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“The available evidence on the experience with privatisation suggests that enterprise closure,
disemployment, possible accumulation of liabilities with the banks and possible revenue loss may have
to be taken into account as part of the price we pay to improve profitability and reduce claims on the
public exchequer...... However, the positive macro-economic impact of privatisation appears to be far
from evident. Reports on the profit and loss accounts of the Sector Corporations from which SOEs are
being divested, indicate that in the four years, 1979/80-1982/83, prior to the great wave of privatisation
under President Ershad, total profits for 6 sector corporations added up to Tk. 1.5 billion and net profits
were earned by the SOEs in three out of these 4 years (World Bank, 1985). In 1982/83, the last year
prior to the big privatisations, SOE profits amounted to Tk. 912 million. This does not suggest that SOEs
in Bangladesh were always a net drain on the pubic purse. In 1995/96, at the end of the BNP regime
and the privatisation of 131 enterprises with a selling value of 1.8 billion, corporation loses increased to
Tk. 3.2 billion (IRBD 1996). This suggests that a central argument for SOE privatisation, the reduction of
macro-economic imbalances, appears to be invalid, at least in the context of Bangladesh.

During this period of divestiture, the volume of bank defaults to the commercial banks has also
increased. This suggest that reduction of the size of the state sector and expansion of the private sector
have brought no relief to the banking system just as it has brought no relief to the exchequer. ....

With a few exceptions, privatised units have not significantly improrved performance but have
contributed to enterprise closures and disemployment. Private sector default to the banks has increased
exponentially whilst private banks have been characterised by more adverse loan portfolios that the
NCBs and have been maledicted to large scale insider trading......

The declared philosophy of the newly constituted Privatisation Board is to get SOEs from the public
domain as fast as possible. This approach indicates some indifference as to whether such units, once
privatised, are closed down these units will have to account for their accumulated liabilities to the
banking system.

Such an approach to privatisation implies a certain innocence of vision in charting Bangladesh’s future
development landscape and the industrial strategy to be located within this design. In the prevailing
policy vacuum, the current approach to privatisation thus appears to have introduced an entirely new
logic to the divestiture process........

A further hazard to Bangladesh’s development prospects arises from the implications of a policy which
envisages no future role for public enterprise in the manufacturing sector......

By the time of the expiry of the Multi Fibre Agreement (MFA) in 2005, Bangladesh will have to establish
backward linkages with a modernised textile industry which can produce the yarn and fabric needed to
service Bangladesh’'s RMG sector. Unless Bangladesh can convert its RMG sector from a two-stage
processing industry to a three-stage enterprise, after 2005, the rules of origin clause in the WTO could
deny Bangladesh’s RMG exports entry to a large part of their traditional markets in Europe and North
America. This involves putting in place, within Bangladesh, a domestic manufacturing capacity to
produce 2 billion metres of fabric. This involves setting up around 375 new weaving mills and 290 new
spinning mills, involving an investment of around US$ 5 billion. On all counts, making of most optimistic
assumptions, Bangladesh’s private entrepreneurs expect to mobilise only a fraction of such resources
for which they will need to assume the risk taking burden for realising such a volune of investment. In
such circumstances should the state remain idle and make no attempt to put any productive capacity in
place,, even if this means a loss of RMG markets to India and China who already preside over large
integrated textile industries and are planning major investments for the post-MFA era? The failure to
address this dilemma provides the source of the present contradictions inherent in Bangladesh’s
privatisation policy. This could have potentially fatal implications for Bangladesh’s future development”
(Rehman Sobhan, Privatisation in Bangladesh: An Agenda in Search of a Policy, CPD Occasional
Paper Series, August 2002: 16-19).
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