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Chapter 1

INTRODUCTION



Introduction

1.1 BACKGROUND

‘Privatization’® is one of the most debated topics in the recent history
of economics, with different origins and different hopes. It has
created a new wave of thinking among economists, politicians,
bureaucrats, labour unions, International Lending Agencies (ILAs)
and for those who are more or less affected by it as stakeholders. In
the beginning of the 20th century, most of the economies depended
only on the private sector. That was the time when the role of the
government was only to protect the people from external threat. War
was a reality in the beginning of the 20th century. Two world wars
and its impact on the world economy were obvious. The great
depression of 1930s and a total uncertainty over the world economy
have started so many debates over the solutions for economic
problems. Different countries had followed different ‘Economic
Systems™. Due to the implementation of the different economic
systems, the role of the government has finally changed. Capitalism
preferred strong participation of the private sector. Government
played the key role in socialism. Private players and the government

played a joint role in the mixed economic system. In the above

' It is the new word that is rapidly coming into popular usage despite its awkward
sound. The word ‘privatize’ first appeared in Webster’s New Collegiate Dictionary, 9th
ed.1983, p. 936 with the meaning ‘to make private’ especially to change (as a
business or industry) from public to private control or ownership. In 1985 David
Heald also claimed that the word ‘Privatization’ is first used by him.In his word “The
world embraces many different policies, having quickly become established as a
piece of shorthand. The wide variety of policies and measures included under its
umbrella are portrayed as being part of a movement in favour of ‘rolling back’ the
state in the names of freedom and efficiency.” (David Heald, Privatization: Policies,
Methods and Procedures, Asian Development Bank, Manila, 1985, p. 58}

S

The term economic system refers to the ways in which goods and services are
produced and distributed in a society.
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discussion of the economic system, the approach of state owned
enterprises (SOEs) or Public Enterprises (PEs) succeeded in most of
the developed and developing economies. Over the last several years,
privatization has been the subject of debates. A pervasive
dissatisfaction with .the performance of PEs is at the heart of the
appeal for privatization to the policy makers in developing countries.
It 1s thus useful to briefly examine the record of public enterprises in

these countries. Experts like Rammurti and Vernon stated:

The largest part of the state sector in most developing countries is
made up of SOEs that monopolize or dominate markets and that are
very large by national standards. In the typical developing countries
the 10 or 12 largest SOEs account for 70 to 80 per cent of the SOE
sector’s total assets. In these cases, privatization has been hard to
evaluate and even harder to implement. In Latin America, where many
countries had relatively well-developed capital markets, governments
commonly sold a part of the equity to the public. By contrast in Africa,
where capital markets were underdeveloped or non-existent,
governments used management contracts and leases to privatize SOEs

that were larger or dominated their markets.3

Therefore, it should not be surprising for any Indian when Jawaharlal
Nehru said that, ‘Public Enterprises are the temples of modern India’.
In Bangladesh too Sheikh Muzibur Rahman’s policy of socialism was
Very much close to the Indian development pattern in which SOEs
had a greater importance over the private enterprises. Over the years,
unsatisfactory performance of SOEs and heavy losses created too
much burden on the national exchequer. Because of this situation,
the saga of SOEs became less relevant to the world economy. In most

of the developed economies, this saga became silent. Politicians were

3 Ravi Ramaurti and Raymond Vernon (eds.). Privatization and Control of State-owned
Enterprises. EDI Development studies, The World Bank, p. 15.

3
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less conscious about state business and more conscious about
themselves. SOEs became the way to satisfy the ego of bureaucracy.
Leaders of labour unions became greedy and they were exploiting the
poor labourers. In such situation, responsibility of the government
changed from being a producér to a facilitator. The government left
the job of producing cement, sugar, cloth, bicycle, car, washing
powder and many other things, which is being produced by private
players now. This new trend is a fact in every country across the
globe. In the above-discussed situation, privatization became an

unavoidable task for every government.

Dissatisfaction from. SOEs was at the peak during 1970s. The
World Bank and - the International Monetry Fund (IMF) have
extensively discussed this issue in various meetings. Even in 1990s
in a round table discussion, the World Bank economist Nicholas

Stern expressed the view:

There are many examples of incompetent government enterprises, and
those who criticize government have a rich set to draw upon to verify
their prejudices. Yet there are also many successful government
enterprises. | think there is a general consensus that many of the
French enterprises have been very successful. Many people cite some
examples in Singapore. Studies show that there is no significant
difference between the efficiency of the Canadian National Railroad and
the Canadian Pacific Railroad. So, if one is not quite so selective, then
one can find examples on both sides of the issue, and we need to
inquire in more detail what accounts for the success or failure of

government programs.?

4 Nicholas Stern, Roundtable Disscussion on Development Strategies: The Roles of the
State and the Private Sector, Annual Conference on Development Economics, World
Bank,1990, p. 431.
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In 1980s because of the poor performance of SOEs, a large number of
reform exercises suffered a setback all over the world. However it
caused as fast privatization in 1990s. Just like most of the policies, it
too has a double face. IMF also accepted the double face of

privatization. As IMF’s occasional paper stated:

Privatization 1s currently being facilitated by favourable economic
developments. By its nature, privatization will result in enterprises
having to respond to market forces. Thus, in the event of an economic
downturn. the government should be prepared to accept the
employment losses, bankruptcy or takeovers that result. If government
instead responds to pressures for intervention (and possibly
denationalization), it may find itself in a position where it is bearing
costs associated with privatization, in particular, sale proceeds that do
not reflect the profit forgone in good years, while paying for rescue
operations in bad years. Thus the need to ensure that privatization
extends beyond a transfer of ownership and this potential

improvement in efficiency is indeed realized is again emphasized.>

Amnuay also stated that the 1980s may have been named the decade
of merger and acquisition, leveraged buy-outs, and junk bonds, but
the 1990s are likely to be known as the decade of privatization and

market economy.°

The Privatization practice was early in developed countries. In the
special issue of World Development on privatization, editor
Christiansen stated that in ‘Britain’ (the pioneer of privatization),

privatizing SOEs or some part of their functions was encouraged by

> Hemming Richard and Ali M. Mansoor, Privatization and Public Enterprises, IMF,
Occasional Paper No. 56, 1988, p. 20.

6 Vikram Amnuay, Privatization: Financial choice and Opportunities, International
Centre for Economic Growth Publication, California, 1992, p. 8.

5
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the newly elected conservative governments in the late 1970s and
early 1980s. It was followed by other Western democracies, largely
out of frustration with the deficit and perceived inefficiencies of these
state agencies. At the time, it was generally assumed that there were
significant benefits to be gained by eliminating the inefficiencies—and
the deficits that typically accompanied them-fostered by public
ownership. In reality, although efficient operation of these entities
was a legitimate concern, often the more pressing motive for
privatization was the fiscal drain on government treasuries at a time
when policy makers were worried about inflation and public sector
deficits. Certainly this was the main concern in Britain, where a

policy of privatizing many SOEs was first implemented.”

Experiences in developing countries are different from developed
countries Christiansen also stated that during this period, whereas
developed countries were wrestling with problems of deficits and
inflation, most of the developing countries were faced with a similar
but more serious set of problems, e.g. growing current account
imbalances, increasing external debt, unfavourable terms of trade,
and rising government budget deficits. Given the nature and
seriousness of these problems, it is not surprising that the appeal of
privatization has spread from the developed to the developing
countries. Although some government of developing countries sought
to follow independently the example of the developed ones, many
more were pressed to implement privatization policies through the
conditions attached to structural and sectoral adjustment loans

made by the World Bank and supported by some bilateral donors.

7 Robere Chrisdansen-Editors introduction, World Development, Vol. 17, No. 5, p. 597,
1989.
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‘The implementation of privatization policies in the developing
countries has been more controversial than in the developed

countries for several reasons’, including;:

(1)  the controversy that surrounds conditionality in general;

(11)  the perception that privatization has been pursued against
the governments officials, bureaucrats and managers;

(i1i)  the view that privatization is an ideological and not a
substantive issue; and/or,

(tv)  the perception that privatization has been pursued without
considering the consequences in terms of reduced
distributional equity or the loss of development functions

performed by some of these enterprises’ 8.

The above mentioned reasons are true with respect to the study of
Bangladesh and India. The conditionality by IMF and World Bank are
still controversial in Bangladesh and India. These donor agencies had
always instructed for structural adjustment. The dissatisfaction of
government official, bureaucrats and managers are quite obvious in
both economies, because privatization reduces their powers. In terms
of an ideological issue too, developing countries including India and
Bangladesh still did not come out from the fear of political backlash,
because it always questions the policymakers on the front of
employment since developing countries have a highly unemployed
population. Apart from these reasons it also includes the matter of
distributional equity. The issue as to who has allowed to buy the

shares and whether management and employees are getting the

8 Ibid.
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benefits of share distribution are some of the reasons behind the

controversy of privatization in developing countries

Even after these controversies and dissatisfaction, privatization has
spread to the entire globe. Nicholas stated that it quickly spread to
the developing world, under the impetus of strong support by the
international donor community, the need to cut government
expenditures in the face of fiscal crises after the oil shocks of the
1970s and an intellectual and ideological climate increasingly hostile
to state intervention in the economy. Over 80 developing countries
are involved in these efforts, including countries like China,
Tanzania, and Algeria which have traditionally favoured a prominent
role for the state in the economy. Privatization gained considerable
momentum in the developing world in the 1980s. Although countries
such as Bangladesh, Chile and Israel divested some SOEs in the
1970s, many developing countries instituted privatization
programmes because they were spurred by the need to improve SOE
performance, or to stop the cash drain. In some cases, these
countries were pressured by organizations such as the World Bank.
In the 1960s and 1970s they thought that SOEs could solve the
economic and social problems the private sector could not or would
not address. Now privatization, they thought, would solve the
problems the SOEs had created. ° After fifteen years of the Nicholas’s

study the number of countries involved in privatization is around

¢ Nicholas Van De Walle has extensively pointed out the nesscecity to establish the
PEs and also the pace of privatization over the years, World Development, Vol. 17,
No. 5, pp. 601-607, 1989.
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120 in 2004. Privatization experts like Ramandham evaluated the

experiences from various countries. He stated:

One extreme lies China, centrally planned and public-enterprise-
orientated, and the other comes Jordan with-its dominant private
sector. In between these extremes are various other country
experiences. In Pakistan, as in Sri Lanka, the relative orientation to
public enterprise has swung with political changes in government. In
India public enterprise continues to be a sacred cow. In Malaysia
.public enterprise as well as privatization aims at endowing the ‘sons of
the soil’ with capital ownership. Ghana, Nigeria and Jamaica have felt
the impacts of structural loan agreements with the IMF, but have had
varving patterns of exposure to consequential privatization. Kenya has
an apparently decisive pronouncement on, but without commensurate
implementation of privatization measure. In Africa divestitures,
{essentially owing to French capital investment} has been proceeding at

a relatively fast rate.!©
Because of different sequences and nature of privatization one can
easily agree with the point made by Bienen and Waterbury that there
are differences in the timing, sequences and structure of the
expansion of the public sector within and between industrial and
developing countries. Similarly, there are and will be differences in
the timing, sequence and structure of privatization reforms. Indeed,
the timing and sequencing issues refer not just to the pace and scope
of privatization, -which industries or services will be sold or
eliminated, but what kinds of regulations will itself be undertaken
within the gamut of structural adjustment and stabilization reforms

is very important.!!

1o V.V. Ramadham (ed.), Privatization in Developing Countries, Routledge, London and
New York, {1989) pp. 405-17.

" Henry Bienen and John Waterbury. Political economy of privatization the developing
countries. World Development, Vol. 17, No. 5, pp. 617-631.
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From this discussion we can easily point out that privatization is
not a choice but it became inevitability in the 1980s. In the light of
the discussion on privatization, we can see the case of privatization/

divestiture in Bangladesh.

1.2 BANGLADESH’S EXPERIENCES

Bangladesh, a significant votary of the agenda of privatization,
embarked on a partial-privatization programme just after its
independence. The political parameters of the state marked some
discontinuity after 1975. The period between 1972-75 was dominated
by a regime which had come to power at the end of two decades of
political struggle as the vanguard of the Bengali nationalist
movement. It had won an overwhelming electoral victory with a
mandate to realize self-government for the Bengalis and had led the
war of liberation. Its political posture was thus populist in its
perspective, being sensitive to the concerns of a large constituency of
the underprivileged. Such a regime was less inclined to support the
creation of an elite class under state sponsorship recreated in the
image of the non-Bengali entrepreneurial class, which dominated the
economy of Bangladesh up to 1971. The ‘Socialist’ commitment of the
ruling party was thus less motivated by ideological imperatives than

by recognition of the social base of their constituency.

In 1971, the government was forced to intervene to fill the vacuum
in-the economy as the then-owners abandoned their properties and
fled the country. The Industrial Policy of March, 1972 nationalized

the core industries—jute, textile, chemical and other basic industries,

10
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banks and insurance companies etc. and brought under government

control nearly 90% of such enterprises.

The change in the direction of state policy after the regime change
in August 1975 used as its justification the weak performance of the
public sector during 1972-75. It was evident that the public sector
was far from playing the role of a dynamic resource centre for

stimulating development.

From inception itself the public sector enterprises could not run
profitably and efficiently, due to the severe financial difficulties and
serious management problems. Moreover, the assassination of
Mujibur Rahman in 1975 and the consequent unrest worsened the
Bangladesh economic condition. This had been made more difficult
by the damages of the war on an already weak infrastructure. It was
no less difficult to run the public sector corporations left by the
Pakistanis. On the whole, for many years the industrial sector
remained sluggish in Bangladesh. In 1975, the government began to
reverse its policy of nationalization due to a heavy burden created by
the public sector enterprises on the national exchequer. During the
" Zia regime, a series of decisions were taken to divest enterprises
~covered by the nationalization order to 1972. The main policy role of
the regime thus appears to have been to support the growth of
private entrepreneurship by modifying the exclusive jurisdiction of
the state in some segments of the economy. But no substantive
attempt was made in that period to roll back the frontiers of public

enterprise.

The assassination of Ziaur Rahman in 1981 and the worsening

economic situation stalled thc¢ emergence of a coherent economic
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policy. The New Industrial Policy (NIP) of Gen. Ershad in 1982
reflected the government’s intention to rely more on the private sector
for the production of goods and services. The second half of the
1980s saw further efforts to encourage a wider participation of
investors in the privatization process. There has been an exponential
increase in the number of divested SOEs in Bangladesh during the
Ershad period. According to a country paper presented by Momtaz-
ud-din Ahmed at a sub-regional meeting on ‘Privatization in South
Asia’'? in November, 1999, the number of divested SOEs is estimated
to be more than 1000 in Bangladesh. This figure indicates that
Bangladesh shared a major part, almost 10 %, in the ‘world

divestiture’3.

1.3 INDIAN EXPERIENCES

The agenda of privatization is a recent phenomenon in India. The
public sector in India came into being at the time of independence as
a part of the Nehruvian socialist framework. Nehru believed that large
scale investments would be necessary to achieve accelerated
economic development. This could be achieved only by the state as
- was argued even by the Bombay Plan 1944, prepared by the Indian
industrial magnates highlighting the need for a central planning
authority and developing domestic capital goods industries.
Industrial Policy Resolution (IPR) of 1948 underlined the need for the

2 Mumtazuddin Ahmed, Privatization in South Asia (ed. Gopal Goshi), ILO, New Delhi,
2000.

13 See the Bangladesh Privatization and Adjustment, World Bank, Report No.12318-BD,
March 10, Wasington D.C, 1994. Report had admitted that till 1994 the total
number of divested enterprises in the world was around 8000.

12
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state to play a progressively active role in the development of
industries. The IPR 1956 demarcated more clearly the responsibility
of the development of specific industries between the public and
private sectors. Prior to 1991, the IPR of 1956 was amended from
time to time for example, in 1973, 1977, 1980 and 1985 but all the
changes were within the basic framework of IPR-1956.A drastically
different policy framework reflecting the programme of development
relying more on market forces was announced in July 1991. In brief,
this policy abolished industrial licensing for all industries other than
the specified 15 ones thus drastically eliminating the entry barrier.
This also delimited the role of public sector to only eight sectors.

Privatization is an important part of the [PR of 1991.

1.4 SURVEY OF LITERATURE

The book written by Clare E. Humphrey, Privatization in Bangladesh:
Economic Transition in a Poor Country, University Press Limited, Asian
Edition, Dhaka, 1992. is the first book in this regard. This book
provides a historical backdrop to the privatization in Bangladesh. The
study of privatization is divided into two major phases: the phase
between 1975-81, and the second phase of 1982-88. This book
adequately analyzes the government policy towards privatization in

Bangladesh.

World Bank also did a significant work in 1994. World Bank came
out with a document named Bangladesh Privatization and
Adjustment, World Bank, Report No.12318-BD, March 10, 1994. The
major emphasis has been directed towards examining the factors that

underscore the initiation of the different types of privatization in
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Bangladesh. Data relating to public enterprises and privatized

enterprises provides a variety of information about privatization.

Around the same time, Professor Rahman Sobhan has also written
a chapter on the historical and present backdrop of privatization in a
book Bangladesh: Problems of Governance, University Press Limited,
Dhaka, 1993. The chapter ‘Governance and Entrepreneurship’
presents a lucid picture of why the government initiated a divestiture
of the SOEs. Elaborate data analysis and tables are a, major output of
this chapter. It also analyzes the political economy of privatization
and is a standard reference work for an understanding of the

industrial problems of Bangladesh.

Dr. Binayak Sen who did an extensive work on the whole gamut of
divestiture came out with two different studies at two different times.
First, it came as ‘Privatization in Bangladesh: Process, Dynamics and
Implications’, (Privatization: Trends and Experiences in South Asiaq,
Edited by V. Kanesalingam, Macmillan 1991). The author points out
that in recent years, the casual links between privatization and
higher growth are far from straightforward. In some countries
privatization has led to a more competitive production structure,
higher growth, increased efficiency and greater prosperity. The
privatization strategy in the author’s perspective has clearly failed to
usher in a dynamic era of industrialization in Bangladesh despite the
liberal provision of foreign aid and various policy incentives
channeled into the private sector over the last decade. He poses the
question—what went wrong in the privatization programme of the
eighties? And concludes that there has yet been no answer to this

question. Hence the subject matter warrants further probing.

14
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Dr. Binayak Sen again tried to look into the various aspects of
divestiture in a survey conducted by Bangladesh Institute of
Development Studies (BIDS) named Whither Privatization: Results of
an Explanatory Survey of the Disinvested Industries in Bangladesh,
1997. He tried to find out many aspects of privatization. These
aspects include indication of closure, change in ownership, lack of
entrepreneurship, etc. Sen was not very clear in making final

conclusions.

World Bank has taken interest to show how privatization is really
a positive step in the Bangladesh’s economy. Dr. CAF Dowlah
conducted a study in 1997 probably to counter the findings of
Binayak Sen’s study. The study was named, Privatization Experience
in Bangladesh, 1991-96, World Bank, Vol. 1, September 7, 1997.
This study addresses criticisms of Sen by reviewing the overall
privatization processes and experience of Bangladesh and examining
the performance of the enterprises privatized during the period,
1991-96. It specifically focusses on whether the creation of the
Privatization Board added efficiency and effectiveness in the
privatization process and whether the enterprises privatized under
the auspices of the Privatization Board has performed well. However,
this study was only based on the privatization of 13 SOEs. In
Bangladesh the sample size of 13 enterprises is inadequate to test the
success or failure of privatization, since the number of privatized

enterprises are very high.

A CPD study “Privatization in Bangladesh: An Agenda in Search of
a Policy, 1997, by Professor Rahman Sobhan again tried to locate the

15
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failure of the policy makers in the privatization decision. The study
pointed out that no serious effortv 1s now made to diagnose the
problem of the SOEs or to improve their performances. Thus, there is
little incentive for the units still under public ownership, to make the
effort to improve themselves. Indeed there is now some inducement
for employees to increase their prediction on SOE resources before
they are finally sold-off. Study also indicates a rapid deterioration in

the performance of SOEs once they have been listed for privatization.

One doctoral work by Md. Alauddin on the topic ‘Privatization in
Bangladesh: Issues, Strategies and Possibilities’ was submitted under
the supervision of Dr. Abdul Quayyum Khan, in Aligarh Muslim
University in 1985. The study focused on the consensus from all
major political parties, bureaucrats and private sector for the

successful effort towards privatization.

A study by Shamsul M. Haque, named Privatization in
Bangladesh: Success or Failure? World Bank, Dhaka, 2000 advised
that without restructuring, decision makers should try to privatize
SOEs.

Professor Tanweer Akram (Columbia University) had written many
extensive papers on privatization experiences of Bangladesh in 1999.

His main papers are as follows:

(i)  Public enterprises: Inefficiency and the road to privatization
in Bangladesh;
(i)  Privatization of public enterprises in Bangladesh: problems
and prospects; and
(iii)  Ineffective privatization of public enterprises: the case of

Bangladesh.
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These papers provide an overview of PEs ineffiency and discuss the
main issues concerning the privatization programme in Bangladesh.
The papers analyze some of the limitations of the privatization of PEs
in Bangladesh, focusing on the debt-default status and the tax
registration profile of privatized firms. The papers also point out how

the country’s privatization programme can be improved.

Time to time, various chambers of commerce and industries like
Dhaka chamber of commerce and Industry (DCCI), Fedration of
Bangladesh chamber of commerce and Industry (FBCCI) have
prepared many documents. Some new reports are Privatization of
State Owned Utilities, FBCCI, November, 2000, and Economic Policy
Paper on Privatization Policies, DCCI, 2000. Basically these papers

had onlv given some policy prescriptions to related ministries.

1.5 OBJECTIVES OF THIS STUDY

At a certain level, Bangladesh and India can be considered as facing
largely similar problems in the context of privatizing SOEs. There are
legal and administrative bottlenecks in handing over the loss-making
SOEs. Problems associated with valuation and the lack of
transparency have inhibited the process of divestiture. There have
also been allegations of large-scale corruption and nepotism in the
valuation of SOEs in the process of privatization. Stock markets have
encountered problems of accountability. In recent years it is also
evident that the pri;/atization process had a ‘stop and go’
phenomenon in Bangladesh. The wide range of diverstiture study was

still awaited for Bangladesh. It was found that various studies had
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different approaches. Most of the World Bank studies have taken
interest to ‘show that privatization in Bangladesh is a successful
experience, but most of the Bangladeshi viewpoints have found out
certain outcomes, which point out to the crisis of privatization. In
this regard, this particular study will strictly try to find out honest

results of privatization.

It 1s true that there are many factors involved in the privatization
issues on Bangladesh as well India. However, this study will present
a comparative picture of divestiture policy and its outcomes in
relation to Bangladesh and India. It was also seen that most of the
study on Bangladesh covers only the trend in privatization till 1997.
This study will include the current trend in the privatized industrial
sector and separately in services like telecom. The issue of
privatization has became very controversial in India. It is hoped that
Bangladesh, which started privatization way back in 1976, would
have some lessons for India. In this connection, ‘Issues in
Privatization and its Practice: Divestiture of State Owned Enterprises in
Bangladesh and Lessons for Indid’ is an important topic in the South
Asian economic discourse. With a historical evaluation of the political
economy of privatization, this study will also focus the recent trends,
developments, problems and challenges in the field of divestiture in

Bangladesh. Objectives of this study are:

(i)  To analyze the factors contributing to the inability of the
Government of Bangladesh to efficiently administer public
enterprises and the consequent inefficiency in their

operation;
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(i)  To analyze the nature of policy shift from Nationalization to
Privatization in Bangladesh and India;

(i1i)  To analyze the issues and methods involved in privatization
and also to analyze the need for restructuring of SOEs
before and after privatization in both economics;

(iv) To compare the performance of industrial enterprises and
also the telecom sector in services in both economies

(v) To study the political economy of privatization in Bangladesh

and take lessons for India.

1.6 HYPOTHESIS

1. Transparency, fairness, well developed capital market,
broad range of approaches are essential conditions for a
successful privatization programme.

2. Pre-privatization restructuring reform with a well functioning
legal apparatus is essential for the success of privatization.

3. Entrepreneurship development in a strong socio-political
environment is necessary for providing a proper support

base to the agenda of privatization.

1.7 RESEARCH METHODOLOGY (RM)

This empirical study has two distinct objectives. Whereas the first
objective aims at seeking models the second one seeks patterns. A
model is a description or a summary of a data set, typically on a large
scale, in the sense that it summarizes the main or most interesting or
relevant features of a data-set, where a pattern is a small scale

feature of just part of the data. To know the current status of
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privatized units this study will also incorporate extensive interviews
of different stakeholders. The RM of this work consists of both
substantive field-independent and field-dependent approach. To find
out the final conclusion, we will also relate empirical findings with

the established privatization theories.

Primary data and interview for this work is based on the fieldwork
at Dhaka and adjoining industrial area, Tejpur. The Tejpur industrial
area is close to Dhaka and many privatized units are stll running in
this area. Secondary data are collected from many places in Dhaka
like, Privatization Commission, Board Of Investment, World Bank
office, Center for Policy Dialouge(CPD), Centre for Development
Research, Bangladesh (CDRB), Bangladesh Institute of Development
Studies (BIDS), DCCI ,FBCCI, Bangladesh Telecom Regulatory
Commission (BTRC).

1.8 CHAPTER SCHEME

1. Introduction

Provides a general overview of the study with a brief discussion on

the ongoing privatization exercise in the world.

‘2. Privatization: Issues, Theory and Methods

This chapter deals the concept of privatization, methods of
privatization and the issues of privatization and its practice. This

chapter would specially focus on the theory and process of divestiture.

3. Nationalization to Privatization: Policy Shift in Bangladesh

This chapter deals with the nationalization process, different issues

and practical problems of nationalization in relation to the SOEs. It
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also deals with the overall shift in industrial-economic policy in

Bangladesh.

4. Divestiture in Bangladesh

This chapter deals the, performan(:e of SOEs after divestiture and the
relevant iIssues after privatization. [t also deals with the method
involved in the divestiture process. This chapter will also examine the
earlier set backs and will also provide recommendations for further

privatization programme.

5. Telecommmunication Privatization: Comparison between Bangladesh

and India

This chapter deals with the currently started privatization process of
telecom sector in Bangladesh as well as India. This chapter will try to
present the critical picture of telecom sector. The positive aspect of
these reforms is highlighted and some recommendation will also be

presented at the end of this chapter.

6. Divestiture of SOEs in India: Lessons from Bangladesh

This chapter deals the past experience of SOEs and present issues in
Indian privatization. This chapter will also take some lessons from

the experiences of Bangladesh.
- . 2
7. Conclusion any

Conclusion incorporates the major results and findings. \ e
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Chapter 2

PRIVATIZATION: THEORY,
ISSUES AND METHODS



Privatization: Theory, Issues and Methods

21 INTRODUCTION

The concept of privatization has been defined in different ways in the
current discussion on the subject. Like most debates on issues of
this kind, it has been either forcefully advocated or vigorously
attacked than it has been correctly understood, due to the attendant
ideological underpinnings. The rapidity with which privatization has
been adopted in many countries has caused a shift in opinions. A
decade ago, one would hesitatingly ask, ‘Should we privatize?’ Now,
most people openly ask, ‘Why shouldn’t we privatize? It is not
sufficiently recognized, however, that privatization involves a
resolution of conflicting goals and interests where trade-offs become
inevitable.! Privatization practically presents so many changes. Hank,
the pioneer privatization theorist, stated that it is the transfer of
assets and service functions from public to private hands.?2 Bos
stated that it is the partial or total transfer of enterprises from public
to private ownership. As such, it is the precise reverse of
nationalization.? Galal also stated that the sale of public assets, the
introduction of competitive tendering deregulation and the

establishment of surrogate markets within public sector organizations
are examples of the generic policy referred to as ‘privatization’.

Privatization, in a broader sense, means giving private actors a

greater role in decisions about what, where and how to produce

' S.N. Raghavan, Public Sector in India: Changing Perspectives, Asian Institute of

Transport Development, New Delhi, 1994, p 92.

Steve. H. Hanke, Privatization and Development, USAID, 1987, p. 4.

3 Dieter Bos, Privatization: A Theoretical Treatment, Clarendon Press, Oxford, 1991,
p. 2. '

[}
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goods and services. A great deal of experience has now accumulated
regarding this process. Some of it shows the great potential that

privatization has for increasing productivity, income and welfare.*

Savas expressed his view stated that it has come to symbolize a
new way of looking at society’s needs, and a rethinking of the role of
government in fulfilling them. It means relying more on society’s
private institutions and less on government to satisfy the needs of the

people.5

The overall discussion presents a change in the mindset in the
government, policy makers, economist, and political thinkers. It is
quite obvious that from a poor country like Bangladesh to a
developed country like Britain are in the privatization process. In this
chapter, we will discuss the various issues involved in privatization.
We will also discuss various methods of divestiture, prerequisites of

privatization and the role of the governments.

2.2 ISSUES IN PRIVATIZATION

Privatization raises a number of issues. Privatization experts like
Hank stated that besides broad issues of economics, privatization
raises issues of finance (what financial strategy should be adopted to
accomplish a particular privatization objective?), property rights and
law (whether the legal structure, especially as it relates to property

rights, adequate to support successful privatization?), tax structure

¢ Galal Ahmed and others (ed.} Welfare Consequences of Selling Public Enterprises,
Oxford University Press, 1994, pp. 13-14.

5 E.S, Savas, Privatization: The Key to Better Government, Tata Mc Graw-Hill
Publication, New Delhi, 1987. p. 3.
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(whether tax system encourages private equity ownership?), and
especially politics.® Steven Cohen had recently pointed out four main
issues that should be solved inside the PEs, especially in the process

of privatization:

The modern impulse towards privatization is motivated by various
perceived problems that it seeks to solve. The first is the supposed
inefficiency of public enterprises due to the absence of the profit
motive. The resources obtained by managers in the government sector
may not be related to the revenues they generate but to the importance
of the service they deliver. The second is the problem of over-
formality—too many rules governing hiring, purchasing, budgeting,
and the scope of activities that may be undertaken by an organization.
The third is political influence in the process of managing activities. A
fourth problem, more common outside the United States, is state
ownership and financial losses from enterprises that do not perform
traditional governmental function (airlines, steel mills, shipyards, rail-

roads, auto factories, phone, companies, etc).”
Floyd also stated that recently PEs have generally been viewed as
individual entities that had no particular role as a stabililization
policy instrument in unplanned economies. In reality, this view had
little merit since public enterprises pricing and employment policies
were frequently manipulated by policymakers, although usually with
more concern for political tenure than for macroeconomic
stabilization.® In this connection transfer of ownership, efficiency,

profits and many others social and economic issues are debatable.

° Hanke, op. cit. No. 2, p. 4.

Steven Cohen, A strategic framework for developing... to the private sector, Public

Administration Review, July-August 2001, Vol. 61, No. 4, p. 432-433.

8 Robert H. Floyd , Gray S. Clive and Short. R.P, Public Enterprises in Mixed
Economies: Some Macroeconomic Aspects, International Monatry Fund, Washington,
D.C, 1986, p.31.

~
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Arturo states that in principle, privatization represents transfer of
ownership from government or quasi—governmeht organizations like
state holding companies and public sector corporations to private
investors. The scope of privatization has, however, been widened
during the discussions of the subject so as to include many other
aspects such as leasing, sub-contracting, franchising and
disinvestment. These aspects cannot, however, be equated with
privatization since they do not affect the ownership structure. They
are just policy instruments that may be used by governments for
improving the operational efficiency of PEs. This distinction is quite
important from an analytical point of view, because proponents of
privatization often argue that ownership is a significant determinant
of enterprise performance.® Generally, in the process of privatization
a reformer always wants a change. It reflects in various directions. As

economists like Boyeko, Shleifer and Vishney stated:

By privatization we mean a combination of two changes undertaken by
a reformer. The first is turnover of control from spending politicians to
managers, often referred to as corporatization. Such turnover can be
implemented by a strong reform through the government that
effectively suppresses the ministries and the bureaucracy, as
happened in Czechoslovakia. Alternatively, such turnover can happen
more spontaneously, as the power of bureaucracy to protect its control
rights diminishes. Such slow turnover of control from politicians to

managers occurred in Russia in the early 1990s.19

9 Arturo lIsrael, ‘Issues for Infrastructure Management in 1990s’ World Bank
Discussion Paper No. 170, World Bank, Washington, as quoted in Raghavan, op. cit.
No. 1, 1992, p. 93.

1 Maxim Boyeko, Anderi Shleifer and Robert W.V. Vishney, ‘A Theory of privatization’.
The Economic Journal, March 1996, p. 313.
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Privatization experts like Andrew Berg and Elliot Berg has pointed

out many objectives of privatization. Acoording to them:

The main objectives, explicit or implicit in most privatization
programmes are: fiscal relief by cutting government subsidies to
moneyv-losing SOEs and/or by generating new revenues from their
sale: increase enterprise efficiency; increased efficiency of the entire
economy through more competitive markets and better allocation of
resources across firms and sectors; increased political support and
broadened institutional underpinnings for a market-based economy or
further liberalization. Stronger financial markets increased investment

and the stimulation of entrepreneurship.!!

The World Bank has given many suggestions towards privatization.
The World Bank stated that privatization programme should have
clearly defined objectives. The government can set these out in policy
statements, laws or decrees or in instructions to the officials
administering the privatization programme. If these objectives are
missing, confusion will develop about why privatization is being
pursued.'? In most of the cases when government objectives and
goals are clear but shareholder’s expectations are not so, then it is
difficult for government to optimize the situation. Sometimes the
government is so keen to achieve its revenue objectives that other
objectives and issues like manpower, restructuring, and survival of
enterprises after privatization are unsolved. We will discuss these
issues, especially in case of Bangladesh and India, in the following

chapters.

" Andrew Berg and Ellict Berg, Methods of privatization. Journal of International
Affairs, Winter 1997, p. 359.

12 Dick Welch and Olivier Fremond, ‘The case-by case approach to privatization:
techniques and examples’, The World Bank Technical Paper No. 403, p. 20.
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The success of privatization depends on how policy makers are
concerned about unsolved issues. Berg and Berg stated that given
the wide range of interests affected by any significant privatization,
trade-offs will need to be made between stakeholder and government
gains and losses. Clearly defined objectives are required to make
these trade-offs and to prevent privatization from being bogged down
in a welter of unresolved issues.!3 We can see some important issues

below.

2.2.1 Competition and Efficiency

‘Competition and efficiency’ are two major targets for any privatization
move. The words ‘competition’ and ‘efficiency’ may sound different,
but both are satisfying the same need. Inefficiency of SOEs is the
basic logic behind privatization. The argument of competition through
privatization is now very much recognized by the world community.
Kilkeri, Nellis and Shirley stated that the economic benefits of
privatization are maximized when governments make improvement of
efficiency the primary goal. While using privatization to enhance
competition and by ensuring a competitive market that reinforces the
benefits of privatization, maximization of revenue should not be the
primary consideration.!* David also stated that if the concern
pertains to efficiency in broader sense, the contribution that the
privatization of public enterprises might make can be evaluated. Even
‘the word ‘performance’ raises intractable difficulties. In case where

profitability is an unreliable measure, it is difficult to judge not only

13 Berge and Berg, op. cit. No. 11, p. 314.
4 Sunita Kikeri, Nellis Jobn, Shirley Mary, Privatization: The Lessons of Experience.
The World Bank Washington, D.C. 1992, p. 6.
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the performance of the public enterprises but also the subsequent
performance of the denationalized enterprise and therefore whether
ownership transfer has been a ‘success’.!> Bos strongly states that
privatization changes the efficiency of the firm. It also changes the
objectives of the firm. In theoretical abstraction, a fully public firm
maximizes welfare, a fully privatized firm maximizes profit. With an
increasing extent of privatization, therefore, the firm switches from
welfare maximization to profit maximization. '®¢ The Pareto optimality
is not working here, because, profit and welfare cannot work in the
same direction where one comes at the cost of the other. We can see

the changes, which come in the process of privatization.

Table 2.1
Nature of the Public Enterprises

(i) | Protection by government from
QOutside import and investment
(i1) | More workforce, less mechanization
(ii1) | Prices controlled by the government

Emphasis on welfare
maximization

(iv) | Social safety nets

We discussed very clearly this fact that welfare maximization is the
ultimate goal for PEs as it is evident from Table 2.1. But in the
process of privatization, privatization theory suggests that emphasis
is shifted from welfare maximization to profit maximization, as it shown

in Table 2.2 below.

15 David Heald, Privatization Policies, Methods and Procedures. Asian Development
Bank, Manila, 1985, p. 86.

6 Diter Bos, ‘Privatization of public enterprises’. European Economic Review, Vol. 31,
1987, p. 353.
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Table 2.2

Nature of the Privatized Enterprises

Inside and outside competition

Private ownership Empbhasis of profit

maximization

)
) |

(iii) | Fewer workforce and more mechanization
)

Prices based on profit motives

(v) | Free outside investment

Privatization experts suggested that the profit maximization in the
privatization process also supports the goal of welfare maximization.

Bos is contradicting his remark saying that:

The efficiency gains from privatization may well lead to both increasing
profit and increasing welfare. The efficiency gains can be used to
produce at lower costs and to sell at lower prices in such a way that
both profit and welfare are improved. Along the path of privatization,
share after share is sold, and the economic power in the firm is shifted
since more weight will be given to the profit motive in the firm. At some
point the private shareholders may enforce profit motive in the firm. At
some point the private shareholders may enforce profits in the excess
of the cost saving which results from the efficiency gains. In such a

situation the profit increases at the expenses of welfare. 17

However, if the privatization body is not concerned about welfare,
then it is very difficult to assess the future of privatization. The best
way of privatization is to make a balance between welfare and profit
with a wider base of competition. As Ingo Vogel Sang has stated that

privatization provides an even stronger commitment. The most

17 Ibid. p. 355.
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important commitment that privatization may carry with involves

competition.!8

Commitment towards competition is not easy because there are
certain conflicts on the way of privatization. As Rammurti and
Raymond stated that one common conflict is between the desire to
privatize quickly and extensively and the desire to maximize proceeds
from privatization. Country studies suggest that if a government sells
a sufficient volume of state assets, it can make in a tidy sum of

money in the short run.!?

Richard and Mansoor also pointed out that opening up a market
for competition and privatization may result in a monopoly position.
If competition may not be appropriate, especially when enterprises
cross-subsidize loss—making activities—a situation that often arises
when enterprises have significant social and other non-commercial
objectives—and the private sector can engage in ‘cream—skimming’.
In such circumstances, the private sector will undertake only
profitable activities: the public sector will be left with loss- making
activities, for which budgetary support will be required in respect of
social objectives. Monopolistic enterprises in both the public and
private sectors, especially if they are large, relative to the size of the
potential market, can erect strategic price and non-price barriers.
Therefore, an appropriate regulatory regime is crucial. However, the

design and enforcement of regulations in the private sector have

¥ Ingo Vogel Song, Public Enterprises in Monopolistic and Oligopolistic Industries, Harl
Wood Academic Publishers, London, 1990, pp.100-01.

Ravi Ramamorty and Vernon Raymond, Privatization and control of State owned
enterprises. EDJ Development Studies, World Bank, p. 10.

19
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proved difficult. Often regulators do not have sufficient information to
decide whether a particular activity is not competitive. Moreover,
once a non-competitive practice has been identified, it may take so

long to curtail it that it will already have had its intended effect.20

Zank. stated that one of the most common fears in Least Developed
Countries (LDCs), particularly among the opponents of privatization,
is that privatization will result in the transfer of a public monopoly to
a private monopoly, and that a private monopoly may lead to an even
worse outcome. In other words, exchanging a public monopoly for a
private monopoly through privatization may or may not increase
society’s welfare. Efficiency and welfare gains will depend on the
incentive structure and system of rewards employed in public and
private firms. In addition to efficiency gains, the success of
privatization could also be measured by the value that divested
enterprises represent in terms of jobs creation, reduction in debt
services, foreign exchange produced and contribution to the Gross

Domestic Product (GDP). 2!

Efficiency and competition are the prime agenda for any country
in the present world. Production by any enterprise is freely tradable
for any country if the product will compete with other enterprises. In
the new world trade regime production and consumption of goods

and services became the global concern. In these circumstances state

20 Richard Hemming and Mansocor. M. Ali; Privatization and Public Enterprises-IMF-
Occasional Paper No. 56, 1988, p. 14. (most of the privatized enterprises in
Bangladesh has found in the ‘cream-skiming’ business. We will extensively deal
these issues in the chapter 4.}

21 Neal S. Zank in Privatization and Economic Efficiency, (Ed.), Attiat F. Ott and Keith
Hartley-Edward Elgar, England, 1991, p. 169.
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alone can not meet the global challenge because the role of the state
in the modern economy is not only to produce, but also to facilitate
the whole process of production. For this purpose, government has to
look into the various aspects, especially infrastructure, distribution of
raw materials for the production process and many other social
objectives (like health, primary education, sanitation) in which
private players are less interested to take any responsibility. We will
extensively discuss this issue in the section the role of the

government.

2.2.2 Ownership

The other important issue in privatization is ownership. Change in
ownership Is only possible if private parties will acquire more than
51% share of the enterprises. It can be 51%-100%. In the situation
where the share of private parties is less that 51% government holds
the ownership. It should be noted here that the situation in which
government divest 51% share or more than that, is the case of full
divestiture or privatization, but if governments divest less than 51%
share, it will be the case of partial divestiture. As Vikras and Yarrow
~argued:

Ownership arrangements are only one of a variety of factors that

influence managerial incentive structures and economic performance,

in particular, the competitive structure of the iadustry in which the

firm is operating and the regulatory constraints that it faces will each

have significant effects on incentives and hence on both allocative

efficiency and internal efficiency. It is likely that privatization will

indeed lead managers to place greater weight on profit goals; the
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changes involved are rather more complex than a straightforward shift
to profit maximization. The relative performance of publicly and
privately owned firms in respect of allocative and internal efficiency will
depend upon a range of factors that includes the effectiveness of the
respective monitoring systems, the degree of competition in the
market, regulatory policy, and the implication of privatization
necessarily depends upon empirical assessment of the role and

significance of each of these various factors. 22

The current debate on privatization in developing countries has also
focused on the need to rethink on the ownership issue. India and
Bangladesh are facing the challenges from the trade unions and
other pressure groups. Interestingly, these pféssure groups still want

to maintain the same form of public ownership in the PEs.

2.2.3 Distributional Aspect of Privatization

In any country, the government cannot start any privatization move
without considering its social, political and economic impact. For
example, in India the case of ‘Modern Food Industry’ and the ‘Balco
privatization’ are very obvious.23 These examples have gradually
showed a strong political and lebour reaction against privatization.
Privatization has many distributional aspects. Although the distributional
impact is one of the most important issues in privatization discourse,
experts like Ramanadhan stated that some of the redistributions
involved are basically in the right direction, but their suddenness

coupled with the fact that large groups of people, e.g., employees and

22 John Vikers and George Yarrow, Privatization: An Economic Analysts. The MIT Press,
Cambridge, 1988, p. 8.
23 We will discuss these issues in the chapter on divestiture in India.
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consumers, have long been used to certain patterns of benefits,
complicates public perceptions and introduces socio-political tension.
Thus, it is necessary to introduce proper measures according to

country’s political and economic circumstances.?4

Getting benefits from any privatization exercise is not very easy.
Ramanadham admitting the situation, in which possibility exit for the
sale of SOEs through public offerings, which is attractive because it
mutes the charge, that domestic elites or foreign investors are being
favoured.?®> The privatization regulator has a major task to see
whether public offering process is out of the favouritism. In the

following chapter on Bangladesh we will find out this aspect.

Economists have also argued the importance of the time factor in
getting the promised distributive benefits from privatization.?6
Jackson and Price have pointed to the importance of the time factor

to assess the effect of privatization.

Table 2.3

Economic Effect of Privatization

Short term Long term
Efficiency Static efficiency Dynamic efficiency
Distribution | Distribution of income Distribution of wealth
Stabilisation | Adjustment to cyclical Structural adjustment
fluctuations

Source: Peter M. Jackson and Catherine M. Price, Privatization and Regulation p. 9.

24 V.V. Ramanadham, Privatization and Equity, Routledge, London, 1995, p. 31.

5 |bid, p. 7.

26 In case of Bangladesh we will try to find out the importance of time factor in getting
the benefits of privatization, since many SOEs in Bangladesh have spent a long
period after privatization.
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Table 2.3 makes it evident that in the short run, the economic effect
1s limited and change in efficiency is almost static in nature, while in
the long run efficiency made an impact in various directions like
management, labour, and in the overall structure. Efficiency gain is
not a short run exercise, a country study by World Bank ‘Bureaucrats in
Business’ suggests that in most of the cases, due to the unlimited
interference of politicians, and the nexus between officials and
workers, needs of SOEs could not be met. In that case, it is difficult
to think about any long-term privatization effect. We can only see
some cyclical fluctuations in this situation. This fluctuation may
come in the shape of labour unrest, production losses and other
social obligations like low prices of the product. While in case of long
run, wealth of enterprises is also distributed. Several times it was
seen that in the short run the country is not able to balance the
situation because of the poor performance of divested SOEs and poor
accountability. In the long run, after a major dilution of shares,
divested enterprises can produce more, can deduct the cost, hire
skilled labour and reduce the political interference. Fully-privatized
firm can adjust with the other external economies because
privatization is a major part of the structural adjustment programme.
Obviously, privatization is an overall change in the attitude of SOEs.
Issues in privatization is changing very fast. Within 10-15 years there
have been so many ups and downs in this discourse. This discourse
is ranging from profit-making attitude to managing least social cost
and create more competition to lessen the burden on the nation’s

budgets.
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2.3 METHODS OF DIVESTITURE

Success of privatization is basically the success of methods.
Experiences of the last two-three decades of privatization show the
importance of these methods. Selecting a good method is a difficult
exercise for any country. In most of the developing countries,
‘divestiture’ 1s a tested decision because it leads to the goals of full
privatization, step-by-step. We can discuss main method in two
different parts, mainly direct divestiture approach and indirect
divestiture approach. The main methods to be reviewed here fall into
five broad categories: sales of shares or assets; capital dilution;
management employee buy-outs (MEBO); broad-based or mass
divestiture; and indirect or partial privatization via management
contracts, leases or service contracts. After describing each in brief,
by providing relevant examples, we would separately discuss the
importance of ‘Divestiture’ as an important method of privatization,
even in present days it has become synonymous of privatization
because both Bangladesh and India had opted this method as a
major policy option. Apart from Bangladesh and India many other

developing and developed countries strongly opted for this method.

Here the purpose of a separate discussion on divestiture is to
asses the eagerness to implement it by the policy maker. E.S. Savas’
statement in this context is remarkable. As he stated that divestiture
is straightforward process of identifying the largest white elephant in
their portfolio (the one losing the most money), announcing their
intention to sell it, and finding a suitable buyer at an acceptable

price. 27

27 Savas, op, cit. No. 5, p. 244,
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Not only largest white elephant, but also many profitable
enterprises are also targeted fof divestiture across the globe.
Divestiture as a policy doesn’t make any distinction between profit
making and loss incurring SOEs. Along this line, Raghavan claimed
that the new owners, managements and employee must have freedom
to take timely actions in response to competitive conditions,
including restructuring the firm, changing products and prices,
changing lines of activity, expanding some activities and closing down
others, using sub-contractors, making employment and compensation
decisions, and making decisions concerning supplies, engineering,
financing, investment, and innovation.?8 It can be understood that
divestiture is a stage before privatization. Raghavan states that the
objectives of divestiture are broadly similar to those of privatization
i.e., improving the performance of PEs, reducing fiscal deficit or
generating fiscal income and enabling PEs to function as commercial
entities. There is still one important difference—the government
renounces its control over the PEs through privatization while it may

retain its control even after disinvestments.2°

The government has to take decision at least on three important

issues while adopting disinvestment process. These are:

(1)  How much of the equity holding and of which PEs are to be
divested;
(i)  To whom the equities are to be sold; and

(i)  What modes are to be adopted for disinvestment?

28 [bid, p. 245S.
29 Raghavan, op. cit. No. 1, p. 109.
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Privatization experts like Ramandha

the agenda of privatization. As Raghavan also stated:

Disinvestment is an integral part of structural adjustment
programmes. [t is difficult to evaluate the effects of disinvestment
because of the trade-offs that are involved, the broad nature of the
relevant counter factors and the difficulty in accounting for the
externalities that are attributed to disinvestment. Furthermore,
disinvestment has been relatively less important in many developing
countries as compared to privatization i.e. out-right sale of PEs.

-

prospect of the unfavorable redistribution in the process

divestiture. According to Ramandham:

The success of any disinvestments depends on these main issues. It
was seen that in many developing countries because of very less
experiences in divestiture, and also due to the commitment of

structural adjustment, disinvestment became the way to just shift on

m suggested to minimize the

of

(1)  Divestiture should be affected through public flotation

rather than through private sales, as far as possible;
(i1  Concessional share allotments may be subject

restrictions on resale within a set period; and

to

(1)  Divestiture agreements may stipulate that there can be no

retrenchment for a specified period. 3!

30 Ibid, p. 110,
3t Ramanadham, op. cit. No. 24, p. 24 (We will examine these points in the case of

Bangladesh and India in the following chapters.)
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or four years.3? Reports of Commonwealth Round Table discussion

presents critical situation on the way of divestiture. It stated:

The experience of the successful public enterprises suggests that
divestment of activities and businesses that are unviable and / or not
integrally related to the main purpose and activities of enterprises are
not helping to achieve success. It is difficult for the owner of the
divested enterprises to take exit decisions and implement them in
public enterprises. These involve redundancies in cases of closure, and
are politically sensitive matters. On the other hand, hiving off parts of
business and selling those to others can have overtones of

‘privatization’ with its ideological and political fallout.33

Experts like Mary and Nellis pointed out some precautions

privatization practice. They stated:

32

Divestiture should be viewed, not as an end in itself, but as part of a
broader programme of reforms designed to promote a better allocation
of resources, encourage competition, foster a supportive environment
for entrepreneurial development, and develop the capital market. Weak
capital markets make it imperative that the financial prerequisites for
divestiture be assessed carefully and be included in the design of sale;
otherwise, anomalies can result. Designing a strategy for divestiture
and classifying state enterprises according to the type of action they
should receive- liquidation, sale, lease, and so on— have been useful

steps in clarifying the government’s objectives and approach.34

in

Elliot Berge, The Role of Divestiture in Economic Growth, in Privatization &

Development (ed.). Hanke, op. cit. No. 2 p. 29.

Learning from success, Public enterprises management strategies for success,
Report of commonwealth Roundtables, Commonwealth Secretariat, London pp.15-

16.

Shirley Mary and John Nellis, Public Enterprise reform: The lesson of Experience,

EDI Development Studies. The World Bank 1991, pp. 57-58.
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This strategy also includes the legal aspect of divestiture. Guislain
stated that the divestiture law itself should thus be an enabling law,
giving the government or privatization agency broad powers to
privatize, while avoiding restrictions that might unduly tie the
implementing agencies hands and delay the process. While flexible,
the legal framework should establish basic safeguards guaranteeing
the integrity and efficiency of the process. Clear, flexible and
competitive divestiture methods carried out in a transparent manner
by accountable official may go a long way to ensure the success of

the process.3>

Divestiture process may be slow, if Economy leads government’s
intervention. Savas pointed out that divestiture can be partial;
however, anything less than 50 per cent may bring in cash but brings
none of the other expected benefits of privatization because control
will remain in the hands of the state. When government has sold
more than half the ownership, it sometimes retains crucial control by
means of a ‘golden share’. For example, government’s minority share
may include special veto power over particularly crucial decision,

such as sale to a foreign firm.3°¢

Governments in developing countries can’t ignore social and
political issues related to privatization. Especially in core sector
governments are still worried about how to divest and to whom
should be given the shares. Savas also stated that a crucial issue

associated with divestiture in developing countries is who is allowed

35 Guislain Pierre, Divestiture of State Entyerprises, ‘An Overview of the Legal
Framework’. World Bank Technical Paper Number, 186, p. 10.
36 Savas, op. cit. No. 5, p. 245.
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to buy the SOEs. For various political and social reasons, many such
countries exclude certain groups from purchasing SOEs, especially
foreign  businesses  multinational corporations and local
entrepreneurs of particular minority groups. There is concern that
these potential buyers, who may already own or control a large share
of the country’s economy, will further increase their control.
Advocates of economic development through free market argue that
no potential buyers should be excluded on the basis of race,
nationality or economic position. Moreover, foreign investor can be
valuable because they are generally less tolerant of cronyism and

other inefficiencies.37

in the following chapter on Bangladesh and India, various aspects
of divestiture will be discussed. It is evident from the different studies
that every divestiture method doesn’t fit for every country. The
following discussion will focus on the importance of other methods of

privatization.

2.3.1 Direct Divestiture Approach

23.1.1 Sale through Public Offering

‘The classic type of divestiture is the sale of full or partial ownership
of a state enterprise by public offering on stock exchanges by
competitive bidding for shares or assets or by non-competitive
placement of shares.38 Under this method, the state sells to the

general public through the stock market and other  financial

37 1bid, p. 246.
38 Berg and Berg, op. cit. No. 13, p. 360.
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institutions. The initial public offering (IPO) is often combined with
other methods, such as the sale of shares to employees on favorable

terms.39

The characteristics of IPOs that make them attractive also make
them hard to implement, especially if speed is an objective. Their
clarity and transparency bring tremendous transition costs—such as
preparation for sale valuations and managing the offer. As a result,
only larger SOEs or large government holdings are usually
appropriate. Moreover, firms have to be ready for sale. They must be
made attractive to buyers. Also market conditions have to be right.
Where markets are not buoyant, offerings can fail. This happened
recently in Indonesia, Brazil, Turkey and some other countries.*?
Conflicts of objectives are inherent in setting the offer price of shares
to be sold. Government may seek a high price to achieve its revenue
objectives and to avoid later charges of giving away crown jewels at
low prices. The objectives of winning political and market
acceptability, however, dictate a low price. But pricing shares too low
not only invite later political attack, but also erodes another objective
of widespread popular ownership. Low-income buyers and employees

sell their holdings if share prices rise rapidly after initial offerings.4!

These pricing dilemmas and the manner they have been handled

have generated some disappointment with privatization in Europe. A

39 See Berg and Berg, op. cit. No. 13, p. 361, and also Yarrow and Jasinski,
Privatization Critical Perspectives on the world Economy-Vol 11, Routiledge, London,
1996, P. 457

%0 Methods of Privatization of State-owned Enterprises—Joseph Boryati. Paper
presented at the methods and practices of privatization conference. (New York, 1994)
as cited in Berg and Berg, op. cit. No. 13.

41 Berg and Berg. op. cit. No. 13, p. 362.
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recent article in The Economist laments the fact that while
privatization has broadened financial markets (since 1985 it has
added about one per cent a year to capitalization of listed shares in
European stock markets), it has not been successful in turning
Europe into a continent of shareholders. While 20 per cent of United
States households own stocks and around 15 per cent in Britain, the
comparable figure for Germany and France is still not more than 5
per cent. One reason is that small investors have not always done
well. In France, privatized company shares have underperformed in
the market. A consistent buyer of privatized share since 1990 would

have in fact lost money.4?

Mohiuddin presented an example of Bangladesh, which illustrates
how stock market flotations of minority ownership shares can fail to
improve management, while sale of majority ownership to a technical
partner can lead to vastly better performance.43 Public offering can
also be possible by capital dilution. Capital dilution joint ventures are
often politically acceptable, since the government retains a large or
even majority share in ownership. If the government is a passive
owner, allowing full autonomy to the private management, economic
efficiency goals are likely to be well served. This approach gives
undercapitalized enterprises new life, although problems of working
capital scarcity may remain. It also works quickly, especially, where
existing partial ownership by a core investor is supplemented by new

capital injections. However, risks do exist regarding transparency,

42 Privatization in Europe: Is the price right, The Economist, London, 23 Nov. 1996,
p. 87.

43 M. Mohiuddin, Reform of the Bangladeshi Para-Public Sector: Situation and Prospects,
University of Auvergene 1996 cited in op. cit. No. 13, p 364.
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equity, notably in setting share’s prices. In many countries there are
no rules for how share prices should be determined in case of
internal acquisition.** Recently, Indian stock market has shown a
very healthy picture, where shares of SOEs are better-priced than the
private enterprises. Berg and Berg stated that given the advantages
and difficulties of public offering it is not surprising that they are
found principally in the developed world and among the more
advanced of the developed world. Indeed, in most of the industrialized
countries divestiture has been through public offerings. In low-
income and transition economies that have not had well-developed
stock markets, financial institutions or regulatory arrangements,
I[IPOs have been much more infrequent.*5 Most of the African, Latin

American and South Asian economies are facing this problem.

23.1.2  Sale through Competitive Bidding

Sale of either part or all of a SOEs shares or assets by public tender
1s the most common privatization instrument worldwide. Most small
firms in the transition economies were privatized by auction, as were
many firms in the developing countries.*® The main purpose of
competitive tendering (bidding) is efficiency in the use of public
resources.4’ Sale of SOEs through competitive bidding avoids the
major deficiency of public flotations: uncertain impact on corporate
governance and therefore on improved firm-level efficiency. Most of

these transactions entail sales of going concerns; they are of the type

*+ lbid, p. 372.
*5 Ibid, p. 364.
6 |bid, p. 365.
*7 Yarrow George and Piotr Jasinski, op. cit. No. 39, p. 292.
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commonly called ‘trade sales’. Buyers are technical partners or core
investors who will take over management and still have incentives to
enhance profitability.4® More privatization transactions are completed
globally by competitive bidding than by any other method.
Industrialized countries normally use public flotation method. It is
probably the most common method in middle-income developing

countries.49

2.3.1.3 Non-competitive Sales or Transfers

These kinds of sales take many forms. The state may find it advisable
to sell to a strategic partner without competitive bidding. This is
sometimes calied a private placement. A good strategic investor may
have made an offer that meets the government’s price and other
requirements, and officials may decide therefore that further bidding
i1s superfluous.>® The benefit of non-competitive sales is that they can
be cheaper, easier and quicker than alternative methods. Particular
technical partners with special competence can be sought out,
creating good prospects for more efficient management. Negotiations
can be more flexible than those in formal bids. Political and social
- Objectives can be well targeted. For example, shares can be
distributed to underprivileged groups, or to employees and other
stakeholders or to insurance companies and pension funds.
Entrepreneurship-nurturing objectives can be served. The trusts may

be able to serve some corporate governance role.5!

*8 Berg and Berg, op. cit. No.13, p. 367.
¢ Ibid, p. 369.
0 Ibid, p. 369.
St oibid, p. 371.
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2.3.1.4 Management-Employment Buy-outs (MEBOs)

The term Management Employee Buy-outs (MEBOs) generally refers
to the acquisition of a controlling shareholdings in a company by a
small group of managers. It often also designates a similar
transaction where empldyees or management acquire a controlling

interest..52

MEBOs can have the advantage of their managers and employees
retaing their former work. In addition, managers acquire greater
responsibility and a stake in their own business’53 Three main types
of MEBOs can be distinguished. In many developing and transition
economies, small establishments—for example, retail outlets
restaurants, hotels, bookstores, trucks, and buses—are sold to
employees. Countless units have been privatized this way, though
they do not seem to show up in privatization inventories. One reason
is that they are often under $50,000, another is that they may be
listed as liquidations, since state enterprises are often legally
dissolved before the assets pass into employees’ hands. Earle stated
that in Eastern Europe and the former Soviet Union thousands of
small establishments were privatized by transfer to employees.>* In
Guiyana and Mozambique, dozens of regional food distribution
-outlets became employee-owned or leased. In Nicaragua, buyouts
were encouraged by a policy that set 25 per cent stocks of each

privatized firm aside for employees.5>

52 Guide to Management Buy-Outs, 1986-87, The Economist Publication lezted 1986,
London cited in Yarrow and Jasinski, op. cit. No. 39, p. 471.

Yarrow and Jasinski, op. cit. No. 39, p. 292.

Earle S. Johne et.al., “Small Privatization: The Transformation of Retail Trade and
Consumer Services in the Czech Republic, Hungry and Poland”, CEU Privatization
Reports, Vol. 3, 1994 as quoted in Berg and Berg, op. cit. No. 13, p. 375.

Borgathi, as cited in Berg and Berg, op. cit. No. 13, p. 49.
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The second type of MEBOs involves employee stock ownership of
medium and large-scale enterprises. These are fairly common in
industrial countries. The first major privatization of this type was in
the United Kingdom with the scale of the National Freight
Corporation in 1982 to a consortium of existing and retired
employees and four banks with employees taking over 80 per cent of
the shares. Examples are also found in developing countries. In
Chile, employees bought most of the stock of Squeamish, a sizeable
producer of nitrates. When ENDESA, the state-owned power company
in Chile, was broken up for privatization, one of the units, EMCL, was
sold to employees. There have been similar cases in Asia and
elsewhere, though usually of middle-sized companies.>¢ A recent
example from Pakistan gives the flavour of these transitions. In
January 1992 employees of Millat Tractor Limited took over

management after purchase of 51 per cent of the shares.5”

The third and numerically most significant form of MEBOs is de
facto insider domination of nominally open privatizations. Most of the
Russian industry has been privatized this way. The Russian model
took the form of a voucher programme that gave special preferences
to employees of state enterprises, usually resulting in MEBOs in
- practice. In Mongolia, workers chose to buy shares largely in ‘their’
enterprises, ending up with 45 per cent of the total shares, according
to one survey.® Most enterprises privatized in Poland have been

privatized through so called liquidation. This has taken verious

3> Berg and Berg, op. cit. No. 13, p. 375.

57 Sharit K. Bhownsik “Takeovers by Employees: A Response to Privatization in
Pakistan”, Economic and Political Weekly, 29 April 95, pp. 931-933.

58 Kosun Geogres and Peter Murrell. The Initial Results of Privatization in Mangolia,
(College Park, MD: Centre for Institutional Reform and the Informal Sectoral
University of Maryland, 199) as quoted in Berg & Berg, op. cit. No. 13, p. 376.
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forms, but involves the sale of either the enterprise or its assets
through auction for cash. In most of these, the managers and the
workers ended up owning controlling shares after privatization.>®
MEBOs address one of the central obstacles to privatization,
Aparticularly in the transition economies where ownership rights and
traditions are vague and not well protected: the fact that finding new
owners mean disenfranchising existing state holders. Enterprise
‘insiders’, such as workers and managers, have a traditional and de

facto claim on the enterprises.%0

2.3.1.5 Mass Divestiture or Full Privatization

Mass divestiture or full privatization programme privatize hundreds
or thousands of enterprises at one time. To make this possible, they
generally combine one or more of the above techniques with some
sort of free distribution of assets, shares, or buying power over assets
(vouchers). -This method has either been used or is under
consideration in a number of transition economies, including the
former Czechoslovakia, Russia, Poland, Romania, Lithuania,
Kazakhstan, Kyrgyzstan, and Mongolia. It is the subject of widening
discussion as an option in other developing countries, such as
Tanzania and Uganda. Rolnald stated that vouchers represents the
earmarked equivalent of a cash payment from the government to
some qualified beneficieary for the acquisition of some specific

product or services from private sector providers. 6!

59 Andrew Berg, ‘The Logistics of Privatization in Poland’ Jeffrey Sachs, Blanchard and
Ken Froot (eds.). NBER Conference on Tradition in Eastern Europe. University of
Chicago Press, Chicago, 1994, p 21.

00 Bergs & Berg, op. cit. No.13, p. 376.
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Poland, appor;{imatly 500 medium and large enterprises
participated in this programme. The designers of the Polish
programme transferred most enterprise shares free of charge to 15
National Investment Funds (NIFs). One-third of the shares of each
company went as a block to NIFs, ensuring that each company had
one owner with a substantial interest and hence incentive to provide
good corporate governance.®! Vouchers were issued to all citizens
(150 million) on payment of a small commission, which could
subsequently be exchanged for shares (good amount of forgery
instred). Over 800 private sector investment funds financial
intermediary ‘mutual funds’ in Czechoslovakia Collected these
vouchers and were then required to invest them in enterprises. This
programme required an affirmative vote by the workers. Workers
received a relatively small share of the privatized firm in effect. They
received 10 per cent of the shares free of charge and, while they
anticipated some benefits from privatization, they also feared its
effects. In the transition economies, almost all industrial production
and most output in other sectors were generated in the state sector.
The huge scale of privatization alone ruled out the ‘classical’ sale as a
single or main method: it would take decades, except in the East
German case where vast subsidies and willing buyers allowed the

rapid privatization of some 8,000 enterprises.62

There were other reasons for the appeal of this form of
privatization. Valuation of state enterprises in these economies was

difficult and uncertain, given the lack of a market track record and

o1 Ibid, p. 380.
62 [bid, p. 378.
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persistent distortions that ruled out easy estimates of existing
viability and future profitability. Also, small domestic savings, weak
or non-existent capital markets and embryonic market institutions
made private buyers few and wary. Foreign investors could and did
play some role, but the new governments and the public found the
idea of selling of large parts of the economy to foreigners

unacceptable.®?

Berg and Berg has devied Various programs in two components.
He stated that in sorting through these various programme, it may be
useful to consider that each programme has two components: a
‘supply side’ which dictates how enterprises will be chosen and
prepared for privatization and what will be sold, and a ‘demand side’
which determines how ownership in the privatized enterprises will be
allocated. Each of these ‘sides’ presents a number of key issues. On
the supply side, the preparation of large number of enterprises for
privatization in a short amount of time can be extremely difficult. For
example, the legal definition of the firm often must be determined i.e.,
whether it includes shared assets such as a municipal power plant.
More importantly, the claims of various existing stakeholders such as
workers and managers must be dealt with. As described in the
section above on MEBOs, these insiders 6fter1 have substantial de
facto or de jure power over ‘their’ SOE. These aspects of the problem
are related; preparation of enterprises for privatization on a large
scale requires the cooperation of the insiders. On the demand side,
the problem is how to find owners for hundreds or thousands of

enterprises rapidly and in ways that promote good enterprises

63 1Ibid, p. 379.
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governance, equity, public support and capital market development.
A fundamental question is how widespread distribution of shares or
vouchers can translate into effective governance of the privatized
enterprises when ownership is extremely diffused and no one owner
has much incentive to monitor or discipline management. More
generally, the question remains as to whether the pattern that
emerges will be conducive to capital market development, including a

well-functioning stock market.

It is true that direct approaches of divestiture are based on
various issues—both on demand side and supply side. It has close
link with the political change, as well as with the economic
atmosphere of the country. Even in case of Russia the main aim of
the Russian voucher privatization was political first and then
economic. In 1992, opinion polls in Russia indicated that
privatization was the most popular part of Mr. Yeltsin’s programme.
However, in many transition economies privatization was first used

for economic objectives.

2.3.2 Indirect Divestiture Approaches

2321 Management Contracts

Management contracts are also a method of privatization. The key
issues in success or failure are whether performance is related to the
contract terms, and whether managers have true autonomy in hiring

and firing.®¢ Management contracts privatize management, leaving

6 [bid, p. 385.
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ownership in state hands.5 The results of management contracts has
shown the improvement in productivity and profitability in some
countries. This method is also less controversial since ownership

continue in the hand of the state.

2.3.2.2 Lease Contracts

Lease contracts are of different types, varying mainly by who is
responsible for financing investment. Under straight forward leasing
(sometimes called afterimage) the contractor or lessees pays the
public owner a fee for the right to operate a public facility and bears
the financial risks of its operation. This method is widely used in
power, ports, urban transport, waste disposal and industry.®® In
India and Bangladesh this method recently practiced in state run

transport, water and electricity departments.

2.3.2.3 Concession

Concession is also named as Build Operate Transfer (BOT) and Build
Operate Own (BOO). This involves longer contractor responsibility
than leases. They also last longer normally within 15 to 30 years.
Water supply, waste disposal toll roads and ports are among the
common areas of usage.®” Lease and concession are same in the
sound but it can be different in practice on the basis of the time
factor. If government is really looking for a change in responsibility

but at the same time also trying to retain the ownership then all

%5 Hand Shaikh, Minovi. M, Management Contracts: A Review of International
Experience, Washington, DC, World Bank, 1994.

6 Berg and Berg, p. 386.

67 Tbid
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these methods are easy to practice. Lease contracts are very popular
in developing country because it can’t provide any great political
obstacle on the way of privatization. Government can stop anybody if

it will not generate any positive move.

2.3.2.4 Contracting out

This is a process whereby government hires, under contract, a private
firm to perform, over a defind period of time, some specific service
that might otherwise be provided by public employees using
government equipment and facilities. Attiat and Hartly stated that
contracting out is also known as outsouring or subcontracting, this
method is widespread in public-sector service provision. It is an
extremely diverse form of privatization, especially common for
municipal service, and is widespread in the United States.®® In a
country like India and Bangladesh, this method is also in discussion,

especially in higher education.

Indirect approaches are politically less controversial since
ownership remains still with the government. However, government
should strictly watch the process of indirect approaches, because it
can prove to be controversial if the firm involved in these approaches
try to set the high price of the product. The example of ‘Bechtel’ an
American water firm in Bolivia was unhealthy, because in 2000
Bechtel had to close shop and leave the country for the high water
price, after the mass protest. There are many other examples in this

regard in various countries.

°8 Attiat F. Ott and Keith Hartly, (eds.), Privatization and Economic Efficiency, Edward
Elger, England, 1991, p. 77.
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2.3.3 Prerequisites for Privatization

The World Bank listed the following requirements for the success of

Privatization.®®

(a)  Transparency, Fairness and a Level Playing Field:
Transparency 1is crucial to a successful case-by-case
privatization. Third party financial advisers must carry out
asset valuations to ensure that prices are realistic, fair, and
consistent, as are procedures for calling for bids and
evaluating offers. Moreover, government must carefully plan
and execute privatization. Publicity campaigns help make
potential investors aware of investment opportunities. In
trade sales, the contract terms should be included in
investment bidding documents to discourage undesirable
changes during contract negotiations. Finally, the
privatization award process must be transparent to avoid
corruption and controversy.

(b)  Strong political support and leadership are vital: Privatization
must receive support from the highest levels of government
to overcome inertia and resistance from the bureaucracy
and special interest groups. The privatization agency should
report to a senior minister.

(c) Related structural reforms should keep pace with privatization:
Government should implement privatization programme

within a framework of mutually reinforcing economic

69 Dick Welch, Olivier Fremond, The caste-by-case Approach to Privatization
Techniques and Examples: The World Bank, Washington, D.C., pp. 2-3.
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reforms, including macro-economic stabilization, trade
liberalization, financial sector reform, public sector reform,
and regulatory reform. If other reforms lag, privatization will
be unsustainable and unable to restructure the economy.

(d)  Pre-privatization restructuring should be brief and defensive:
Pre-privatization restructuring should be limited to balance
sheet strengthening and organizational changes such as
closures, workforce reductions, and transfer of social
services. Technology changes, capital investment, and major
purchases should be left to the new owners, not to
government officials.

() The desire to maximize sale proceeds should be balanced
with other priorities: Although the privatization agency has a
duty to sell state assets for their fair market value, it must
balance its desire to maximize sale proceeds with other
priorities, such as broadening share ownership, deepening

domestic capital markets and promoting competition.

Privatization practices without considering prerequisites are
unhealthy. In Poland, Czechoslovakia and Russia it was so sudden
that it couldn’t satisfy each and every prerequisites of privatization.
In case of Bangladesh also divestiture was quite sudden and till date
country’s economic political realities are unable to match the
prerequisites. India too is striving hard to meet the prerequisites of

privatization.

2.3.4 Role of the Government in Divestiture

The role of the government is very much critical in the process of

privatization. Banham’s statement is very critical that state’s major
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task is to prevent monopoly.’? Brain and Spiller’s remark is also
valuable in this regard: that the benefits of privatization are not
automatic but are dependent on the regulatory and competitive
environment in which the newly privatized firms operate.’! Stiglitz
states that one of the most important roles for the government is
creating the ‘rules of the game’, which enable a market economy to
work. Many developing and transition economies were told to open
up their economies to international trade with the promise that it
would ensure fair competition. The advice was misguided. Trade
liberalization with monopbly imports only served to transfer
government revenues into the pockets of the monopolists. In Russia,
secretary O’Neill’s international aluminum cartel resulted in a
bloodbath as rival groups fought over to get monopoly interests,
which bought and corrupted governments throughout the world. A
strong competition policy is not just a luxury to be enjoyed by rich
countries, but a real necessity for those striving to create democratic
market economies.’? If state is not able to meet the challenge to start
competition with preventing monopoly practice then whether
enterprises are in the public sector or in the private, they will
ultimately work in the same direction. Some experiénces have shown
a worse face of monopoly in both situation. Monopoly never allows
welfare of the people. Monopoly only allows the welfare of the firm,
which becomes ‘Industry’. Brain and Spiller stated that the change in

the trend (public to private) ‘should not be viewed as an end in itself

70 Federic Benham, Economics: A General Introduction, ELBS, London, 1960 p. 56.

' Levy Brain and Spiller, T. Pablo. A comparative analysis of five country studies,
proceedings of the World Bank annual conference on Development Economics, 1993,
World Bank, p. 216.

Joseph Stiglitz, Competing over Competition, The Economic Times, 23 August. 2001.

~1
to
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but as a means of improving performance.””? Critics like Fishlow
question state intervention on the ground that government was the
problem rather than the solution. He stated that Blame for the
current state of Third World (TW) economies has been attributed by
them to policies of state intervention. In their view these have
resulted in high levels of debt, poor economic performance, high
levels of inflation, excessive unemployment and inefficient public
enterprises. An alternative suggested its replacement by the market
based on the micro-analytical maximizing framework and modern
macro-economic and trade rﬁodels. This represents a shift from the
closed import substitution to a more open export-oriented economy
based on the success of countries like south Korea and Tiwan. As the
justification for this shift in policy is arguable, there is a need to
bring a balance to the debate on the virtues of the market and the
weakness of state intervention.’* Mcpherson also points out ‘many
countries have found that state-owned enterprises have failed to
generate high rates of economic growth that are critical to
development’.’5> [t is matter of introspection whether the government
should continue to produce goods and provide services or leave it for

the private sector.

Stiglitz and Stern stated on the role of the government in this

crucial situation:

The issue that has been more recently under debate is whether the
government should be involved in production or should government

leave production, that is privatize? In poor and backward economies,

73 Levy Brain and Spiller op. cit. No. 75, p. 216.

7+ See, Albert Fishlow,in “Review of Handbook of Development Economics”, Journal of
Economic Literature, Vol. 29, 1991, pp. 1728-1737.

7> Peter M. Mcpherson , The promise of Privatization, in Hanke op. cit. No. 2, p. 18.
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market failures may be more severe, but the same is also true of
government failure. How do these considerations balance? I would
suggest, notwithstanding the weakness of management and the
scarcity of resources in poor countries, that there are certain crucial
activities for which the government should take responsibility. In poor
economies, infrastructure, health services, and education are usually
weak. Here, surely, are areas where government can act and be
assisted with resources and know-how from wealthier countries and

international institutions, 76

Jalan was also very much sure about the criticality of this role in
Indian context. He stated that The government’s role as an investor in
and manager of public enterprises is probably the most controversial
and difficult. However, not even the most ardent defender of public
enterprises can ignore the substantial inefficiencies that afflict

government’s management of these enterprises.”’

It is up to the government whether it creates a healthy competition
or waits for failure. Without a strong governmental commitment we
cannot facilitate reform. When the market failed we developed SOEs
and when SOEs failed we developed privatization. But the question,
which looms large, is what would happen if privatization fails? It is
high time to think about what should be the next step in this regard.
Stiglitz pointed out that the time is ripe for a new third way
consensus, a balanced view of markets and government, a refusal to
confuse means (like privatization and liberalization) with ends, and a

broad conception of those ends—not higher GDP, not increased

® Joseph Stiglitz, Stern Nicholas, Round Table Discussion Development Strategies:
The Role of the State and Private Sector, Annual conference on Development
Economics, 1990, World bank, pp. 429-431.

‘7 Bimal Jalan, India’s Economic Crisis: The Way Ahead, OUP, New Delhi, 1992, p. 73.
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income for the few, but the creation of domestic, equitable, and
sustained growth.?8 Privatization experts claimed that nature abhors
a vacuum,; representatives of business and commerce are filling up
the space vacated by the state. This is the time to make some
corrections over past mistakes and to take new steps in the world of
competition through privatization. Privatization should not aim and

act for private purposes only.

2.3.5 Conclusion

Theoretical aspects, various issues, methods and minimum
requirement for the success of privatization are briefly discussed in
this chapter. These are essential for a good understanding of the
privatization programme of any country. After the analysis, methods
of privatization, happen to be the most important deciding factors for
the success of privatization. Privatization should not be a way to
exchange public monopoly with private monopoly. Choosing a proper
methodology of privatization is more important issue, which should
be internally discussed in the economy. It is difficult for every method
to suit every country, but the suitability of a method depends on the
- regulatory practice and the prerequisites of privatization. Just like
other economic policies, privatization also needs an internal and an
external support base. Political support for the long run benefits can
decide the capability of a country in the age of competition. The role
of the government is \}ery much deciding in the privatization.
Government’s duty is very critical in the developing economies

because the conditions of enterprises are more critical before and

s Joseph Stiglitz, To a third way consensus, The Economic times, 6 June, 2001.
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after privatization as compared to other developed countries. On the
way of direct and indirect divestiture methods, policy makers should
not only quickly shift on one policy to other one but they should also
choose any method with a proper evaluation of the prerequisites of
privatization. It was observed that in most of the transition
economies divestiture was very fast but in terms of getting benefits it
was very slow. Privatization practice should be for the credible
privatization not to discredit the privatization. It can only be possible
if the distribution of shares is transparent and govérnment is keen to

lead the competition.

In the history of the last century, privatization has been an
important exercise. More than 120 countries are doing this exercise
through various methods. In transition economies political
interference are quite high because SOEs are the part of political
issues like election and local employment. Providing employment for
the working hand is one of the difficult jobs for the government.
Divestiture is directly linked with the issue of employment in the
transition economies. Apart from this issue there are also other issues
like the distribution of the benefits, competition, efficiency and the
survival of the divested enterprises. Bangladesh, which started privatization
-programmes as a major policy option in 1976, has been in trouble.
The debate of profit maximization and welfare maximization is also a
matter of test and quest in Bangladesh. A mixed experience of
success and failure of privatization in Bang'adesh and a brief study

of Indian divestiture is the main concern of the following chapters.
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Nationalization to Privatization: Policy Shift in Bangladesh

31 INTRODUCTION

The partition of India at independence in 1947, followed by the
break-up of Pakistan in 1971, left erstwhile East Bengal (present
Bangladesh) to face the remaining years of seventies and beyond,
with a rapidly growing population, a fragile farming system, rising
landlessness, few capital resources, degraded infrastructure, a
decimated intelligentsia, a relatively uniform yet precarious ecology
arising from deltaic topography, the absence of democratic tradition
with an over-reliance upon the military and bureaucracy to secure
policy and political objectives, and an overwhelming dependency
upon foreign aid and technical assistance.! East Pakistan, presently
Bangladesh, was in all respect the worst of the three regions (others
being India and Pakistan). It had been one of the most neglected
parts of the British empire even in comparison to West Bengal. Its
economy had been greatly damaged at the end of the 18t century.?
May be that was the cause of the Bangabandhu Sheikh Mujibur
Rahman’s reaction at the Round Table Conference on 10t March

1969 in which he said:

I would like at this time to confine myself to outlining the constitutional
changes, which are necessary for the attainment of economic justice,

between man and man and between region and region.3

' Kramsjo Boss and Wood. D, Breaking tle Chains, University Press Limited, Dhaka, 1992, p. 1.

Gilbert Etienne, ‘The process of Industrialization in India, Pakistan and Bangladesh’, Soutl
Asia Journal 3, 1990, p. 239.

* Banglad slt Contemporary Events and Documents, Peoples Republic of Bangladesh, Dhaka, 1971,
p. 37.
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Economic infrastructure and market systems built by the British
were not equitably shared by East Bengal in comparison to West
Pakistan and India. Even though those systems and tariff policies
were designed to favour British interests and despite these economic
institutions, a fairly solid framework was gradually built up that |
eventually paid dividends as reflected in the development of
indigenous industry in India after independence. However, the same
didn’t take place in Bangladesh, where local participation in the
economy was essentially limited to real estate speculatign and petty
trading. The climate did not favor the emergence of a B‘engali capital

market in the industrial sectors.?

During the period 1947-1971, life in East Pakistan was relatively
tranquil.®> Only 4% of GDP was generated in the industrial sector and
almost all of it in small and cottage industries. Interestingly, during
the time when Bangladesh was part of Pakistan, industries grew
rapidly. Growth averaged 6.6% per annum during the period of
Financial Year 50 (FY 50) to FY 70 and was concentrated in the large-
and medium-scale industries (which grew at a rate of 14.5%,
compared to only 2.5% per annum for small-scale industry).
Investment increased from less than Rs. 400 million in FY 64 (in
constant price c¢f FY 70) to more than Rs. one billion by FY 70.
Approximately 25% of all investment was effected in the industrial
sector, even though it produced less than 10% of GDP.6 Between

1947 and 1950, the total regional income of East Pakistan was

1 Clare L. Humpherey. , Privatization in Bangladesh, University Press Limited, Dhaka, 1992,
p. 21

Joseph F. Stepanek. , Bangladesh: Equitable Grow!th? Pergamon Press, New York, 1979, p. 7.

®  ‘Bangladesh: Current Trends and Development Issues’, The World Bank Country Study, March,
1979. p. 42.
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almost certainly higher than that of West Pakistan.” This was clearly
depicted in various studies by Khandar, Papanek, Khan and Bergan.?
The picture was altered when West Pakistan’s income exceeded
East’s for the first time in 1954-55.9 On industrial front especially in
large industries, we can see the slow industrial growth of East
Pakistan in Table 3.1.

Table 3.1
Regional Value Added in Large-scale Industry at Constant Price 1959-60

(Rs. crores)

Year West East
1947-48 10 7
1948-49 14 8
1949-50 18 12
1950-51 24 16
1951-52 35 18
1952-53 46 20
1953-54 56 25
1954-55 79 31
1955-56 93 35
1956-57 102 40
1957-58 116 43
1958-59 130 52

Source: G.F. Papanek, “Industrial Production and Investment in Pakistan”.

7 Arjun Sengupta , in Bangladesh Economy: Problems and Prospects, (ed.V.K.R.V. Rao), Vikas
Publication, New Delhi, 1972, p. 18.

8 R.H Khandar ‘The Pattern of a Divided Economy: A National Income Analysis of India and
Pakistan’, The Journal of Royal Statistical Society, General Series, 1955. G.F. Papanak, ‘Indutrial
Production and Investment in Pakistan”, Pakistan Development Review, 1964, Khan and
Bergan, ‘Measerment of Structural Change in the Pakistan Economy: A Review of National
Income Estimates’, Pakistan Development Review, 1966.

9 Sengupta, op. cit. No. 7, p. 19.
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In Table 3.1: Large-scale firms: definition-a unit using power
employing more than 30 workers any day in the year. From 1947-
1959; value added by firms with assets of less than Rs. 1 million
increased only 15 times, while that added by larger firms increased
15 times. In 1951-52, index for East Pakistan was 98.9, for West
Pakistan 90.6. This was applied to 1947-51 years for which no index

is available.

East Pakistan was worsening rapidly and the question of more
economic justice was strongly raised. It facilitated the eventual
freedom struggle out of which East Pakistan became an
independent nation called Bangladesh. Since its independence in
the words of Austin Robinson, the question that one constantly
asked 1s: Is Bangladesh viable? To that question an economist has

no answers.!10

3.2  Mujib’s Socialism

After the independence of Bangladesh in 1971 the country tried to
take a socialist line. Stepanek stated that government was implementing a
wide-ranging ‘socialistic transformation’, which had been promised
during the independence struggle. Sheikh Mujibur Rahman
personalized this political and economic revolution into the ‘Four-
pillars of Mujibism’ named for the people for whom Sheikh always

spoke. These four pillars proclaimed that nation-building was to be

19 Austin Robinson, Economic Prospects of Bangladesh, Overseas Developraent Institute Ltd.,
London, 1973, p. 46.
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found upon the principles of secularism, democracy, nationalism,
and socialism. The country’s first Five Year Plan was announced in
late 1973. The first long-range plan stressed the broad goals of
increased production, improved income distribution, and national

self-reliance, the Sheikh'’s ‘socialistic transformation’!1.

In the First Five Year Plan, it was the public sector which was
accepted as the main engine of growth.1? The Constitution of
Bangladesh lays down that the economy shall be built up on socialist
lines. It provides for three types of ownership—‘private, co-operative
and state.!3 Sheikh Mujib was very much inspired by the Indian
development model, as during that period India was a very strong
supporter of socialistic transformation. Indian public sector units
were well developed and in the all three Five Year Plans (after
independence) India had a satisfactory success in various fields. At
the time of independence in Bangladesh, India was at the peak of
nationalization. In 1969, many banks were nationalized and many
basic industries were established. The social transformation and the
heavy nationalization in Bangladesh was a case of following the
Indian developmental pattern. Stepanek stated that the fourth pillar

of Mujibism—socialism—also had deep roots in the country’s

""" Stepanek, op. cit. No. 5, p. 8.

> The Forth Five Year Plan, Revised Draft-1l, Planning Commission, Ministry of Planning,
Government of the People’s Republic of Bangladesh, Dhaka, March 1991, p. vi-i.

1 Nurul Islam, ‘The Economic Development of Bangladesh within a Socialistic Framework’ (ed.
Robinson. E.A.G. and Griffin. K) Macmillan, London, 1974, p. 13.
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previous exploitation. Ten public sector corporations were established
In March, 1972 to bring the largely private Pakistani industrial sector
under government control. This type of socialism included the
country’s jute and cotton textile industries, its tea estates and sugar
refineries, the former Pakistani banks, insurance companies, inland

water and air transport, a major portion of the foreign trade.14

Bangladesh inherited a large, private sector dominated economy at
the time of its independence in 1971. The exodus of non-Bengali
entrepreneurs witnessed nationalization of 725 industries as
commercial enterprises. These units were brought under the control
of management boards that were appointed and supervised by the
various ministries.!> The nationalization of 1972 was widely
interpreted as a major step towards effecting a socialist transformation of
Bangladesh and was acclaimed as a positive step by many who were
inspired by socialist ideals, but deplored almost universally by those
who disapproved of socialism either as a goal or as a method of
development. Socialism is of course a word that is inscribed on
banners of widely differing colours. It is, therefore, hard to make
sense of this statement without a more specific definition of the term.
It was often claimed, particularly by the defenders of nationalization,
that the events of 1972 represented the first stage of a programme

that would go far beyond social democracy and would probably evolve

"4 Stepanek, op. cit. No. 3, p. 8.

¥ Nazmal Husain and Zakaria. S.M, ‘Bangladesh’s Privatization Experience’ in Libral Times, Vol.
VI, No. 2, 2000, p. 4.
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into some form of ‘orthodox’ socialism.'® The proclamation of
socialism as one of the four pillars of state policy had limited
theoretical foundations and in practice amounted to the extention of
the public sector and some popular measures such as writing off

land revenue for holdings under eight acres.!?

Mujib’s socialism was an outcome of the dissatisfaction of the
East Pakistan under the Pakistan’s rule. It was supported by the
mass because it found a new vision for Bangladesh, which was

neglected and exploited by the previous rulers.

3.3 Nationalization of Enterprises

Bangladesh inherited a largely private sector dominated economy at
the time of its liberation in 1971. But with the wholesale
nationalization immediately after liberation, several thousand
industrial, commercial and financial enterprises came under
government control. As a result, the government’s control over the
fixed assets of the industrial sector shot up from 34% of pre-
liberation period to 92% by 1972.1% For the purposes of control,
supervision and coordination of the aforesaid nationalized

enterprises, several corporations were established under the

e Azizur Rahman Khan and Hossain Mahabub, The Strategy of Development in Banglades,
Macmillan, London, 1989, p. 84.

17 Rehman Sobhan, Bangladesi: Problems of Governance, University Press Limited, Dhaka, 1995,
pp- 158-59.

¥ C.AF. Dowlah, Privatization Experience in Bangladesh, 1991-96, Vol. 1 (Study undertaken for
the World Bank), Dhaka, 1997, pPp. vi-vii.
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provision of the President’s order No. 27 of 1972.19 Sobhan and
Ahmad stated that this order effectively nationalized the industrial
sector, fulfilling an Awami League promise made in a highly
successful election campaign in mid-1970. The party’s ‘manifesto’
had received widespread support frorh the public, who had seen
nationalization of financial and industrial sectors as a way to forestall
concentration of wealth in a few hands. This had been the general
public sentiment even before the break up with Pakistan. At that
time, the notorious 22 leading families of West Pakistan had
dominated the concern. In 1972, it was directed at Bangladesh’s own
fledging industrial capitalist community.2° It was evident that the
nationalization policy of Bangladesh came into force to counter the

mistakes made by the policy makers of Pakistan.

In 1971, one of the most pressing problems for Bangladesh was to
find out ways to restart the numerous former West Pakistani-owned
or managed industrial enterprises.2!A study by World Bank stated
that industrial production grew at an average rate of 8% per annum
in East Pakistan during the 1960s, but fell sharply immediately after

‘independence due to the severe shortage of foreign exchange to

Bangladesh Jute Mill Corporation, Bangladesh Cotton Mills Corporations, Bangladesh Sugar
Mills Corporation, Bangladesh Steel Mills Corporation, Bangladesh Paper and Board
Corporation, Bangladesh Fertilizer, Chemical and Pharmaceutical Corporation, Bangladesh
Engineering and Ship-building Corporation, Bangladesh Minerals, Oil and Gas Corporation,
Bangladesh Food and Allied Products Corporations, Bangladesh Tanneries Corporation.

20

Rahman Sobhan and Ahmad. M, Public Enterprises in Intermediate Regime: A Study in the
Political Economy of Bangladesh, BIDS, Dhaka, 1980, p. 122.

' Humpherey. op. cit. No. 4, p. 28.
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import raw materials and the physical disruptions caused during the
war. Although the availability of foreign exchange to the industrial
sector had improved, the timing of foreign exchange allocations still
presented a problem. The index of overall industrial production in

financial year (FY) 73 was 19% lower than the FY 70 level.22

A different World Bank study also stated that the SOE sector grew
rapidly in Bangladesh during the period 1971-75. The reasons for
this spectacular growth were: first, historical circumstance (the
government was forced to take possession of business abandoned by
their former Pakistani owners at the time of liberation); and second,
the political persuasion of the government of the time which
nationalized industry, banks and other financial institutions. As a

result, there were about 350 SOEs by 1975.23
The Second Five Year Plan document stated

Since independence, the public sector has come to play a dominant
role in the economy of Bangladesh. Its scope has been widened by the
nationalization of major industries and by the objective necessity that
the private sector had been historically dependent on the support from
the public sector. The size and composition of Government
developfnent spending had, therefore, been extremely important in
determining the rate of economic growth. The first Five Year Plan
provided for public sector development expenditure of Tk. 3,952 crore
or 89% of the total financial allocation of Tk 4,455 crore. The size of

the public sector programme in the Two Year Plan was Tk. 3,261 crore

2 Bangladesh Current Trends and Development Issues, op. cit No. 6, p. 44.

2 Bangladesh: Privatization and Adjustment, Report No. 12318-BD, World Bank, Washington,
March 10, 1994, p. i.
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representing 84% of the total development outlay of Tk. 3, 861. Total
public sector development expenditure during the First Plan and the Two
year Plan period was estimated at current prices at Tk 8,095 crore-Tk.

4, 162 crore respectively. 24

However, PEs right from the beginning could not run profitably and
efficiently and many of them ran into severe financial difficulties and
serious management problems. Due to interference by the trade
union leaders in the management of enterprises, excessive work
force, inexperience and inability of the officials to act as efficient
entrepreneurs, etc., besides various other reasons, accounted for a
chaotic condition in the nationalized sector and became a burden for
the government. Alamgir stated that the programme of
nationalization in Bangladesh has been plagued by many problems.
The absence of autonomy at the corporation and enterprise level and
also the involvement of a large agencies in the decision making
process have been mentioned by many as seriously limiting the
operational efficiency of the public sector enterprises, mainly the

nationalized industries in the post —independence Bangladesh?>.

World Bank study stated about the loss in the power sector:

In relation to the poor performance of the SOEs and a shift in the
production structure in the world, goods and services supplied by
SOEs had become uncompetitive in domestic as well as international

markets. The high systems loss in the Power Development Board

** The Second Five Year Plan Draft-1985-90, Planning Commission, Governments of the
People’s Republic of Bangladesh, Dhaka, May 1980, p. 1-18.

5

3 Mohiuddin Alamgir, Nationalized Industries of Bangladesh: Problems and Prospects, The
Bangladesh Development Studies, . . . .. p. 704.
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ranging from (35-40%) had led to successive increase in power tariffs,
resulting in cross-subsidization of residential users by commercial and
industrial users. Investment in the power sector has been insufficient
to keep up with the rising demand due to weaknesses in Bangladesh
- Power Development Board (BPDB). As a result, Bangladesh has one of
the lowest consumption levels and highest prices of electricity in the
region (South Asia). Accompanying this is the high risk of technical

failure due to overloading and lack of maintenance. 26

Not only in power_sector but entire economy was in crisis just after
the independence. Khan stated that the real testing time for Mujib
and his ideology was the year 1974, with no more massive
international aid for Bangladesh. This was the year which finally
determined whether or not Mujib’s charisma and ideology could
prevent one of the poorest nations of the world from total economic
ruin and the consequent disruption of its social and political life.
With 1974 culminating in Mujib’s declaration of national emergency
suspending civil rights and bringing about a one-party rule, the
problems confronting Mujib and his government seemed to loom
larger than ever. The price rise of commodities had accelerated;
corruption was going on unbated; economic planning involving
mainly population control and agriculture based industries were
floundering; political violence seemed to be on the rise and
frustration among the fixed-income groups about the government’s
inability or unwillingness to do something about these massive

problems were bordering on hopelessness.?” Etienne also stated that

% Bangladesh: Privatization and Adjustment, op. cit. No. 23, p. 17.
¥ Zilluar R. Khan, The Third World Charisniat, UPL, Dhaka, 1996, pp. 221-222.
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the constant disturbances and unrest in the country, what with the
assassination of Mujib in 1975, and the assassination of his
successor Ziaur Rahman in 1981, stalled the emergence of a
coherent economic policy. This had been made more difficult by the
damages of the war on an already weak infrastructure. Sheikh Mujib
and his economic advisers then opted for a socialist policy. The
government took over the private West Pakistani companies but ran
into all kinds of difficulties. It was no less difficult to run the public
sector corporations left by the Pakistanis. On the whole, for many
vears the industrial sector remained sluggish in Bangladesh.?8

Economists started thinking what went wrong with nationalization.

Economist like Momtazuddin Ahmed stated:

Soon the government realized that nationalization was hasty and
without adequate preparation for efficient management of the
nationalized industries. While some people would try to justify the
takeover of abandoned enterprises as a situational necessity, the
wholesale nationalization of the Bengali-owned jute and cotton textile
industries was an outcome of the ideological conviction of some
members of the ruling party and of handful of economists working at

the planning commission during that time. 29
Jute and textile industries were under huge losses. World Bank study
stated that poor quality and high price of yarn supplied from the
Bangladesh Textile Mills Corporation (BTMC) has contributed to the

rapid decline of the handloom industry and encouraged smuggling.

* Etienne, op. cit. No. 2, p. 244.

2 Momtazuddin Ahmed, ‘Privatization in Bangladesty', in Privatization in South Asia ed. Gopal
Joshi, International Labour Organisation, New Delhi, 2000, p. 10.
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BTMC also failed to supply fabric to the readymade garments sector,
which depended entirely on imports for its rapid export growth. A
dynamic textile industry, supplying materials to the readymade
garments sector could have helped to increase value addition in
garments exports by another 10%-20% resulting in increased
domestic employment and net foreign exchange earnings. All SOE
paper mills were old and had higher costs of production compared to
other countries. Prices for paper and newsprint had been raised to
cover costs of wastage and inefficiencies.3? The most important large
scale nationalized industry, i.e., jute industry, continued to suffer
losses for years and illustrates the range of factors, including
exchange rate policy, which contribute to losses in the manufacturing

sector.3!

Ahmed also agreed with the situation, which was responsible for

the losses of jute and other SOEs. He stated:

The absence of a clear vision about the goals of the nationalization
programme, lack of trained and efficient management to run the SOEs,
excessive over-staffing of the SOEs, rigid wage structures and
controlled pricing policies etc., turned the nationalized industries into
loss-making concerns. These concerns thrived on huge state subsidies,
which proved to be exceedingly costly to the national exchequer and
caused the national economy to stagnate and suffer from corruption

and operational inefficiencies.32

¥ Bangladesh: Privatization and Adjustment, op. cit No. 23, p. 17.

»

Islam Nurul, Development Strategy of Bangladesh, Pergamon Press, Oxford, 1978, p. 59.

-
<}

Ahmed Momtazuddin, op. cit No. 29, pp. 11-12.
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In the manufacturing sector also the government admitted to the

huge loss. According to the Planning Commission:

Most Manufacturing Public Enterprises (MPEs) have shown poor
financial performance and losses totalled Tk. 450 crore during 1980-
81 through 1988-89. As a result, these enterprises have become
dependent on allocations from the Annual Development Programmes
and advances from the Nationalized Commercial Banks (NCBs).
Outstanding advances from the NCBs to the MPEs at the end of 1986-
87 amounted to Tk. 1000 crore. The net claims on the government
budget by all the public enterprises rose from 0.8% to 3.2% of GDP
between 1985-86 and 1988-89. The continued poor financial
performance of the MPEs thus compete for scarce government
resources and make little contribution to domestic resource
mobilisation. Major reasons for poor performance of the MPEs include,
among others, the inability to abide by standard commercial practices,
insufficient management autonomy and accountability over-
employment, weak financial structure, etc. The deficit of Bangladesh
Railway and those of the post office department have accounted for a
serious drain on government resources. The contribution of the NCBs
to the national exchequer has also not been satisfactory because of the

serious financial problems they themselves had fallen into.33

Nurul Islam, one of the proponents of nationalization, pointed out

factors for the efficiency of the public enterprises:

It is necessary to ensure a structure of incentives and institutions in
the public sector to contribute to efficiency. The most critical factors in
respect of incentives and institutional arrangements are the delegation

of authority from the government to the industrial enterprises and an

' The Fourth Frve Year Plan, op. cit No. 12, p. iv-2.
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appropriate system of accountability and rewards and penalties linked

to the clearly articulated criterion of efficiency.34

World Bank’s special study on privatization criticized the

performance of SOEs. The World Bank stated:

The performance of the SOEs deteriorated and they came under heavy
criticism for inefficiencies and corruption. In response to their
worsening financial condition, successive government since 1975
announced (or attempted) one or the other kind of privatization
programme. Notwithstanding successive divestments, some 235
enterprises continue to remain under public ownership. Inspite of their
relative small share of the economy (6% of GDP, 1% of labour force)
SOEs exert tremendous pressure on the country’s fiscal situation.
Also, because SOEs operate in the critical sectors of the economy, their
inefficiency negatively affects the provision of infrastructure services
and hurts the overall growth prospects of the economy. Thus there is
an overriding, and urgent need to accelerate the process of their

privatization and reform.ss

The World Bank also gave some other causes of poor performance of
SOEs including wide-ranging objectives of the SOEs. The World Bank

stated that SOEs have a multiplicity of goals, suffer from frequent
| changes in direction and are not accountable for failure. In
Bangladesh, a survey of SOE managers showed that enterprises had
a wide range of objectives, maximizing profits being the fifth out of six
objectives. These other objectives include: contributing to the

national development, providing goods to consumers, providing

*  Nurul Islam, op. cit. No. 31, p. 59.

> Bangladesh: Privatization and Adjustment, op. cit. No. 23, 1994, p. i.
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employment, providing revenue to government, maximizing profits
and developing local area. Laudable but unfocussed objectives of
contributing to national development and providing employment were
ranked higher.36 A different study by the World Bank also pointed out

the government’s unrealistic objectives:

It appears that the government should make a sharp distinction
between the immediate objectives of the public corporations and the
wider objectives of economic and social policy. At present, the public
sector corporations carry the weight of various disparate objectives.
They are charged not only with the production of certain commodities,
but they also have to retain on their staff large and increasing
numbers of redundant personnel and are required to sell products
deemed to be of essential social importance {such as sugar, textile,
edible oil and pharmaceuticals) below cost. This makes it difficult for

these enterprises to regain their financial health .37

One more discussion paper by the World Bank has highlighted some
other causes of losses made by the SOEs. But it also made some

" positive comments. It states:

The government made a move in this direction in 1976 when it issued
guidelines aimed at providing maximum commercial autonomy to
individual enterprises. Significant progress has been made in recent
years in the implementation of these guidelines, although individual
enterprises still need to obtain greater freedom in personnel
management and in the day-to-day conduct of their marketing and

purchasing operations.38

* bid, p. 15.

.

World Bank Country Study, op. cit. No. 6, p. 48.
* 1bid, p. 49.
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The most remarkable aspect in the large scale-manufacturing sector
has been the widespread prevalence of excess capacity and
consequent inefficient use of capital.3® In brief we can summarize
some other causes of SOEs losses and the recommendation of the

World Bank, made in 1979:

The reward structure should be geared to giving managers and workers
strong incentives to operate their plant efficiently and profitably.
Training of industrial personnel at all levels needs increased attention.
Only 2% of mill managers have relevant professional qualifications and
only 14% of senior managers have received in-service training. The
annual supply of only 1, 400 skilled workers was obviously out of
proportion with the needs of a sector employing 300, 000 workers or
with the annual supply of 700 engineers and 2, 100 technicians. The
increasing departure of workers to the Middle East was also one of the
related problems of the SOEs losses. Personnel at the supervisory and
management levels were also migrating in substantial numbers. The
efficiency of many enterprises was directly related to the many years of
neglect of plant maintenance and to the insufficient resources available

for spare parts and replacements.*0
The Fourth Plan pointed out:

Public utilities like the Railways and the Post Office department
remained in deficit throughout the Third Plan period. The deficit of
railways increased to Tk. 160 crore in 1989-90 from Tk. 63 crore in
1984-85 and total deficit amounted to Tk. 712 crore during the plan
period. To restrain the deficit, railway passenger fare per mile
increased from Tk. 0.14 in 1984-85 to Tk. 0.27 in 1989-90 and railway

™ N. Islam, op. cit No. 34, p. 58.
0 World Bank Country Study, op. cit. No. 6, p. 49.
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fright per ton-mile increased from Tk. 1.57 in 1984-85 to Tk. 2.32 in
1989-90. Tariff on ordinary domestic mail was increased from Tk. 1 to
Tk. 2 in 1989. The postal charges for overseas mail increased by 50%
in 1986-87 and again by another 20% in 1987-88. The Bangladesh
Telegraph and Telephone Board was the only public utility that earned
profits during the Third Plan Period. The telephone rate for a local call
increased from Tk. 1 to Tk. 1.70 in 1989.4!

Rahman Sobhan, one of the proponents of the nationalization policy
also admitted that most sectors of the economy were underutilized in
the power, transport, education, and manufacturing and even in the
rural sectors. Railway, public road transport capacity was heavily
under-utilized. The pressure to negotiate more aid to enhance
capacity rather than capacity utilization has made planning for the

transport sector into a zero sum game.4?

The government frantically searched the country’s managers for
these enterprises and properties. Experienced managers were in
short supply in Bangladesh, especially among Bengali Muslims. To run
the enterprises, the government recruited from the ranks of civil
servants, merchants, union leaders, supervisory employees of the
firms themselves, and even outsiders.43 Nationalization has not
created an atmosphere in which SOEs could efficiently work.
Proponents of nationalization, Government of Bangladesh, as well as
the World Bank accepted SOEs inefficiency. It was clearly accepted

on every front that SOEs were incurring huge losses. Lack of

1 The Fourth Five Year Plan, op. cit. No. 34, p. iv-7.
12 Rahman Sobhan, The Crisis of External Dependence, UPL, Dhaka, 1993, p. 221.

# Humpherey, op. cit. No. 4, p. 29.
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1ﬁanagers, high rate of electricity, underutilization of resources,
corruption, multiplicity of goals, technical backwardness, rent-
seeking exercises and government’s ideological shift have considered
as the causes for the inefficiency and losses in Bangladesh. The
divestiture/privatization came out to solve these issue. In the next
section we will examine the shift in the industrial-economic policy in

relation to divestiture/privatization.

3.4 INDUSTRIAL ECONOMIC POLICY SHIFT

3.41 The Period: 1971-75 (Restrictions on private sector)

Bangladesh was a late starter in the process of industrialization.
Before 1971, some simple process industries like jute, textile and
sugar mills, two pulp and paper mills, a small urea fertilizer plant, a
cement factory, a ‘mini’ steel making plant with imbalanced
downstream rolling facilities for making mild steel bars, sheets, and
plates, a few pharmaceutical units with capacities for formulation,
bottling and packaging and several minor dockyards and light
engineering workshops comprised the industrial base of the country.
‘In the early years after independence, private investment in industry
was deliberately discouraged as a matter of state policy: exception
was in regard to small and cottage industries.4* The nationalization
policy of 1972 was accompahied by the imposition of limits on private

investment. New investment in the private sector was allowed in

" Deena R. Khatkhate, "The Regulatory Impediments to the Private Industrial Sector
Development in Asia’, World Bank Discussion Paper 177, p. 52.
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fewer units with assets of not more than Tk. 2.5 million. The
government reserved the right to nationalize at any time. The basic
rationale was that the private industrialists were not to be allowed to
grow into big capitalists.®> As a result, the first industrial policy
statement which was issued in January 1973 left the private sector
with virtually no other areas to operate except in cottage and small
industries, within the investment ceiling of Tk. 25 lakh, could be

raise to a maximum of Tk. 35 lakh through reinvestment of profits.4¢

From the beginning it was seen that there was a continuous
clamour on the part of the corporation and enterprise management
for liberal allocation of domestic finance to which the government
responded with easy bank credit. The fact remains that not all of the
enterprises can claim productive utilization of funds. On the
contrary, this has added to the inflationary pressure in the economy.
During 1972, the nationalized industries alone were responsible for
an increase in the money supply to the tune of Tk. 130 crores. Easy
credit seems to have made enterprises less cost conscious and it is
no wonder that within a short time after liberation, cost of production
shot up manifold in most of the public sector enterprises. For
example, in jute manufacturing, on an average, the cost of sales
soared from Tk. 2172 per ton during 1969-70 to Tk. 3804 during

July-December, 1972.47 The issue of corruption started just after the

i AM. Quamrul Alam, ‘Privatization Policy and the Problem of Industrial Development in
Bangladesh’, Soutl Asia, Vol. XII, No. 2, 1989, p. 53.

* Sadral Raza and Shelly Mizaur Rahman, Privatizing Industrial Regulatory Functions in
Bangladesh, UPL, Dhaka, 1994, p. 9.

¥ Alamgir Mohiuddin, op. cit. No. 25, p. 704.
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liberation. Humphry stated that government-appointed managers
were not only inept, but had engaged in such outrageous corruption
that a very profitable enterprise, Re-Rolling Mills Limited was in
Jeopardy. The system created an atmosphere in which wealth got
accumulated in the hands of a few greedy leaders. Observers have

called it ‘State Capitalism’ or ‘Capitalist Nationalization48.

Huphry also stated that it comes as a surprise to most that there
were approximately 120 divestitures consummated during the Mujib
period. Most of the units were disinvested because they were small
and unprofitable. However a few units were disinvested due to
indebtness and labour problems.49 Sadiq states that the policy of
nationalization of the early 1970s left a very difficult legacy of labour
militancy, overemployment, corruption and management inefficiency,
and all contributed to heavy financial losses and a severe overhang of
debt in the industrial sector from which the country is yet to recover.
There is still a significant involvement of the public sector in the
management of industrial enterprises many of which don’t have a
ready market for privatization due to mistakes made during the

chaos following liberation.50

# The mill abandoned by the owner at the time of liberation war, was nationalized and then

transferred to the ex-owner Akbarali. The ex-owner of the mill Akberali is so close to the
Mujib that this mill was transferred to Akberali as early as in August 1972 only on the
government’s request. See the detailed story of corruption in Humphrey, op. cit. No. 4, pp.
34-38.

*1bid, p. 38.

* Sadiq Ahmed, ‘Bangladesh Since Independence: Development Performance, Constraints and
Challenges’, Bangladesh journal of Political Economy, Vol. XV, No. p. 13, 2001.
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After the independence of Bangladesh, the overall objective of the
First Five Year Plan (1973-78) was to attain a self-reliant stage
through the domestic production of basic needs and investment
goods.5! The landmark President Order (No. 27) on March 26, 1972,
which nationalized the major section of industry, left privéte sector
with a very limited role in the economy. Khan and Hossain stated
that private sector participation in industries had been restricted
through implementation of ‘Reserved list’ for the public sector. The
number of industries reserved for the public sector was limited to
eighteen in Revised Industrial Policy (RIP) 1974. Other than jute,
cotton textile and sugar, all other industries were exclusively retained
in the public sector during the pre-independence period as well.5?
Sahota came out with some figures in BIDS study saying that the
number was reduced to eight whereas ten sectors were put on the

concurrent list in 1975.53
Sobhan and Ahmed stated in a different study by BIDS:

It was also realized that the nationalization policy, which did not spell
out the role of the private sector, could in the future lead to
contradictions in the conduct of state policy. The issue was, however,
not pressed largely for tactical reasons. It was felt that the

nationalization package was itself sufficiently drastic for the upper

* Fifth Five Year Plan, Document, Planning Commission, Ministry of Planning, Government of
Bangladesh, 1997-2002, Dhaka, p. 287.

** Khan and Hossain, The Strategy of Development in Bangladesh, OECD Development Centre,
1989, p. 81.

>* Sahota, A Historical Survey of Small Industries in Bangladesh, Working Paper No. 16,
HIID/ESEPP Project Planning Commission as cited in BIDS Research Report No. 142, 1996,

p-7.
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bourgeoisie and their supporters. The dominant ideological premise of
the nationalization policies was to prevent the growth of the upper
bourgeoisies. It was realized that a nationalized policy, which did not
spell out the role of the private sector could in the future lead to
contradictions in the conduct of state policy. The issue was, however,
not pressed, largely for tactical reasons. It was felt that the
nationalization package was itself sufficiently drastic for the upper
bourgeoisie and their backers. If they realized that this was itself, part
of a policy to completely pre-empt the development of their class, their
resistance may have become sufficiently implacable to prejudice the

nationalization policy itself. 54

It was noted that the nationalization policy of SOEs was not able to
fulfill the demand of the economy. The ignorance of the private
industrialist has created a situation where policv shift from
nationalization to denationalization was an urgent need. Just after
independence, SOEs in Bangladesh incurred huge losses. Inefficiency
at the managerial level and corruption at political and bureaucratic
levels has created a situation where the appropriate policy became
vital for Bangladesh. We can see the shift in the policy during
different period.

3.4.2 The Period: 1975-81 (Liberal atmosphere for private sector)

The earliest attempts at privatization began soon after independence
in 1971. The difference between the shift from Naticnalization to
partial divestiture in Bangladesh was not more than four years.

Humphrey claimed that even in the Muyjib’s period many SOEs was

> Sobhan and Ahmed, op. cit. No. 20, pp. 198-204.
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divested by the Director General of Industry (DGI). A special study on
privatization on Bangladesh stated that divestiture consisted of the
sale of smaller enterprises that were abandoned (by their Pakistani
owners) and had been placed under various sector corporations.
However, the most significant wave of divestitures occurred in 1982.
Not much is known about the institutional setup for privatization
between 1971 and 1982 except that a large number of small
industrial units were sold through tenders and that the procedures
for these tenders were approved by the cabinet and implemented by
the Disinvestment Board of the Ministry of Industries the authority

looking after charge of privatization at the time.>>

During the period of 1975-81 the government followed a policy of
gradual denationalization. Some sectors were kept under state
ownership, the rest were opened to domestic and foreign private
capital investment. The provision of nationalization in the future was
deleted; a tax holiday and other incentives were offered. Industrial
financing institutions were directed to provide equity support to
prospective industrialists.>® To improve the performance of public
enterprises, the government had implemented several measures over
the past few years. In addition to denationalization of selected public
enterprises, the government tried to improve the performance of the
remaining enterprises through financial and physical rehabilitation
and measures to improve management autonomy, pricing policies
and performance monitoring. However, despite these measures, the

financial performance of public enterprises continued to remain poor.

3 Bangladesh: Privatization and Adjustment, op. cit. No. 23, p. 108.

S The nvestment Corporation of Bangladesh Ordinance, No. XL1976, Ministry of Industries, GOB,
Dhaka.
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In order to augment the domestic resources position in the public
sector, it was desirable that the government should receive a
financial return of the large amount of resources it has invested in
public enterprises. Towards that end, further measures were to be
taken and implemented for improving the financial performance of
public enterprises particularly the manufacturing public enterprises.
BIDS study stated that there were some incentives provided by the
government. A preferential electricity rate for selected industries was
introduced in RIP 1975. Which continued till 1982. Another major
initiative to attract investors was the establishment of Investment
Corporation of Bangladesh (ICB) in 1975. It was emphasized that new
industries to be set up in less developed areas shall get preferential
treatment in respect of equity financing from Bangladesh Shilpa
Bank (BSB) and ICB.57

The activities of the private sector are subject to numerous
bureaucratic controls in South Asia. Immediately after independence,
the scope for the private sector was severely limited, but the
government later liberalized its stance and began to give greater
recognition to the role of the private sector, raising the investment
ceiling and permitting private investment in areas earlier reserved for
‘the public sector. These factors have led to a rising Qolume of private
investment, particularly in FY 78 when investment approvals
increased by about 50% over the previous year.58 The improved
investment climate resulted in increased and broad activity by the

private sector, especially in 1976-77. These approved investment

57 Galam Chaudhuri Zohir, “An assessment of industrial policy in Bangladesh: What Policies are
we talking about”, BIDS, Research Report No. op. cit. No. 53, p. 43.

58 Bangladesh: Privatization und Adjustiment, op. cit. No-23, p. i.
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projécts included various fields.59 The Constitution was amended by
the Martial Law proclaimed order of 1977 to allow the
denationalization and divestiture of jute, textile and other
enterprises.®0 Prior to 1982 it had also identified some free sectors.6!
NIP 1978 declared that no prior approval/permission was necessary
for setting up industries falling under the 10 sub-sectors of
industries. From the beginning, government had demarcated areas
on the basis of developed and less developed region. The idea of
demarcation continued till further industrial policies, but the

government realized the need for certain incentives for industry. 62

Following a series of violent political changes, which began in
August 1975, the investment ceiling for private industries was raised
by the Ziaur Rahman regime in a series of steps to Tk. 100 million
and then was completely abolished in 1978. Between 1975 and 1978,
the government sold 116 enterprises to the private sector. A number
of other measures designed to promote modern private industry were
implemented, e.g., the reopening of the stock market in 1976, the
establishment of the Investment Corporation of Bangladesh to
provide bridge financing and underwriting facilities to the private
sector and the abolition- of restriction on collaboration between

» Ventures in deep sea fishing, synthetic and specialized textiles, garment manufacturing.
footwear, weaving, canning, pharmaceuticals, plastic and rubber, ship repair, barrages of
river barges, engineering works, etc. It should be noted that all of these were areas in which
the public sector was not active, or had recently reduced its presence through divestiture. For
more detailed discussiun on his topic we can see Humphrey op. cit. No. 4, p. 52.

™ Sahota, BIDS Research Report, op. cit. No. 53, p. 4.

' These sectors required no formal sanction, provided the foreign exchange necessary to import

machinery and equipment, were provided by entrepreneurs themselves under either wage
earners schemes or non-reportable foreign investment.

82 The Fourth Five Year Plan, op. cit. No. 12, p. iv-120.
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domestic private industries and direct foreign investment.®3
Bangladesh embarked on a major macroeconomic stabilization
programme in the mid-1980s that coincided with the launching of
Third Five Year Plan.6¢

The imposition of military rule in early 1982 was followed by the
adoption of the New Industrial Policy in June of the same year. Under
this policy, large-scale denationalization occurred and in particular
the jute and cotton textile mills, which had been taken over from
Bangladeshi industrialists in 1972, were restored to their former
owners. Of the 72 jute mills in the public sector on 30" June 1982,
34 (accounting for 38% of production capacity) were denationalized
by June 1985. Of the 52 cotton textile mills in operation in the public
sector on 30" June 1982, 22 were denationalized within one year of

the announcement of the New Industrial Policy.%>

Austin Robinson presented an early picture of the aid in 1973 stated:

Bangladesh economic policy, in reaction against what have been
regarded as the extortions of the brash capitalism personified by
Pakistani entrepreneurs has swung toward a moderate socialism with
a large public sector. Wrongly, it may be, but nonetheless
understandably, a majority of intelligent Bangladeshis believe that
American aid administrators and economic advisers forced the brash

capitalism that they are exercising upon them.66
The industrial denationdization policy under the umbrella of macro-
economic stabilization programe has assisted Bangladesh in terms of

aid. Zank stated that the aid assisted in the partial privatization of

°* Khan and Hossain, op. cit. No. 16, p. 82,
S The Fourth Five Year Plan, op. ¢it No. 12, p. iv-3.
** Khan and Hossain, op. cit. No. 16, p. 82.

% Robinson Austin, op. cit. No. 10, p. 51.
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the Bangladesh Agriculture Development Corporation (BADC). Efforts
have focused on promoting full competition in all aspects of fertilizers
marketing and pricing. Under the first phase of the fertilizer
distribution improvement project, aid expanded the role of the private
sector in performing critical retail market functions and wholesaling
at the local level, formerly controlled by the BADC. In phase two, the
role of private sector wholesalers was expanded at the regional and

the national levels.67 Many people criticized the dark part of the aid
policy.

Sobhan presented the entire picture of Bangladesh’s aid drama
in 1993 almost after 20 years of Robinson’s observation. He

stated:

Bangladesh’s policy makers continue to wait upon decision in
Washington, London, Tokyo, Bonn and Paris before they formulated
there annual development budgets, announced an import policy,
formulated a food policy, or even decided how many children should be
born. The decision-makers of the developed world control the lifeline of
any regime in Bangladesh and can bring havoc on the life of a country
in a way, which was inconceivable two decades ago. The sovereignty of
the Bangladesh nation state, in its prevailing social configuration, was
therefore likely to remain a polite fiction which was .perpetuated by the
courtesy of the donors as long as Bangladesh did not challenge their

current strategic assumption and ideological preconceptions.%8

® Neal S. Zank in Privatization and. Economic Efficiency, Attiat F. Ott and Kaith Hartley Ed,
Edward Elgar, England, 1991, P. 176.

® Sobhan, op. cit. No. 42, p. 226.
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In the six years of the Zia regime, a total of 255 SOEs were divested
or privatized in one way or another.6® Thirty of these were the last of
the ‘enemy’ cum vested properties originally confiscated from Indians
during the Pakistan period. Another 115 were small firms divested
through the office of the Director General of Industries (DGI), similar
to the small units unloaded during the Mujib period. (See Table 3.2).70

Table 3.2

Small Firms Divested Through the Director General of Industry (DGI)
Metal working 8
Rubber products 11
Paper and printing 7
Vegetable oils 16
Rice and/or flour mills 21
Textiles and hosiery 10
Soap and chemicals 4
Films 3
Jute rope 2
Ice and cold storage 3
Hotels 2
Trading 3
Engineering 5
Wood products 4
Glass and optical 3
Salt 2
Miscellaneous 11
Total 115 |

Source: C.E. Humphrey, p. 57.

% Information by Ministry of Industry as quoted by Humphy op. cit. No. 4, p. 56.
7 Ibid, p. 56.

91



Nationalization to Privatization: Policy Shift in Bangladesh

There were 110 larger entities housed in the corporations, which were

divested from the Corporation as is evident from Table 3.3.

Table 3.3

Divested Enterprises from Corporations

Tanneries, hides and bones 25
Metal works 17
Textiles 11
Jute products 7
Tobacco 6
Rubber products 5
Food products 5
Vegetable oils 5
Matches 4
Ice and cold storage 4
Engineering 3
Chemicals and Pharmaceuticals 3
Miscellaneous 10
| Total 110

Source: C.E. Humphrey, p. 58.

Privatization and private sector development were advanced
significantly during the period of President Zia (1975-81). The politics
was basically liberal, but carried out with more caution than
conviction.”! " The emphasis on policy was more than its
implementation and as with the predecessor government, no well-

thought-out plan with coherent objectives was ever developed.’? The

7t "1 did not go to break up a party”, The Tide: A Special Issue, Feb-March, 1987. Stated by
Moudud Ahmed, then Deputy Prime Minister and Ministry of Industries in an interview with
the Dhaka Publication as quoted by Humphrey, op. cit. No. 4, p. 58.

72 Humprey, op. cit. No. 4, p. 58.
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concept of a mixed economy its importance in defining roles for a
public-private partnership was not widely understood, much less
accepted and implemented.?3 There was always lack of guidelines for
private sector. The absence of a proper policy of private sector and
the failure of major public sector units created unique economic
situation in Bangladesh. This was an economy where one could see
the total non co-existence between public and private sector. It was a
situation where military government embarked on a major
privatization exercise. Till 1981-82, ownership of large-scale
industries lay only with the government. Table 3.4 can be referred to

for more details in this regard.

Table 3.4
Ownership of Large-scale Industries, 1981/82 (% of total Industries)

Nationalized Joint ‘ Private

Book value of fixed assets 69.1 2.5 28.4
Value added 61.5 9.3 29.2
Employment: All workers 721 15 26.4
Production workers 73.5 1.0 255

i Wage bill _ 76.8 4.5 18.7

Source: CMI 1881/82, Detailed Report cited in Khan Azizur Rahman and Hossain
Mahabub, p. 82

Table 3.4 shows that the joint sector has a silent role in the
Bangladesh economy. The private sector which accounted for almost

one-fifth part in the large scale industry, did not show any great role.

73 ibid, p. 58.
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This also presented a clear indication that till 1982, the burden on
public sector (in terms of wage bill, employment, production worker
employment) was almost three times greater than private sector.
These indications presented an unbalanced nature of industrial
development in Bangladesh. We can also compare some other
features of nationalized and private industries till 1982 in Table 3.5.
Which shows that value addition in private sector is greater than
public sector; surplus per unit in private sector is double than that of
public sector. Wages as per cent of value addition is double in public
sector but value addition of per worker is higher in private sector.

This indicates a situation where public sector was incurring loss.

Table 3.5
Comparative Features of Nationalized and Private Industries

Nationalized| Private
Fixed assets per worker (Tk. of book Value) 29339 32962
Value added per worker (Tk.) 19387 25125
Value added per production worker (Tk.) 24360 33270
Wages per worker (all workers: Tk. per year) 11900 7902
Wages as per cent of Value added 61.4 31.5
Value added per unit of book value of fixed assets 0.66 0.76
Surplus per unit of book value of fixed assets 0.25 0.52

Source: CMI 1881/82, Detailed Report cited in Khan Azizur Rahman and
Hossain Mahabub, p. 83.

We can also compare the macroeconomic policy of the Mujib and Zia

regimes in Table 3.6.
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Table 3.6
Qualitative Comparison of Macroeconomic Policies Between the Mujib
and Zia Regimes, 1973-1981

The Mujib period The Zia period
: (1972-75) (1975/76-1980/81)
Type of political Parliamentary Military-civilian (Mixed),
regime Democracy, later later transitional
authoritarian democracy
Base of political . Intermediate class Multiclass, but a tilt
power ! towards the rich
Type of state . Extreme weak Moderately weak
Foreign policv | Pro-India and pro- Pro America and pro-
. soviet Union china |
Foreign aid ¢ Limited Moderately large
Industrial policy Socialist, limited role Emphasis on the private
for the private sector sector, but the public
sector remained large
Agriculture policy Private Agriculture; Private agriculture; low
large government subsidies on agriculture
subsidies on inputs; inputs; removal of
and some control over | controls over agriculture
agricultural prices prices
Fiscal and monetary | Expansionary Moderately expansionary
policy
Credit policy Expansionary Moderately expansionary
Interest-rate policy | Repressive Moderately repressive
Exchange-rate policy Repressive Moderately repressive
Taxation ~-policy Expansionary Expansionary
Income policy Partial adjustment of Complete adjustment of
wages to inflation - | wages to Inflation
Subsidies on public Massive Moderate
utilities and
industrial inputs
Foreign trade State controlled; Moderately liberalized
nationalized emphasis on private trade
Capital outflows Strictly controlled Moderately controlled

Source: Atahar Hossain, Macroeconomic Issues and Policies: The Case of
Bangladesh, Sage Publications, New Delhi, 1996, p. 89
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3.4.3 The Period: 1982-91 (Extensive divestiture/privatization)

Ultimately the New Industrial Policy announced in 1982 by the
government was a clear indication of the previous mistakes done by
the policy makers. In 1982, the New Industrial Policy envisaged a
massive programme of disinvestments of public sector industrial
units, especially in jute and cotton textile sectors. A second element
of the reform included denationalization/disinvestments of banks
and insurance companies. The decision to permit Bangladeshis to set
up private commercial banks and specialized financial institutions
with their own capital or in collaboration with foreign capital in
1977-78 effectively ended the monopoly of commercial banking by
the NCBs. In 1978, the decision was taken to breach the exclusive
jurisdiction of the state over insurance company by permitting a
number of private insurance companies to be set up in competition
with the state sector.” It can be easily seen that the policy towards
the entry of private sector through the divestiture policy had become

the part of the government plan prior to 1980.

In NIP 1982, the government for the first time recognized the
major role of private sector in the process of industrial development
of the country. These policies were further strengthened in 1986. It is

generally recognized that the NIP 1982 introduced, among other

"+ See Sen Binayak, “Privatization in Bangladesh :Process, Dynamics and Implication” in ed., V
Kanesalingam, Privatization Trends and Experiences in South Asia Macmillan, 1991, p. 18 and
Sobhan Rahman, The Development of Private Sector in Bangladesh: A Review of the
Evolution and Outcomes of State Policy, BIDS Research Report, op. cit. No. 20, pp. 22-23.
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things, reserved list for public investment, a concurrent list where
both public and private investment can take place and an industrial
investment schedule (IIS) for all other industries in the private
sector.”> It is apparent from data that investment as a per cent of
GDP has stagnated around 14% during the period 1976-88. Along
with the sacking of SOEs through divestiture, the NIP 1982 has
adopted programmes to improve the performance of remaining units
through financial and physical rehabilitation and various measures
were designed to improve management autonomy, pricing policies
and performance monitoring. Thus, the capital and debt structure of
a number of enterprises have been improved by conversion of debt to
equity and substantial infusion of additional equity. Under the SOEs
ordinance of 1986, substantial autonomy to adjust prices has been
granted to public enterprises, except for those producing a small

number of monopoly and sensitive items.7®

The target of domestic resource mobilization in the public sector
remained largely unfulfilled during the Third Plan period. An overly
cautious fiscal management subsequently helped to reduce the
budget deficit whose main brunt was borne by the public sector
development progamme. A weak domestic demand resulted in a
slacking of growth in the industrial sector, which had definite

implications for a shortfall in domestic resource mobilization. In the

- Salam Chauduri Zohir in BIDS, Research report, op. cit. No. 53, pp. 10-11.
7 Ibid, p. 6.
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midst of the stabilization programme designed to reduce external and
fiscal deficit, the country experienced an unprecedented series of
natural disasters. The government’s current expenditure during the
Third Plan increased at a rapid pace. As a result, revenue surplus in
the public sector fell short by 71% from the original target. Total
revenue surplus during the Third Plan stood at Tk. 1,451 crore as

against the target of Tk. 4983 crore both at 1984 /85 prices.”’

During the first four years (1985-89) of Third Five Year Plan
(TFYP) a total of 35 public enterprises were disinvested and
transferred to private sector, and during 1989-90 another four public
enterprises are expected to be disinvested in order to create more
confidence among private entrepreneurs for boosting private
investment in this sector.”® Implementation of the privatization
programme for MPEs during 1981-82 to 1986-87 reduced the size of
public sector significantly (about 40%). In addition to disinvestments,
measures were also introduced to deregulate private investment
sanctioning procedures, relax import control and to provide positive
export incentives. These reforms contributed to improving the policy
environment with beneficial effects on private sector industrial

activities.”9

Fourth Five Year Plan, op. cit. No. 12, p. iv-3.
®1bid, p. xi-8.
™ 1bid, p. xi-15.
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Fourth Five Year Plan document stated:

Under the denationalization amendment Ordinance of June, 1987
financially profitable enterprises of the public sector corporations are
being divested retaining 51% share for the government, 34% for the
general public and the remaining 15% to the PE employees. These are
being managed as companies giving more managerial autonomy
through the enterprises Board, where, five out of nine Board members
are appointed by the Corporation in place of the government, three are
appointed by the general public (share holder) and one by the
emplovees, 1f they acquire at least 15% share allocated to them. This
divestiture process will be continued and possibility of further
improving it allowing improvement in the formation of sirong capital
market through this process will also be attempted during the Fourth
Five Year Plan (FFYP). Large private sector participation in share
holding, operation and management of public enterprises shall be

explored during FFYP.80
To improve the budgetary control and monitoring, a System for
Autonomous Bodies Reporting and Evaluation (SABRE) was
introduced in ten enterprises in 1987-88 and another ten enterprises
in 1988-89.81 NIP 1982 saw a clear-cut change in the industrial
policy and can be treated as a turning point in the industrial history
of Bangladesh. From there on, Bangladesh always looked for a more
privatized world. The years 1986, 1988 and 1989 were the years
which have continuously strengthened the industrial policy’s motives

of divestiture.

® - bid, P. xi-15.

1 BIDS Research Report, op, cit, No. 53, p. 6.
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3.4.4 The Period: 1991 Onwards (Slow pace of privatization)

The industrial policy of 1991 which was formulated in the light of
promoting a competitive market economy and which was further
revised in 1992 laid down basic strategies required for industrial
development of the country. All industries have now been opened up
for private investment, both domestic and foreign (except a selected
few related to national security like arms and ammunition, nuclear
energy, minting and security printing, mechanized extraction in the
reserved forest and the railways).82 GOB has recently recognized the
need for further reform. The industrial policy of 1999 stated that the
government is mindful of the fact that a continuous process of reform
1s necessary to propel the industrial sector of Bangladesh to take-off

stage.83

In the industrial policy of 1999, the government again admitted
the fact that without reform nothing could be possible. Some
objectives of this policy clearly indicated that government is keen to

accelerate the process of SOEs reform. These objectives are:

(i) To focus the role of the government as a facilitator in
creating an enabling environment for expanding private
investment;

(i) To permit public undertaking only in those industrial

activities where public sector involvement is essential to

82 Fifth Five Year Plan, op. cit. No. 51, p. 301.
8 Industrial Policy 1999, Ministry of Industries, GOB, Dhaka, p. 1.
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(iii)

facilitate the growth of the private sector and /or where
there are overriding social concerns to be accommodated;
and

To enhance operational efficiency in all remaining public
manufacturing enterprises through appropriate management

restructuring and pursuit of market-oriented policies.

Industrial policy of 1999 has strongly admitted to speed up

privatization. The policy stated that public sector enterprises will be

progressively privatized and public industrial investment will be

limited to only those cases where there is special need to complement

private investment or where there is an overriding social and national

objective to be achieved.84

The government also stressed on the other aspects of SOEs reform

which are:

(a)

(b)

The present policy of privatization of public manufacturing
enterprises will be vigorously pursued.

Investment by puablic sector will be limited to the Reserved
Industries85. Future public investment in the industrial
sector will be residual in nature. Public enterprises will be
encouraged to supplement awd compete with the private

sector.

< bid, p. 4

% (a) Arms and Ammunition and other defence Equipment and machinery, (b) Forest plantation

and mechanized extraction within the bounds of reserved forest, (c) Production of Nuclear

energy, (d) Security printing (Currency Notes) and minting.
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(c) Existing public enterprises will be given autonomy to be run
on sound commercial principles. The government will try to
improve the management of public enterprises through
corrective measures and may invite foreign
collaborator/investor to enter into technical collaboration or
management contracts to make these industries
competitive. State-owned enterprises may be disinvested to
enterprise workers in special cases under Employee Owned

Stock option Plan (ESOP).

Sobhan, one of the most important person in the overall discussion

stated on the shift in policy:

The GOB took a series of policy decisions to divest itself of a large
number of public enterprises and to divest it of some of the shares in
those enterprises to be retained within its control. The premise of this
policy was, however, never made explicit. The GOB appeared to share
the concern of the Zia Government that it should delimit the
managerial responsibilities of public corporations. But the underlying
principle of what should be an appropriate managerial span was not
spelt out. It was suggested that loss-making enterprises should be sold
off. But in practice, no distinction was made between loss and profit
making enterprises when public enterprises were put on the auction
bloc. By some irony some of the biggest loss making enterprises in the
jute, textile, sugar and steel sector remain under public ownership
today with no indication that they will be sold off or some of them
divested. However a number of highly profitable and modernized public
enterprises, in the chemical, food, engineering and textile sector were

disinvested. It is difficult to assess whether policy changes introduced
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prior to 1975 to extend the frontiers at private enterprise would have
had any discernible impact on private enterprises. What passed for
private enterprises in the 1972-75 period was diverted into trade,
intermediation and various forms of rent seeking economic activity,
which served to eat into the surpluses of the public enterprises and
reduce their economic viability. It would thus be quite legitimate to
assume that any decisive initiative to push the frontiers of private
enterprises outward was the direct result of the regime change in

1975. 86
Policy shift from nationalization to divestiture carried out an over-
burdened SOEs in terms of losses, debt of nationalized bank, and ill-
management. In this situation divestiture has exercised at a very
high pace. The new ruler Zia reduced the role and importance of the
public investment and the role of private investment has promoted.
Divestiture in Bangladesh has started at the same time when some
other developed countries started it as a major policy option for SEOs
 reform.87. But those steps before 1975 were not derived as a major
divestiture policy of the GOB. In the period of 1975-90, Bangladesh
became a leader of privatization. Even a recognized authority such as
Elliot Berg was prompted to call Bangladesh ‘a champion performer
in the world of privatization or divestiture8®. The World Bank reports
repeatedly assert that the New Industrial Policy 1982 (NIP) had

carried out one of the most extensive denationalization programmes

#  Rahman Sobhan, op. cit. No. 17, pp. 165-168.

% Humphrey op. cit. No. 4, p. 91
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of publijc sector enterprises in the world.88 We will extensively analyze
the performance of divested enterprises and other related issues of

divestiture in the next chapter.

3.5 CONCLUSION

Bangladesh’s SOEs have been in trouble not only after the
independence of the country, but from the beginning of the colonial
industrialization in South Asian region. Bangladesh was a trader’s
economy from the beginning of the colonial industrialization. In this
kind of an economy, there is always lack of support from the
industrialist’s side. Countries First Five Year Plan and the first
industrial policy tried to provide a wider industrial base through
nationalization of enterprises but political unrest after Mujib’s period
was quite challenging to sustain those policies. Bangladesh’s
nationalization was a perplexed one. It was seen that government was
keen to nationalize a large number of enterprises after independence
but by that time it was also seen that more then 100 enterprises also
divested quickly just after the nationalization. Nationalization worked

with divestiture since beginning itself.

It was seen from the beginning itself that the public enterprises
were burdened with the over-expectations of stakeholders. This has

led the loss-incurring situation in SOEs. The industrial policies were

% BIDS Research Report, op. cit. No. 53, p. 4.
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extreme in nature. The industrial policy of 1971 was extremely public
sector oriented. Government’s macro-economic policy changed just
after the assassination of Mujib in 1975. Since 1975 to till date,
industrial policies of Bangladesh were shifted from one extreme to
another. GOB never tried for a greater public-private mix. The basic
aim of the military regime was to establish a strong government at
any cost. Mujib’s policies of nationalization suffered a lot because of
his political ambitions. The economy paid a huge cost for the political
ambition. The basic aim of the policy makers was to run the country
and create a situation in which they could take more authoritative
dicisons. Divestiture was deliberately forced in Bangladesh. The
process of restructuring before divestiture was less concerned for the
policy makers. State controlled industrial system became a liberal
industrial system in which the policy makers forgot a major section of
the society. Zia had planted private business and also started the
process of denationalization just after 1975. In a very dramatic
political and economic situation, Bangladesh started a wide range of
~ divestiture programmes. But one cannot ignore this fact that just
after five years of independence the country did not have too much
space for sudden reforms. The difference of nationalization policy
between Bangladesh and India is that wherzas in India it was a
decision taken by the industrialists (Bombay Plan, 1944), which was
considered by the government but in Bangladesh it was a decision of

the followers of Mujib who were basically academicians like Nurul
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Islam and Rahman Sobhan. This couldn’t mean that academicians
were not able to take a wise decision, but that decision was less

practical and more theoretical.

Due to the country’s political unrest and the bad impression of the
economy in terms of overall efficiency, very few outside investors have
taken interest even after the government’s total shift from
nationalization. India has a proper support base with regard to their
own industrialist. Bangladesh had very less support in this regard. In
this situation, dependence on aid or subsidies became a permanent
feature of the Bangladesh economy. Bangladesh became an aid
laboratory for donors in 1980s. A poor economic base, less number of
the industrialists, weak political support and enormous expectations
from the public enterprises, created a different situation for
Bangladesh. If one can look back on the changes in industrial
policies, then the four phases present different pictures: 1971-75 can
be treated as years of restriction on private sector; 1975-81 were the
years of comparatively liberal atmosphere for private sector with
divestiture of few SOEs; 1982—91 were the years of private sector with
extensive divestiture programme; and from 1991 onwards we can
consider it as the continuation of the previous policy but the slow

pace of privatization.

It would be quite correct to say that due to a very different situation,
Bangladesh started a new wave of reform in which divestiture/

privatization of SOEs has taken an impetus. The next chapter will try
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to examine the performance of privatized enterprises through various
case studies; it will also try to examine the various past studies on
divestiture and different aspects of political economy. It includes
interviews and discussion with stakeholders in privatization at the
time of fieldwork to Dhaka and adjoining area Tejpur in Bangladesh

in March 2003.
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Divestiture in Bangladesh

41 INTRODUCTION

The results of divestiture of SOEs have become very much interesting
in the last four to five years. Major findings on post-divestiture
experience came out during the period 1997-1999. Experts like Sen,
Akash, Akram, and Sobhan claimed that Bangladesh has a limited
success in privatization. But study by the World Bank claims that
privatization has a great success in Bangladesh. Major finding on this
topic is contradictory. This section will try to find out the real picture
of divestiture (privatization) exercise through the assessment of

various fieldworks in Dhaka and adjoining industrial area Tejpur.

4.2 EMPIRICAL CONTRADICTIONS

Binayak Sen’s study is one of the major studies in this regard.! His
study was strict to 205 divested enterprises during the period 1979-
1995, which was almost 40% of the total divested enterprises till that
period in Bangladesh. Sen has not studied almost 60% divested
enterprises because the size of those enterprises was very small with
sales value falling below Tk. 2.5 lakh. We have summarized some of
the major findings of Sen’s study and also tried to link the Sen’s
findings with the present status of privatization in Bangladesh. We

have summarized it as follows:

(i)  Most of the enterprises were divested in the first half of the

eighties, accounting for 74% of the sample. The peak period

' Binayak Sen, Whether Privatization: Results of an Exploratory Survey of the
Disinvested Industries in Bangladesh, Mimeo, 1997.
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is 1982-84, which alone claims a share of 55% [Table-1].
The pace of privatization has slowed down since then. We
have also calculated the approximate number after the Sen’s
analyzed period and found that the tendency of slow pace is
still exiting and the peak period of divestiture/privatization
was before 1985. Almost in the last 20 years the pace of
divestiture/ privatization is never shown the same nature.
Although the recent numbers are small compared to the
record of late seventies or early eighties, a number of
important. public enterprises were privatized during the

nineties. See in Table 4.1.

Table 4.1
Divestiture during different Periods
Period Number
1979-85 179
1986-95 24
1995-03* 25

Source: Data for the period 1978-85 and 1986-95 is based on the
Sen’s Findings, which do not include very small-divested enterprises
with sales value falling below Tk 2.5-lakh. *Data during the period
1995-2003 is based on the quick estimation by the researcher in the
field, Dhaka and Tejpur, Bangladesh, March 2003.
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DIVESTITURE IN DIFFERENT PERIODS
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(i)  His survey found only 55% enterprises in operation. Around
40% enterprises have closed down after divestiture and 5%

enterprises are non-existing. See Fig. 4.2 below.
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A wide range of privatization exercise took place in the
different sectors.? Even after the period 1995 it was seen
that the trend is continuing (see the section current status
of privatization in this chapter). Data presented in Table 4.2
shows very high level of incidence of closure with a very
dispersed nature. Sen has focused the most interesting part
of his findings showing the very high level of closure within
the sectors. Closure is no more the case of a specific sector.
The break-up for the closure can be easily seen in the Table
4.2. Data presents the clear picture that cotton textile, food
and allied products, metal engineering, leather, and
pharmaceutical are the major sectors in which within the
sector the closure is almost around 40%. In the overall
closure only jute textile, food and allied, motel and

engineering accounts have more than 60%.

Enterprises belong to diverse sectors (Table 2) Jute and textile units constitute 19%
and 17% each. The next important categories are food and allied (15%) and metal
and engineering (13%). A considerable proportion is engaged in chemical and paper
(8%), leather (5%), and non-metal (5%). Apart from units engaged in core production
activities. a number of enterprises are engaged primarily in trading and services
(12.1%) Binayak Sen, op. cit. No. 1, p. 6.

112



Divestiture in Bangladesh

Table 4.2 |
Incidence of Closure of Privatized Industries by Major Product

Types (Based on Current Sectoral Status of Enterprises)

sle 2 TS5 E%y s

2 IR

= I8 E|E5|882|8 3

SIa e | 3| s

Jute 39 1 19.0 | 20.0 23.1 10.8
Textile 34 | 166 | 174 441 18.1
Food and Allied * 31 | 151 16.0 452 16.9
Metal and Engineering # 27 1 13.2 13.8 45.2 16.9
Chemicals and Paper 16 8.0 8.3 31.3 6.0
Leather 10 49 - - -
Non-metal © 9 4.5 51 40.0 4.8
Pharmaceutical 5 24 4.5 33.3 3.6
Miscellaneous ® 24| 11.8 2.6 40.0 24
Non-existent 10 49 | 122 833 24.1
iotal 205 | 100.0 | 100.0 100.0

Table complied by the researcher is based on the findings by Binayak Sen’s
study on divested industries in 1997, BIDS {mimeo).

(*) This includes oil products 13, milk products 2, other food 7, cold
storage/fish processing 4, and tobacco industries 5.

{#) This includes metal fabrication 25 and motorcycle /tempo assembling
industries 2.

(*} This includes soap products 3, cosmetic products 1, match products
4, other chemicals, and Paper/packaging industries 4.

© This includes wood 1, rubber/plastic 3, ceramic 1, aluminium 1,
cement 1, brick/brickfield industries 2.

® This includes cinema hall 2, commercial housing/godown 19,
others 3.
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There has been some change in the pattern of ownership
since divestiture. In many cases, units are with the original
owners or their immediate family. The break-ups for the
relationships  with original owners are, self [63],
son/daughter [3], near relative (6], distant relative [2] and
non-relative or third-party buyers (who are unrelated to

original owners) account for 26% of the sample. Fig. 4.3.

OWNERSHIP STATUS OF DIVESTED
ENTERPRISES

NSelf

O Son/Daughter

B Near Relative

Distant Relative

Nonrelative/Third
Party

Fig. 4.3

Sen’s finding shows that the ownership status has not
changed drastically. Many of the divested enterprises have
been returned to the same owner or his relatives. This
shows that the previous owner narrows the ownership
transfer, or they were so close to the divestiture process that

they got the opportunity to again become the owner of the
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enterprises. So, it can be concluded that the new party has

not interested in divestiture business.

Sen has analyzed the case of closure and also tried to
look into the length of closure. He stated that in many
cases, closure occurred sporadically, i.e., it méy be 1in
operation for two or three years, and then be closed for
another two successive years and so on. In many cases,
enterprises have been closed for four or five years at a
stretch. Thus, of the 110 enterprises that were closed once
or more during the entire period of post-divestiture was as
high as 69% went out of operation for more than 2 years,
45% remained so for at least 4 years; 20% did not operate at

all for eight years or more (Table 4.3).

Table 4.3
Distribution of Privatised Enterprises according to the Length of
Closure
Length of Closure (Years) Numbers of Units %
Upto1 year 22 11.3
1.1-2 years 12 6.2
2.1-4years 26 13.3
4.1-6 years 16 8.2
6.1-8years 12 6.2
8.1-12 years 11 5.6
12.1 + years 11 5.6
Not applicable 85 43.6
LTotal 195 100.0

Source: BIDS survey of disinvested industries, 1997.

115



Divestiture in Bangladesh

Sen has extended this debate and also tried to look into
some other aspect of privatization. We can also summarize

some of his findings below:

If one looks at the capacity utilisation rates, one can discern
the presence of ailing elements within the currently running
category as well. In 36% of such cases, current capacity

utilisation rate has been way below 75%. (Table 4.4).

Table 4.4
Capacity Utilisation after Divestiture
(For enterprises that are currently in operation)

Per centage of Capacity Number %
100% 9 8.0
75-99% 63 56.3
50-74% 28 25.0
25-49% 7 6.3
10-24% 5 4.5
Less than 10% - -
Total 112 100.0

Source: BIDS survey of disinvested industries, 1997.

Table 4.5 lists factors, which emerged prominently in the
perception analysis as proximate explanation influencing
current closure of privatized enterprises. In 81 divested
enterprises lack of capital, owner’s indifference and debt
burden are the foremost factors. In 57 divested enterprises
debt burden, lack of capital and uncompetitive nature of
production played the prominent role in closure whereas in
36 divested enterprises again debt burden, high cost of
production and lack of capital played major role in closure.

As it is evident from the Table 4.5 below.
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Table 4.5

Factors Influencing Closure of Privatized Enterprises: Results of

Perception Survey

5 =
Ll o o O
Factors = Ol? ~ ll? % tl?
22| 52|52

£ |2 | &

D =
Lack of Capital 284 1 1231 139
Lack of market access 3.7 1.8 -
Debt burden 13.6 | 158 222
Labour trouble 6.2 3.5 5.6
Litigation 6.2 881 28
Ownership dispute 3.7 537 28
Owner not interested in running the factory 21.0 | 14.0 56
Unable to compete with cheap import 4.9 701 111
Unable to compete with other products ) 53 111

High cost of production/low quality of _
pl‘OdUCtS 2.3 ]58 83
Others 99 1 105 16.7
| Total 100.0 | 100.0 | 100.0 |

Source: BIDS survey of disinvested industries, 1997,

Sen has emphasized on the role of restructuring on way to

privatization and he also tried to examine such an option. In

about 30% of enterprises, which currently correspond to

closure cases, the presence of alternative production/

commercial activities may be noted. In rest of the cases

commercial or service activities are undertaken with little

potentials for employment generation compared with the

pre-divestiture period as is evident from Fig. 4.4.
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(vi1)

ALTERNATIVE ACTIVITIES AFTER
DIVESTITURE

o0 \

Percentage of Divested
Enterprises
S
[ew]

No.

Alternative Activities

Fig. 4.4

Sen argued in his study saying that alternative activities
are, of course, better than no activity, as they are at least
found to be financially remunerative. However, the measure
of success of privatization must ultimately be sought in its
capacity to stimulate industrial growth, and not in the

promotion of activities of residual nature.

Sen analyzed the changes before and after divestiture.
Sectoral status of privatized enterprises shows some change
between ‘before’ and ‘after’ divestiture. We can summarize

some of the Sen’s findings as follows:

Sen found that as many as 39% of them introduced new
types of products whereas 61% continued producing the

similar product. Fig. 4.5.
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PRODUCT DIVERSIFICATION AFTER
DIVESTITURE

39%

DIProducing similar products & Producing new type of products

Fig. 4.5

Table 4.6 sums up the overall data on performance before

and after divestiture.

Table 4.6

Comparison of Pre-and Post-divestiture Performance

. o <C o 2 o O
Indicators < = = 5e) S s Ol &%
Highly Profitable 9 4.6 11 5.6 17 8.7
Profitable 38 | 19.6 66 33.8 83 | 426
Breakeven 26 | 134 13 6.7 16 8.2
Sustaining Loss 105 | 54.1 20 10.3 22 1 113
Sustaining High Loss| 17 | 8.2 85 | 43.6 57 | 19.2
Total 195 {100.0 195 |{100.0 |195 [100.0

Source: Table complied by researcher is based on the findings by Sen’s
study on divested industries, BIDS, 1997. [A]. Profitability before
divestiture, [B]. Profitability after Divestiture {without considering alternative
activities after closure, [C]. Profitability after Divestiture {Considering
alternative activities after closure).
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Table 4.6 show that the argument of non-viability as adverse initial
condition influencing the current closure cannot be overplayed. In
47% of cases where closure is currently recorded, pre-divestiture
performance of the enterprise was quite satisfactory in the sense of
not incurring any loss (in 38% of such cases, enterprise was actually
yielding profit). Sen’s findings claimed that enterprises were viable.
However, this contradicts the fact smce viable firms don’t close down.
Sen has answered this questlon in his findings on the closure in
Table 4.5. But again the question is very obvious that if all these
causes of closure are prominent then what are the supportive factors
In the running of those enterprises, which have become profitable
after divestiture. Sen’s study was quite contradictory. One way it
answers the causes of closure and other way it is silent in giving the
answers for the 47% enterprises, which became profitable after
privatization. If internal and external factors were strongly working
for the closure then why were the same factors not working in the
performance of other divested enterprises. Within the same economy
it doesn’t seem to justify that some factors will work only for some

specific enterprises in the same sectors.

Sen stated in his study that product diversification is a reflection
of more market sensitive restructuring, which must have favourable
effect on the overall enterprise performance. Thus the proportion of

enterprises, which were running with some degree of profit, was
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about 38% during the pre-divestiture period (A in Table 4.6). The
figure has increased to 46% in the post-divestiture period
disregarding the financial impact of alternative activities (see, B in
Table 4.6) or in the order of 60% if the financial impact of entire
range of alternative activities are taken into consideration, (see, C in
Table 4.6). These two estimates are like lower and upper bound
values for the incidence of profitability. If one takes into account only
the cases where alternative industrial activities are undertaken, one
would arrive at a figure of 51%. This is still progressive compared
with the corresponding indicator observed for the pre-divestiture
period. In reality, since the economic conditions are constantly
changing, part of the changes in enterprise performance could be
triggered by changes in the economic environment (including other

policy changes) rather than by policy changes such as divestiture.

Sen considers the fact that the change in the productivity is more
guided by the other economic policy rather then divestiture. It means
that divestiture is not the cause behind the change in industrial
nature. In case of closure also he was sure that the competition from
outside world played an important role. It is true that he is more sure
about the internal factor for the closure saying that lack of capital for
modernization is a key factor. Debt burden also persists as a
constraining factor. Strikingly, the sociological argument of lack of

entrepreneurship has received some degree of support in the
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available data. It appears to be the second most important factor for
closure, right after the factor of inadequate capital. Competitive
pressure on the part of producers from within and outside the

country played relatively insignificant role in this respect.3

Sen’s study was the first wide range study which has dealt with
the different aspects of divestiture. This study has suggested some
alternatives and also tried to conclude that divestiture has not
succeeded much in the surveyed industries. Incidence of closure,
profit-loss comparison, low restructuring activities, shows that
divestiture failure to deliver the promised goal. The data provided by
Sen has a great importance. But just after this survey World Bank
has taken interest to show how privatization is not a failed story. The
study by World Bank researcher CAF Dowlah puts some examples to
demonstrate the success of privatization. Dowlah surveyed 13
enterprises and did some comparison. The time period for this study
was 1991-96. He concluded that out of 13 enterprises, seven had-
performed with an average profit of 185%. Three textile mills had
performed an increase of 15% in their total output, 21% drop in their
average cost of production, and 71% increase in their labour

productivity since privatization (see Table 4.7).

3 Binayak Sen, op. cit. No. 1, p. 10.
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Table 4.7
Performance Change in Privatized Enterprises during 1991-96

No. of %
) s Before After
No Indicators Enterprises change
Total* | Repr. | Privatization | Privatization
1 | Total Profit, Mill Tk(A)| 10 7 108 92  |185%
2 | Total Output,MT(B) 10 3 3,280 3,772 | 15%
3 | Average Labour
. 10 3 31 53 71%
Productivity(C)
4 | Cost/Unit TK, (D) 10 3 301 239 21%
5 | Capaci
apacity 10 | 6 58% 60% | 3%
Utilization % (E)
6 | Total Sales Revenue
. 10 7 926 1,638 | 77%
(Mill TK)(F)
7 | Total Emloyment 10 9 5,528 4,540 | 18%
8 | Investment Mill. TK(G) 10 9 - 1,572 -

Notes: *These are changes compared to the performance of the enterprises in the

last year under the state control. Calculations are based on nine enterprises, as the

data for Quantum Pharma could not be confirmed. The enterprises are: Dhaka

Vegetable Qil, Chittagong Cement Clinker, Kohinoor Chemicals Kohinoor Spinning.
Bangladesh Cycles, Style Fabrics, 5-R Limited, Kishoregonj Textile, Eagle Box and

Carton, and Quantum Phrama.

(A) Two firms are excluded-Dhaka Vegetable Oil’s production is being hampered for
non-economic troubles and Bangladesh Cycle has resumed production in August
1997. (B) and (D) figures represented three textiles operating on a trial basis. (E)
Dhaka Vegetable Oil, Bangladesh Cycle and Style Fabrics are excluded.(F) No
investment figures are available for further expansion of Kohinoor Chemicals, Style

Fabrics, and Bangladesh Cycle.

Source:

Executive Summary, World Bank, Bangladesh, p. VIIIL
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However, this study is also contradictofy and unable to answer many
questions. If the labour productivity has increased in the divested
enterprises, overall productivity has increased and cost of production
has been dropped significantly then there was no reason for the
closure of the units. Dowlah’s study was quickly criticized by the

World Bank itself. A paper by Prof. M. Shamshul Haque pointed out:

Dowalh attempted to show profit before and after privatization of SOEs
in this report was rather premature. Excluding Dhaka Vegetable Oil
Industries (DVOI) and Bangladesh Cycle Industries Limited (BCIL),the
estimated ‘Profit’ for seven enterprises is shown in his report as loss of
Tk.108 million before privatization and profit of TK.92 million after
privatization. Profit increases are computed as 185%, ignoring the
minus sign in the denominator [pa-pb)/pb is a minus figure]. The table
in Dowalh’s report is full of mistakes made in computing per centage
changes. In any case, almost all the improvements were due to profits
from Chittagong Cement Clinker Grinding Company Limited (CCCGCL)
that incurred huge losses before privatization. The report does not
mention the ‘year before’ and Year after’ privatization. Data collected
on the basis of a questionnaire was not checked with published

financial statements in most cases.4

We will put a different study by M. M. Akash who tried to present the

current picture of divested enterprises studied by Dowlah.

Akash tried to show the failure of enterprises previously studied
by Dowlah. Table 4.8, shows that operating performance of only three
out of 13 privatized units improved after privatization and in the

remaining 10 the performance worsened (See table 4.8).

4 Shamsul M. Haque, Privatization In Bangladesh: Success or Failure? The World
Bank, Dhaka, 2000, p. 7.
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Table 4.8

Akash’s Estimation in 1999

Name of Enterprises

Pre-Privatization
(before 1996)

Post-Privatization
(after 1996)

Ctg.Cement Clinker &
Griding Co.

Cap Utilisation=52%

Sales 49.68crtk.
Total no.of workers
WS=316profitable

Cap.Uti=72%

Sale+86.45 cr.tk
Ws=252

Kohinoor Chamicals

Highest loss incurred
Tkécr.Losing just

before privtization

Now profitable
Profit+79tk

Eaglebox and Carton

Losing, tk 1.85cr. loss

Losing, tk 3.13cr. loss

5R.Ltd.

Losing, tk 5.64lac,

loss

losing tk 47lac, loss

Keshoregang Textile Ltd.

Losing, tk 64lac, loss

Losing, tk 2.16cr.

Style Fabrics Losing, tk 13lac, loss | Losing, tk 30lac.
Hamida Taxtile Mills Operational Non-operational, the
Unit could not be traced

Dhaka Veg. Oil Operational Closed

BD Cycle Inds Operational Closed

Madaripur Textile Operational Closed

Sinha Textile Operational Closed

Quantum Pharma. Operational Closed

Source: Akash’s table as cited in Manzur Alam Tipu’s Study, Critical Evaluation

of the Privatization Studies on privatization in Bangladesh and a Proposal for a

theoretical consistent Approach. see www.bdec.org/sec/dev/issee 4.
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Table 4.8 also shows that whereas Hamida Textile could not be
traced five industries closed down and three firms were losing more
under private ownership. Two firms indicate higher profits but with
lower employment. Akash has pointed out that after privatization
only 252 workers remained employed out of 316 under public
ownership. He also assumed that even if a significant number of
workers produce nothing, it is good for the society to keep them
employed. Manzur Alam Tipu has questioned the logic given by
Akash and Rahman Sobhan5. He questioned as to why people like
Akash and Professor Rahman Sobhan feel that as many as 64 people
who could be gainfully employed in other pursuits should be paid a
handsome salary in publicly owned enterprises for producing
nothing!® We will discuss extensively on the labour issue in the

section divestiture and labour.

The privatization study of Bangladesh has many hopes and
origins. In this chapter, sections on ‘political economy of privatization’
and ‘issues in privatization’ will extensively deal with different aspects
of privatization. But to know the interface of privatization, various
case studies have been done. The following case studies of five
different privatized enterprises will throw some light on the
experiences in privatization. One by one we can see the different

experiences in these enterprises.

5 Prof M.M. Akash and Prof Rahman Sobhan both have a great interest in providing
more employment through SOEs.

5 Manzur Alam Tipu,Critical Evaluation of The Studies on Privatization in Bangladesh
and A Proposal for A Theoretically Consistent Approach, www.bdec.org/sec/dev/issues4.
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4.3 EXPERIENCES IN PRIVATIZATION

4.3.1 Kohinoor Chemicals Company Limited (KCCL)

The privatization process of ‘Kohinoor Chemical Company Limited’
began in 1988, under the ‘51-49’ (government was keen to keep 51%
share and ready to divest 49% share of the SOEs) plan as per the
industrial policy1986.7 The process consisted of a sale of 15% of
share to company workers and staff under the Employee Stock
Option Programme (ESOP), 34% to the general public through the
stock market and the remaining 51% was retained by the
government. However, the employees did not pay for their shares
until 1989, so the government retained 66% for an extra year. In the
second and final phase of the process, the retained 51% shares were
offered for sale through an open tender in 1992. These shares were
eventually sold to the Orion group in 1993. The group, which has

been a successful private sector owner of three other pharmaceutical

7 A Pakistani entrepreneur founded the company as Kohonoor Shilpa Gosthi. The
company was licensed in 1959 and was registered in 1959. From the very beginning
of its journey, Kohinocor Group of Industries (KGI) consisted of two manufacturing
plants, namely Kohonoor Chemical Cond';')any Limited established in 1959 and
Kohinoor Battery Manufacturers Limited established in 1964. It also strated
business by producing Tibet Snow in 1956 and from then it never really had to look
back as Tibet Snow gave it a solid ground to stand firmly. Then it went on producing
Tibet Ball soap, Tibet Kadur Tel and so on. After 1971, these companies were placed
under Bangladesh Fertilizer Chemical and Pharmaceutical Corporation in 1972 and
subsequently under Bangladesh Chemical Industries Corporation (BCIC} in 1976.
Up to 80s, KCCL was doing well under government ownership. It established itself
among the few profitable organization of Bangladesh. The nose-dive came in the
mid-80s. Surprisingly the financial condition of Kohinoor was thought to be
satisfactory till an audit report discovered that it was making losses from the mid
80s. In 1986 alone Kohinoor incurred a staggering loss of 5 crore taka. It came as a
total shock for everyone concerned. The continuing dismal performance of this once-
profitable enterprise prompted the government to seriously pursue its privatization.
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concerns, was the highest bidder for the enterprise. During the
prolonged period of privatization, the enterprise continued to run into
losses. In 1993, the enterprise was running at only 13% of its annual
production capacity and its sales revenue fell by 32% since 1990. The
private management took the challenge and succeeded in reducing
the losses. Within three years, the enterprise experienced a
turnaround and made the maiden profit in 1996-97. Since then the
company continues to Yyield profit. Assistant Vice President
(Administration), Kohinoor Chemical Co. Ltd., M.A. Khair said that:

Previously we were office oriented now we are field oriented. We had
established around 150 new distributors in the country. Before
privatization distributors had to meet us but now we are going to meet

our distributor.®

A strong commitment of the owner of Kohinoor Chemicals, Ebadul
Karim, shows that some of the entrepreneurs have confidence in
fighting SOEs related problems. This can be a strong case for the
success of privatization. It was stated by M.A. Khair that ‘after
divestiture, retrenchment did not occur. However, a study by Berg
and Berg claimed that there was substantial retrenchment in the
company. In the section ‘divestiture and labour’ we will extensively

discuss the labour-related argument of Berg and Berg.

4.3.2 Chittagong Cement Clinker Grinding Company Linrited (CCCGCL)

The construction of the Chittagong Cement Clinker Grinding
Company Limited (CCCGCL) was embarked for privatization under

8 Assistant Vice-President (administration), Kohinoor Chemical Co. Ltd. M.A. Khair in
an interview on 23 March, 2003 Dhaka .
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the ‘51-49’ plan initiated under Industrial Policy of 1986.° The
privatization process for the enterprises actually began in 1989,when
34% of its shares were off-loaded in the stock market and 15% was
sold under ESOP. In May 1992, the remaining 51% of the shares
were put up for sale through tenders. The first stage of privatization
was completed in one year and the second took about 13 months. Of
the three bidders for the enterprise, Mr. Abu Tayab, Managing
Director of T.K. Oil Refinery Limited, was the highest. Mr. Tayab was
issued the Letter of Intent in January 1993 and the enterprises was
finally handed over in June the same year. The T.K group is a
relatively large business conglomerate that owns companies and
deals with such products as oil, timber, plastic and vegetable
products. The new owner became interested in CCCGCL because it
was a profitable concern at a prime location. Moreover, it was the
biggest grinding cement mill in the country having huge potential to
meet the growing demand for cement for construction and the

infrastructure needs of the country.

Though the privatization process was fairly smooth for the new
owners, some prcblems were encountered. Six months elapsed
between the issuance of the Letter of Intent and the handing over of

the enterprises, even though government rules stipulate that this

It was started under the East Pakistan Industrial Development Corporation in 1967.
After the 197 1’s war, the enterprise under constitution was nationalized and placed
under the control of Bangladesh Metallurgical & Engineering Development
Corporation. After completion of the construction work, it went into commercial
production in 1974. In 1982, the enterprises was transferred to the Bangladesh
Chemical Industries Corporation (BCIC). This was a losing concern at that time .But
this trend was soon reserved-with exception for a couple of years before 1995.
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period should be no more than 60 days. This delay meant that the
new owners were not able to earn profit on the TK.33 million that
they had deposited for the enterprise. Another problem they faced
concerned the outstanding bill that the company owed to the
Chittagong Port Authority which was accumulated while under state
control (total debt increased by 49% during the period 1991-98). The
company also owed money to BCIC as a result of various business
transactions and the sale of a piece of land the belonged to it, even
after that the company made some impressive results. Recent
indication of profile in the post-1995 period shows that production
increased by 40% after privatization, sales revenue jumped by 75%,
net income increased by 176%, and the company’s average net worth
increased by 169%. However, economist like Akash pointed that the
profit and the efficiency of CCCGCL are because of the heavy
construction work in the last decade, which is basically the period
after privatization. The CCCGCL is one of the best performing
privatized enterprises in the country. In an interview Prof. Sobhan
also said, 1 dont find any great success of privatization except
CCCGCL in last decade.’10

4.3.3 Pertax Group

‘Pertax group’ was divested in 1983.!! Now it is a totally privatized

enterprise. Over the years it developed as an example not only for

10 Interview with Prof. Sobhan, 16 March 2003, Dhaka.

' The history of Pertex Group is no different. It had its modest beginning in the
tobacco trade in 19359. Under the prudeht stewardship of its founder chairman MR.
M.A. Hashem it has grown steadily over the years to become one of the leading
industrial conglomerate in the country. In the early seventies, MS. Hashem
Corporation Ltd. was established with the headquarters in the port-city of
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Bangladesh but for the other countries as well. At the time of
divestiture in 1983 it was said that the company was not performing
well and hence there was a certain necessity to divest its share. Some
of the shares were also divested to the employees inside the group.
And some parts of the shares were also divested to the other parties.

In a discussion, an official from the Pretax group, said:

Over the vears revenue base has expanded to create 17 companies. All
this has been possible dye to the support of our clients. We, on our
part, have tried to satisfy their increasingly diverse and stringent
demands for products, services and higher levels of satisfaction. We
believe it is the ultimate satisfaction of customers that is the wheel of

growth, 12

It was said by the official that in the privatization process
companies changed the managerial structure that increases the level
of production. Apart from this change in the managerial level, the
company also diversified its products. Previously the company was
specially engaged in the production of plywoods. Just after

privatization, the company has started production of ‘multiple

chittagong. The missionary zeal and unflinching commitment to quality and services
took the group to higher elevation. At a time when the newly independent country
needed almost everything, the company involved itself in the import of essential
items like iron, steel, cement, sugar, rice, spices, wheat, salt, milk, and other
commodities. It did not stop there but to make the country self-reliant, went on to
substitute imported products by manufacturing them locally. Guided by this
visionary dream and backed by an inexhaustible repository of effort, the group
emerged as one of the largest corporate body of the country.

2 Same views expressed in the message from the chairman M. A. Hashem, in Pertax
Corporate profile, 2001, p. 2.
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items’.13 The company has started working in ‘different sectors’.!4
Because of the diversification of the product and managerial change,
the Pretax Group’s turn over has reached the level of US $160 million
in 2002-2001, with an estimated growth rate around 15% per
annum, net worth at current market price nearly US $150 million,
over 350 distributors around the nation, over 45,000 outlets where
products are available and over 7,000 employees are working. The
group is constantly seeking new export opportunities. With the
intention of further diversification of business, management is keen
to promote internationally reputed brands locally and establish a
base from which profitable joint ventures in different sectors can be

launched.

4.3.4 Dhaka Vegetable Oil Industries (DVOI)

The ‘Dhaka Vegetable Oil Indusries’ (DVOI) was chosen for
privatization under the ‘51-49’ plan initiated under Industrial Policy,

1986.15 This two-phase plan entailed the conversion of SOEs into

These items are plain particle board, vinyl board, cabinate board (timber framed),
plytex ply wood, interior flush door, exterior bathroom use lacquered door, aperture
door, honey combed door, designed door, kitchen cabinet door, cabinate board und
door frame (chaulkath).

Danish condensed Milk Bangladesh Ltd is currently, Danish food products (fruit
Juice processing and Packaging plant), Danish Milk Bangladesh Limited, Amber
cotton Mills Ltd, Amber Pulp and Paper Mills Ltd. Pattex Beverage Ltd. Danish
Distribution Network, Rubel steel mills Ltd., Partex real estate Ltd, Pertex Furniture,
dhakacom, futoroma, Hashem corporation (Pvt.) Ltd, Corvee Marotime Company
Ltd.

!5 Dhaka Vegetable Oil was established in Narayangang as a private limited company
in 1968 by the Adamji group, to refine soyabin oil and vagetable ghee. After the
libration war, the government nationalized the enterprises and placed it under the
Bangladesh sugar and Food Industries (BSFIC) in 1972. Though little is known of
the performance under the Adamjee group, once the enterprises were nationalized it
soon became unsound, and unprofitable.

132



Divestiture in Bangladesh

public limited companies. In the first phase, 49% of the shares of the
enterprises were to be sold to the public and to the company
employees. The government was expected to retain 51% of the shares,
and hence control of the management, until the rest of the enterprise
was privatized. At the time of privatization, the enterprise was
employing a work force that was 500% larger than the workforce
required. Till 1990-91 the enterprises made notional profit because
they enjoyed government protection. The actual problem started in
1990-91 when the company was privatized and protection was
removed. In April 1992 the second stage of privatization was
undertaken when the government floated a tender and attracted four
bidders. The A. B. group headed by Mr. Mohammad Ali, was the
highest bidder and was issued the Letter of Intent in December 1992.
A ‘CPD study on Dhaka Vegetable Oil Industries’!® tells us a different
story, which reflects the corrupt practice in DVOL.

In FY 1990-91, a new position of Managing Director was created
by the Board of Directors who was assigned all the powers to operate
the company. A high official of Bangladesh Sugar and Food
Industries Corporation (BSFIC), Mr. S.U. khan, was appointed to this
new post. In that year, Mohammed Ali, a businessman, was invited to
join the Board of Directors. From the outset, complaints began to be
registered against Mr. S.U. Khan, the Managing Director for
malfeasance and for violating the rules of the company. One of the
major complaints against Khan was that he was inclined to
compromise the interest of DVOI for personal gain. The evidence is

supported by the fact that Tk. 21.5 million was taken as security-

6 Lanin Azad, Dhaka Vegetable Oil Industries: A Case Study of Malfeasant
Privatization, CPD Case Study on Privatization, 1998, Dhaka, pp. 9-18.
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deposit from a small company, Mostafa Industries Ltd. Further, Tk.
6,62,500 was taken from A B Vegetable Oil Industries Ltd., one of the
largest private oil companies in the country. Vegetable oil industries
defaulted on an amount Tk. 3 million due from it as security-money.
However, inspite of their default, AB Vegetable Oil was once more
extended credit for Tk. 6,60,000 from DVOI. These concessions to A
B Vegetable Oil are particularly noteworthy because the new board
member of DVOI, Mohamad Ali, was appointed Managing Director of
the DVOI on 4t April, 1993 after having received an advance of Tk.
2.2 million from DVOI for his own company, AB Vegetable Oil
Industries, a sum which is yet to be repaid to DVOI. The company
had already become sick due to the uncontrolled financial
mismanagement of its Managing Director Mr. S.U. Khan. As a result,

the company ate into a major portion of its accumulated assets.

The industry was completely privatized on 22 April, 1993. With
the help of some ministers and corrupt bureaucrats Md. Ali managed
to hold 51% government share of DVOI at a price which was much
lower than the market price. Md. Ali secured the full ownership of
DVOI. This experience of DVOI indicates that high levels of
corruption are not restricted to state owned enterprises, but can also
occur in the private sector. Defaulting loans of Tk.130 million to the
[FIC Bank by Md.Ali remain, an example of malfeasance in the

private banking system in collusion with their borrowers.

Since the closure of DVOI, many of its assets and machines have
already been sold off by Md. Ali, who is currently trying to quietly
sell-off many other valuable machineries and spare parts. Needless to
say, little of these sales revenues are developed to pay-off DVOI’s

liabilities to IFCI bank.
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This is one of the bitter experiences in privatization in Bangladesh.
It’s a practice for private purpose where the public service motive,
production motive and the industrial commitment is finally

incomplete.

4.3.5 Eagle Box Carton Manufacturing Company Limited (EBC)

Eagle Box Carton Manufacturing Company Limited (EBC) came
under active consideration of the GOB for ‘privatization’ just after
government’s announcement of its commitment to denationalize most
SOEs.!7 Its privatization had thus been kept under consideration
since 1987 inspite of strong opposition from the company’s labour
force. Since 1987 however, ‘49% of its entire shares ownership was
transferred to private hands’8, with a balance of 51% being retained
with the ownership and management of Bangladesh Chemical
Industries Corporation (BCIC). Partial ownership achieved in this
manner invigorated the labour force to work more intensively. This
required a rise in production and EBC’s gross profits registered an

upward trend. After the initial boost in performance of EBC, a decline

'" EBC has been in operation prior to the liberation of Bangladesh. Its Pakistani
owners abandoned the industry at the time of liberation and it came under the
Bangladesh paper and Board Corporation (BPBC).BPBC was subsequently absorbed
into the Bangladesh Chemical Industries Corporation (BCIC} in 1976.EBC has a
select band of skilled workers and machine-men working in the company for 25-30
years who have accumulated expertise an know great deal about the box/package
industry machines. (The experience of EBC is based on the Lalin Azad’s study on
EBC privatization, CPD, 1998, Dhaka).

18 Out of the 49% of shares offered for sale of EBC 34% were soid out through the
Share Market while the Company’s labour groups purchased the remaining 15%
from their earning in the company.

135



Divestiture in Bangladesh

in production and ‘concomitant losses were registered in successive

years’.19

An international tender was floated on June 20, 1992, in
Bangladesh Observer, offering 51% share of EBC for sale to private
ownership. One per cent of the total quoted purchase value was fixed
as earnest money and a sum to that amount was to be forwarded
along with the tender. The move to privatize EBC faced a serious
setback as a result of the formal opposition of its shareholders.
Under the rules and regulations governing privatization of holding
companies and GOB-controlled enterprises, considerable importance
was accorded to the views of the shareholders. Thus, there was
hardly any scope for the GOB to proceed with the privatization of
EBC by flouting the opinion of the shareholders. To override the
shareholders’ views required changes in the relevant laws. Nothing
was done in this respect through the medium of Parliament, although
the Jatiyo Sansad, and the President of Bangladesh was advised by
the GOB to proclaim an ordinance on January 13, 1994, styled the
Bangladesh Industries (Nationalization Amendment) Ordinance,
which scaled down the importance of the opinion/advice of the
minority shareholders of the Company as a precondition for guiding
the GOB’s privatization dicisions. Such a step to overriding the rights
of EBC’s shareholders through a Presidential Ordinance bypassing
the Jatio Sansad was viewed as undemocratic since it sought to

bypass the GOB’s own legislation on holding companies. This created

19 The total accumulated losses in these three years, up to 1995-96 amounted to
Tk.72 million. This shows that even after divestiture the Company was in the loss.
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a difficult situation for the government to manage the interest of the
labour. Trade union had requested to solve such type of problems.
The EBC Workers union filed a suit on March, 1994 against BCIC
and the Secretary industries to ensure the best interest of all
shareholders of EBC, Gox)emment, BCIC and buyers, a five-member
Trustees Board was given the authority to oversee the company. The
new management was given the legal authority to use the assets of
the factory with full freedom. It was clearly mentioned in the deed
that they have to preserve and take care of all moveable and
immovable assets of the factory until the full repayment of the
government’s loan is completed. The amount of government’s loan to
EBC owed to the Ministry of Industry and BCIC was significant,
adding up to Tk. 53.5 million. Apart from this obligation, the amount
taken by EBC as a loan from BCIC was Tk. 67.8 million. In total,
EBC owed Tk. 121 million. It was agreed that the compound interest

would be calculated every six months.

Till today neither BCIC nor any other organization of the
government has taken the trouble of finding out what has happened
to EBC and its employees. The buyer didn’t meet most of the
payment obligations under the agreement, which needed to be
fulfilled as a precondition for making the transition effective.
However, such was the enthusiasm of the government to get rid of
EBC that it turned a blind eye to this violation and handed over EBC
to private players. At the outset of the privatization process the
services of three important trade union leaders were terminated. One
of those three was a representative of the Workers and Employees

Board which who held a 15% share.

137



Divestiture in Bangladesh

4.4.6 Summing up the Experiences

It is clear from the above discussion that the success of divestiture is
limited. However, a few industries like Cittagong Cement Clinker
Grinding Company Limited, Kohinoor Chemicals and Pertax Group
have really benefited from privatization. Pertax Group took up
product diversification, and achieved profitability. KCL also tried
similar exercise, but a large number of labours were retrenched.
Although CCCGCL has shown profitability critics have challenged
that profitability, DVOI and EBC have just closed down. To know the
limited success of privatization, it is essential to look into the various
political economic factors. In this regard the researcher interviewed
some stakeholders in privatization. The next section will present a

overall picture of the political economy of privatization.

4.5 POLITICAL ECONOMY OF PRIVATIZATION

Bangladesh launched the nationalization programme immediately on
its inception under compelling circumstances; and at a loss to run
the abandoned industries left by the non-Bengali owners and by the
government. The huge number of top vacant positions in the
government and nationalized sector were filled with persons of the
ruling party’s choice, who were mostly not capable of shouldering
administrative and management responsibility. Thus inefficiency and
corruption creeped into all spheres, especially in the ministry-
controlled Boards, corporations and enterprises making those losing
recurrently, the burden of which was borne by the people under the

fiscal policy of successive governments. Various inquiry bodies set up
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to improve the situation from time-to-time did not produce any
concrete result deemed to be beneficial to the poverty stricken
economy. For example the Public Administration Reform Commission
could not make any headway.?0 It was alsc clear from the various
case s-tudies and studies by many researchers that the corruption-
oriented inefficiency of SOEs was the main cause behind
privatization. But Bangladesh is a country, which has also shown
that inefficiency cannot be solved much through privatization. The
economic philosophy to speed up industrialization through
privatization, has not worked in the case of Bangladeshs as Industry
Minister, M. K. Anwar himself admitted (in March 2003), that 50% of
privatized industries closed down. No wonder privatization has been
claimed as the engine of deindustrialization in Bangladesh.
Economist like Binayak Sen in study of privatization stated that the
Natural Death Rate of Industries (NDRI) is highest in Bangladesh.?!
But the birth rate of new industries are very low. Rahman Sobhan
said in an interview that exit and entry ar