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Abstract

The thesis studied privatization policy of Bangladesh in the context of current
form of globalization based on neo-liberal beliefs. Many scholars powerfully
challenge the ideological basis of globalization. Impacts of the agenda promoted
by globalization forces, of which privatization is one of the foremost, range from
hindered national growths and increase in inequality to blatant economic disasters

around the globe.

It is shown that, even though privatization could be considered one of the
foremost of globalization agenda, concepts related to it are quite varied in
meaning and treatment. Mainstream thinking lacks detlnition, moderates confines
it mainly to enterprises level and political economists requires more focus on the
issue. Seemingly a comprehensive understanding calls for a comprehensive
theoretical framework, which the model of Savas apparently have.
m' 49.'137

Treating privatization basically as a governance issue, Savas model tried to
understand it from the critical point of view of choice of right mode of service
deliver)' for the various goods and services a society needs. Classifying, with its
exclusion and consumption criteria, all the goods and services in four groups -
private, toll, common pool and collective - the model identified that market
mechanism could not provide two of the classes - common pool and collective
goods, h was argued that more and more, in civilized societies, private and toll
goods assume the characteristics of collcctive goods to be arranged and provided

by the government and paid for with taxes on behalf of the citizens. The model
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identified ten service deliver)' modes - governmcnl service, intergovernmental
arrangement, government vending, contract, grant. voucFier. franchise, market,
voiuntarv, and self-service and defines privatization as the movement in service
deliver} from a mode up in the order to a lower one is privatization. The decision
to privatize or not is dependant upon factors relating to the case at hand and not on
any predetennined rule. The deciding factors may include social desirability of
the particular service delivery mode depending upon the prevailing values of the
society. In this thesis we have tried to employ Savas model to understand the

phenomena of privatization.

To establish the two main propositions of the thesis - globalization dictated the
privatization policy of Bangladesh and privatization can be better understood
employing Savas model - we have analyzed four privatization related policies of

Bangladesh and examined a case - privatization of fertilizer distribution.

The findings of this research, as presented below, lend support to the theses:

I. The policy analysis presented clearly showed that Bangladesh have embraced
an all out privatization policy in line with thought of the globalization forces.
The dictates of globalization forces are also evident. But, despite taking this
policy stance, analysis of government e\pendilure and income data reveals
that the size of the government is growing over the period in question. [I'his
indicates that even though public is paying more, they are getting less from the

government day by day under the current privatization regime. This may
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provide an indication to the deeper contradiction of the current globalization
dictated privatization policy of Bangladesh.

2. The case of privatization of fertilizer distribution vividly showed that a major
privatization move initiated totallj on ideological grounds and no analysis was
conducted as to the feasibility or impact of the program. Employing Savas
model it was shown that, that there was no scope for bringing in market
efficiency argument in this particular case which composed of
intergovernmental arrangement and government service. Role of market
mechanism was nowhere in the scene. The impacts of the privatization move,
almost solely dictated by a globalization force brought disastrous results - cost
of distribution increased, fertilizer prices went up and its use reduced. The
case study suggests that Savas model may serve as an analytically useful tool
as it can provide better insights to the activities involved in the privatization
process. As the studied case was a major one and presumed to have typical
characteristics, the findings lend support to the proposition and may have

general applicability.

In conclusion, it is argued that the privatization policy of Bangladesh needs re-

thinking in the light of the new understanding.
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Globalization and Privatization Policy of Bangladesh

ill the long run an ideology can sun'ive only if il facilitales the smooth ami ejficient
functioning of the economy. Ifit hampers that, the society - and with it the ideology - must
perish in the end. But the reckoning may he long postponed'. - Gordon Childe'

Chapter I: Introduction

1.1 Background

The privatization-debale is not dead, or even, the issue, decided. On a global level,
concerns for greater role of states in securing supply of important goods and services,
such as the oil and gas, education and healthcare, are coming back into debate.
Apparently, the sign of pressures against privatization policy is not emanating only
from ideological grounds but from pragmatic and populist concerns of protecting
national interest and welfare oi' the people®. Recent tussles on port privatization in
Bangladesh also show that the issue is alive, and more importantly, needs further

careful consideration.”

In Bangladesh context, it is more important because privatization policy bears the

legacy of nationalization process, which began early after independence and

' Childe, Whal Happened in Histor}’
A Wikipedia, the free encyclopedia, s.v. “Hugo Chavez."

N“Save Chittagong, Save CoLintr\',” Open World Conference Website
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socialism was enshrined as a basic national goal in the constitution. Later event
suggests that the global forces had acted upon Bangladesh and eventually stage was
set to kill the then president and overthrow the regime committed to greater stato-

roe**,

That is w'hy global context is also important in examining privatization policy of
Bangladesh. Though globalization process, as a positive phenomena, can be traced
back into history in the way of spreading IVuits of knowledge from one region of the
world to other, it is the one specific doctrinal sense of economic globalization which
particularly calls for focu.sed attention in the context of privatization policy of
Bangladesh as because, we will see later, privatization is an integral part of the
agenda of this particular form of current globalization which is alleged to have a very'
strong influence over the formation and implementation of privatization policy in

Bangladesh.

In this thesis we will try’ to explore privatization policy of Bangladesh from a
conceptual framework, which has possibly never been employed to examine the
issue. The phenomenon of globalization, in the sense we will use here and which will
be elaborated in the next section, is strongly related to the issue of privatization policy

of Bangladesh on the ideological plane. In fact, privatization agenda appears to be

mSobhan, Crisis of External Dependence



Dhaka University Institutional Repository

the heart of the doctrine espoused by the ciirrcnt globalization based on neo-liberal

beliefs.

I 'he doctrinal approach to privatization in Bangladesh, dictated by the globalization
forces, caused serious problems; the issue of privatization can be better understood
and managed employing the conceptual framework of Savas. which views the issue
from the angle of suitability of various institutional arrangements to provide different

kinds of goods to the society\

We are not suggesting that the issue of privatization is in any way limited to academic
debates or intellectual exercise. We all know that it is a real life issue centrally
related to economic management and development approach of the nation.
Apparently, as we will see in a coming chapter of this thesis in some detail,
Bangladesh has overwhelmingly embraced the privatization it its national policies

stipulated by globalization.

Though globalization is a well known, almost household w'ord nowadays, for our
purpose, in the next section, we will discuss it in detail, specifying the meaning,
related ideology and its implications to privatization and privatization policy of

Bangladesh.
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1.2. Globalization

1.2.1Concepts of Globalization

Globalization in a general sense means “intemational integration*. Two major
connotations of globalization may be identilled. One is the long historic process of
global integration that “contributed to the progress of world through travel, migration,
spread of cultural influences and dissemination of knowledge (including science and
technology)’”. In the other sense, and this is the sense which we will be more
concerned for this study, globalization reters to “a ver>" specific form of international
economic integration ... namely based on the priority given to investor rights not
rights of people ... within a general neo-liberal framework, roughly the so-called
Washington Consensus®” and championed by Bretton Woods Institutions and its
allies. The former sense may be designated as ‘globalism' to distinguish it with the

'‘doctrinal’ globalization.”

It may be argued that the current form of globalization started in full swing from the

year 1979, the year Margaret Thatcher became ihe Prime Minster of UK"\

A Chomsky and Mandic, “On Globalization"

ASen, “How to Judge Globalism”

*Chomsky and Mandic, “On Globalization"

9. Sen, “How to Judge Globalism " and Chomsky, “From Coloniali/.ation to Globalization”

Milanovic, “Two Faces of Globalization"
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Incidentally, in the previous year {1978)". USAID (United States Agency for
International Development) launched a project in collaboration with Bangladesh
Agricultural Development Corporation (BADC) to privatize the j'ertilizer marketing
in Bangladesh and the rationale and language in support of the project was quite
similar to the political rhetoric employed by the Iron Lady in dismantling the SOEs

(State Owned Enterprises) of the UK.

1.2.2 Concerns About Globalization

Main concerns about the current form ol' doctrinal agenda based globalization are as

follows:

1. The ideological premises of globalization, based on neo-classical economics,
are highly questionable. According the precepts of this school, people only
have rights up to the extent what they can acquire from the market, II' they

can't it’s their problem and let them left alone and perish'\

" The year 1978 is also significant for Bangladesh from privatization perspective on another ground
that on September 9. 1978, the then Minister of Industries announced a pohcy package for attracting
private investment at a Press Conference. Please see Zohir. liiduslrial Policy of Bangladesh

'mIn a paper, USAID acknow'ledged that ‘the program [privatizing rcrlilizer distribution] was
ideologically driven to some extent’. In fact, the program was totally based on neo-libcral beliefs in
‘market efficiency’ and private sector ‘superiority’, as we will see iu Chapter 3. Please see “USAID
Evaluation Highlights.”

Galbraith, History ofEconomics and George. “Short History of Neo-liberalism”
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2. The teachings of neo-classical economics has been powecrfiitly challenged by
Marx, Keynes and Sen from their respective point of views;

a. Extending the classical modcL Karl Marx showed, from historical
materialistic perspective, that the system which classical economy is
presenting is not sustainable and at one stage hinders further
development of productive forces, by proposiny, his refined form of
theory of value and a theory of social progress based on dialectic
relationship between capital and labor. The Marxian challenge
eventually established a new school of political economy, many
variants of which now exists in the thoughts of lelt thinkers™.

b. John Menard Keynes showed that economies tends to operate at a
low™er than full employment equilibrium and it is the government, who
can, through fiscal measures, bring back the economy to full
employment levels, thus breaking the potentially sustaining rccessive
situation of capitalist economies. So. role of the government is not
residual (in the sense of correcting 'market failures") but decisive factor
for economic dcvclopmenl'?

c. Amartya Sen showed that the basic premises of welfare economics
based on neo-classical concepts of Benthamian utility is untenable and
decisions of societal welfare and progress can not (and should not) be

grounded on these highly unrealistic assumptions. He proposed a new

‘wGalbraith, History’ of Economics

Galbraith, History: o fEconomics
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development paradigm based on concepts of capability, entitlement,
and well-being of man’,

d. It was pointed out that the ‘'autonomous sphere of exchange
relationship' as proposed by neo-classical school can not tell us much
about economic development and its alleged autonomy is highly
guestionable. The claim that economic propositions posses 'universal
and necessarj” characteristics is similar to the absurdity of'synthetic a
priori propositions'. In reality economic propositions are aposteriori

in nature and undeniably verifiable empirically'?

3. Neo-classical doctrines lends heavily on the monetarism advocated by Milton
Friedman. It was argued that monetarism in its core concept is socially
biased. It operates against inflation by raising interest rates, which, in turn
inhibit bank lending and resulting deposits - that is. money - creation. High
interest rates are wholly agreeable to people and institutions that have money
to lend. The applicability of the theoretical apparatus of monetarism, the
equation of exchange of Irving l'isher. is questionable on the grounds that
what is defined as money could be controllable. Moreover, the attempt to
control money supply can adversely affect transaction itself, that is industrial

output and employment’*

Sen, “Jibonjalru () Onhanity" (in Bengali)
Dobb, Studies in the Development ofCapital/xm. 1llere Dobb is particulalr>' referring to Friedich A.
von Hayek’s claim.

Galbraith, History q/ Ecunomicx
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4. The results which globalization has produced since 1978 clearly call for its
rejection as mentioned below:

a. Studies showed that globahzation has produced strong divergence of
income inequality and hinder growlh. compared lo previous decades'.

b. Studies carried out on the East Asian crises in the late 90s showed that
IMF and World Bank prescribed policies (privatization is a part of the
agenda"®), particularly trade and llnancial liberalization, was mainiy
responsible for the economic disaster. Most importantly, the role of

IMF explicitly protected the role of Wall Street Investors by totally
disregarding the interests of the concerned countries. It was also
alleged that US Treasury. Wall Stieet Bankers and US Chamber of

Commerce are the guiding force in formulating IMF policies™'.

From the above arguments, it may be concluded that the globalization, as we
understood it, is based on questionable ideological basis and did produce undesirable
effects over the globe, through its policy agenda, among which privatization is the

foremost.

Like globalization, the conccpt of privatization also needs to be clarified. In the
following section we will elaborate and specify the issue for our purpose and present

the conceptual model to understand it properly. In doing so, first we will discuss

Miianovic, ‘Two Faces of Globalization"

IMF Staff, “Globalization: Threat of Opportunity?"
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major schools of privatizalion thoughts and present briefly the critical analysis of
these schools. This would possibly lead to slretigthening the position, which we

would be holding in this thesis.

1.3.1 Concept of Privatization: Analysis of Various Schools of Thoughts

Privatization, like globalization, needs clarification. There are many connotations of
privatization such as denationalization, disinvestments, deregulation and
liberalization. As this is one of the key agenda of current form of globalization and
indeed a highly debated one, understandably there exist multiple analytic point of
views. We may classify these schools of thoughts with regard to privatization in
three broad categories such as; the neo-liberal mainstream, the left, and the moderate.

Let us start the explore with the mainstream first:

1.3.1.1 Privatization: mainstream thinking

Mainstream thoughts on privatization are represented by the Bretton Wood
Institutions its associates. As we have already mentioned, this school believes that
privatization is a necessary good. The proposition is based on the assumption of neo-
classical economics of superior capability of private sector and market mechanism in
terms of efficient use of resources. There standard argument is; as the private sector

is more efficient in everything it should be in charge of everylhing. Therefore,

> Jomo, Tigers in Trouble
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privatize everytliing. The concern of this school about privatizalion not to understand
it, as it starts with the faith that government is evil, the maim concern is how to
privatize. As privatization involves transfer of billions of dollars of public assets into
private hands, understandably modalities are important, not to mention the
importance of handling critical political oppositions. Efforts are also made to lend
empirical support to the privatizalion claim. Here we will examine one of the main
publications in support of privatization, which contains the standard arguments and

finings with its criticisms.

Bureaucrats in Business, The Economics and Politics of Government Ownership
(BB)" is basically an advocacy for privatization and how to do it properly. Though it
does not formally define privatization, it is apparent that here privatization means
taking anything out of government modalities of which includes outright sale,
management contract, performance contract, regulator) contract etc. BB does not, in
fact, say anything about the concept of privatizalion apart from its doctrinal
standpoint and basically it is concerned about state-owned enterprises. For this
reason, the objections which has been presented earlier in section 1,1.2 on current

globalization can also be similarly argued against this line of privalizatit)n thinking.

mfhe empirical claims suggesting benefits of privatization in Bureaucrats in Business
lend heavily from an earlier World Bank sponsored study done by a team composed

of Ahmed Galal and three other researchers and presented in a book titled Welfare

Bureaucrats in Business

10
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Consequence o fSelling Public Enterprises. An Empirical Anulysis®. M.M. Akash
critically examined these claims and established, using the same set of data, that they
are not well grounded, that it can not be said, e\ en under Ihc unrealistic World Bank
assumption of comparing private and public sector in the same manner, that

privatization has brought benefits””.

It may be pointed out that Rtireaucrals in Business testifies an important fact,
privatization has to be properly understood in the light of values of respective
societies, particularly the political ones. In the Foreword of the book, the then Chief

Economist of the Bank, Michael Bruno observed:

But why haven’t more governments privatized or otherwise reformed state-
owned enterprises? Refomi entails political cost. Because politics is integral
to reform, a study of reform in public ownership cannot exclude political

analysis.N”

This acknowledgement is important because, like any other national economic policy,
privatization, inevitably impacts upon millions of lives, possibly more than any other
policies. But, arguably, lack of consideration for social aspects and concern for
people is, possibly, the most critical element ol’nco-liberal privatization agenda as we

have shown earlier.

Galal, Jones, Tandon and Vgelsaiig. Weifare Cunsegiiences
Sobhan, Akash and Akratn. Reform ofState (Mned Enterprises

Bureaucrats in Business
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Let us conclude this section by mentioning the recent position of the Bank, which
apparently backtracked from its earlier strong privatization stand’*  Now it
acknowledges that privatization has not brought benefits to infrastructure sector and
employing this policy is dependant to local conditions. We now turn to the next class
of privatization thoughts, as we have discusscd this new position of the Bank and its

implication in more detail in section 2.2.4.

13.1.2 The Moderates

This class of thoughts draws from neo-classical thoughts but it tries to rationalize the
further. Unlike the mainstream, they also deal with the 'what' and 'why' in addition
to the ‘how’ questions. There are two distinct categories in this class - the one which
considers equity in their analysis and which employs only economic arguments. Let

us examine them in turn.

Equity based Moderates

We take the thinking of V.V. Ramanadham to explore the privatization proposition of
this school. Ramanadhan dellncs privatization as ’... not merely in the structural
sense of who owns and enterprise, but in the substantive sense of how far the
operation of an enterprise are bought within the discipline of market force™,' The

problem with this definition is its narrow scope within enterprise. It appears that the

The World Bank. “World Development Report 2006”

Ramanadham, Privatization in Developing Countrias

12



Dhaka University Institutional Repository

concerns of privatization could be (and is) much broader. Limiting the role of

government (rolling back the frontiers of slate) is the spirit of privatization.

The main characteristic of this thought is that they recognize that there are important
equity considerations in evaluating privatization, which includes a range of factors
such as income and social welfare. Though this is a signitlcant moving aw'ay from
neo-iiberal mainstream, as it apparently does not have a positive analytical framew'ork
for dealing whith privatization apart from the neo-classical economics, it basically
could not add much to the understanding of the issue. The importance of this thought
lies in its acknowledgemeni of social values and realities in choosing privatization

decision.

Rational Moderates

This sub-class also believes in neo-classical preccpts but it has a seemingly more
rational approach to deal w'ith privatization. But they do not consider equity or social
justice into their analysis. We take a work of Leroy P. Jones and two other
researchers to represent this type™*. Holding the assumption that public enterprise is
less cost efficient, they emphasize that proper valuation of public enterprise is
necessary to reach a win-win situation while privatization. Though, this effectively

means valuing public enterprise differently from a private firm, it fails to recognize

mJones, Tandon and Vogelsang, Economics of Pi-ivaiizalion
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that public enterprises possibly have many other objectives to fulfill rather than

earning profits. This schools also adds little to the understanding of privatization.

1.3.1.3 The Political Economist

The thinking of this school are related, directly or indirectly, to Marxist thoughts but
we classify them mainly on the ground that they do not unquestionably believe in
neo-liberal assumptions, particularly the one of superior efficiency of private sector
and market mechanism compared to the public sector. Moreover, they examine the
issue not only from economic point of view, socio-political factors are of vital

significance in these analysis.

This class of analysis holds that in deciding the public-private divide in an economy,
it is necessary to consider the role of state in a particular stage of societal
development from a historical perspective coupled with the interactions between
interests of various classes based on ownership of means of production. This analysis
could be instrumental in identifying and deciding relative values of various
arrangements for service deliver)' and their political and social feasibility. The
analysis is not basically focused on privatization phenomena and it highlights more
on the importance of role of state and public enterprises and how to improve its

performance rather than just selling it to private sector."”

Ahmad. Slaie and Development and Sobhaii, I'rivaiizalion in Bangladesh.

14
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The three main schools mentioned above may have useful insights into understanding
the privatization phenomena, particularly the motives, which drives the recent
globalization based privatization policy of Bangladesh, and impacts. But evidently,
these schools of thoughts lack to provide a coinprehensive understanding of
privatization. To respond to the call ol' Rehman Sobhan’® one of the main
proponents of political economy school, to formulate an appropriate privatization
policy for Bangladesh may require an alternative model. Savas has proposed one

such conceptual framework, which we are going to present next.

1.3.2. Savas Model of Privatization: Analytical Framework for the Study

The framework proposed by Savas”t' to understand privatization appears to be to be
more exhaustive to the concept's various nuances. Emphasizing that privatization is
basically a governance issue, Savas defines privatization as: 'the act of reducing the
role of government, or increasing the role of private sector, in and activity or
ownership’. He identifies four major forces behind privatization - pragmatic (in the
sense of better government), ideological (less government), commercial (more
business), and populist (belter society). It is mainly the ideological force, which
connects privatization with globalization, though other three forces also play

important roles in formulating privatization policy.

' Sobhan, Privatizatiofi in Bangladesh

Savas, Privatization

15
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In detenniniiig the appropriate role of government Savas then clasified goods and
services into four categories based on two criteria: exclusion and consumption.
Exclusion means whether it is possible to exclude potential consumers from obtaining
the product and consumption denotes how the product is consumed - individually or

jointly. The categories are;

« Private goods (exclusion feasible, consumption individual)
« Toll goods (exclusion feasible, consumption joint)
e Common pool goods (exclusion infeasible, consumption individual)

e Collective goods (exclusion infeasible, consumption joint)

He goes on to point out that market mode of service delivery cannot (and will not)
supply collective and common pool goods, liut government can (and does) through

collective action (taxes and laws).

Societal services (including the act of governance) as a whole can also be viewed as a
collective good since no one can be excluded and consumption joint. And

government provides it by collective will, action and agreement.

It may be noted that Savas points out that some goods, though in ordinary sense

belong to private or toll categon.’, migrated to collective good category'. These goods

" are so worthy that their consumption should be encouraged regardless of the

16
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consumers ability to pay'. The process of migration from private and toll to collective

goods liappens wlien —

1. Society acting through govemment decided to provide certain private or toll goods
completely or partly at collective expense

2. Everyone benefits to some degree when these ‘worthy goods' are consumed (i.e.,
there are positive externalities) and so their consumption can be considered partly

joint and exclusion has been abandoned because these arc worthy.

Tracing the societal values it can be said that more and more private and tool goods
are becoming collective goods (education, healthcare, tbod for poor, shelter, support
10 agriculture are few major examples), as the civilized societies decided that they are
w'orthy goods. In USA alone such worthy goods (that is re-designated collective
goods) account for 45% of all government spending (1989) up from 31% in 1960.

They represent 62% non-defense, non-interest spending, up from 51%"".

In order to identify' the basic institutional service delivery arrangements the model
then goes on to designate three participants in the service delivery process as:
consumer, service producer, and service arranger or provider. Based on this
distinction of participants, the basic institutional arrangements for service deliver}’are

classified as follows:

Savas, Privatization

17
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1mGovernment service: It denotes **tlie deliver}' of a service by a government agency
using it own employees; government acts as both the service arranger and the service
producer.*” Government services may be paid by taxes and with or without user
fees.

2. Intergovernmental arranaement: In this arrangement a government agency hires or
pays another government to supply a ser\ ice.

3. Government vendina: When consumer arranges to purchase goods and services
form a government agency.

4. Contract: When governments contract with private firnis and non-profit
organization for delivery of goods and services. Here private organization is the
producer and government is the arranger, which pays the producer.

5. Grant: “Under a grant system, the subsidy is given by government to the producer.
The grant may be in the form of money, tax exemption of other tax benefits."”

6- Voucher: The voucher system subsidizes the consumer.

7. Franchise: In this arrangement, privileges are awarded to a private firm to supply a
particular service.

8. Market: In this arrangement, "the consumer arranges for service and selects the
producer, which is a private firm. Government is not involved in the transaction in
any significant way, although it may establish service standard."

9. Voiuntarv: In this arrangement, the voluntary mutual-aid association acts as service
arranger and either produces the service directly, using its members or employees, or

hires and pays a private finn to do the work.

All the quotes used to describe the ten arrangements are taken from: Savas, Privatiiaiion
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10. Self-service: “The most basic delivery mode of all is seif-help, or self-service/

Here the consumer aminges and produces the service for himself.

The model argued that any movement in service delivery from an upper arrangement

to a lower one is privatization.

The model then sets some factors for evaluating and comparing these alternative
arrangements for delivering goods and services to a given society and in case of
deciding privatization alternatives, The model articulates tliat privatization decisions

is be made on the basis of analysis of the case at hand, not on any predetemiined rule.

This model appears to capture most of the relevant features in deciding privatization
policy, more pragmatic in its approach and most importantly, puts appropriate
importance of social values in deciding among the available service delivery

arrangements.

This conceptual understanding will be of used for our purpose to examine the

privatization policy of Bangladesh and to examine a specillc case of implementation

of the policy - privatization of fertilizer distribution - in Bangladesh.
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1.4 Link Between Globalization and Privatization Tolicy

Considered separately, privatization and globalization seems iinrclaled issues. But if
we consider the privatization policy of Bangladesh, in the context of doctrinal

globalization, there possibly exist strong link, which we may identify in more detail.

Generally, the link between privatization policy and globalization is in the ideological
plane {less government). In practice, privatization created huge oppoitimities for FDT
{Foreign Direct Investment)-, less regulation means free market operation by
multinationals and their domestic allies. Less trade restrictions means free flow of
goods from industrialized nations. Free capital account means mobility of capital at

will and make the countrv more vulnerable.

Privatization of state-ow'ned assets has opened up enormous investment opportunities
for multinational corporations. In many developing countries foreigners bought most
of the things that has been privatized. The share of FDI in privatization revenues is
much larger in developing countries. Privatization revenues increased from $69
billion to $ 88 billion from 1995 to 1996™", Some critics even call the globalization

phenomenon as 'short for global privatization"”.

ILO, “National Framework for Globalizalion"

The Brandt Equation, “2P' Century Blueprint”
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We have so far discussed about the conceptual aspects of the thesis - about
globalizalion and privatization, theories related to these and what are the senses we
will employ them. Now we will discuss below how- we arc going to present the case

to lend support to the basic arguments of the thesis.

1.5 Methodology' of the Study

We have employed two methods to establish the theses. One is the policy analysis
and the other is case study. We have analyzed major privatization related policies of
Bangladesh (PRSP, Privatization Policy, industrial Policy and Industrial Policy) and
shown that these are in line w'ith the stipulates of globalization forces. Then, we have
gone to explore a privati/ation-case in Bangladesh, privatization of fertilizer

distribution. The reason we choose this case are as follows:

1. This could be considered as a typical privatization case on the ground that it
w'as initiated, like most privatization ca.ses under globalization, on ideological
basis, employing the standard neo-liberal arguments and not empirically
supported.

2. This was a major privatization case, particularly after the regime change in
1975. It was also a very important one as it impacted the lives of millions of
farmers of Bangladesh as it covers the whole country. It involved a cost of

US$ 222 million.
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Based on the above, we may argue that the observations of the policy analysis and

casc'study may lend cmpifical support to the thesis.

1.6 Limitations of the Study

Following may be identified as the limiting factors of the study:

1. The case we have studied is a historical one, it relates to events of about 28
years back. The organization (International Fertilizer Development Center,
IFDC) that implemented the program (privatization of fertilizer distribution)
no longer operates in Bangladesh and access to the documents of this
organization, apart from the ones available in the net, is ver> difficult.

2. The documents under the possession of government of Bangladesh are,
apparently, equally inaccessible, not due to unavailability, but due to a sort of
‘unofficial ban’ on disseminating information on fertilizer sector.
Government officials are also generally ver\ tight-lipped about this issue.

3. Many of the source documents related to the study are available only in the
net. But due to the poor quality of Internet services, it was, sometimes, very

difficult to scan the documents appropriately.

We now conclude the introduction section by presenting an outline of the thesis next.
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1.7. Outline of the Thesis

Chapter 2 will review the privatization situation in general with focus on policy
aspects and its link with globalization forces. PRSP will be briefly examined to show
that il is in fact a re-packaging of structural adjustment policy of the Bank and
followed almost 100% the dictations of the Bank, which is provided in the volumes of
PRSP preparation guidelines. Also to identiiV that the lack of understanding about
the character of goods and coiTCSponding suitable service deliver) arrangements
resulted in conclusions potentially dangerous for the development of Bangladesh. It
will also be revealed that poverty alleviation is only a mere rhetoric considering the
PRSP focus.
e 449237

Then Privatization Policy will be examined to identify its ver\' narrow® focus (sale of
government assets) and all out bias to the dominant paradigm, which is a clear
indication of the lack of understanding ol' nature of goods and services, the
privatization process and, not the least impoitant, any value based approach. Faith in

market is evident.

Then two important policies; Industrial Policy and Agricultural Policy will be
examined. It will be shown that, even though both the policy, particularly the
Agricultural Policy, showed some pragmatism these mainly hold similar views, with
regard to privatization, as mentioned above with regard to PRSP and Privatization

Policy.
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Chapter 3: Chapter 3 will investigate in detail tiie privatization process of fertilizer

marketing as outlined in the above application ol'the framework.

The study is mainly based on published documents (studies, reports, government
memos etc.) collected from various sources (mainly from Ministrv' of Agriculture) to
gather relevant infomiation on fertilizer marketing. Interviews were also conducted

to get clarification and opinions from relevant stakeholders.

So far, the privatization policy in Bangladesh has not been viewed from this particular
approach. As the analytical framework appears to be more pragmatic and exhaustive
compare to other models, and more management oriented, it is e.xpected the study

would likely to add some value to the existing body of knowledge.

Chapter 4: Conclusion

Conclusions will be drawn on the basis of analysis of the research lindings presented
in the earlier chapters. Arguments will be summarized as to how far the findings lend
support to the propositions presented in the the.sis and their significance. Emphasis
will be given that the privatization policy of Bangladesh possibly needs to be
reviewed in new' lights in the face of challenges posed by dynamic forces of

globalization.
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Chapter 2: The Privatization of Bangladesh

'h shall be a fundamental responsihilily of ihe Slale to atlain through planned
economic growth, a constant increase ofproductive forces and a steady improvement
in the material and cultural standard of living o f the people, with a to securing
to its citizens -
@ the provision ofthe haste necessities of life, including food, clothing,
shelter, education and medical care:
(b) the right to work, that is the right to guaranteed employment at a
reasonable wage having regard to the quantity and quality o fwork;
(©) the right to rea.sonahle rest, recreation and leisure: and
(d) the right to social security, that is to say, to public assistance in cases
of undeserved want arising from unemployment, illness or
disablement, or suffered by widows or orphans or in old age, or in
other such cases.'
- Section 15. The Constitution of the People's
Republic o f Bangladesh™

2.1 Plan of the Chapter

An analysis of the privatization policy ot'Bangladesh will be presenled in this chapter
to show, inter alia, that the focus of development policy of Bangladesh has shifted
from the active role of state to ensure basic necessities of goods and services to the
citizens to fostering market economy oriented private sector growth. Hven though
Bangladesh aggressively pursued privatization policy during the last three decades
under the behest oi' globalization forces, the si/e of the government has grown

continuously during the same period.

Constitution vfBangladesh
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Attention will be given to current policies making reference to the previous ones.
PRSP, the prime economic policy document of Bangladesh now will be examined
along with three pohcy documents - the industrial Policy, the Agriculture Policy and
Privatization Policy. It may be mentioned here that I rivatization policy deals with
only one, but significant in terms ol‘go\ernment ownership, Ibrm of privatization
(sale of government assets). It is necessarv' to review' ihc other policy documents also
to get a broader view' of privatization, the sense, which is under study in this paper (as

described in Chapter 1).

2.2 Poverty Reduction Strategy': A Misnomer

The Government of Bangladesh no longer produces national economic plans in the
form of five-year plans, it chooses, apparently at the dictate of the donor alliance™®, to
guide its economic activities on a set of ‘strategies’. The document titled 'Unlocking
the PotentiaP™' and sub-titled 'National Strategy for Accelerated Poverty Reduction’
and popularly known as PRSP (Poverty Reduction Strategy Paper) is now the apex
economic policy document of Bangladesh based on which all other policies are

supposed to be formulated.

The advantage of the adoption of such a title (PRSP) for the national economic policy

document abandoning the clearly understood and well- known term ‘plan’ is not

Sobhan, Bangladesh's Political Ecunomy

Unlocking the Potential
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readily understood. The document has idcntilled objeclivcs. set priorities, strategies,
goals and targets and developed a hierarchy of policy matrices, based on which action
plans will be devised™'", to integrate and coordinate activities. All these clearly fall
under standard definition of planning"**’. I'hc time frame of the policy document also
correspond to a medium-term to long-term planning hori/on which are 2005- 2007
for macro-economic framework and 2005-2015 for attainment of Millennium

Development Goals (MDG).

In addition to the misleading title of document, the following major criticisms may be

made about the PRSP from privatization point of view:

2.2.1 PRSP: *01(1' Neo-liberal Lessons in ‘New' Package for Bangladesh

Poverty reduction as the prime objective of development strategy of Bangladesh, is

not a new thing, h has been the focus of national economic planning since

independence"". What is new" is the explicit attempt to leach the basics of neo-
classical economics, and more importantly, to formalize the standard Bank-Fund

approaches in the national policy document of Bangladesh.

The process of tbmiulation of Action Plans based on PRSP at ministerial level has initiated in mid-
2006.

Robbins, and Coulter, Munagemcm
o Report o fthe Task Force. The Report also itientioned the other two main objectives during the
period: greater self-reliance in development process and ensuring a process of sustained growlh for the

economy.
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'Private sector development in a holistic manner', 'more liberalized trade regime' and
‘continuing reform of financial sector' are the core focus of PRSP which goes in line
with donors agenda of Siructura! Ailjiisimcnt Reforms™', specific components of
which are expanding role of private sector in a market led economy, denationalization
and privatization, withdrawal of subsidy and numerous other secloral and institutional
refonns. Poverty may or may not reduce but not as a result of these policies. On this
assertion of the link between poverty reduction and market-oriented growth, PRSP

appears to hold quite a qualified position.

The scope of the paper does not permit us to go into that detail. We would focus on

PRSP by examining its view' on privatizalion and some related issues,

2.2.2 Privatization, PRSP and the Recent Trend of Globaliiration

In line with its general conviction, PRSP recommends privatization whenever it gets a

scope to propose it. Let us see some examples:

a. SOE Reform - PRSP advocates standard Bank-Fund argument of using its a-
priori assertion of greater private sector efficiency""’. This argument was not
supported by empirical evidence'*"’. Most interestingly. PRPS proposes to set up a

‘commission’ to gear up the pace of privatization, which in PRSP view is very

Sobhan, Bangladesh’ Political Economy

Bureaucrats in Business
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slow. One Privatization Commission is functioning since 2000. It is not possible
to understand why PRSP proposes to form another commission for the same
objective. Another ‘interesting' proposal is to allow prospective buyers to float
'privatization bonds’ in the capital market to finance the SOF. purchase bill to pave
the way that one can become the owner of an SOlv without committing any fund
of his own. PRSP is not concerned with this 'efficient’ and 'stake-less' private
buyer's incentive to perform at the PRSP supposed level of efliciency, assuming
that he would perform at all at any level in the first place. PRSP make no effort to
differentiate the SOEs in terms of protnability or externalities or 'worthy goods',
not to mention the governance point of view,

Agriculture Input Distribution - PRSP asserts that distribution of irrigation,
farm equipment, fertilizer and pesticide distribution will remain as a private sector
activity.  Private sector will be encouraged to develop quality seed and its
marketing. And. in order to spread the inigation in private sector adequate paddy
price support will be given in main horo harvest season. PRSP did not choose to
mention any supporting argument as to why all distribution will remain in private
hands. We will examine in detail in the next chapter the distribution and
marketing of fertilizer and will see that the casually made assertion by the PRSP
is loaded with complex issues to consider on which the decision of privatization
could have been grounded; decisions which affect the life and death of farmers of
Bangladesh and the real prospect ol' any poverty reduction. In fact, for irrigation

and farm equipment, not only distribution, but the whole business, import/

Sobhati, Akash. and Akram, Reform ofSiaie-Owned Eiiierprise
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production, distribution/ marketing and after sales serx ices. is in private sector for
long. It is not clear whether PRSP intends to take back the production/ import and
after sale services from the hands of government,

c. Power/ gas/ mineral resources/ port - PRSP identifies go\ernment ownership as
a generic cause of all evil in these sectors (notably 'poor performance'). And
gives the generic prescription of privati/.ation with out any supporting argument
or evidence. No consideration was made based on the desirability of protection of
national interest or necessity to ensure access and availability of infrastructure
services all to all citizens. The point is that roads are virtually collective good (as
exclusion is not feasible in most cases and consumption joint) in Bangladesh, gas
is a non-replenishable common pool good to be managed carefully for the
generations to come, and electricity deserves to be an worthy good (for the poor,
at least) considering the urgent necessity of it for irrigation and other development

purposes.

Finally, it may be mentioned that the 'doctrinal globalization' forces which dictated
the PRSP document”™\ has stepped back a little from its 'pure’ form by accepting the
fact that: equity (not to be equated with equality and detlncd in terms of 'equal
opportunity' and 'avoidance of deprivation in outcome') consideration is important for
its own sake in development planning and. more relevant for the present study, that

(with regard to infrastructure privatization) 'Privatization are therefore a classic case
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of policy that may or may not make sense, depending on the local context' and
recognizes the fact that 'In some cases post-pri\ atization increases in priccs more than
outweighed gains from quality and coverage, leading to widespread popular
discontent""*. It may be argued that if the Bank acknowledges ihis for infrastructure
there is no valid ground not to extend the acknowledgement to other sector since the
ill effects of privatization ha\e been conclusively shown in many studies not only for
infrastructure but also of many other sectors ol'the economy'™'. It is yet to be seen to
w'hat extent these assertions rellect in the Bank-Fujids policy orientations and
guidelines. And also it remains to be seen how the changed focus 'trickles down'

from Washington to Dhaka and changes the current version of PRPS.

Now we will briefly examine three national policies of Bangladesh - Privatization

Policy, hidustrial Policy and Agriculture Policy - from our perspective.

Klugman. Source Bookfor Poverty. This Uvo volume document is meant For would be HRSP
composers around the globe, but PRSP Bangladesh version lacks the sophisticated subtlety of the
Source Book.

The World Bank. “World Development Report 2006"

For example: a. Ahmed, T/ie Impacl of Privatizaiion b.ilossain & Malbon Who Benefitsfrom

Privatisation and c, Sobhan, Privatisation in Bangladesh
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2.3 Privatization Act 2000

Privatization Act 2000™ was passed in the parliament of Bangladesh. Unlike the

other two - industrial and agriculture - policies to be discussed, privatization policy is

legally binding. The other two arc administrative formulations. Following are the

basic feature of the policy:

The Act defines privatization as 'the hand over of governmental industrial or
commercial enterprises’ where 'hand over' include sale, lease or transfer of
owTiership, interest or transfer rights or its culmination, and also include hand
over of management or board.

The Privatization Commission, set under the Act can take measures to
corporatize or commercialize the enterprise in order to privatize the enterprise.
Privatization Rules states that the government is committed to quickly
privatize industrial, commercial and service sector enterprises under its
ownership, in order to strengthen the role of private sector in the national
economy, to establish the private sector as prime vehicle ibr development, and
in the context of deteriorating and sick condition of SOHs. It goes on to state
that if privatization is done carefully and efficiently, and balancing the
interests of V'arious classes of the society, it would achieve the following
objectives: i. generate social welfare by increasing efficiency, ii, attract

foreign investment, enhance efficiency, and development of mutual

Privatization Act
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relationship, iii. generation of revenue, and iv. Inxesting the resources to
various social sectors, and v. generation and sustaining of employment

through fostering competition.

This Act coupled with Privatization Rules formed a legal basis for privatization but
the fact is, vast majority of privatization of SOEs were done long before the passing
of this Act. And the residual SOEs. which could not be privatized for political or
other strategic reasons, appears to be resistant to privatization after the fonnalization
of privatization policy. One of the reason, in addition to the one mentioned above,
appears to be that after the formalization ol' procedure under an Act. accountability
increased and consideration to maintain all legal requirements puts a limit on the pace

of privatization' .

Even though the law stipulates, there ekKist no mechanism in Privatization
Commission to monitor the performance of privatized units as to what extent the

objectives of privatization arc achieved M.

Privatization Act canonized the Bank-Fund perception of privatization in the legal
structure of Bangladesh, The Bank appears to have changed its position somewhat

with regard to infrastructure privatization now as mentioned 2.2.4 above. It remains

Gazi, personal inlerview

°*Gazi, personal interview
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to be seen if there be any reflection oFlhe Banin's ciianged views in the privatization

policy of Bangladesh.

Privatization Act deals with particular forms of privatization (that is move from
governmental services/ government vending to contract/ franchise/market
arrangements), it does not recognize, in line with the Globalization forces, the
necessity to view privatization Irom the perspective of providing / arranging goods
and services to the citizens and selecting the right mode of deliver) for each

provision.

2.4 Industrial Policy 2005 of Bangladesh and Privatization

Industrial policies of various regimes of Bangladesh bear the testimony of evolution
privatization (mainly in sense of selling SOEs to private sector) in Bangladesh. The
evolution of Privatization Policies also indicates about the .shifting role of government
in terms of goods and services deliver}, by way of 'reseiAC lists', list of sectors
reserved for government'In three other ways Industrial Policies of Bangladesh
denotes privatization policy - i. limiting the role of government in approval of
investment proposals, ii. Policies/incentives for foreign investment to imply the
necessitv' or choice of policy makers to induce foreign investment in the economy,

and iii. by way of investment ceiling restrictions implying the desired role of

Zohir, Assessment o f Industrial Policy
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government and private sectors. In all these aspects, industrial policy of 199], with

regard to privatization, opened up the economy of Bangladesh for private sector.

Following are key features of Industrial Policy 2005 in terms of implication to

privatization:

l. Industrial Policy 2005. in line with other national policies, stated above,
commits to increase the privatization process to pursue the same objectives
(Section 2.3).

Il. Government will take initiative to ventures in industrial sector, jointly with
private sector or. il'that is not possible, on its own. in the sectors where private
investment is not forthcoming, but the establishment of the industry is
important and necessarj' to advance the economic growth of the countrj'.
{Section 2.4)

M. Non-proiitable SOEs will be privatize quickly and in phase. State will
continue investments only in those sectors which are not safe in the hands of

private sectors. {Section 3.16)

Now, these are important breaks from the 'all out' privatization. Important in the
sense that some rationality and pragmatism, though very limited, is applied in
forming the policy. At least we got few criteria, profitability, protecting national

economic interest, and lack of private sector initiative, to identify some sectors in

Industrial Policy
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which privatization may not be feasible. There could be many reasons for inclusion

of this as follows:

1. Still, state has significant involvement in industrial sector and there are some
pragmatic, strategic, and political pressures to continue the role, withstanding the
globalization dictates™.

2. There are still 4 sectors 'reserved’ for government - defense industry, atomic
power, security printing and minting, and mechanized timber extraction in forest
conservation and forestation.

3. A sense of'philanthropy' worked in the minds of some bureaucrats to include such

statements'”.

2.5 National Agriculture Policy 1999 and Privatization

Bangladesh is still predominantly an agricultural economy. Though the share is
declining, broadly, agriculture (includes crops and vegetables, livestock, forestry and
fishery) contributes about 22.83% of GUP and. more importantly, accounts for 62.3%
of employment. The crop & vegetable sub-sector, which accounts for 57% of the
agriculture, forestr>' and fishery sector GDP and about 12.94?/0 of total GDP still

remains the single largest economic activity in the countr\'\ For these reasons

" Rahman, personal interview
Rahman. Mustatlzur. personal interview
All figures are from Bangladesh Economic Review 2004. [Economic Advisor's Wing. Finance

Division. Ministry of Finance, CloB
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Agriculture Policy of Bangladesh'* deserves spccial attention. It is also Important for
our study perspective, as we will explore in some detail, the privatization of fertilizer

marketing in next section.

With regard to broad privatization scenario, following are the major leatures of

Agriculture Policy of Bangladesh;

1. Agriculture policy acknowledges that privatization of input distribution system
led to difficulties at fanner's level in terms of availability and fair price. It is also
mentioned that 'the privatization process has given rise to considerable in
efficiency in some cases, such as. marketing and distribution of minor irrigation
equipment and fertilizers'. The policy states that 'lt is alleged that he privatization
process has also been accompanied by non-availability, price rise, smuggling and
quality degradation of fertilizers' (Sections 2.1 and 3.4).

2. In light of the above observations, the Policy stipulates that government will
ensure necessan,' input supplies at fair prices. Towards this end the government
will 'establish and consolidate the distribution system for irrigation equipment,
fertilizers, seeds and credit in the light of farmer's need and 'ensure responsibility
and accountability of the private sector through strengthening of the relevant legal

framework and its enforcement’.

National Agriculture Policy
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Given the pervasive presence of single-tracked policy orientation (that privatization is
universally good), in both national and global level, ariiciilation of the above
observations and steps about privatization in a policy document of Bangladesh is a
remarkable evidence of courage and pragmatism and commitment to protect the

national interest.

h is important also to note that the policy recognized the supply and distribution issue
from the 'need of the farmer’ point of view, not a 'market' point of view, as we have
noted earlier (Chapter 1), market is one ol' the many institutional arrangements of

delivering goods and services.

It may be argued that from a 'farmer's need' point of view a vast majority of farmers
possibly are unable to bear the cost of agricultural inputs (to include technology and
extension services in addition to seeds, fertilizer, irrigation, pesticide and credit) as
the fanning is predominantly a subsistence activity in Bangladesh. Given the
prevalence of extreme poverty among the farmers, agricultural inputs, are to be
treated as 'worthy goods'. Though the market mode of service deliver> can supply
some of these goods and services, government needs to play major role in providing/

arranging these necessities.

Finally, it may be mentioned that the observations on privatization (as mentioned

above) in the Agriculture Policy is most likely represent the lacts which are closer to

reality because in the face of unconditional support for privatization, well
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documented in the other national policy documents mentioned above it is unlii<ely
that the composers of the Policy include those generalized statements without

adequate evidence.

Now, we will examine some macro economic data to get to know how the

privatization policy impacted upon the size of the govemmenl.

2,6 Privatization and the Size of Government of Bangladesh

Under the conditionally imposed by the globalization forces. [Bangladesh has been
pursuing privatization policy for the last three decades. Let us now examine, how it

impacted upon the size of the government.

The size of the government is delmed here as 'the volume of resources use by the
public sector as measured by the magnitude of public expenditure'.'" Tabic 2.1 show's

the public expenditures of Bangladesh™

Chowdhurv', *Changing Role of Government," The present section draws from the methodology of
this study.
Source of all data used in this section is Bangladesh Economic Review 2004. I'conomic Advisor's

Wing, Finance Division, Ministry of Finance. GoB
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Table 2.1: Total Expenditure and GDP (1992-04)

Year Total Expenditure Growtii rate GDP at Current Expenditure
in Current Price of Price as % of
(in billion Taka) Expenditure (In billion Taka) GDP
(%)
1992-93 162.50 1253.70 12.96%
1993-94 203.70 25.35% 1354.10 15.04%
1994-95 220.10 8.05% 1525.20 14.43%
1995-96 231.60 5.22% 1663.20 13.92%
1996-97 240.80 3.97% 1807.00 13.33%
1997-98 258.60 7.39% 2001.80 12.92%
1998-99 297.80 15.16% 2197.00 13.55%
1999-00 344.60 15.72% 2370.90 14.53%
2000-01 374.00 8.53% 2535 50 14.75%
2001-02 407.60 8.98% 2732.00 14.92%
2002-03 439.00 7.70% 3005,80 14.61%
2003-04 493.70 12.46%: 3325.701 14.84%

Total expenditure figures in Table 2.1 show that total expenditure has constantly
increased. On the average it has grown at the rate 01’9,9% during the period under
review (1992-2004). Total revenue as a share of GDP has shown some fluctuations,
but it has gone up from 12.96% in 1992 to 14,84% irom 1992 to 2004. The size of
the government has grovvn during the period in both absolute and relative terms.
Another similar study Undings™* showed that the size of the gcnernment has grown
steadily also during the period 1975-76 to 1993-94. Based on the findings of both the
studies it may be concluded that despite the adoption of all out privatization policy,

the size of the government has grow n steadily since 1975-76 to 2004.

Figure 2.1 shows the smooth upward trend of total expenditure m graphical form.

Chowdhurv, “Changing Role of Government.’
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As funds for expenditure is expected to come mainly from revenue in an economy, in
Table 2.2, total revenue figures are shown for the period 1992-2004. Revenue figures
also show' similar trend like expenditure, with slightly higher growth rate. It has gone
up from Tk. 114.5 billion to Tk.354 billion during the period under review. Year to
year growth rate is also positive for the whole period with average growth rate of

10%.

Figure 2.1: Growth of Total Expenditure (1992-2004) in current prices

' Grovwth of Expendture (1992-2004)

600.00

50000

0.00
1992-98 19983-HA 19%-H6 1965'B 199697 19T-98 199899 199<X 2000-01 2001-02 20C2-0e 2003

Year

41



Dhaka University Institutional Repository

Table 2.2: Total Revenue and GDP (1992-2004)

Year Total Rate of Revenue
Revenue at growth of GDP at as % of
Current total Current GDP
Price (in Revenue  Price (in
billion Taka) (%1 billion
Taka)
1992-93 1145 1253.70 9.13%
1993-94 124.9 9.08% 1354.10 9.22%
1994-95 150.1 20.18%, 1525.20! 9 84%
1995-96 153.3 2.13%; 1663.20 9.22%
1996-97 1739 13.44% 1807 00, 9.62%
1997-98 190.2 9.37% 2001.80 9.50%
1998-99 197.7~  3.94%i 2197.00- 9.00%
1999-00 200.7 1.52%i 2370.90! 8.47%
2000-01 2434  21.28% 2535501 9.60%
2001-02 278.9  14.59%; 2732,00. 10.21%]|
2002-03 311.2 11.58%, 3005.80 10.35%
2003-04 341 13.75%: 3325.70 10.54%:

Figure 2.2 graphically presents the revenue grov\lh trend. Tht’ tr.-nd reflected the

increasing trend of internal resource nK.bili/ation.
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Fig. 2.2: Growth of Revenue (1992-2004) at current prices

Qxwfri of Revenue (1992-20M)

19p/% 19684 19V-95 196596 199697 1997-96 196899 19S9W 20001 2301-(2 2002«3 23B01
Yea-

Since a part of the government expendiuire is c\|,:cL'leti i)e used for capital formation
(both human and physical), it .vill be useful to sec Jie Anriaal Development
Program (ADP) which is presented in fable: 2.3. it may be seen from the figures that
the relative size of ADP (as % of GDP) has gone not shown any upward trend during
1992-2004. Instead. ADP size has lluctuaicd during the period around the average of

5.8%. It never reached the highest size 0f 0.64% (1994-95) in recent years.
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Table 2.3: Annual Development Program and tiDP (1992-2004)

Year Annual GDP at Current ADP as % of
Developnnent  Price (in billion GDP
Program Taka)
(Allocation) (In
billion Taka)
1992-93 62.9 1253 70 502%
1993-94 87.7 ... 135410 6.48%
1994-95 101.2 1525 20 6.64%
1995-96 98.7r 1663 20! 5.93%
1996-97 108.9 1807.00' 6.03%
1997-98 108 7 2001.80 5.43%
1998-99 123.3 2197.00 5.61%
1999-00 152,2: 2370.30 6.72%
2000-01 159.0i 2535.50 6.N7%
2001-02 15051 2732.00 5.5-%
2002-03 169.0 3005.80 5.62%
2003-04 190.0 3325.70 571%I

It may be concluded form the above analysis that the expansion of a private sector
dominated economy of Bangladesii occuncd side oy side with t.id expansion of the
size of the government with out increased in/iNUviont in ca; i»il formation. Also the
findings imply that, as the increased re\enue collection funds the expenditures and
the major share of revenue ni Bangladesh comes from indirect tax. which is
regressive in nature, the people of Bangladesh Mes paid adciiiional amounts for the
expansion of the size of the government without the possibil.r, to reccive any gain

out of it.

In the next chapter we will examine the case of privatization cf fertilizer distribution

to know the implementation aspects of the privatization policy ot Bangladesh under

globalization.
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Chapter 3: Privatization of Fertilizer Distribution in

Bangladesh: An Evaluation

'Indeed our agriculture sysletv needs  he "-evn'uli');!".:'il .. Ihe entire land system
has to undergo a radical reorientation in the interest of the actual tillers of the
land....... Agriculture must he modernized. The ohslacle presented hy fragmentation
and sub-division of landholding.i must he Ot'erco,}}e. At, immediate step in the right
direction would he to induce the tillers to group their holdings under multipurpose
cooperatives. Government could provide effective inducement for this purpose by
funneling through such cooperatives vital inputs, such as irrigation, ernhankment,
drainage, deep luhe wells, power pumps, fertilizers, improved seeds, agricultural
implements and machinery, credit and instruction in mouern a<”ricullural techniques.
- Sheikh Mujihur Rahman. Election Broadcast on October &V

3.1 Plan of the Chapter

As we have seen in Chapter 2, Bangladesh aceepted 'all out' privatization as a national
policy in order to develop private sector of the country at the behest of the
globalization forces namely the World Rank. IMF and the donors. One of the earliest
(1978) implementation of the privation policy, outside the SOF dis-investment, was
carried out in the area of fertilizer distribution. We choose to e.xamine the event
because it was the one, which affected the \ ast majority ot the people of Bangladesh,
particularly, all farmers, directly. I'he event ot’privatizaiion ol' fertilizer distribution
is also important because it is the privatization of a service uliich has many issues
imbedded in it that are complex and sensitive and crucial to the well being of the vast

majority of people of Flangladesh.

“ Majuinder, Sheiiih Mujitmr Rahman
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We organize the Chapter as follows:

1 It will be shown that there was no apparent reason to g<‘ for the privatization
option to enhance (he eftlcieney t>f (he then existing dislribution system under
BADC.

2. Then we will briefly narrate the features of the then existing system and the one,
which was introduced.

3. We will make an evaluation of the privatization based on the analytical

framework employed in the study to get an idea about its efficacy.

3.2 Overview of Agriculture Sector in 1977-78

It may be useful to present some basic features of Bangladesh in general and
agriculture, in particular, during the period when initiative was taken to privatize
fertilizer distribution system. It will help us to assess the prudence of the decision to

introduce the systems.

With a total land area of 35.2 million acres, in 1977 Bangladesh, administratively the
country was divided into 4 divisions. 19 districts. 63 sub-division. 419 thanas, 4426
unions, and 64,493 villages. She had an estimated population of 82 million with an
annual compound growth rale of 2.8% and was the eighth most populous country in

the world. 95% of the total population lived in rural areas. Fhe farm population was
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estimated to be 73 million and the number of farm families including land-less, was

approximately 12 million.

In 1978, the countiT had a cultivable area, including fallow land, of almost 22.56
million acres (64% of total area). Irrigation was available for 2.7 million acres.
Allowing for a cropping intensity of intensity of about 135% the total cropped area
comes to about 30.43 million acres. The potential for de\elopment of new arable
land whas limited, less than 740.000 acres. One third of cultivable land was alTected

by flood each year

Majority' ol' farms belonged to less than 2.5 acre group'*'. Farms were heavily
fragmented, with one third of them di\ ided into ten plots or more. About half of the
farms were cultivated by owners and half by tenant farmers and hired labor. Most
owTier-cultivators were small subsistence farmers. The majority of tenant farmers
were share croppers, although some lease the land with a fixed rental at the beginning
of each crop season. Most of the sharecroppers pays for al! agricultural inputs,
assumes all investment risks, and share the harvest with the landowner on a 50-50 or

60-40 basis.

The countr>' predominantly produced rice, which was grown on 80% of the annually

cropped acreage, and jute on 5.3%; other crops occupied tlie rest. In 1977-78, the

"'Chuang. Mill, and Barnen. Bangtadush t-ertilizer Sector

“ Alamgir, "Some aspects of Bangladesh Agriculture"
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counlr}' produced 13,13 million ton of cereal (rice and wheal) and imported another

1.64 million ton.

Per captia GDP {at 1972-73 prices) was Tk. 734 in 1979'”. In 1977-78. 77.45% of
mral population live in absolute po\erly (consume below the 'minimum consumption
bundle' leading lo bare physiological survival. The countiy sutTered a famine during

the year 1974-75.

3.3 Fertilizer Distribution: Before Priv atization

BADC. (Bangladesh Agriculture Development Corporation) a government
organization under Ministrj- of Agriculture, handled fertilizer distribution before
privatization (which is refen-ed lo as Old Marketing System. OMS). The main

features of the system are as follows””:

1. BADC arranged fertilizer based on projected demand fr()m local government
owned factories (Bangladesh Chemical Industries Corporation under Ministry of
Industries) and by import.

2. At its own cost, BADC delivered the fertilizer up to fhnna level where it was
distributed to dealers by BADC's fhana Sales Centers (ISC) and by Thana
Central Cooperative Associations (TCCAI to private retail dealers and Krishi

Samabay Somiti (KSS, village level cooperatives).

“ Islam. Development Problem of Banf*huiesh
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Diagram 3.1: Fertilizer Marketing System Up to 1977-78

3. Private retail dealers and KSS then sell the fertilizer to I'arniers and members of
KSS.

4. Retail dealers worked on commission and were supposed to charge a government
controlled price to farmers.

5. Dealers w'cre subject to various restrictions - they had to sell in their own Union

and buy from a designated RADC's ISC or TCCA's TSC, Their books are
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subject to BADC inspection and dealership would be terminated if rules were
violated.

6. As of 1978-79 there were 322 BAIDC TCSs. 97 TCCA [ICSs and about 43,000
retail dealers excluding farmers' cooperatives.

7. Total fertilizer consumption in 1978-79 was about 745,497 MT.

The distribution system is diagrammatically presented in Diagram 3.1.

3.4 The Privatization Move by C;ioba(izati(»n Force

The fertilizer distribution system was working satisfactorily in terms of increased rate
of growih of fertilizer sales, availability and uniform price in all areas of the countr>',
No evidence is there that any concern was raised about the distribution system’s
performance”™\ The pressure to change the system, in the name of privatization, came
solely in the fomi of a condition to a grant to finance fertilizer import by USAID to
be implemented through its T'ertili/cr Distribution Improl\ement Project The
only ground for this propose change seemed to be 'general faith in the virtues of the
free market'.2 Apparently, the then government accepted the condition, which would

affect

“ Chuang, Hill, and Barnelt, Bangladesh I-'eriilter Secior
Abdullah, "Kertilizcr Disti ibiiiion Syslcm*

Abdullah,'=Fertilizer Disiribuiion Svstcm"
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Diagram 3.2: Marketing System After Privatization in 1978

Imports l.ocal Production

Transit Warehouse

Priniai-\' Distribution Points (PDP)/
Intermediate Warehouse

PDP Dealers BA DC TSCs TCCA Wholesale Dealers

Sub-dealers / Coinniission
Agents

Fanners
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the vast majority of people of Bangladesh, without intending to go for any rationale
for the change and without consulting any part of tlie populace. The project was

launched in December 1978""*

Main features of the new distribution s>steni, which was referred to as New-

Marketing System (MMS). in brief, arc as follows"™

1. BADC would no longer maintain sales outlets (TSCs) at Thana levels. BADC
now still sells wholesalers from newly created wholesale centers called Primary
Distribution Points (PDP). Number of total POP was 79.

2. But later, it was accepted that BADC would continue its TSCs in remote areas
where private dealers would not be interested. .And B.A.DC would close down its
TSCs if the sale falls below 50% level of prc-NMS sales. In effect most TSCs
were operating side by side whith the new system, onl)- | 1was closed.

3. AT PDPs BADC would sell at reduced wholesale rales for large (which was
initially 3 metric ton) volume purchase. Its resale price 15 the farmers was still
restricted up to the established administered price.

4. BADC significantly increased its gross discounts (commission) to retail and
wholesale dealers.

5. Dealer licensing was replaced by a simpler registration process.

5(Quasem, Barakat, and Klian. Impact ufthe VVir System

Third Evaluation
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6. Restriction with regard to movement and sales area was willidrawn.

3.5 Privatization of Fertilizer Distribution: What Really Happened

Now let us examine the privatization of fertilizer distribution from our study
perspective. To do that, first, let us first break down the process of for fertilizer
deliver) from production level to farmer and sec the deliveiA amingements involved.

Under both OMS and NMS. following transactions occurred:

Deliver™ Mode 1: Intergovernmental Agreement - BADC procure fertilizer (also
imports) from BCTC Factories at a government determined price lower than cost
(government makes up the loss, but also supplies the lactories natural gas at a 'cheap’

rate).

Deliver}' Mode 2.a: Government service - BADC transport fertilizer at its cost to

Thana level (in OMS) and to PDF (in N.V1S).

Deliver™ Mode 2.b: Government service, with payment - BADC sell fertilizer to

selected dealers at a discounted rate to be resold to ct)nsumers (farmers) at a fixed

price to cover his transport cost and some margin.
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We divided the Delivery Mode 2 into two categories (a and b) for analytical purpose
only; conceptually it is only one mode. We ha\e done it for tlie present purpose to

locate the change fonn OMS to NMS.

It may be noted that even though we have used the term 'price' and 'sell', market mode
of service deliver} is not involved here. The 'prices' arc fees fixed by the government
in return to delivery of fertilizer; demand/ supply has no role to play. How the
government decides the rate for the exchange, at. above, or below cost, is also a
separate issue, and does not involve 'profit' con.siderations. Moreover, government
also decides long before how much to suppl\ based on various "non-market’
consideration such as actual need, promotional target. a\ailability of budgetary'/
foreign resources and, not to mention, politicai considerations. Therefore, our
analysis shows that there is no scope of bringing in 'market efficiency' argument to
evaluate the transformation of OMS to NMS. The point is important because 'market
efficiency' argument was opposed by the critics of privatization of fertilizer

distribution and the promoters of the initiative defended it*.

To extend the argument, it is also not logical to use the term 'monopoly', in the
economic sense, because government is not doing business here; government is

assigned by the society to perform a role of delivering socially necessary service for

™ Abdullah, “ Fertilizer Distribution Svsteni"
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well being of the society. Thus, use of the term ‘monopoly’ in this situation is not

valid.

The fact that the dealers may or may not sell it at fixed prices (rates), for various
inducements ranging from outright greed to taking opponunity of scarcity, do not

indicate involvement of market mechanism. This was a \ iolaiion ol*law.

Keeping the above analysis in mind let us see what has happened from OMS to NMS.
In the new system the only dilferenee. from our point oi'view. BADC sells from PDP
instead of TSC. In the sense that it reduced government activity it is privatization.
Now, we will examine what was outcome of this act of privatization, which involved

a direct cost of USS 222 million".

3.6 The Impact of Privatization of Fertilizer Distribution

Many studies have been carried out till date to show that the pri\ atization of fertilizer
negatively impacted on fertilizer distribution in Bangladesh'® Even the proposers of
the new system was unable to establish any positive impact®\ Let us summarize the

major identified negative impacts below.

Bangladesh Fertilizer Distribution. Final Draft
i For example; a. Quasem.. Barakat. and Khan. liiipuct ofthe Avir Systein b. Abdullah. “ Fertilizer
Distribution System"”

Joint Bangladesh and U.S.
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Cost of distribution increased under NMS. Tiie nominal objective of the
privatization resulted in the opposite. This wvas actuallv predictable in a way that
BADC enjoyed economy of scale in moving bulk amount of fertilizer, which the
small dealers did not have’”

Fertilizer price has increased as result of inability of private dealers to distribute
to remote areas, lower availability, and increased cost ol'distribution. It was also
identified that by the privatization initiati\e congenial en\ironment was created
for greedy dealers to charge prices higher than prescribed level at fanner level™.
The increased price resulted in lower use of fertilizer, particularly, by the small

farmers, who are the majority

The above points captures the immediate economic impacts, whereas, the process

would have generated many other potentially negative socio-political effects which

are yet to be accounted lor.

In any case, the event of privatization of fertilizer distribution has illustrated that

privatization policy induced by docuinal globalization forces on Bangladesh has the

Quasem. Barakat, and Khan Impact of!he A'fu’ Sysiem and Abdullah. “ Keriilizer Distribution

System”

and Abdullah

Quasem, Barakat and Khan. Impact ofthe New System: Fertilizer Price Decniitrol: Hussain.

“Transfomiation of Agriculture System.” Referred in Saha. "Distribution Sy.stem of Agricultural

Inputs”

Saha, “Distribution System of Agricultural Inputs"
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potential to do more harm than good, if il is not adopted on carctlil considerations

based on carcfnl and objective analysis and taking care equity consideration.

57



Dhaka University Institutional Repository

Chapter 4: Conclusion

We have presented and evaluated various concepts related to globalization and
privatization and a conceptual model to deal with privatization more effectively,
analyzed the policies related to privatization in F*angladesh and disscctcd a case -
privatization of fertilizer distribution. In this concluding section we would mainly
like to evaluate how far we have achie\ed to establish our theses and what are the

significance of the fmdings.

We have shown that that Ihe current tbrni of globalization based on neo-liberal
beliefs, distinguished from the positive concept oi" global ism. are highly questionable.
The ideological basis of it are successfully challenged by scholars such as Marx.
Keynes and Sen. Impacts of the agenda promoted by globalization forces, of which
privatization is one of the foremost, range from hindered national growths and

increase in inequality to blatant economic disasters around the globe.

We have also seen that, even though, privatization could be considered one of the
foremost of globalization agenda, concepts related to it are quite varied in meaning
and treatment. Mainstream thinking lacks defmilion. moderates confines it mainly to
state owned enterprises and political economists, with their broader conceptual
hemisphere, needs more focus on me is.sue. Seemingly a comprehensive
understanding calls for a comprehensi\ e theoretical framework, which the model of

Savas apparently have.

58



Dhaka University Institutional Repository

Treating privatization basically a governance issue. Savas model tried to understand it
from the critical point of view of choice of right mode of service delivery for the
various goods and ser\ices a society needs. Classifying, with its exclusion and
consumption criteria, all the goods and services in four groups - private, toll, common
pool and collective - the model identified that market mechanism could not provide
two of the classes - common pool and collective goods. It was argued that more and
more, in civilized societies, private and loll goods assume the characteristics of
collective goods to be arranged and provided by the government and paid for with
taxes on behalf of the citizens. The model identified ten service delivery modes -
government service, intergovernmental arrangement. go\ernment vending, contract,
grant, voucher, franchise, market, voluntajy. and self-service and delines privatization
as the movement in service delivery from a mode up in the order to a low'cr one. The
decision to privatize or not is dependant upon factors relating to the case at hand and
not on any predetermined rule. The decidmg factors may include social desirability
of the particular service delivery mode depending upon the prevailing values of the
society.  In our research we have tried to employ Saval model to understand the

phenomena of privatization.

To establish the two main propo.sitions of the thesis - globalization dictated the
privatization policy of Bangladesh and privatization can be better understood
employing Savas model - we have analyzed four privatization related policies of

Bangladesh and discus.sed a case - privatization of lerlilizer distribution.
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Let us now briefly recast the findings of ihis research hclow to see how significantly

the theses arc supported through this venture:

1 The policy analysis presented clearly showed that Bangladesh has embraced an all
out privatization policy in line with the thoughts of the globalization forces. The
dictates of globalization forces are also evident. But. despite taking this policy
stance, analysis of government expenditure and income data reveals that the size
of the government is growing over the period in question. This indicates that
even though public is paying more, they are getting less from the government day
by day under the cunx-nt privatization regime. This may piovide an indication to
the deeper contradiction of the current globalization dictated privatization policy
of Bangladesh.

2. The case of privatization of fertilizer distribution vividly showedthat a major
privatization move initiated totally on ideological grounds and no analysis was
conducted asto the feasibility or impact of the program. Lmploying Savas model
it was shown that there was no scope tor bringing in market efficiency argument
in this particular case which composed of intergt)vernmental arrangement and
government service. Role of market mechanism was nowhere in the scene. The
impacts of the privatization move, almost .solely dictated by a globalization force
brought disastrous results - cost of distribution increa.sed. fertilizer prices went up
and its use reduced. The case study suggests that .Savas model may serve as an

analytically useful tool as it can provide better insights to the activities involved
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in the privatization process. As the studied case was a major one and presumed to
have typical characteristics, the findings lend support to the proposition and may

have general applicability.

The above discussion coupled with the reminder of the thesis has shown some of the
challenges of globalization in terms ol pri\atization policy of Bangladesh. It would
be pragmatic to review the privatization policy postures in the light of the new
understanding of this research. Market mode of service delivery has its role to play in
a country’s development, however, other modes ol'delivering the goods and services
to the citizen are to be carefully considered belore making privatization decisions.
Our analysis supports the view that there is no universal rule for privatization. The
decision whether to prilatize or not depends on the specific case at hand. [I'herefore,
careful analysis of the situation is crucial belbre taking any step towards that end.
While streamline the government could be desirable objective, equity considerations
are of paramount importance for a country like ours. The government, mandated, as a
representative of the .society to take decisions to ensure well being of the citizens,

must act prudentl}'.
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