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CHAPTER ONE

INTRODUCTION

An Overview of the Bangladesh Economy

Bangladesh emerged as an independent country on March 26, 1971. Till then,
she was the province of East Pakistan of erstwhile Pakistan and after a bloody
war of liberation for nine months, which ended on 16 December 1971, it
became a sovereign state. Bangladesh inherited a poor, un-diversified
economy, characterized by an under-developed infrastructure, stagnant
agriculture and a rapidly growing population. She had suffered from years of
colonial exploitation and missed opportunities with weakening effects on
initiative and enterprise. Moreover, the devastating effects of the liberation
war, which caused serious damage to physical infrastructure, dislocation of
managerial and organizational apparatus and disruption on established
external trading relationships, placed Bangladesh into a gigantic economic
black hole. Within an area of 56,977 square miles (147570 sq. km.), she has to
accommodate a population of 14.977 crores with a population growth rate of
1.37 percent per year and a population density of 1015 per sq. km. as per
census of 2011 (BBS, 2012). The literacy rate (7 year +) is 57.9 percent as per
HIES, 2010 which is ever highest but not satisfactory.

The economy of Bangladesh is characterized by traditional agricultural sector
which contributes 20.01 percent to the GDP in 2010-11 at the constant price of
1995-96, but the industrial sector, on the other hand, contributes only 30. 37
percent and the service sector contributes 49.62 percent to the GDP in the
same year (BBS, 2012). Agricultural sector is the highest employment source
in Bangladesh, 47.30 percent of the total labour force is employed in this
sector as per labour Force Survey, 2010. The industrial sector on the other
hand, gives employment of only 17.64 percent of the total labour force in the

same year. The country is deficient in having production of both consumer
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and industrial goods and therefore, she is to import more. In 2010-11 fiscal
years, Bangladesh imported 33658 million U.S. dollars goods and services and
exported 22924 million U.S dollars (BBS, 2012). Bangladesh is experiencing
an unemployment of 2.6 million out of total economically active 15+
population labour force of 56.7 million which is 4.59 percent of the total
civilian active labour force (BBS, 2012). The per capita income Tk.58, 083 i.e.
$816 during the year 2010-11 has made the country as one of the poor earning
countries of the world (BBS, 2012). The national rate of savings is 28.78
percent and domestic rate of savings is 19.29 percent of the GDP in the year
2010-11 (BBS, 2012). Of the total population, 70.90 percent people live in the
rural areas in 2011 (BBS, 2012) and it shows the rural character of our
economy. The predominance of the agriculture in the economy of Bangladesh
is apparent from its impact on the GDP whereas its output fluctuates and the
performance varies. The growth rate of agriculture including forestry and
fishery is 10.34 percent in 2010-11 (BBS, 2012). It is a fact that though the
agriculture is the vital sector but it is still very much dominated by the forces
of nature. Bangladesh imported 53.51 lac tons of food grains in the year 2010-
11 (BBS, 2012).

Poverty is a general feature or characteristic of the economy of Bangladesh.
31.50 percent of the population is living below poverty level in 2010 (HIES,
2010). Poverty level of population in rural area is higher than the urban area.
35.20 percent of the rural population is living below poverty level and 21.20
percent of the urban population is living below poverty level now (HIES,
2010). The number of landless people is gradually increasing. The landless
people in the urban area were 90.7 percent in 1995 and now it is 92.8 percent
(BES, 1998: 108). The rural landless population is increasing at the faster rate
than that of urban. The landless people in the rural area of Bangladesh were
79.8 percent in 1995 and in 1998, it was 81 percent.

The annual growth rate of GDP is increasing over last few years with a slight

debacle in 2008-09 fiscal years. It was 6.43 in 2007-08, 5.74 in 2008-09, 6.07 in
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2009-010, and 6.71 in 2010-11 (BBS, 2012). The rapid growth of population
resulted in a mounting increase of the civilian labour force posing a great
threat to the economic development process of the country. Consequently, the
economic programme of the country is required to be designed in such a way
so that the vast basic resources of manpower can be utilized at its maximum
within the constraints of technology, and socio-political and economic

conditions.

Definition of Small and Medium Enterprise (SME)

The definition of small and medium size enterprise varies from country to
country and from time to time in the came country depending upon the
pattern of and stage of development, government policy and administrative
set up of the particular country. As a result, there are at least 50 different
definitions of small and medium size enterprise/ industry found in 75
countries of the world back in 1955 (GIT, Georgia). All these definitions either
relate to capital, employment, or both or any other criteria. Variations still

exist in the concept of SME among various countries of the world.

SMEs may be defined on the basis of quantitative criteria: the number of
employees; the size of investment; or annual sales. Another commonly
acknowledged criterion defines SME according to the degree of delegation of
authority and responsibility. Under this definition, the owner is sole manager
and decision maker, because it is either unnecessary or too expensive to
employ functional specialists. Other criteria suggest that the SME is unable to

adopt modern technology or to raise needed capital through a stock exchange.

All these criteria to some extent reflect the characteristics of a small and
medium enterprises /firms but disagreement on each criterion is
unavoidable. For example, in taking the owner-managed firm as a SME, one
must certainly include the T. Eaton company-, which has annual sales of over
$3 billion! Using quantitative criteria has its complications too. For example, is

a bolt manufacturing subsidiary of an auto company a SME? Questions can
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also be raised about the inclusion or exclusion of professionals, farmers, and
other self-employed individuals. Should a law firm or a doctor’s office be
encompassed in the definition of SME? Let us examine this issue with the

definitions of SMEs in various countries of the world including Bangladesh.

Canada

The Department of Industry, Trade and Commerce (DITC) of the Government
of Canada defines SME as a business with fewer than 500 employees.
Breaking down the SME definition, DITC of the Government of Canada
defines a small business as one that has fewer than 100 employees (If the
business is a goods-producing business) or fewer than 50 employees (If the
business is a service -based business). A firm that has more employees than
these cut-offs but fewer than 500 employees is classified as a medium-sized
business. On the other hand, Bureau of Statistics, Canada defines an SME as
any business establishment with 0-499 employees and less that $50 million in

gross revenues ( GOC Web site) .

European Union

In the European Union, SME is defined on the basis of employment. A
business with a headcount of fewer than 250 is classified a medium-sized; a
business with a headcount of fewer than 50 is classified as small, and a
business with a headcount of fewer than 10 is considered as micro-business.
So, SME can be understood as an enterprise wherein more than 10 and fewer

than 250 people are working (EU Web site).

India

The Micro, Small and Medium Enterprise Bill 2006 defines Small enterprise as
the enterprise with an investment of not more than Rs. 50 million in plant
and machinery; and the enterprise with an investment of over Rs. 50 million
but less than Rs. 100 million in plant and machinery is medium enterprise(

GOI Web site).

15
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The Act No. 154 of 1963 amended in December 3, 1999, (GOJ Web site)

dealing with small and medium enterprise basic law defines SME as follows:

1)

2)

3)

4)

Any entity which is a company whose capital or total amount of
investment does not exceed three hundred million yen (¥300,000,000),
or a company or an individual whose regular workforce does not
exceed three hundred persons , and which is principally engaged in
manufacturing, construction, transportation or any other category of
business (except those categories of business mentioned in any of item

(2) to (4) below;

Any entity which is a company whose capital or total amount of
investment does not exceed one hundred million yen (¥100,000,000),
or a company or an individual whose regular workforce does not
exceed one hundred persons, and which is principally engaged in the

wholesale trade;

Any entity which is a company whose capital or total amount of
investment does not exceed fifty million yen (¥50,000,000), or a
company or an individual whose regular workforce does not exceed
one hundred persons, and which is principally engaged in the service

industry;

Any entity which is a company whose capital or total amount of
investment does not exceed fifty million yen (¥50,000,000), or a
company or an individual whose regular workforce does not exceed

tifty persons, and which is principally engaged in the retail trade.

Bangladesh

The Bangladesh inherits the conceptual formation of small industry nay small

business from erstwhile Pakistan but there was no conception of medium size

industry until Industrial Policy 1999 was declared by the Government of
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Bangladesh. Both of the definitions of small industry and medium industry
change over time in the then Pakistan and in Bangladesh too. It rolls over
employment size to investment size and vice versa, and sometimes in
includes both of the terms too. We shall make a historical discussion of these
scenarios and then come to a working definition of Small and Medium size

enterprises (SMEs)/industry for the purpose of the study.

The 15t Five Year Plan 1955-60 of Pakistan defined the term small industry as
“includes any manufacturing enterprise which either uses no power or
employs less than 20 persons and is thus not subject to registration under
section 2(j) of the Factories Act. This definition included “village industry’
whether producing for local consumption or for wider market and ‘cottage
industry” which is carried on in the home usually with the help of the family”.

It covers handlooms too.

The first systematic definition of Small-Scale Industry in East Pakistan,
today’s Bangladesh was given by the East Pakistan Small Scale Corporation
Act XVII of 1957. The act stated that “Small Industry means an industrial
establishment or unit which is run mainly by hired labor not using
mechanical motive power but does not normally employ more than 50
workmen and whose land, building and machinery do not exceed Rs. 2,50,000
in value in either case. Subsequent amendment of the Act included “and
Cottage” and thus stood as ‘East Pakistan Small and Cottage Industries
corporation Act’. The Act has been adopted in Bangladesh as “Bangladesh
Cottage Industries Corporation Act 1973 which was later on renamed as

Bangladesh Small and Cottage Industries Corporation (BSCIC).

The Second Five Year Plan 1960-65 of Pakistan considers small scale
industries as “those engaged in the production of handicraft, consumer or
producer goods employing manual labour without use of any motive power,
or using motive power but employing not more than 20 persons or using

fixed assets valued at not more than Rs. 100,000.
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The Third Five Year Plan (1965-70) of Pakistan took small industries as
“industries which employ manual labour but do not use any motive power or
industries which use motive power and use fixed assets, other than land,

valued at not more than Rs.250,000.

The Fourth Five Year Plan (1970-75) of Pakistan defined small industries as
“Industries which employ manual labour but do not use any motive power or
industries which use motive power and use fixed assets, other than land,

valued at not more than Rs. One million.”

The Pakistan Factories Act 1965 defined a small industry as “any premise
including the precincts thereof wherein ten or more workers are working in
any part of which a manufacturing process is being carried on with or

without the aid of power”.

After the independence, on March 26, 1972 the Government of Bangladesh
announced the programme of nationalization and formally took over the
ownership of all industrial assets abandoned by Pakistani owners and also
nationalized all units in jute manufacturing and cotton textile industries. The
Industrial Investment Policy of 1972-73, limited private investment in units

with Taka 25 lacs fixed assets.

The Department of Industries of the Government of Bangladesh gave a new
definition of small industries its “Guide to Investment in Bangladesh in 1977
(p.9). It defined a small industry as “a unit having fixed cost unto Tk. 1.00
million excluding land”. The New Industrial Policy 1982 did not make any

change into it.

The Industrial Policy 1986 defined small industry as “an industrial
undertaking engaged either in manufacturing process or service activity,
within a total investment up Tk. 15 million and the investment in machinery

and equipment not exceeding Tk. 10 million excluding taxes and duties”.

18
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The Industrial Policy 1991 says “Small Industry means an industrial
undertaking engaged either in manufacturing process or service activity
whose total fixed investment excluding the prices of the land, expenses for
inland transportation and commissioning of machinery appliances and duties
and taxes, is limited to taka three crore i.e. Tk. 30 million (including initial
working capital). In the case of BMRE even if the total investment limit
exceeds Tk. 30 million, it would still be considered as a small industry.
However, the extent of extended investment for BMRE shall not be more than

50% of the total investment limit”.

The Industrial Policy 1999 not only changed the definition of small industry
but also introduced a concept of medium industry. The provision 4.6 of the
policy said, “Small industry will mean enterprises employing fewer than 50
workers excluding the cottage units and/or with a fixed capital investment of
less than Taka 100 million”. The provision 4.5 of the policy said, “Medium
industry will cover enterprises employing between 50 and 99 workers and/or
with a fixed capital investment between Taka 100 million and Taka 300

million”.

The Industrial Policy 2005 further changed the concept of small and medium
industry. The provision 4.4(C) of the policy stated that small industry in the
manufacturing sector as “Small industry shall mean those industrial
enterprises that have less than Tk. 1.50 crores fixed assets or replacement
value excepting the value of the land and the factory building” and the
provision 4.5(C) stated small industry in non-manufacturing (trading and
other services) sector as “Small industry will mean those industrial
enterprises which have less than 25 workers (not family workers as in cottage
industry)”. The provision 4.4(B) stated medium industry in manufacturing
sector as “Medium industry shall mean those industrial enterprises which
have value of other fixed assets or replacement cost excepting land and
factory building amounting to taka 1.50 crore to 10 crore” and the provision

4.5(B) stated that medium industry in non-manufacturing (trading and other

19



Dhaka University Institutional Repository

service) sector as “Medium industry shall mean those industrial enterprises

where 25 to 100 workers are working”.

The National Taskforce on Development of Small and Medium Enterprises
(SMEs) constituted on November 5, 2003 to recommend SME policy
guidelines and implementation strategies also accepted the above mentioned
definitions of small industry and medium industry separately but did not
give any unified definition of Small and Medium Enterprise(SME). The report
submitted on September, 2004 contained definitions of small and medium
industry in the provision 6.3.2 (Ministry of Industries, GOB, 16). It said
“Small enterprise in manufacturing sector is an enterprise which, in today’s
market price, has the replacement cost of plant, machinery and other
parts/components, fixtures, support utility, and associated technical services
by way of capitalized cost (of turn-key consultancy services, for example), etc
excluding land and building, is up to Tk. 15 million and small enterprise in
non-manufacturing sector is an enterprise that has less than 25 workers in
full-time equivalent”. It also said that “Medium enterprise in manufacturing
sector is an enterprise in which, in today’s market prices, the replacement cost
of plant machinery and other parts/components, fixtures, support utility, and
associated technical services (such as turn-key consultancy), etc excluding
land and building, is up to Tk. 100 million and small enterprise in non-

manufacturing sector is an enterprise that has employees between 25 to 100”.

Working Definition of SME for the Study

For the purpose of the study, the following working definition of SME is

undertaken:

a) SMEs in manufacturing industry will mean enterprises having
investment in fixed assets other than the land and factory building

upto Tk. 100 million or Tk 10 crore.
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b) SMEs in service industry will mean service enterprises having up to

100 workers other than the family members.

c) SMEs will mean those enterprises whose share is not listed with stock

exchange.

d) SMEs shall not include those enterprises which are involved with

professional activities like doctors, lawyers etc.

e) SMEs will mean those enterprises which are operating in private

sector.

f) SMEs will mean those enterprises that are engaged in business

operation.

It could be mentioned here that for the convenience of the discussion, small
and medium enterprise, small and medium industry or small and medium

business etc terms will be used interchangeably.

Small and Medium Enterprises (SMEs) in Perspective

Small and Medium Enterprises (SMEs), particularly small enterprises are the
age old form of business enterprises in our civilization. Small business
enterprise appeared in our civilization more than 4000 years ago (Siropolis,
1998:04). Since then, small and medium business enterprises have contributed
enormously to the benefit of customers and the human civilization. Societies
have been enriched through the continuous pouring of infinite variety of
products and services by the small and medium enterprises. SMEs flourished
in almost all ancient civilizations. The Arabs, Babylonians, Egyptians, Jews,
Greeks, Phoenicians, and Romans excelled at small business enterprises
(Siropolis, 1998:04). The shoddy and slipshod products and services of the
small and medium businesses some times cheated and defrauded the
customers. The code of Hummurabi, King of Babylon in 2100 BC, proclaimed

a code of 300 laws to protect customers and small businesspersons against
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fraud. Yet, it was largely through the small business that civilization was
spread to all four corners of the then-known world. Roman Catholic Church
held small and medium business, and as such all types of businesses at low
esteem because they branded the retailers as sinners that did nothing to
improve a product. There was another reason for this sort of stamping.
Business as a whole is called as a necessary evil in the holy Bible. But the
Protestantism revived the holy sanctions for the business as a whole and that
enhanced the small and medium business activities in these cultures. Islamic
civilization from its very inception allowed business as a permissible activity
with divine grace subject to strict adherence to the code of conduct. It,
therefore, flourished tremendously during Muslim regime and expanded
throughout the world. The people engaged in SMEs had been regarded as the
messengers of international relations among the civilizations of the world.
Today, SMEs enjoy more esteem and prestige than ever before. Academics,
journalists, and politicians alike now have begun to underscore its
achievements and opportunities, its promise and problems. It is a vital force

in almost all economies of the world now.

Small and Medium Enterprises (SMEs) in Bangladesh

SMEs also have got a glorious past in our region, the Bangladesh, too. The
artisans and the craftsmen of this region had been well known for their
products long before Christ was born. The Periplus of Hanno dating about
sixth century BC mentioned the pearls and moslins of this region (BIDS,1981).
Kautilya mentioned four distinct types of fabrics exported from the Bengal to
the rest of the India and of the world (Kautilya, 150 A.D.). The famous textile

‘moslin” was an excellent example of our craft heritage.

Bangladesh, as a part of the erstwhile Pakistan, virtually had no large
industry but SMEs and cottage at the time of the independence from British

colonial regime. A few cotton textile mills, a sugar mill, and a number of jute
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bailing and processing units were there only. The share of industries in GDP
was 3 percent only in 1949 of which 0.5 percent was the contribution of the
large scale industries and the rest 2.5 per cent was from small enterprise
sector (Ahmed, 1978:368). During Pakistani period, Bangladesh i.e. East
Pakistan was far behind in the race of industrial development in all fronts in
comparison with that of West Pakistan. Bangladeshi entrepreneurs were in
control of only one fifth of the total fixed assets of the industrial sector (Table-
1). After liberation, the Government of Bangladesh had nationalized all
industries except small and medium industries with 2.5 million-taka total
investment values, which had been allowed to operate under private sector.
The successive Governments of Bangladesh had gradually lifted the ceiling

and now there is no limit on private investment.

Table-1: Types and Value of Fixed Assets of Industries registered under the
Factories Act in Bangladesh 1969-72

1972 After 1969-70 1972 After
T 1969- Nationali Fixed Nationali-
£ c}iipetr' 70 % a S au % Assets % zation %
OF MAUSHIES 1 Units ZS;E: Million Million
taka taka
Public Sector
Under EPIDC 53 1.7 2097.0 34.1
Nationalized - - 392 12.9 5637.5 91.9
Private Sector
Non-
Bangladeshi 725 23.7 - - 2885.7 47.0 - -
Bangladeshi 2253 73.8 2178 715 1118.8 18.2 208.0 3.3
Foreign 20 0.8 13 0.4 36.0 0.7 36.0 0.5
Absentee units - - 462 15.2 - - 256.0 4.3
Total 3051 100.0 3051 100.0 6137.5 100.0 6137.5 -

Source: Sobhan and Ahmed (1980:192)

The investment ceiling on small and medium business/industry that was set
taka 1 million in 1977 which was further changed into taka 15 million in 1986
Industrial Policy (GOB, 1986). Again the total investment was increased to
taka 30 million in 1991 which had further been set at taka 100 million in 1999
Industrial Policies GOB, 1991, 1999). The small and medium business
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enterprises now have got a free environment to play their roles in the
Bangladesh economy. The free or open market policy of the Governments
after 1980, the SMEs got enormous opportunity to flourish in different fields
of business operations. At present, SMEs are operating in almost all the

sectors of investment.

Rationale of the Study

Small Medium Enterprises (SMEs) in Bangladesh like all other countries of
the world are the backbone of the economy. In the economy of USA, more
than 99% of its 21.5 million non-farm businesses were small (SBA, USA, 1995:
34). Small businesses in USA employed half of the nation’s workforce and
generate 54 percent of the sales revenues and 40 percent of the gross national
product (SBA, USA, 1995:34). This sector typically comprised over 90 percent
of all industries of developing countries of the world (Ahmed, 1987:6). Small
scale industries accounted for a considerable portion of the gross national
product in all the countries of the world, developed, or underdeveloped and
about 50 percent of the employment. (Mohanty, 1986:3). The relative share of
small scale industries in the total employment and output seemed to be about
80 percent and 50 percent respectively in many of the Asian, Africa and Latin
American countries (Ahmed, 1987:6). In the OECD countries too, small
businesses contribute a significant employment. More than 75 percent of the
industries employed fewer than 50 employees and accounted for one-fourth

to one-third of the total industrial work force on an average (Ahmed, 1987:7).

According to UNESCAP, SMEs accounted for upwards of 90% of all firms in
East and South-East Asia, as well as in Japan (Wattanapruttipaisha, 1999). It
was the biggest source of the region’s employment, including three-quarters
of women and young workers. But the relative share of SMEs in total output
and exports was typically much smaller, close to a third, or so. In Bangladesh,

large enterprises account only for a small percentage of all business
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enterprises. The percentage is much smaller in other than manufacturing than

in manufacturing per se (Ministry of Industries, GOB, 2004).

In Bangladesh, small scale industries provided direct employment of 2 million
people, which was about 78 percent of the total industrial labour force, and
accounted for over 75 percent of the contribution of industrial sector to the
total output (Kamal, 1985:45). The contribution of the small and medium
businesses to the gross domestic product of Bangladesh is gradually
increasing. It also constitutes a significant portion of total contribution of the
industrial sector to the GDP. Table-2 shows that the contribution of small
manufacturing industries is increasing and the same upward trend happens
to large and medium manufacturing industries during the five year period
starting from 2006-07 to 2010-11. There exists no separate statistics about the
share of medium enterprises in manufacturing to the GDP and also
contribution of SMEs in service sector. The trends that exhibit in the table
about the share of SMEs in manufacturing sector is upward and it further
indicates that the manufacturing SMEs will make increasing contribution in

future too.

Table - 2: Sectoral Contribution to the GDP in percent at 1995-96 constant

prices

Sectors 2006-07 2007-08 2008-09 2009-10 | 2010-11
Agriculture 21.37 20.83 2048 20.29 20.02
Industry 29.45 29.70 29.86 29.93 30.38
Industry(Manufacturing) 17.55 17.77 17.90 17.94 18.41
Large and Medium Industry 12.47 12.63 12.71 12.68 13.12
Small Industry 5.08 5.14 5.18 5.26 5.29
Service 49.18 4947 49.66 49.78 49.60
Total 100.00 100.00 100.00 100.00 100.00

Sources: BBS, 2012 and BES 2012 (Compiled by the researcher)

The absolute contribution of small and medium businesses engaged in
manufacturing in the current prices to the GDP is also increasing. The Table -

3 shows the amount of contribution of small manufacturing enterprises
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separately and medium manufacturing industries in combine with large scale

industries. The contribution is increasing over years.

Table-3 : GDP share of Small and Medium Enterprises in Current Prices
from 2006-07 to 2010-11 in crore taka

Sector 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11
Industry(Manufacturing) 81178 93901 106445 | 120108 | 135551
Large and Medium -Scale 57688 66759 75610 84899 97121
Small Scale 23490 27142 30835 35209 38430

Source: Bangladesh Economic Survey, 2012

SMEs are the largest employment source in both agricultural and non-
agricultural sectors in Bangladesh. The total employment in these sectors is
54.1 million of which 37.9 million employees are male and 16.2 million
employees are female (LFS,2010, BBS,2012). The employment in the BSCIC
registered units was 68,983 in 1996-97, and in 2002-02 it was 83,416. Now, in
June, 2012, it is 32.28 lakh (BSCIC, 2000, 2005, 2012). This is a partial
indication of the increasing and potential role of small industries in the
creation of job opportunities in Bangladesh. SMEs in other than BSCIC
registered enterprises in both agricultural and non-agricultural sectors also
provide a significant number of employment particularly in trade, hotel,
restaurant, transport, communication and agro-based industries. Therefore,
Kamal (1985:45) commented that the small-scale industries are the second

largest area of employment in Bangladesh.

The number of SMEs in Bangladesh is also increasing at a very fast rate. The
number of enterprises within the BSCIC has been increased from 23,991 in
1996-97 to 46,177 in 2000-01. The percentage increased was 92.48 percent.
Only in 2001-02, the number actually achieved was 49,811. The total number
of industrial units registered under BSCIC in 2000-01 was 4,687 and in 2001-02
was 5239 i.e. 11,78 percent increased. Now, in June 2012, the total number of

industries under BSCIC is 7, 39,689. This enormous increase exhibits the
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growing participation of people in this type of industries. The increase of
industrial enterprises in other sectors that come within our definition of SMEs
was not shown due to non-availability of the statistics. But in every estimate,

it could be guessed that there exists a rise too.

Table -3 (a) : Industries registered under BSCIC

Industry registered 1997 2001 2002 Upto June, 2012
Small Industries | - | = | o 98,750
Cottage Industries | - 6,40,939
Total Industries 23,991 46,177 | 49,811 7,39,689

Source: BSCIC

The contribution of the SMEs to manufacturing value added is not much
different from the large-scale industries. Study reveals that only small
industries contributed 45 percent against 55 percent of the large (Ahmed,
1987:21). The number of small scale industries under BSCIC was increased by
nearly 12 percent by the year 2002 and the contribution to the manufacturing
value added is obviously increased too. It shows the significant position of

the SSIs and their potentials in the economy of Bangladesh.

SMEs are operating in all the sectors of the industry in Bangladesh. Table:4
shows the number of units in various industrial sectors at various periods and
their percentage which authenticate the diversified role of small and medium
enterprises / businesses in the economy of Bangladesh. It is exhibited in the
table-4 that the highest participation of small industries is in food and allied
sector and the second textile and apparels. 1993 survey shows basic metal or

engineering gets the equal status of textile and apparels.

There is no government statistics about the birth and death rate of SMEs in
Bangladesh. A partial picture can be formed from the study of Reza, Ahmed
and Mahmud (1990) about the small industries which showed that about 59

percent of new small industries survived over a range of 10 years on an
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average (Table- 5). It was found in a study conducted by Small Business
Administration of USA that 60 percent of the new businesses lasted at least

six years (Siropolis, 1998:9).

Table-4: Sectoral Distribution of Small Scale Industries in Bangladesh:
1978-1993

Directory Small Small
SI Industry

Surve of Industry Listed

Industry Sectors y % | Industries | % Survey % . %
1978 with
1993 1993
Number BSCIC
Number Number
Number

Food and allied 17358 72 7623 31 21080 55 8152 46
Textiles and Apparels 1391 5 5714 23 3196 8 741 4
Forest and Furniture 886 4 1804 7 1745 5 1794 10
Paper printing etc. 1092 5 1078 4 2385 6 590 3
Chemical,
Rubber etc 527 2 1903 8 2864 7 1026 6
Glass, Ceramics, etc. 218 1 2359 9 1113 3 124 1
Basic. 1743 7 483 2 3078 8 2987 7
metal/engineering
Febricated metal/ 646 3 3455 | 14 | 1880 5 1898 | 11
electrical
Others 144 1 526 2 953 3 245 2
Total 24005 100 24945 100 38294 100 17648 100

Compiled from GOB statistics

Despite the great importance of SMEs and their many facet contributions, the
efficiency and productivity of SMEs especially of small-scale industries had
been low in Bangladesh and poor management was the core problem that
affects their performance (Rab, 1991:176-192). Habibullah (1988:134)
mentioned that in some of the Japanese industries, the output of one female
worker was equal to the aggregate output of five Bangladeshi male workers.
Human resource is the vital resource that activates all other resources and
itself contributes the efficiency and achievement to the organization. It
provides long-standing strength and competencies of the business enterprises.

Therefore, a critical attention is to be given to the people in the organization.
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Table-05: Birth and Death of Manufacturing Enterprises in Bangladesh:

1974-75 to 1983-84

: Net
Emplgyment Entrants 9 Exiters 9 Addition %
size No No
No
20-49 674 60.2 186 64.4 488 58.6
50 & above 446 39.8 103 35.6 343 41.4
Total 1120 100 289 100 831 100

Source: Reza , Ahmed and Mahmud . (1990:81) Table 1.6.

Today, cost effectiveness and quality have become crucial for market
competition. People have been identified as the key for making and
sustaining a competitive edge . The increasing threat from the forthcoming
free trade policy of the WTO has made the human resource more crucial than
ever before for the survival and sustaining in the market. Marlow and Patton
(1993:57-65) argued that the effective management of employees is also
emerging as a key variable in the survival of business concern. People must
be made efficient, committed and happy so that they can contribute the best
to the organization. A well-motivated, skilled work force is crucial if a firm is
to compete effectively both in the national market as well as in the global
market (Holt, 1994). Human resource management is the only tactical tool to
earn a satisfied workforce in the industry. A number of studies have
recognized the need for integrated human resource management practices for
small firms (Marlow and Patton, 1993: 57-65, Hornsby and Kuratko, 1990:9-
18).

Literature survey reveals that no study has so far been made in the area of
human resource management practices in SMEs of Bangladesh. Therefore, the
proposed study would be the maiden study in the area. This pioneer study
would discover the present state of affair of the human resource management
practices in SMEs of Bangladesh along with the avenues of dealing with the

potential developmental issues.
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Objectives of the Study

The research is undertaken with a general objective to unveil the present
practices of human resource management in the small and medium
enterprises (SMEs) of Bangladesh to contribute to the state of knowledge
regarding system of managing human resources therein. To this end, the

study seeks to realize the following specific objectives:

1) To explore the existing practices of human resource management in the

small and medium enterprises (SMEs) of Bangladesh.

2) To present findings of the study in the logical manner about the
existing human resource management practices in the SMEs of

Bangladesh.

This chapter embodies a brief description of the macroeconomic scenario of
Bangladesh, historical perspective of small and medium enterprises in the
world civilization, definition of SME in various countries of the world, the
changing views of the concept of small industry and SME in Bangladesh over
years, rationale of the study and the objectives of the study. The next chapter

will have a description of the methodology of the study.
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CHAPTER TWO

METHODOLOGY OF THE STUDY
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CHAPTER TWO

METHODOLOGY OF THE STUDY

Introduction

This chapter describes the overall research methodology of the study. It states
the choice of and arguments for selecting the research methods and strategies
for the study. The chapter presents the working definition of the key terms,
population, sample, and other related issues. The reasons for selecting
research sites, the procedure of identifying small business population and
sample size and drawing the sample from the population are discussed. The
data collection techniques and their rationale have been discussed. It
describes the major characteristics of sample small and medium enterprises/
business firms and examines their representativeness. It also presents the
statistical tools and techniques that are used in the data analysis and
presentation. The validity and reliability of the sample and research method
employed in the study are exhibited. The key concepts and variables used in
the thesis and the measures used to operationalise these concepts and

variables are discussed in detail.

Rationale of the Research Method

The research is an exploratory research. Both qualitative and quantitative
techniques have been utilized to draw the conclusion about the population.
Research may be of three types- descriptive, exploratory and causal
researches. The descriptive study deals with who, what, when, where and
how of a topic (Cooper and Schindler, 2001:141). It focuses on accurate
description of the variables in the problem model. Explorative research is
concerned with discovering the general nature of the problem and the
variables that relate to it. The objectives of the research are to develop

concepts more clearly, establish priorities, and develop operational definitions
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and to improve the final research design (Cooper and Schindler, 2001: 134).
Exploratory research serves also when the area of investigation may be so
new or so vague that needs to do an exploration just to learn something about
the dilemma facing the managers (Cooper and Schindler, 2001: 134). This type
of research is characterized by a high degree of flexibility; scope to take
convenience or judgment samples, small scale surveys or simple experiments,
case analyses, and subjective evaluation of the results. This field, human
resource management practices in small and medium enterprises
(SMEs)/businesses of Bangladesh is a barren field. No study has ever been
done till now in this area (see the literature review/ survey part). Thus, the
field is totally unknown to us. Therefore, the only method that could give us
the insights about the present state of affair is the exploratory research, which

is intended to explore the reality of the field.

The study employed both qualitative and quantitative methods for collecting
and exhibiting the facts of human resource management in the small and
medium enterprises/businesses. The reason for the use of this ‘dual method’
approach could be substantiated by the statement of Crompton and Jones
(1988:71-73) “organization research... is not a mutually exclusive decision
between quantitative and qualitative methodology. In reality, it is very
difficult to study organizations without using both sorts of methods. In any
event, quantitative data rest on qualitative distinctions... the issue turns on
the appropriateness of methods, not with taking sides in the debate between
qualitative and quantitative methodology”. Quality is the essential character
or nature of something; quantity is the amount. Quality is the what ; quantity
the how much. Qualitative refers to the meaning, the definition or analogy or
model or metaphor characterizing something, while quantitative assumes the
meaning and refers to a measure of it (Maanen, Dabbs Jr., and Faulkner:

1982:32).
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Population

The population of the study comprises the executives, staffs and workers of
the small and medium business enterprises businesses operating in Dhaka
division of Bangladesh. Small and Medium Enterprises (SMEs) are
categorized into two broad types: manufacturing and non-manufacturing that
is service firms/businesses. = Manufacturing SMEs includes chemical
industries, packaging and printing industries, textile industries, poultry firms,
construction industries, machine and tools industries, work shops with lath
machines, bread and biscuit factories, brick fields, ceramic industries, etc.
Service industries or SMEs consists of motor workshops, retailing,
wholesaling, restaurants, petroleum service centers, beauty parlours, motor
service centers, technical skills training institutes, etc. In terms of ownership,
all of the SMEs, which participated in the research, are managed by at least
one owner-manager. The companies are also independent, in the sense that
they do not form a part of a larger organization. All managerial and non-
managerial people working in these small and medium enterprises are
included into population of the study. Managerial people are responsible for
framing the human resource policies and strategies and their implementation.
On the other hand, the non-managerial people are segment of the people
element of the organization that is being affected by the managerial plans.
Therefore, the operating people are included into the population of the study
to cross- examine and verify the data given by the managerial people as well

as to know their reactions, level of acceptance, and suggestions.

The list of SMEs prepared by the Bangladesh Small and Cottage Industries
Corporation (BSCIC) and the Directory published by the Directorate of
Industries under the Ministry of Industries have been consulted to identify
the SMEs for the study. From these two lists, 120 industries are identified as

SMEs under the given definition for the study.
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Sample

The sample of the survey for the study consists of small and medium
enterprises or businesses representing various sectors of industries. Initially,
business organizations are divided into two categories in terms of their nature
of operation: manufacturing and non-manufacturing concerns. The small and
medium enterprises or businesses that fulfilled the criteria enlisted in the
definition of SMEs envisaged for the purpose of the study in working

definition are treated as SMEs.

A sample of 120 small and medium enterprises have been taken from the
population for the study of which 75% represents the manufacturing sector
particularly chemical and engineering industries and the rest non-
manufacturing sector. 2 (Two) persons, 1(one) from managerial category who
is essentially the owner-manager or the managing director or the chief
executive of the business or personnel manager or somebody exclusively
responsible for the HR issues in the enterprise and another 1 (one) from
operative workers, have been selected at random from each sample SME. The
selected respondents from each sample SME have been provided with
structured questionnaires that constitutes the respondents of the study.

Therefore, the total respondents are 240 from 120 sample SMEs.

Sampling Technique

The random sampling technique was used for the survey in collecting data.
The efforts to secure randomness were found to be extremely difficult because
of three major reasons. Firstly, the number of the small and medium
enterprises (SMEs) that enter and exit in short period of time in the market
were large and were not found in their registered addresses. Moreover, many
enlisted industries were also found inoperative during field investigation.
Secondly, there is a universal unwillingness of many business owners
to register to official business directories and Bangladeshi small and

medium enterprises’ (SMEs) owners are not an exception. Thus,
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directories were not all inclusive and therefore, not fully representative of the
population. Thirdly, many sample small and medium enterprises (SMEs)
owner-managers or mangers were found totally unwilling to cooperate and
that forced the researcher to go for alternative respondent. Thus, it was found
convenient to adopt systematic random sampling in the situation. The
method is essentially a kind of random sampling where selection of the first
sample depends on chance and then every nth item in the population is
selected. In the study, the similar type of enterprise found in the adjacent area

had been selected for the study instantly.

Owing to the above-mentioned problems, which resulted in an incomplete
coverage of the whole sample, the theoretical representativeness was
somewhat weakened and biased in favour of the SMEs that they were
available at the time the researcher conducted the survey. Thus, the overall
choice of the sample SMEs participated in this study was subjected to various

factors (further analysis is given later).

Sources of Data

Since the research was a pioneer study (see the literature survey part), only
primary source was available for the collection of data. Human resource
management is a growing discipline and majority of the owner-managers or
the managers are not well acquainted with the entailing technologies. They
are only knowledgeable with some of the aspects of personnel management.
Thus, it required an in-dept search for pointing out the events of HRM they,
the owner-managers and managers, are dealing with and enlisted them into

the findings.

Pilot Survey of the Questionnaire

A pilot study was conducted before the main survey. One percent of the

sample enterprise had been contacted for the pilot survey of the
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questionnaire. The questionnaires were sent, filled in, and returned back by
the selected respondents. Their feedback included written corrections and
notes on the questionnaire and telephone discussions upon the possible
problems that they faced in filling the questionnaire. Two reverend professors
renowned in the field had also been consulted for the wording, framing and
structuring of the questionnaire. The questionnaire was revised on the basis of
the suggestions and recommendations provided by the experts and

respondents.

Data Collection Techniques and Period

The study utilized multiple techniques for collecting primary data related to
the practices of HRM in the small and medium enterprises (SMEs) of
Bangladesh. The questionnaire, the interview and the observation techniques
were used to assemble data from the field. The face-to-face interview
technique was used to make the questions understandable to the respondents
who were less educated, educated in irrelevant field or not familiar with
many of the things included into the questionnaire. The observation
technique helped to substantiate the concomitant issues that are legally
obligatory for every business enterprise to maintain in the entity. The
questionnaire technique was used to design the basic questions related to all
aspect of the HRM to collect the data about the HRM practices in the small

and medium enterprises or businesses of Bangladesh.

The Questionnaire Designing is a critical task, which had been handled with
sufficient care to the content of the HRM. Both open-ended and closed
questions were included into the questionnaire. As the respondents were
thought to have least and no knowledge about the HRM, the questionnaire
was designed in such a way so that they can mention and acknowledge their
practice easily and in right manner. Therefore, the majority of the questions
had been made closed. The questionnaire was divided into 6(six) sections to

incorporate all aspects of search. The first section (A) included demographic
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characteristics of the business enterprise and some information about its
operational features. The second (B) through sixth sections (F) contained the

core HR practices under examination and consisted of questions shown in the

table below:

Name .Of Contain of the Section Numb.er of
the section questions
Demographic Characteristics of the small and
Section-A | medium enterprises/businesses = and some 15

information about its priorities
Section-B | Human resource Planning, recruitment and Selection 27
Section-C | Training and Development 15
Section-D | Pay and Performance Appraisal 25
Section-E | Benefits, Security, Safety and Health 18
Section-F | Employee/Industrial Relations 32
Total 132

A Covering Letter was used to stimulate respondents” interests in the survey
and explain who was doing the survey, for what purpose, who would have
access to the information provided, and why the survey was important.
Respondents were also assured that their responses would be strictly

confidential.

The questions had been carefully structured in order to be short, specific,
unambiguous, relevant to the experiences of the respondents, and to be clear
used a simple language. The questionnaire was initially composed in English
and was then translated in Bengali to facilitate the respondents to understand
and response conveniently. The responses then translated back into English to

incorporate into the thesis.

The layout of the questionnaire and its appearance were also taken into
extreme care and constructed into such a manner so that it could be
aesthetically pleasing and comfortable as well as it would take minimum

amount of time from the respondents to complete.
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The interview of the respondents was personally conducted by the searcher
himself. The respondents were approached at random. They were supplied
with a questionnaire and explained the purpose of the research. Then a
thorough discussion was made about various aspects of the issues included
into the questionnaire before going on to filling the questionnaire. This
process gave the researcher the opportunity to obtain valuable information
related to HRM practices and other issues of the enterprise. The respondents
were explained the terms and questions that they felt difficult to understand.
The hesitant respondents were approached through friends, and friends of
friends who vouched for the integrity of the research and assured them that
the interest was purely academic. This technique succeeded in breaking the
ice and establishing a rapport with the respondents. Moreover, it provided a
greater chance that the entrepreneur’s hesitance in divulging firms’ data
could be overcome. This also had provided scope for getting greater and

correct information from the respondents.

Primary data collection period is 2007- 08 during which field survey was
conducted by the researcher himself and by a group of field investigators who
had been trained on technical aspects of questionnaire and on field

investigation methods to make them competent for quality data collection.

Data analysis technique

Collected data were classified on the basis of standard criteria, and then
presented in suitable tabular form to provide a whole picture view. Then,
data were processed and analyzed making extensive selective use of the SPSS
package. In order to fit the data with the analysis, the data were transformed

into a form suitable for that analysis.
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Limitations of the Study

The study is conducted in Dhaka district only and the area itself makes
the survey bias to urbanization. Moreover, the study might be more
comprehensive and representative if it could have been done on the
Bangladesh as a whole. Non availability of secondary data was also a
constraint. Data were collected over one year period that did not reflect

the impact of changed of time.

Data presentation style

The analyzed data were presented in a standard format of thesis. It contains

six chapters. The cauterization that are made is as follows:

Chapter - 01 : Introduction: It contains a brief description of the
research topic, a description of the rationale of the

study, and the objectives of the study,

Chapter - 02 :  Methodology of the Study.

Chapter - 03 : Literature Review.

Chapter - 04 :  Theoretical Framework of the Study
Chapter - 05 :  Analysis and Discussion

Chapter - 06 :  Findings and Conclusions

Appendices and Bibliography

This chapter embodies a description of essential elements of the methodology
used for the study. This has been implemented throughout various phases of

the research. We will have literature review in the next chapter.
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CHAPTER THREE

LITERATURE REVIEW
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CHAPTER THREE

LITERATURE REVIEW

The literature survey has uncovered an astounding fact about the acute
scarcity of study in the area of human resource management practices in
small and medium enterprises (SMEs)/businesses of Bangladesh. A meager
number of studies have been found which partially addressed issues of
human resource management. However, following is the exhaustive
descriptions of the studies so far been made on small and medium business

area.

The study of Rab (1991:176-192) pointed out some problems of small
enterprises of Bangladesh in his article “Management patterns and problems
of small enterprises of Bangladesh”. The study covers 24 small enterprises.
The shortage of skilled labour was the only issue related to human resource
management that had been reported along with high cost of production,
better quality of imported goods and cheap goods smuggled into the country,
absence of accounting and cost control systems and shortage of working
capital. He also found that the organization structure was mostly
characterized by low specialization and direct supervision by owners.
Recruitment was mostly done by personal contact and training is on-the-job,
if needed. Employee turnover was extremely low and trade union was almost
non-existent. Employer and employee relations were good and compensation
consisted of mostly of pay and festival bonuses. He further reported that
nearly two-third enterprises used debt financing either from bank or private
sources. Rab(1991:176-192) suggested to improve management efficiency in
functional areas as a whole to enhance capacity utilization, reduce cost and
improve quality to meet competition but did not specify any course related

to human resource management.
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Rahman, Mia , Bhattacharjee and Khan (1979) studied on 247 small units with
either fixed investment up to Tk.2.5 million or less than 50 employees with an
intention to appraise existing policies and programmes and to evaluate the
impact of support services on the growth and development of small firms.
They found that small firms confronted the problem of training of employees,

mis-management, policy prescription and implementation.

Kamal (1981) worked on manufacturing firms with a maximum up to 49
employees to identify problems of small and cottage industries of Bangladesh.
He addressed mainly the macro development issues of such industries not
human resource management issues of small enterprises. He pointed out
inadequate and inefficient infrastructure, inappropriate policies and actions of
the government, lack of effective implementation of policies, inadequate
development institutions, inadequate financial assistance and absence of a
special financial institution for small and cottage industries. He further
pointed out the low productivity of the workers and their poor wage level as
well as lack of efficient labour along with problems with technology and
marketing. Kamal (1981) put forward some macro recommendations for
setting separate policy for SMEs, setting necessary institutional networks and

sub-contracting for future development.

BIDS (1981) studied 130 small manufacturing and repairing firms in rural area
to explore problems and prospects of rural industries. It found lack of formal
education of entrepreneurs, inadequate finance, and lack of raw material,
marketing and performance etc. problems. It also pointed out enormous
prospects of small businesses in rural area as it employs about 25 percent
rural workforce. The study was not concerned with human resource

management issues of small businesses.

Chowdhury (1981) studied 1200 small enterprises engaged in manufacturing
and repairing firms having up to 50 employees in rural area and 31 bank

branches to examine whether the shortage of finance, as viewed by small
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entrepreneurs was real or an illusion. The findings showed that the financial
shortage was illusory; rather they were innovated with some other deeper
problems such as managerial, labour and cultural. No specific objective and
findings were directly related to human resource management but a general

comment tended to lead to human problems.

Ahmed (1985) studied 18 agencies and 57 rural small scale and cottage
enterprises to evaluate the effectiveness of the existing institutional set up for
promotion and development of small enterprises. The study found that the
macro policy and institutional network were not properly formulated and
implemented. It was so narrow that it was incapable to handle the task

needed. It did not study human aspect of the small enterprises.

Ahmed (1987) further studied small enterprises with maximum 49 employees
or fixed investment up to Tk. 2.5 million to assess institutional arrangement to
finance small enterprises and compared it with the Japanese system. The
findings suggested that there existed a wide gap between the amount
demanded and actually received financial support and the smaller firms did
not have any access to institutional finance compared to that of large. The

human resource management was not a topic to address.

HIID/ESEPP (1989) conducted a historical survey of the government policies
related to the promotion and development of small enterprises based on
secondary data. It found that most five -year plans ritualistically paid homage
to the role of small enterprises but little attention was given for its practical
promotion in terms of investment, operational policy formulation, technology
development or institutions building. No special support was provided for
small enterprises until 1986 and notorious bureaucratic sloth and
administrative complexities retarded many to take credit facilities. The study
also did not pay any consideration to the micro-level human resource

management issues.
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Sarder (1990) made a study on small enterprises having maximum taka 15
million investment and 49 employees for assessing the development
potentiality of small enterprises and found that there existed a host of
favourable factors for the development of this sector. He did not mention any

human resource management issue of small enterprises of Bangladesh.

Reza, Ahmed and Mahmud (1990) studied 120 small firms having
employment of 10 to 39 employees and engaged in food and allied, apparel
or textile and engineering with a view to analyze economic performance,
barriers to growth and policy impact. Besides macro problems, he pointed out
some micro problems such as demand constraints, poor product quality,
technological inefficiencies, poor infrastructure, and restricted access to
institutional finance. A few of these problems was involved with human

resources but that was not specifically mentioned.

Galway (1985) made a study to identify export related services available to
small businesses and to make recommendations to USAID about possible
assistance that would benefit small firms in exporting their goods. He fou