fact, with the dis p ute over E UGSP scheme which has come 

- ---..!:: . ... .. recently , t he spinnin g sub-sector should be treated as the heart of 

linkage activities. At p r esent, t he t otal investmen t in the spinning su b-

: -- :- ~s around Tk. 4000 crore, which is the highest among all the sub-sectors 

: -e : e xt ' e industry. According t o official estimates, the present demand for 

: :- :te export-oriented knit industry is 63 million Kgs. The ETMA claims that 

:' ·0 industrial products the average tariff reduction by the developed --_=5 ~as 38 percent, whereas in the textile and clothing sector it was 
:;:;e rcent. 
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::-,e w tal de mand for 63 million Kg s . existin g capacity of the spinning 

:2.?able of su p plyi.ng 3-1-. 98 million Kgs. In addition . the un -le:-

;_=-=~ :2.::on units that are expected to start operat ion by June 1997 will have 

- -= :=;.::. _ ::~: :0 supply a tota l of 69 .96 million Kgs of export quality yarn to the 

"l . 
: _::.: _ s: :-:e s ~ . Be SIde s . a good numbe r of mills with additional supply capacity 

-,::":'~:'on Kgs are now a t diffe rent stages of implementation with various 

- -.-.:", -:-:-: u s there a r e rea sons to belie ve tha t if ade quate s uppor t is given . t he 

-=: .:: -:: s pinnin g mills will b e a b le to meet all the dem a nd for ya rn in the knit-

_-: :;: :" s - rie s i n th e near future . 

~ inh. the poss ible ad v e rse e ffects of import liberali za t ion should be given 

:~ :-,s:' e ration . Since t he mid - 1980s the Government of Bang lade s h have been 

_ - =::-!:.-.:::n g th e econo my ve r y fast . as is r e flected in t he s harp downward 

;: . .:: .: :: of the tariff s t ruct u re i n the textile secto r. Polic y ma kers should, 

-= --e::- . :-ealize that the basic obje ctive of i mport liberalization is to expedite the 

-- -=. -- .. in dustrialization. Trade policy should be deve loRm en t or ie nted . a imed. 

=- =~ : ec (ive basis, at building s u p ply capa cit y and thus fo r m an integral part 

- =_s :::-:a a nd d e v e lopment strat eg y . Competition f rom impor t s may no doubt 

-= ':: 5::i.:ican t efficiency imp roving effect s, bu t it ma y als o drive entrepreneurs 

- - - ,- st r y in to inte r me diat ion fo r i m ports30• Depending on the country 

t erefo re. t rade policy ma y co m prise liberalization of im port in so me 

!:. :-.d at the same t i me inclu de stren g thenin g the d e gree of protection 

- ':: : :: : 0 othe'rs. 

':e~ BT~A Annual Report 1995-96. p. 112-113 . 

.... :. Rehman Sobhan. Rethinking the Role of State in Development: 
- _=::s.:;ectives (Dhaka: University Press Limited, 1993). 
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::-or a country like Ban gladesh with a very fragile manufacturing base, the 

:-eq uirement is to develop supply capacity and lay the foundation of a 

-.: - ;:=::t:ve export sector. In areas w here the country has some production 

:_:,L::Y· say textile spinning, it should aim at product upgrading and 

- ::; '::; :o;;ment to make the products in ternationally competitive and capable of 

: '":;. ::::1g new opportunities in the international markets. A reassessment and 

-::; ' -:5:on of the t ariff st ructure keeping in view the imerest and prob lems of the 

- _::::-y ' s textile sector thus becomes necessary. 

:'his is not, however, to advocate assistance to the spinning activity fo r 

_ ::-' efinite period, but to allow it sufficient time to overcome the present 

:.:':::-:::'.. ties. It should be noted here that Bangladesh started the process of 

_ - :;:-~:-: liberalization at the behest of the World Bank and IMF whose ideology 

~i1 terms of the growing submission to the so-called rules of the market, 

e:Jl?hasis on competition, removal of the anti-export bias, and improvement 

:: _:: cative efficiency. 

;Jowever, the lesson from economic history is that industrialization has been 

:. -"':e·;ed through controlling access of foreign goods to domestic markets. In 

-:-e:-al the experience of Japan and East Asian NIEs is at variance with the 

::-.:' ~an k/IMF thesis that the more open the economy, the faster is its economic 

-_ 4 : :-:. Governments of some of these countries had intervened vigorously in 

_~ economies and offered selective protection using high import tariffs, quotas, 

_ : ... :::' enge controls for developing their import substituting industries. In 

-- port control still remains the most practised policy even in the highly 

today, which is also evident through the operation of MFA 

;:;hich is nothing but protection under the aegis of quantitative 

-:=--~ s provided to the textile industry of the developed countries. Our 
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:- ---: "':2.kers should draw lessons from this experience in form ulating trade and 

=_:-:-a. policies . Sudden or rapid liberalization of domestic and external markets 

:-:2.·:e disastrous consequences for the economy 2.S a whole . 

Even a cou ntry like India which has a large manufacturing base and a 

:::':e:-sified textile sector has incr eased its tariffs and countervailing duties 

- "2.=-~ : :-om 32.19 percent in 1995/96 to 34.30 in 1996/97. Similarly, Tu r key has 

-,;:_:e~ 2. 20 percent i mpor t d u ty on Pakistani fab r ics in orde r to save her 

-:-es::c :extile i n d us t ry. T he EU has recently i mposed anti- d umpin g d ut ies on 

:-:.:-::-: 2.:-:C fabric export s of Pakis tan , In dia and In dones ia. Bang la desh's ,policy 

- =- e :- s should ta ke cognizance of such t rade r estr ictive measures a roun d the 

::-.= a:-:c make the donors understand that in t he na me of drastic libera lization 

=:-z'::":esh cannot afford to lose the potential for stren gthening and expanding 

_:::::.: s · :-ial base. 

Seventh, the most debilitating constraint faced by Bangladesh's spinning 

- :. - :: :- y :s the high cost of raw cotton . There is an unimpeachable evidence that 

:: :::: -es ic spinning mills have to procure the basic raw material, i.e. , raw 

_ :-:':-:. a: a relatively higher price than its competitors, in particular, India and 

J: This price differential in raw cotton contributes significantly to 

- e competitive advantage of Bangladesh's spinning sector. The 

- = _ ::.2. : ::::1 of the budgetary proposal for introducing a general infrastructure 

surcharge on all imports will aggravate the spin ning mills' problems 

::: :- er to relieve the industry from the disadvanta ge s it suffers in 

:- _=-::'::: :1 "'lith the neig hbourin g countries, a ll t ypes of d uty and taxes on raw 

should be wit hdra wn, and an appropriat e support mec hanism, say 

_ee Cha p ters IV and V above for greater detail. 
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a provision of cash subsidy to the spinning mills, should be immediatel? 

introduced. Such subsidies would e nsure Bangladeshi mills a level playing field 

and help achieve competitiveness in the production of yarn in relation to other 

cou n tries . 

Eig ht h, the prevailing restrictions o n the import of man-made fibres· 

con s titute a hindran ce to spinning activity. Ma n- made fibre is an impor tant raw 

mat e rial us e d in y arn spinnin g, including produc tion of mixed yarn. There is no 

do mestic p r oductio n of man - mad e fibre but yet its import i s s ub j ected to a duty 

of 2.5 percen t . Man - made fi b re (MM F ) should be tre a t e d at par with raw -cotton 

and i ts i mpo.rt s hou ld b e allow ed d ut y- f r ee. T he duty on MMf r e d uces t he extent 

of effect ive protec tion enjoyed b y this sec tor a n d ac t s as a hin drance to t he 

process of val ue a ddition. Its withdra wal will grea tly cont r ibute to rais i ng t he 

competitiv eness of t he local s pinning in d ust ry. 

Ninth, Machinery a n d spare part s i mports r elated with the spinnin g mills 

are s till suhject to high impor t d u ties. At present, spare parts wor th 10 perce nt 

of value of capital mac hin e ry are allowed duty f ree, bu t there are s o me items o n 

which import du ty is quite h igh. Moreove r , i n the b udge t for FY 98 a fr esh 

import duty of 2.5 per cen t o n t extile machinery has b een propos ed . I n or der to 

enable rapid development of the t ext ile s e c tor, the import of a ll mac hinery a nd 

spare parts should be allowed duty - free . 

Tent h, a major problem facing the spin n ing sub - secto r is the leaka ge from 

the bonded warehouses. At p resen t the RMG sector can import d ut y- f ree yarn 

and fabric by using the bonded warehouse fa cilities. But t he re are alle gations 

that the yarn and fabric importe d und er this s c h eme are s old in t he ope n mar ket 

th rough leakage f rom bonded wa rehouses. T he leakage of d uty - f ree y arn hurts 

the sale of locally produced yarn because t he leaked p roducts are sold in the 
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local market at prices below the duty - paid price as well as the ex-factory price 

of locally produced yarn. Table VI.8 which ;Jresents Le findings of a price 

survey shows that the price of Indian yarn of 30s count i. the Narayanganj 

market is 10-11 percent lower than the duty-paid price and a~out 12-13 percent 

lower than the ex-factory price of similar counts of Bangladesh yarn. There is 

a resentment among the industrial circle that the lea kage ·~ of duty-free yarn 

imported by knitting and hosiery mills accounts for a substantial portion of 

supply of yarn in the local market, resulting in unsold stocks and loss to the 

local mills. 

Table VI.8 :Prices of Locally Produce d Yarn Vs Indian Yarn, 
May 1997 

C & F Benapole 
COW1t £;1; - Duty lIarayanganj 

Fac tory Pa.id Marke t Pr i c e 
(Tk/Lb) U SS/Kg Tk./lb price * Tk, /lb 

(avera ge) Tk/lb 

100% Cotto n 
30s Carded 82.00 3.05- 3.20 60.44 78.95 69.00-72.00 
30s Co mbed 86.00 3.25-3.40 64.31 84.00 75.00-76.00 
40s Combed 99.00 3.15- 3.80 67 .21 87.79 81.00-88.00 
82s Com bed 145.00 4.80- 5.10 95.74 125.06 129.00-158.50 

Blen d ed 
30s PC( 65 %+35%) 78.00 2.90-3.00 57.06 74.54 70.50-73.00 

Not e : ~ i ncludin g 7.5% CD, 15% VAT, and 7% to cove r all other charges. 
Source: Mar ket Surve y . 

The a fo re- me ntioned problem is compou n ded by the provision of high 

was tage rate - above 26 percent- allowed for the knit- RMG sector. This high 

wastage allowance aggravates the situation as it is possible to reduce the rate 

of was tage, and the d ifference between the per mitted was t age and a ctual wa sta g e 

, h hl' gh wastage rate would contribute 
can b e sold in the market. Sup portmg t e 

to encouraging inefficiency in th is era of superior technology and stiff 
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com petition . Furthermore, such irrational support measure is orovided at the cost 

of the efficien t spinning sector. Thus it is imperative that the bonded warehouse 

facili ties are strictly monitored and the wastage rate red uced to a reasonable 

level. The rate may be determined in consultation with indust ry representatives, 

experts, and the Mills Association . A com mittee may be constituted for that 

pu rpose. 

StructuraJ Constrajnts in the Spinning Sub-sector 

There are a few structural constraints to which due attention should be 

given so that the Spinning sub-sector can grow and act as the focal point of an 

integrated textile industry structure. First is the problem of technology, In most 

cotton mills, technology used is very old. Some mills use machinery which are 40 

years old with little or no investmen t made for renovation and modernization. 

Some units have new equipment but with very conventional technology. Only a 

few mills have the modern machinery and the latest technology. It is these mills 

that produce quality yarn. 

Because of the use of old machinery and antiquated technology yarn 

quality is poor and unsuitable for producing the fabric demanded by the RMG 

industry. Labour productivity is low because of the poor condition of the 

machines and nullifies the comparative advantage the country claims to possess 

on account of its low labour cost. This disability of the spinning industry is 

indeed the major constraint to development of the linkage between the spinning 

and the other mid-stream sub-sectors. There is, therefore, no alternative to 

getting the latest technology if the spinning industry is to develop and 

effectively compete with other yarn producing countries. 
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Secondly, power shortage has been a chronic problem in Bangladesh and 

in recent times it has deteriorated to the extreme. This probiem affects 

production of every sector including the textile sector and is a major reason for 

1 't till" d' . 32 ow capaCl y u' zatlOn. Accor 109 to one estImate, the tota l energy requirement 

for full capacity utilization in the textile sub-sectors (spinning, weaving, dyeing, 

printing and finishing) in 1994/95 was 476 million MW, and if the planned capacity 

expa nsion as envisaged in the Textile Policy 1995 is to be achieved 529 M W would 

be needed by the year 2005. While Government should sincerely try to attract 

foreign investment in the power sector , initiatives should also be taken to allow 

the t ext ile units t o produce their own electricity. For that purpose, provision may 

be made for ban k credit at concessionary interest rate fo r im porting generators 

by indus tries. I mport of generators and spares should also be made duty free , 

and the Govern ment should supply gas to these power generating units at the 

sam e rate as is allowed to PDB for power generation. 

Third, lac k of access to cheap credit is a serious constraint faced b y t he 

t extile industry. Because of weak competition in the ban king sector and the 

oligopolis tic structure of the banking system led by the large Nationalised 

Comm ercial Ba nks (NCBs), the interest cost of loans is high . Besides, the policies 

of fixing rates and charges followed by the NeBs seem to be driven by their 

compulsio n to recoup their past losses which is not at all in conformity with the 

profit maximizing behaviour33. These practices penalize the new borrowers who 

have to s ho ulder high interest charges due to the bad performance of their 

predecessors. It is widely believed that appropriate reforms of the banking 

32 G.A. Matin, "Textile policy 1995 So me Constr a ints", BTMA Annual 

Report 1995-96, p.SO. 

33 Kabir Hassan, "Financial Sector Reforms lf
, Growth or Stagnation? A 

Review of Bangladesh's Development 1996, CPD , 1997. 
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sector would generate a fair competition in the banking sector. and the cost of 

borrowing would also be lowe r. This would make the bank credit attractive and 

help the textile sector in getting funds at a reasonable cost. Until such tim e , th e 

Government might think of providing loans to textile sector a t lower rates of 

in terest in view of the fact that the textile s ector has been identified as the 

thrust sector, and, furthermore that the efforts t o achieve the Textile Policy 

objective of self-sufficiency by the year 2005 will need a huge amount of 

investment. The Government should also consider creating a t extile modernization 

fund which will ens ure loans at a subsidized rate to modernize the existing 

spinning units. India introduced a s imilar type of fund whic h contributed 

significantly to boosting efforts made by spinners t o upgrade their technology. 

Another problem pertaining to the spinning industry is the lack of t rained 

a nd qualified manpower. With . the installation of sophisticated units it is felt that 

demand for qualified textile engineers, managers and operators will go up. At 

present, the country does not have adequate facilities to produce the required 

number of qualified and skilled personnel. 

Finally, and most importantly, a huge investment would be needed in the 

s pinning and other textile sub-sectors. Given the poor physical and socio

economic infrastructure it is very difficult to attract foreign investment in this 

sector. An all out effort must be made to mobilize domestic resources as well as 

external funds to meet the investment demand. 
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Chapter VII 

oUcy Recommendations 

- <> s?inning in dustry in Bangladesh is beset with many problems. Some 

: -::- a:-e ct;e to inappropriate, often faulty, trade and industrial policies that 

:: : 3.:..e to provide the necessary incentives and encouragement for its 

~~()"'i..n. 'Same 0\ \he "?To'o\ems aTe the TeS\l\ts at textlle sector re\ateQ. po\ides ana. 

practices pur s u ed by the neighbouring countries whic h su pply the muc h neede d 

raw materials to Bangladesh's textile spinning industr y and whose produc ts also 

co mpete wit h t hose of Bangladesh in the latter's ow n domestic market. There a re 

yet o the r proble ms which are basically struct ural in na ture and related to 

obsolete and inappropriat e technology, poor management and labour skill, high 

wastage, frequent interruptions in power supply etc. Solu tion to these prob lems 

will require action on a number of fronts. Some tentative policy options designed 

to remedy these problems can be discerned in the earlier chapters. These are 

summarized and pieced together in this chapter. 

1. A major solution of the structural prob lems of the s pinning industry lies 

essentially in introducing modern technology and replacing old and worn o ut 

machinery that will improve product quality and raise competitiveness. The 

industry will require huge amount of new investment to accomplish this objective, 

for which active Government support will be needed. Easy access to bank credit 

with provision of low interest rates, setting up a textile modernization fund for 

providing soft loans as has been done in India, and the provision of duty free 

im port of sophisticated machinery (also as in India) will contribute to the 
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promotion of spin ning indust r y. Foreign direct investment and joint ventures that 

will bring in new capital and modern t echnology shou ld also be welco me. To 

attract FDI, significant doses of domestic public investment will also be needed 

for the de velo pm e nt of the country's physical infrastructure. Unless the 

st ructural impe d i ments are removed by the injection of new investment, 

in t r od uction of modern tec hnology, and development of basic infrastructure, trade 

polic y incent iv es tha t are r ecom mended later in this chapter are unlikely to be 

effective in im p roving t he com pe titive positio n of the spinning sub-sector. 

2(i). Banglades h' s main competitor in cot t o n ya r n is India. In respect of the 

conversion cost of cotton yarn, Bangladesh privat e sector mills demonstrate a 

clear competitive edge over India. and also Pakistan, not to speak of other high 

cost comparator countries such as Japan, Korea and Thailand. Howeve r , the 

advantage in the form of lower conversion cost of cotton yarn is lost as 

Bangladesh mills have to obtain raw cotton at a higher price compared to the 

Indian and Pakistani mills. This is due partly to the natural advantages of lower 

costs and close proximity to raw material supplies, and partly to the policies 

undertaken by these countries that enable their spinning mills to obtain cotton 

(the main raw material) at a price lower than in the world market. Ya rn cost in 

these countries thus becomes lower than in Bangladesh as a result of which the 

domestically produced cotton yarn in Bangladesh suffers a price disadvantage in 

competition with the yarn imported from these countries, in particular from India. 

In order to ensure a level playing field for Bangladesh's domestic spinning mills 

so that they can compete on relatively equal terms with those of India and 

Pakistan, appropriate policy assistance will be necessary. If such assistance 

enables the country's spinning mills to match the" cost advantage enjoyed by 
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th eir co m pe titors in India and Pakis tan i n the form of chea per availabili ty of raw 

cotton and other inputs , these mills will be able to produce and s u pply yarn 'at 

com petitiv e p rices . In t his regard , the fo llowing poLicy options may be considered : 

2(ii). Ban gladesh's spinning mills have to procure raw mate r ial (cott on) a t a bo ut 

a 30 per cent higher price than those in In d ie.. In or de r to mitiga te t his cos t 

disadvantage suffered by the Ba n g ladeshi mill s, a st r ong case ca n be mad e, on 

an interim bas is , for extending a 30 per cent price s u p port toward s the 

p r ocurement of raw materials by the spinning mills. This deserves the hij;hest 

consideration by t he Government. 

2(iii). Th e recent decision to impose a 2.5 percent infra~tructural development 

surcharge which is applicable to all imports, including raw cotton, has b een 

ab solu tely ill-conceived. If implemented, this budgetary measure will aggravate 

the proble ms of the spinning mills further . The BTMA and all c ham ber bodies in 

the country have in one voice raised strong protest s agains t imple mentation of 

t he proposa l. In the interest of future growth of the spinning industry and 

hence of the t extile sector as a whole, the Government should not hes itate to 

withdraw all tariffs and taxes on the import of raw cotton, the basic raw material 

fo r the ind ustry . 

3(i). The Government currently provides 25 per cent cash incentive on export 

of local woven fabrics/knitwear. Since the export- oriented knitw ear industry is 

using local yarn t o claim the 2S per cent cash i ncentive, it would be fair t o treat 

t he spinning mills as dee med expor ters and provide the m cash incen t ive of 25 per 

cent of the value of t he yarn they supply to producers of such knitwear/ woven 
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fabrics. This incentive will make the locally produced export-quality yarr: 

competitive and cheaper than the imported yarn. ~oreover, the local yarn will 

also b e easily available and at a much shorter lead time than the imported yarn. 

3(ii). The provision of 25 percent cas h incentive is definitely a laudable step 

which is expected to significant ly contribute to promoting backward linkages in 

the industry . The Government should therefore continue with tr.e scheme and 

ensure that the exporters using locally produced yarn and fabric in export 

production can avail of the facility without difficulty. According to WTO rules , 

Bangladesh as a least developed country(LDC) is entitled to provide the cash 

subsidy upto year 2002 • .H Table VII,1 shows that this scheme renders the locally 

produced yarn cheaper to the domestic knitwear industry as compared to the 

yarn imported from India under back-to-back L/C. The cost per kg of yarn to 

the knitting industry is USS 3.10 if they use locally produced yarn, while the 

cost is USS 3.37 per kg if they import under back-to-back L/C. If the prevailing 

subsidy is withdrawn, the cost per kg of yarn will be USS 4.13 per kg, which 

is 22.5 per cent higher than the duty free imported yarn. Therefore, the 

Government should not have any hesitation to allow continued operation of the 

scheme. 

H WTO Agreement on Subsidies and Countervailing Measures, Article 
27(3) . 
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Table VII. 1: Comparison of the Cos t of Imported and Locally 
Produced Yarn (30 0:rrded) to the ;{nitting Industry 

?::-_C1tS Locally I , 
IJlpo rt9d Yarn Y un LaUItd au t ! Il:pQrted Yl1rn 

rroducad Ul"'..da r B_ck- to - I ro. Bonded I ~i 1:-'1 !:iIport I;uty 
Yarn Bac.'< LIC ;;a.r~s PAid 

(2) (3) (4) ( 5 ) 

, ?::-ocurll"Mll1t ?rica Per 80.00 n.a n.1I I n.1I 
L.B (Tk) 

PrOCUr&lMtllt Price Per 176. 37 n.a n. '" n . a 
Jl:g (!k) 

Procurs-m: Prica Pe r 4 . 1 3 3 . 15 3.15 I 3 . 13 
li:g (US . ) 

I 

l'r AIlS porta tion I n.4 0 .22 0 . 22 0.2 2 
!r~ance & others 87t 

(US . ) 

lliport Duty P&i.d n . a n .a n . a 0.14 
CD:7.5 \ A VA!:15' 

(US ') 

~. Cash Incantiv. i 1.03 n .1I 1 . 03- n. a 
25 % (OS ') 

H.t Price Pa r Kg 

I 
3. 1 0 3 . 3 7 2.34 4.11 

(US ' ) 

Index 100.0 10a.7 75.5 132 . 6 

a Est imated on t he basis of the price of locally prod u ced yarn . 
Note: n.a indicates 'not applicable' 

I 

3(ili). It is, however, alleged that the scheme of p roviding 2S per cent cash 

incentive on the export of woven fabric/knitwear is being g reatly ab used. The 

exporters of readymade garments/knitwear not a vailing of t he duty dra w-back 

facility are entitled to t his s c heme. The industry people, however, compla in t ha t 

t he incentive so given often benefits t he smugglers rather than t he actual 

producers. Yarns/knitted fab rics /woven fabrics of foreign origin are availab le in 

the local market which are either leaked out from the bonded warehouses or 

smuggled in from the neighbouring country. Many exporters buy these product s 

from the local market where they are cheaper(see table VI.8, Chapter VI), and 

thus take advantage of the cash incentive rather than avail of the duty draw 
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bac k f acility. Becau se of th e abuse of the scheme, the desired objective of the 

subsidy - to promote backward linkage industries - is not achieved. 

3(iv) . A mec han ism should be devised to prevent abuse of the cash incentive 

facility. For exam ple , the firm intending to avail of the cash subsidy may be 

r eq uiTed to p rod uce a certificate of origin of the product. Thus, knitwear 

exporters will ha v e t o obta i n from BTMA/BTMC a certificate of origin(COO) of the 

yarn they use t o get the cash incentiv e. I n the same way, coo will have to be 

obtained from BTM A/BTMC, if the RMG industry exports garment s made of locally 

produced woven fabric. It implies that the RMG expo r t e r will have to obtain 

certificates of origin from the association whose members supply them the raw 

material. A strict enforcement of this type of regulation will ensure that the 

subs idy i s receive d by the genuine exporters and not given against smuggled 

good s or products leaked from bonded warehouses. 

4(i). Considerable trade libe ralization has occurred in the textile spinning sub

s ector where the tariff on cotton yarn has been significantly lowered - from 30 

pe r cent in 1991 to 7.5 per cent in 1995. This drastic reduction in tariff ha s 

made Ban glades h yarn uncompetitive with the Indian cotton yarn which, with i t s 

advanta ge of low yar n cost, is outcompeting Bangladesh's yarn in its own 

domestic marke t. In order to prot~ct Bangladesh's yarn industry from the 

onsla ught of Indian yarn, adoption of a realistic tariff policy becomes an 

:nescapab le necessity. Tr ue , Bangladesh is com mitted to a policy of p urs uing a 

' beral trade regime, but when i ts t extile indus t r y i s y e t to build a soun d base,' 

a s udden exposure of the industry t o free competition wit h the established and 

:ar more efficient suppliers may have d isastrous consequences for its growth . 
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The need fo r according adequate protection to the spinning industry, therefore, 

hardly requires any emphasis. 

4(ii) . There is a scope for rethinking about the Government's policy of trade 

liberalization, not just in the textile sector, but encompassing all other sectors 

of the econom y. The policy makers must realize that the basic objective of trade 

liberalization is to facilitate the process of the country's industrial development. 

It should aim at b uilding supply capacity first and allow the industries sufficient 

time t o stand on their own feet and become competitive in world terms. Blanket 

liberalization of the market without any consideration of the stage of 

development of the indus tries concerned may have disastrous consequences for 

their continued existence. In Bangladesh, the process of import liberalization 

started primarily at the insistence of the donor agencies (World Bank/IMF), whose 

ideology runs in t erms of submission to the rules of the marke t and a liberal 

trade regime for accelerating the process of gro wth. Historically, however, the 

industrialization experience of many countries comprehensively con t radicts the 

World Bank/IMF thesis that openness of the econom y is essential for economic 

growth. The East Asian countries like Japan, Korea a nd Taiwan intervened 

vigorously in their economies offering wide ranging protection to their import 

substitution industries. Strict import control remains in vogue even in many 

developed countries today. Our policy makers should dra w lessons from such 

experiences in formulating Bangladesh's trade and development polices. 

-Hili). Notice that import duty on cotton yarn in all neighbouring countries is 

;Juch higher than in Bangladesh (see table '/1.6, Chapter VI). Most relevant for 

? rpose of comparison is India where, despite a well developed textile sector, 
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total 1m port duty on yarn induding c.ou n ter v a iling ci ties is c.urrent\.y 34,30 ?er 

cent . Examples of trade :r-estrictive measures like anti- dumping duties are rampant 

i n the developed countries as well. Bangladesh is also ',IIithin its ::-ights ~o 

safeguard it s nasce nt indu s trial s ector f r o m unreaso n a ble external co mpe tition 

wh ich causes or th reatens to ca use injury to it s i n du s t rie s . Bangla desh is, 

however, d ee p ly com mitted t o a cce lerating the p roce s s o f t rade liberalizat ion , nd 

since tariff on cotton yarn h a s re mained at a low level of 7.5 per cent for the 

past three years, we do not recomm e nd any upward revision o f the i mport d u ty , 

for that might be misunderstood by our trading par tners as a reversal of po licy . 

Instead, we recommend that a compensatory duty of 11 per cent be imposed a long 

with the prevailing 7.5 percen t import duty and 15 per cent VAT (23.6% overall) 

so that the total of all such duties is raised to about the s ame level of import 

and coun t ervailing duties (34.3 per cent) prevailing in India. Bangladesh IS 

entitled to take such action an d it will not contravene the WTO rules . It I S 

desirable that the proposed compensatory dut y is kept in force fo r a period of 

atleast 5 years within which time the industry can be expected to overcome its 

existing disabilities and become internationally competitive. 

4(iv). It is suggested in certain quarters that any increase in the rate of import 

duties on yarn will hurt domestic fabric producers , b ecause higher import duties 

may increase the cost of yarn and impede the ability of weaving mills to expand 
\ 

production and meet the fabric demand of the local market as well as of export 

oriented RMG industry. This contention is not, however, borne out by historical 

evide n ce. A s trong ly held view of the indus try circle is tha t r eductions in i mport 

d u ties on yarn i n the pas t were not a ccom panied by corresponding d eclines in 

t heir prices , resulting in a lower r elative increase i n the b enefit s t o the u s er 
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.:. ':" !l e benef it s of r e d u ced dut y were poc ke t ed mainly by the middle men and 

:.=.:'~:-S . -:'here is therefore little guarant ee that a redu ctio n of impor t duty on 

-:;:..:l benefit the gener al weave r. 

'=;bservations made i n the foregoing pa r ag r a p h strengthen the a r gum e nt fo r 

-=. : :-easi~g t he level of assistance to t he s pinn ing industry. Notice t hat t he 

weaving s u b- sector has historically bee n receiving a v ery high degree o f 

protection in the form of tariff s a nd quantitative res t rictions (QR) , but i ts 

efficiency in ter ms of quality, costs, and capacity utilization has consistendy 

deteriorated. As is evident from the Bangladesh Tariff Commission Study on 

Weaving referred to in this report, improvement in the efficiency of the weaving 

su b-sector will call for grea t er efforts on structural and technological 

improvem e nts, rather than perpetual and continuously increasing tra de policy 

support to this sub- sector. 

5. Smuggling of yarn from India is widespread. The cost of smuggling from 

In dia, i s be lieved to be within the range of 10 - 15 per cent. It implies that as 

.ong as the protective duty i s higher than 15 per cent, smuggling of yarn will 

:-emain c heaper than legal imports. Stricter law enforcement and vigilance at the 

"orde rs ma y keep the incidence of smuggling to a minimum. 

6(i ). The export orien ted garments ind ustry(Hosiery) imports yarn from India on 

:: " y free basis for ex port of knitted garments. It is alleged tha t a significant 

:;.~antit y of t his dut y-f ree yarn f inds its wa y into the ope n marke t throug h 

:eE..k.a ge from bonded warehouses. This illegal practice hurts the sale of locally 

ced yarn in the domestic market , because the yarn i mported under back-to-
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bac k L/C is sold at a much lower price in the local market than the locally 

produced yarn(see table VI-8, Chapter VI). 

6(li). Note that the cost of imported yarn under back-to-back L/C is U SS 3.37/k g 

(see t able VII. 1 ). These yarn s are therefore very attractive to knitting/hosiery / 

weaving mills who produce for the local market and who otherwise would have 

been required to procure locally produced yarn at US$ 4.13/kg or import yarn 

at USS 4. 1l/kg after paying 7.5 per cent CD and 15 per cent VAT. The hosiery 

units can thu s obtain (illegally) the yarn at a 22 per cent cheaper price than if 

they were required to procure it from normal sources (see table VILl, cols. 2 and 

5). These illegal yarns are also attractive to the export oriented knitting 

industries who can as k for 25 per cent cash subsidy. This enables them to obtain 

yarn at a 24.S per cent lower price than if they were required to procure yarn 

from the local source (see cols. 2 and 4 , table VII.I). For preventing the 

possibilities of illegal leakages, therefore, tig ht monitorin g of Special Bonded 

Warehouse (SBW) facilities will be needed. 

7. The knitting industries are allowed to import excess yarn in the name of 

wastage allowance which raise s the extent of the leakage from bonded 

warehouses. Currently, knitting indu stries are allowed to import yarn with 26.33 

per cent wastage which is far above the required quantity. Such a high wastage 

allowance enables these firms to off-load the surplus yarn into the local market. 

BTMA argues that the rate of wastage fixed by the Government is very high and 

cannot be justified because of constant improvem ent of technology. In fact, the 

knitting industry would not be able to compete in the international market with 

such a high wastage. BTMA recommended for allowing a total wastage of 8 per 

cent in different stages of knitting, that is, wastage before and during knitting: 
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2.0 per cent; wastage during dyeing a n d processing: per cent; and v,.:=..s:ag e 

, 35 ' , in cutting and sewmg 2.S per cent. Moreover, It l S allege t hat 

companies who perform only on e stage or two stages in knitting, or knitting an ': 

dyeing, are taking advan tage of the 26.33 per cent 'Nastage and importing huge 

quantities of duty free yarn an d illegally dumping the surplus in the local 

market. Therefore, it i s suggested t hat a Committee oe formed immediately to 

determine the maximum wastage that can be allowed to "he knitting industry. For 

mills doing a part of the conversion , the wastage level should be limited to their 

respective figures as allowed. 

SCi). 'Three Stage Transformation' is required for knit garments to qualify for 

the GSP Facility accorded by the EU. It implies that Bangladesh exporters will 

have to use locally produced yarn in order to avail of the GSP facilities in 

exporting knitwear sweater and terry towel. Violation of the EU rules of origin 

by Banglades h exporters has been taken very seriously by the EU which 

threatens the export of a promising item like knit RMG. The Government of 

Banglades h is now lobbying to EU to provide them the GSP facility by applying 

the two s tage transformation criterion instead of the three stage formula. This 

policy may at best be a short- run, temporary relief measure as it will be 

extremely har mful for the overall lon g term development of Bangladesh ' s textile 

s ector. It will disintegrate the spinning sector from the dynamics of readymade 

ga rm ents export and slow down the investment in the spinning sector in 

Bang lad esh. On the other hand, it will mainly benefit the ya rn producers from 

which Bangladesh exporters i mport t he required yarn , r a t her t han in crease value 

addition in the knit industry. It is worth mentioning here t hat th e s pinning 

35 BTMA Memorandum to t he Government. 
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sector has made good progress and currently has the capacity to meet around 

40 per cent of the yarn demand of the export oriented readymade armer,ts 

industry. It is therefore suggested that Bangladesh stick to Three tage 

Transformation criterion that should be important for the long term development 

of the count ry's spinning industry. 

8(n). In the wa ke of the dispute with EU over GSP facilities in the export of 

k nit-RMG, the Govern ment have decided t o provide a 12.5 per cent cash subsidy 

t o the knit- RMG industry until such time a s the demand for two stage 

transformation is accepted by EU . There may be some justification to t his 

Gover nmental support as it may help the knit- RM G industry to find markets in 

non- EU countries. But it goes without saying that while t aking such a policy 

mea s u r e the Government have apparently failed to get into the essence of the 

problem. 

B(lli). The basic attraction of EUGSP scheme, as described in chapter VI, is its 

co ntribution to promote backward linkage. In order to be able to benefit from 

this s cheme, the pragmatic policy option would be t o promote the domestic 

p r od u ction of yar n. This is more so beca use if EU does not consider Bangladesh's 

req uest for two-stage conversion to qualify for the GSP scheme, it would im ply 

that Bangladesh will not be ab le t o get such facilities until and unless locally 

p r oduced yarn s are used in the kn it sector. On the other hand , even if EU does 

accept the two-stage conversion criterion as asked for, it will not be to 

Bangladesh's long term interest, because it will a lmos t inevitably obstru ct the 

growth of the spinning sub-sector and t hus hurt the prospect of increasing 

value addition in the t extile industry. Thus the dispute over EUGSP actually 
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strengthens the justification for extending a 1 necessary suppo.rt to the S::::~-:ll ~ 

sub-sector as recommended in paragraph 2(i) above. It is to be noted that :':e 

promotion of spinning activity would ensure Bangladesh's right to claim GSP. 

which in turn will give the country's knit producers a competitive edge o"'e::

other countries, particularly after 2005 when tariff will be the only importa,,: 

bar rier to t extile export. This process will also en rich the value added content 

of our kni t export. 

9. Prior to the announcement of the FY 98 budget, textile machinery was 

imported duty free . The FY 98 budget has proposed an import d uty of 2.5 per 

cent on textile machinery, and retains the pre- existing 30 per cent import duty 

with 15 per cent VAT on all spare parts. To make the spinning milts efficient and 

competitiv e , all such duties and taxes should be withdrawn. It is worth 

mentioning ia this connection that most textile mills currently in operation are 

20/30 years old, and these need immediate BMR for raising production and quality 

of the prod ucts. For BMR purposes, Card Conversion Machines and Ring Frame 

Drafting Zone Machines are indispe nsable. However, for duty purposes these 

machines are treated as spare parts which attract 30 per cent customs duty and 

15 per cent VAT, even though prior to 1990 these were considered as capital · 

machinery and could be imported at con cessional rates of duty. All the same, for 

purpose of facilitating BMR of the spinning mills it is desirable that the required 

machines and spares are all made importable at zero rate of duty and taxes . 

10. Power is an essential input in textile production. Most mills do not have 

their own generator and hence depend on electricity supply by the PDB. These 

mills have a high loss of production through power failures. Given the existing 
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generation capacity of Bangladesh, ~ he problem of power shortage will remaiil for 

a t least next 3-4 year s . An immediate solution may be found in encouraging the 

s pinnin g mills , through adequate in centives, to set up their ow n generators . The 

r eq uired ince nt ives a r e th e provis ion s of duty free i mport of generators, interes t 

free and eas ily accessib le loans to set up generators , and suppl y o f gas at the 

same rate a8 is a llowed t o PDB for power generation. Most of the mills t hat ha ve 

thei r own gas based power generators, s uffer from low gas press u re which makes 

the generator inoperative. To remedy this problem , one solution may be to 

p rovide express gas lines to places where group of textile mills are located or, 

alternatively, incorporating booster pumps in the existing gas lines . A long term 

solution, how ever, lies in expanding generation capacity of the country a s a 

whole, throu gh private sector participation, including fo reign pr ivate investment 

in the energy sector. 

11. Ma n- mad e fibre is one of the basic r a w materials in the production of yarn. 

Im port duty on man- made fibre(MMF) incr ea ses the p rod uction cost of yarn. 

Recognizing its importance, the Govern men t have r ecen tly b r ought down the 

im port duty o n MMF to 2.5 per ce nt from the previous 7.5 per cent . Ma n- made 

fibre s hould however be t reat e d as com plementary to raw cotton in yarn 

prod uction and 71 ence the impor t duty the reon should also be brou ght down to 

zero. 

12. Unit la bour cos t in Bangla desh's spinning is mu c h higher than in all other 

om parator countries, in clu din g Japan where hour ly wa ge r ate is the hi ghest. Lo w 

:abour productivity is the main reason whic h nullifies the advantage of low wage 

::ost in Bangladesh. Faster depreciation of Ind ian and Pakistani currencies in 
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relation to Bangladesh Taka over the past yea rs is also an important factor 

behind ;:he differences in u nit labour cost between Bangladesh and other 

countries. The lesson for Bangladesh is that in ~rder t o r em ain internationally 

competitive, labour productivity should b e enhanced th roug h development of skill 

and introd uction of mod ern mac hine r y and technology. Wages should b e lin ked 

to productivity, and the exchange rate should be properly managed a nd allowed 

to mov e in line with that of the ma jor co mpeting countries . 

13. The BTMA has lo n g been complaini n g abou t t he provision of paying ag.vance 

income taxes a t t he time of importing raw materia ls a nd spar es. This p r ovision 

greatly i nconveniences the textile mills as most of these are plague d wit h a c ute 

paucity of working capital. Moreover, payment of taxes with each a n d every 

transaction creates administrative problems for the mills. The provis ion is a lso 

unnecessary because income taxes can be conveniently assessed annually . I n the 

interest of smooth functioning of t extile mills and to facilitate u n hi nd e red 

availability of in p uts, t hey should be e xemp t ed from pay ment of ad vance incom e 

taxes. 
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Chapter VI ~ I 

e ,'is ng An Ins"Uuiio j all Suppo Mec a sm 

The Need for at institutional Support Mechanism 

The overwhelm in g importance of t he t ext iles sector in the Bang ladesh 

economy in terms of employment generat ion as we ll a s foreign exchange ea r nin gs 

is no w ge nerally reco gnized . Moreover, the s ector is expected to p laya ca ta ly t ic 

r ole in t he cou nt ry's indus t r ialization p r ocess. The Bang la des h Textiles Policy 

1995 recognizes this a nd has also declared it as a th rust sec tor. Yet , the b ig ges t 

sub-sector in t he industry viz., cotton spinning is curren tly beset with 

multifarious problems, what with faulty government policies and partly due to an 

element of unfairness in competition it faces from some neigh bouring countries. 

It is urgent, therefore, that some remedial actions are taken for the 

harmonious development of the industry and its sustained growth. This is crucial 

in order to achieve the targets set by the Government for 2005 to competitively 

meet the post-MFA challenges. This report has endeavoured to come out with 

some concrete policy suggestions towards that end. The recom mendations a re all 

based on identified problems and also draw on the wisdom of other coun t r y 

experiences. Such an exercise is of course vital to drive home the rationale of 

our arguments. However, this is relatively the easier part of the task. The more 

d ifficult phase - which is also the really effective one - relates to the 

. plementation stage. It requires as much a strong political will for inter- and 

:ntra-sectoral conflict resolution as an appropriate institutional mechanism to 

s ccessfully put the remedial actions in practice. Such an institutional mechanism 
I 
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can be vie wed in the context of different time f rames an d can belon g to both t ~e 

private sector and t he public a uthorities. 

Private Sector institutions 

In the short-run , In order t o motivate the political leaders and the 

bureaucracy, it is the private sector institutions which need im mediate 

stren gthening in t erms of their capacity for r esearch, advocacy, and lobbying. 

The findings of this re port should be i mmediately publicized in different relevant 

fora . Steps may b e taken to publish the full r eport. However, to begin with, 

press briefings may be arranged by the Bangladesh Textiles Mills Associat ion 

(BTMA) so that the general public as well as the policy makers can be made 

aware of the legitimate deman ds of the industry. BTMA should also take up its 

case with the various chambers, including the FBCCI, in order that they can also 

exert influence on the Government to promote cotton spinning and safeguard it s 

interests by timely implementation of the recommendations. Seminars and 

conferences should be organized to have free exchange of ideas with participation 

from business/industry, the relevant public officials, and researchers and 

academ ics. At the same time, BTMA should engage in strong lobb ying to convince 

the policy makers in the various Ministries about the urgency of protecting and 

promoting the interests of the spinning industry. If necessary, professional 

lobbyists can also be hired for the purpose. 

However, to carry out these tasks effectively, BTMA itself needs to 

strengthen its position which may be possible over a medium-term period. Studies 

have shown that most business/industrial cham bers/ Associations in Bangladesh 

currently suffer from organizational problems and weak financial base. Moreover, 

in spite of their legally autonomous status, the Government retains significant 
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power to take over their administration if it is deemed necessary on grounds 'Jf 

restoring discipline. Therefore, in order to turn these bodies strong and mo:re 

vibrant, the Government itself has a :role to playas also te chnical assistance from 

donors . But th e main initiative must come from t he privace sector itself by taking 

a drive to increase mem bership and introducing other internal reform s. The 

Cham bers! Association s should then be increasingly vocal and assertive to get 

t heir view point s effectively reflected in Govern men t ' s policy dec ision s . This 

should also be welco me by the Govern ment as it fits the presen tly accep ted 

coalitional development strategy in which the public and private sectors in teract 
, 

with each other to generate syn ergies for g rowth. 

Govemment Institutions 

As the private sector becomes more dynamic, the government institutions 

should also be more pro-active. And this has to be a continuous process covering 

all time frames. While existing institutions need to be revamped, there is no 

reason why the Government should shy away from building new institutions if the 

exigencies of the circumstances so demand. 

To start with, all ou'" efforts should be made to improve the capability of 

the governmental machinery responsible for formulating and implementing 

industry-related policy. At the moment, the policy making apparatus in 

Government is highly fragmented. There are a number of government ministries, 

divisions, and autonomous bodies under different ministries that are directly or 

indirectly involved in the preparation and implementation of policies pertaining 

36 f' d to the textile sector. For purpose of ready reference, tha core uncttons an 

36 These are the Ministries of Commerce, Industries, Textiles, and 
Finance; organizations and constitutional bodies attached to various Ministries , 
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responsibilities of these governmental bodies are briefly described i;1 ·\..e 

following, 

(A) The Min istry of Commerce (MOC) is responsible for formulation and reVieN 

of export and import policies and deals with all matters relating to tariff setting, 

tariff valuation, general and international agreements on tariff, and relationshi ps 

with international organizations like WTO, UNCTA D, and ITC, and najo r regional 

tra ding blocs. 

(B) The Minis try of Indus tries is responsible for administration of industrial 

policy, formulation of import policy relating to ind us t ry, and considerat ion of 

tariff as a measure of safeguard to local industry, 

(C) The Minis try of Textiles prepares industrial policy for the development of 

textile industries, advises the Government for protection of local industries 

through imposition of duties and taxes, collects and compiles market reports on 

both local and foreign textile products, and recommends remedial measures as an d 

when required. 

(D) The National Board of Revenue (NBR) under the Internal Resources Division 

of the Minis try of Finance deals with matters relating to all taxes, duties, fees 

etc. (other than land revenue) and the administration of all Excise, Customs, and 

Taxation Services. 

such as the Tariff Commission, the Export Prom otion Bureau, and the Office of 
the Chief Controller of Imports and Exports under the Ministry of Commerce; 
and Nationa-l ' Board of Revenue, the Collectorate of Customs and Excise, and the 
Directorate of Customs Intelligence and Investigation under the Internal 
Resources Division of the Ministry of Finance. 
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(E) The Chie Contr oller of Impor ts and Exports (under the ~iflist:-y or Comm"'!rce, 

is respo nsible fo r t he pre pa ration a n d for mulat ion of impo r t policy an u i ts 

imp licatio ns, an d also coordinates t he a ctivities with customs autho rities an d the 

Ministry of Industries. 

(F) The Collectorate of Customs (un der NBR, IRD, Min ist:-y of Finance ) 

administers, among others, the Customs Act 1969, the Excise and Salt Act 1944, 

the I mport and Export Control Act 1950, and the Foreign Exchange Regulation Act 

1947, and is also r esponsib le for prevention of smuggling. /' 

(G) The Directorate of Customs Intelligence and Inves tigation (under NBR, IRD, 

Ministry of Finance) collects and disseminates information on smugglin g a n d links 

up with the Departments of C.LD., S.B., N.S.I., B.D.R., and other Border forces fo r 

the exchange of information . 

(H) The Export Promotion Bureau (under Ministry of Com merce ) form ulates an 

integrated export development strateg y, makes continuous review and advice on 

the adequacies of policies in light of changing international market conditions and 

acts as a Secretariat of the Government in formu lating export policy of the 

co untry. 

Shortcomings of Governmental Institutions 

The re is a lack of proper coordination among the variou s governmental 

entities an d, as is apparent from the foregoing paragraphs, it results i n 

duplication of work and waste of time and resources. Policies and practices of 

different organizations are often found to work at cross purposes. Because of the 
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fragmentation of responsibilities and duplication of tasks, local industries that 

r equire immediate solution of their problems fail to have their grievances 

prope rly heard a n d obtain speedy resolution of their problems . 

The different institu tion s and organs of the government lack expertise to 

deal with the problems of industrial enterprises. They are run by bureaucrats 

who a re either not adequately informed about and con versant with trade and 

industry related problems or do not have the com mitme nt or motivation since, in 

the bureau cratic t radition, their assign ments are purely tem porary and they hold 

a particular office for a very short length of time. Their services being 

fre quen tly t ransferable, the accumulat ed experience of an official in a particular 

as signment cannot be used to any advantage by t he organ ization concerned. 

These institutions have to depend very greatly on the studies underta ken 

by the donor agencies for policy making purposes. This is essentially because 
' . 

they do not have .the necessary expertise to deal with the problems of the 

industries, a consequence of which is that they increasingly rely on donor 

agencies for policy guidance that is bound to be in line with donors policies. 

All this cal1s for bringing in improvements in the Government 's 

administrative machinery. Enhancement of institutional capabilities and skill of the 

personnel will reduce excessive dependence on donor sponsored researches and 

studies for identifying and finding solutions of problems of the economy and its 

various sectors . The -influence of donors in matters of form ulating domestic 

policies will thus be correspon dingly reduced. 

Bangladesh Tariff Commission (BTC) 

Most relevant, and also most important, for purpose of trade and industrial 

assistance policies pertaining to the country's textile sector is the Banglades 
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Tariff Commis s ion (BTC), a constitutional body attached to the ~lnistry of 

Commerce. It has a wide range of statutory duties an d functions, but the 

important ones are summarized belo w. 

The BTC carries out enquiries under s ect ions 2 and 3 of the Protective 

Duties Act 1950, an d considers and recom mends what protective tariffs or other 

form s of a ssistance a re necessary for the p rotection of. an industry. 

It investigates into allegations of dumping and other methods adopted In 

the i m port and sale of fo reign good s in so far as they affect the interest of 

domestic ind ustry. 

It a lso investigates into the export poten tial of industries applying for 

protection and recommends meas ures which would, along with affording protect ion 

into the home market, improve the export prospects of such industries. 

It examines the rates of import duty as between raw materials an d finis hed 

goods with a view .to recom mending adjustments in rates so as to im p rove the 

competitive position of domestic industry. 

It also investigates into the administration of customs, tariff, and excise 

duties with a view to determining their effects on domestic industries. 

As is well known, however, currently the Bang ladesh Tariff Com mission 

which deals with iss ues relating to industrial assistance is seriously handicappe d 

by tradition, status, and lac k of adequate expertise. It has an "image" problem 

as it is treated only as an appendage of the Commerce Ministry for all practical 

purposes. From the legal point of v iew, too, its recom mendations are not 

mandatory. Although some attempts were made in the past to strengthen the 

Commission, apparent ly they did not yield the desired results in terms of long

term in stitutional growth. 
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However, under the circumstances and in the immediate CO'1te:c:. ~he 

spinning industry nas litcle option but to explore all possible avenues inciuding 

the Tariff Commission to get the recommend ations impiemented. Over the medium

and long-run though either the Tariff Commission will have to be remodelled and 

recast with additional legal authority or an alternative Commission should be set 

up to exclusively deal with trade matters with adequate powers to settle issues 

on its own . 

Formation of a National Trade Commission 

For purpose of convenience, however, and also in order to tak e advan tage 

of the institution that alread y exists, we recommend that th e Bangladesh Tariff 

Commiss ion be revamped and renamed as National Trade Co mmiss ion (NTC) . It shall 

be a high-powered body, and its recommendations regarding industry related 

problems and policies will be mandatory. In order to ensure its independence, 

free of any untoward influence in policy making matters, its Chairman and the 

mem bers shall be appointed for a reasonably longer t enure of office, say six to 

nine years. They will be experts in wide areas of tra de and industry with strong 

academic and professional bac kground, and competent to ca rry out in-·depth 

study and analysis of problems of local industries. They sho uld be ab le to assess 

the implications for domestic industry of internal policies, policy changes in 

major trading partners, bilateral, sub-regional, r egional and multilateral tariff 

agreements, as well as changes in international trading environment as reflected 

in decisions adopted in WTO, UNCTAD, etc., and developments i n major trading 

blocs like EU, NAFTA, and the ASEAN. 
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The NTC will be expected to perform the following fu ncticlls: 

1) It will be re q uired to engage in excensive research, conduct 

s pecialized studies, and ma 'ntain a high degree of expertise in alL maLters 

re lating to Ba nglades h' s inter na tional trad e policies . 

2) It will d e fend local indust r y a gainst in j urious a n d u nfair t rad e 

p ractices of o t her countries in a manner con s is ten t with Bang la d es h's 

interna tional trade obligations under the WTO rules. 

3) It wiH conduct in vestigation upon petition on behalf of an industry, 

a firm or a b usiness association , business chamber, or ot her entity re p resentative 

of an industry to determine whether an article is being imported in suc h 

increased quantities as to be a substan tia l cause of serious injury or threat 

thereof t o the domestic industry producing a like articl e which is directly 

competitive with the imported product. If the NTC's finding is affirmative, it 

would recommend such action (e.g., imposi tion of anti-dumping or countervailin g 

duty) as would address such injury and effectively facilitate positive adjustment 

by the indu stry to import competition. 

4) The NTC will conduct investigations to determine whether there is 

reasonable indication of material injury to, th reat of material inju r y to, or 

material retardation of an industry in Bangladesh by reason of im ports of foreign 

erchandise allegedly being subsidized or sold at less than fair value. If the 

:TC's finding is affirmative, it will recom mend remedial action within the purview 

f the country's international trade obligations. 
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5) It -,,-ill conduct investigations to determine whether , as [~ :-esult 01 ::, e 

rt;;duction or elimination of a duty provided under bilateral .fid regicmal trade 

ag r ee ments (e .g. , SAPTA), import of an article increases to such quantity that it 

ca u ses s erious inju ry to the dom estic indust r y producing an article that -is like 

or irectly competitive wit h the im ported article. 

6) It will inves t iga te into any d isadvan tageous position of an industry 

due to domestic or external policies upon complain ts fro m the industry, or 

independently of any complaints. 

7) It will have the obligation on a continuing bas is to asses s 

implicati ons of all international treaties and agreements per~aining to trade for 

the growth and develop ment of Banglades h's trade and industry, 

8) It will provide intellectual support to the Government by enhancin g 

its negotiating skill and capability in meetings of international organizations lik e 

WTO and UNCTAD, and in conducting tariff negotiations wit h regional 

arrange ments like SAARC and other sub- regional forums wit hin and outs ide 

SAARC. 

9) The NTC will gather detailed information about all industry related 

problems, which may be structural in nature, or due to faulty domestic policies 

or unfair external policies, and take rem dial actions irrespective of whether 

complaints have been lodged by an industry or not. 
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10) It will ga t her and make available to oncerned govern ment agencies 

ali infor mation about policie s or Bang ladesh s ma;or :rading part:ler coun-crie s, 

ma jor economic powers, in ternational organizations like ?ITO, UNCTAD and IlC, an d 

various regional t rading b locs li ke EU, liAFTA, AS EAN, e(c. 

11) The NT C will be the focal point con cerning th e coun t ry ' s t r ade a nd 

ind ustria l policie s and facilitate coor dination of diffe r ent Minis tries, Jivisions a nd 

Agencies, and ensu r e tha t the policies u nd e rtak e n by va rious Govern mental 

bodies do not wor k at cross purposes. 

12) In short, the National Trade Co m mission will be responsib le for 

constant ly monitorin g the prob lems of the coun t r y' s industrial sector, formu late 

policies and programmes to enable local industry to acquire efficiency and 

competitiveness, recomm en d measures to give relief to local industries affect e d 

by cheap imports, and provide intellectual support to the Government to enhance 

its capability to effectively negotiate on trade matters with bilateral trade 

partners and in regional and international foru ms. 
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