Chapter 7

CAPITAL BUDGET OF THE GOB AND DEPENDENCY ON
FOREIGN ECONOMIC ASS ISTANCE

1. Introduction

Like many other deveioping'countries of the world, as noted
in Chapter 4, the GOB formulates'twofﬁypes 6f budget namelf._féVenue :
budget and capital budget.'These t&o,budgéts are commonly kn¢wh as

- non=-development and development:budgeﬁ ;éSpectively. In thg précee--
ding two chapﬁers we have explainéd thé teéeipts and expenditure -
sices of the révenue budget of the GOB respectively. The present
chapter is an attempt.to expléin b:iefiy the receipts and exﬁendi-
: ture'sides of the deve10pmedt budget of the GOB:during the period
under study, Finally, an attempt-is'a;so.méde to show the_éepehéency
of the Bangladesh Budget (espécially'deveiopmgh; budget) on foieign
aid for the said period. | |
| According to the budgéﬁ doéument},-capital receiptsiﬁre:
divided into two parts. namely s
i) iInternal Capital Receipts, and
ii) External Capital Receipts. =
Internal Capital Receipts iﬁcludéj:

a) Loans and Advances: (net),
'b) pPublic Accounts 3 |

i) Unfunded Debt'(nét),'and A

i) other deposits and Advances (net)
c) Permanent Debt (net domestic); and
d) Floating LCebt (net) i.e., Promisory Notes and

2 ,
Treasury Bills .



195
External capital receipts, on‘the otheruhend, include foreign loans
and grants in the form of3 3

a) Project Aids;
b) Non-Project Aid (counterpart fund from commodity aid; and
c) Food Aid (counterpart fund from food transactions).

According to the budget oocument capital expenditure of the
\GOB comprises sector-wise deve10pment expenciture uncer Annual '
Development Programme (ADP), non-deveJ.Opment expenditure within the
capital budget, expenditure on food budget and non-ADP projects.
However, we are mainly interested with the analysis of sector-wise
development expenditure uncer ADP which constitutes more than 80%
of the total capital expenditure of the GOB4. 4

Accordingly, this chapter is organised in the following way.
Section 2 deals with the growth and cgmposition of the total capital
receipts of the GOB during th'e period between 1972-73 and 1984-85, |

Note that the analysis of the composition of external capital _
receipts of the GOB is not incluced in this section. This is inclu-

ded in Section 4 where an attempt is made to show the depencency
of the Bangladesh Budget on foreign aid, Section 3 deals with the

sector-wise development expenditure of the GOB over theiyeérs;

2. Growth and Composition of Capital Receipts of the GOB

The total capital receipts of the-GOB, as Srnewn in Table i,‘
haue increased from Tk, 4621 million in 1972-73 to Tk. 35518 million
in 1984-85. In other words, the total capital receipts of the GOB
‘have increased at a compound rate ‘o‘fl 18. 5% per annum over tne years,
The year to year trend of growth of the total capital receipts was,

however, fluctuating in nature with a high of 126.1% in 1975-76 and



136

a low of 145 in 1372-73.

The total internal'capital'receipts of the GOB, as shown in
Table 1, have increased from Tk. 933 million in 1972-73 to Tk. 2448
million in 1984-85, The compound rate of gfowth-of.internal capital
receipts was 8.4% per annum over the years. The year to year growth |
rates of internal capital receipts were, however, nbt steady'but
fluctuating in nature with a high .of 290.4% in 1975476-and a low of
119.3% in 1974-75. | B |

The total external capital receipts of the Goé. as shown in
Table 1, have increased from Tk. 3688 million in 1372-73 to Tk. 33670
million in 1984-85. In other words, the totsl external éapitél
receipts have increased at'a compound rate of 20.0% per‘annqm over
the.yeérs. The year to yeai grbwth trena was; however, not sfeady
but ‘oscilliating in nature with a high~of'123.1% in 197475 and a
low .of 36.% in 1973-74. |

Despite the vafying naéure‘bf the growth rates of bg;h
internal anc externgl capitél receipts over the years, theif relative
shares to the total'capiﬁal receipts remained almost invariable’
throughout the whole period under study. Table 1 shows that the
external capital receipts constituted on an average more than 90%
.of #he total capitgl raceipts fér the whole period under'study and
about less than 10% of the total capital receipts were shared by the
internal capital receipts, Thus the dependencj of the capital budget
of the GOB on foreign assistanceifor the whole period under stucy

1s easily understood,

* * *
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: Table 1
Growth of Internal,External and Total Capital Receipts of the GOB (1972-65) -
| " ___(Tk. in milldon

Year . Total Grodth Internal Growth External Growth 4 as % 6 as %
Capital = Rates Capitel Rates Capdital Rates of 2 of 2
Receipts Receipts Receipts - : .

1 2 3 . 4 5 6 7 8 9
1972-73 4621 - ' 933 e- 3688 - 20,2 79.8
1973-74 3951 - =14.5 . 1625 74.2 2326 -36,9 41,1 58,9
1974=75 5550 °  40.5 360 - =77.8 5190 123.1 6.5 93,5
1975-76 11021 9846 - - 598 290.4 10423  100.8 5.4 94,6
1976-77 8734 -20.7 530 11,4 8204 -21,3 641 - 93.9
1977-78 11760 34,6 493 . =T7.0 11267 . - 37.3 4.2 95,8
1978-79 - 13538 15,1 563 14,2 12975 15.1 4,2 95,8
1979-80 19379 43.1 644 14.4 18735 44.4 3.3 . 9647
1980-81 19194 -0.9 1037 37,9 18157 -3.1 5.4 94,6
1981-82 23166 20,7 1306 25,9 21860 20.4 5.6 94,4
1982-83 30179 30.3 1259 -3.6 28920 . 32.3 4,2 95,8
1983-84 38731 28.3 3897  209.5 34834 20.4 10.1 8.9
1984-85 35518 -8.3 2448 \ -37.2 33070 =5,1 6.9 93.1

Sources Col., 2,4 ané 6 from The Budget 1n Brief (1989-90). Statistical Appencix Table IV -and vV,
Ministry of Finance, GOB. -
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Internal capital receipﬁs. as noted earlier, comprise léans 
. and adévances, public account (unfunded debt, and other CepoSitS anév
advances), permanent cebt and float;hg debt. Table 2 shows that
except for the first two yearé atter liberation, the publié account
constituted the highest percentage share to the total internal
capital receipts of the GOB. over the yeais. On.an average, this head
constituted about 50% of the totallintefnal capital receipts during
the period»under study. Table 2 8lso shows that the two con@onénﬁs
of public account i.e., unfunded debt and cther deposits and advances
contributed on an average aimost'equal share (about 25%) to the total
internal capital receipts over tﬁe years.

During the early seventies,though_permanent Gebt conStituted
the highest percentage share, from 1975=76 as shown in Table 2, its
share declined gradually and on an average constituted 23,0% of the
total internal capital receipts. Sihilérly, a consicerable percentage
of internal éapital receipts wés shared by floating debt for the |
first two years. But after 1974-75, the share of floating Cebt
declined and on an avéfage this head contributed §;3% of the total
capita; receipts over the years. The share of loans and adﬁanceé
was very low during the early seventies but increased considerably
vduring the eighties and on an average»this head contributed 17.8%

of the total internal capital receipts over the years.
4 ® . *
Now taking the different plan periocs into consigeration

Table 3 shows that the rate of growth of the total capital receipts

of the GOB though increased from 20,5 during the FFYP to 28.4%



Table 2

- Composition of Internal Capital Receipts of the GOB from 1972-73 to 19€4-85

and Their Relative shares to the Total Internal Capital Receipts
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72-73 73=-74

(100)

Head 74-75 75-76 76=77 77=78 78«79
l. Loans and Advances «61,0 20,7 87.5 244.0 57.2 - -

2, Public Account 107.0 105.1 163.7 328,99 455.2 282,5 420, 9

h (11.4) (6.5) (4545) (55.0) (85.,8)  (57.2) (74.8)

(a) Unfunded Debt 67¢3 35,7 84,0 141.6  221,5 162,5 . 245,0

(7.3)  (2.2)  (23.3)  (23.7)  (41,7) (32.9)  (43.5)

(b) Other Deposits and 39,7  69.4 79,7 187.3 233,7 120, 0 1 175.9

Advances (401) (4.3) (22.2) (31.3) (44.1) (24.3) (31.3)

3, pPermanent Debt 637.4 813.3  155,0 “7ed  —- 99,2 564 6

(Don'lestiC) (68.3) (50.4) (43.1) ('1.1) - (20.2) (10.1)

4. Floating Debt 2500 68040 45,7 32.1 18.1 111,2 85,6

' . (26.8) (41.8) (=12.8) (5.3) (3.4) (22.6) (15.1)

Total 933.4 1625.1 360, 5 537.6 530.5° 492,93 563,1

(100) (100) (100) (100)‘ (100) - (100)

Note s Figures in parenthesis indicat;e percentages; slight discrepancies are due_ t0 rounding
Source: The Budget in Brief, 1989-90, Ministry of Finance, GO'B‘, Statistical Appendix, Table IV,
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79=80

1100)

Head: 80-81 8182 82-83 8384 8485
1, Loans and Advances — T 413,1 458,0 327.9 322.4 830.6
| | -- (39.8) - (35.1) (2641) (843) (33.9)
2., Public Account '465,9 - 571,7 829, 7 730.,0 16700 1480,0
A (72.4) {55.1) (63.5) (62.7).  (42,9) (60.4)
(a) unfunded Debt '265,0 300.,0 355.0 - 340.0 595,00 700, 0
o : _ (41.2)  (28,9) - (27.2) (27.0) (15.3) (28.6)
(b) Other Deposits and 200, 9 271,7 474,7 . 45040 1075,0 780.,0
, - Advances (4.1) - (4.3). (22.2) (31.3) (44.1) - (24.3)
3., Permanent Debt 126,2 — «6040 13,9 1814.5 - 37,3
' (Comestic) (19.7) == (=4.6) (1,6) (46.5) (1.6)
4. Floating Debt - 51,5 52.0 78.5 121,1 3043 99,7
(7.9) (5.1) (6.0) (9.6) (303) (4.1)
Total 643,6 103740 130642 1258.9  3897.2 2447.6
© (100) (100) . (100) : (100)

(100) -
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Table 3

Growth and Composition of Capital Receipts of the
GOB during Different Plan Periods

(In pefcenf)

Head FFYP . TYP '~ SFYP

(1973-78)  (1978-80) (1380-85)

1, Total Capital 20,5 - 2804 12,9
recelpts _ -

2. lInternal Capital - -12.0 14,3  30.6
Receipts . . o

3. External Capital 250 - 28,9 12.1
Receipts : , I !

4, (2) as % of (1) . 12.7 : 3.8 6.4

5. (3) as % of 1 8743 : 96.2 - 93.6

Source 3 Calculated on the basis of Table 1.

during the TYP, decreased upto 12.3%.during the SFYP, The-gquth
rate of internal.capital receipts increased frcm the negative
~12,0% . Buring the FFYP to the positive 14.3% and 30.& during
EYP and the SFYP respectiveiy.~EXternal capital receipts, on the

other hand, though increased at a conppound rate of 25.@% and 28,9%
cduring the FFYP &nd the TYP respectively. its grqwth rate declined
to 12.1% during the SFYP. _ _ ‘ |

on the basis of yearly averages, as shown in Table 3, internal’

capital receipts constituted 12.7% of the total capital receipts
during the FFYP and 3.8% and‘6.4% during the TYP and the SFYP
respectively. External capital receipts on the other hand, consti=-
tuted 87.,3% of the total capital recéipts during tne FFYP ahd 96.2%

and 393.6% during the TYP and the SFYP respectively reflecting the
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fact that the capital budgets of the GOB were almost entirely

dominated by foreign economic assistance, of which more later.

3. Capital Expenditure of_ the GOB _ |

| Capital or cevelopment expenditure generally denotes physical
investment under different secto:s of the economy within the frame-
work of Aannual Development Progre@me (ADP). Table 4 shows that the
the total deVeloement expenditure of Bangladesh has increased
steadily over theiyears. In 1972-73, total development expenditure

Table 4

Trend of Growth of Total Development Expenditure
(ADP) of the GOB (1972-85)

(Tk, in million)

Year Total Development Growth GDP (at 2 as %
: Expenditure (ADP) Rates (%) current - of 4
' - : - factor cost) _
T _ p) = 3 —4 Ly
1972-73 2139.5 coe 42837 5.0
1373-74 4648.2 . - 116.9 88977 6.7
1974=75 5250.0 13,2 123949 . 4e2
1975-76 9650, 0 . B83.8 103196 9.3
1976-77 10037.1 4.2 99874 10.0
1977-78 12026, 4 19.6 139204 8.6
1978-79 16028.3 33.2 163909 ' 9,8
1979-80 22597.6 45,3 1197633 11.4
1980~81 23683.9 1.2 213739 10.8
1981-82 27152.5 14.6 251320 10.8
1982-83 2976042 3.6 272353 10.9
1963-84 34326.8 ' 15.3 331068 4
1984-85 35084.2 2.2 395168 8.9
FFYP(1973-78) | . 1.2 7.6
TYP(1978-80) o 37,1 110.6
SFYP (1980-85) § 9.2 10.4

Sources: Col. (2) frem The Budget in Brie£L1989—90, Ministry of
Finance, GOB, Statistical Appendix, ppe 42-45. Col (4)
from various issues of the Bangladesh Bureau of statistics,
GOB.




203 .

of the GOB was Tk. 2139.5 mi_l‘iion ‘while-:in 1984-85, it amo'un.ted
to Tk. 35084.2 million. In 6ther'wprds.,total deve lopment expendi~ |
ture increased at a éompound réte of 26,2% per annum oyet théﬂyears;
The }ear to year trend of growth rates; hQWever. showed'sge-saﬁ
fluctuations varying between a low of 1.2% in 1981-82 and a high
of 116.9% in 1973-74. | |

Taking different plan périods into considerati6n; Table 4
shows that during the FFYP (1973-78) tptél céveIOpment expénditure
incréased at a co@pound rate of 41.3% per annum, Du:ing the TYPV
(1978-80) and'the'SFYP (1980=-85) the rate of growth degiined_
marginally to 37.1%'pér annum and sharply to 9.,20% pex anpum.reaf
pectively. | ' '

On the basis of yearly aveiages; during the FFYpP, total '
¢evelopment expenditure constituted 7,&%_qf the GDP..Du:ing.the
TYP and the SFYP, total development expenditure constitufedvlo.&%
and 10.4% of the GDP respectivély; Table 4 snows that the share of
éevelopment expencditure to the GDP fluctuates considerably_during
the initial years but stabilisés latéf on. The periodic évérages
for the late seventies (1378~80) and for the early to thefhid4
eighties (1980-85) show that the share:of,dévelOpment-expenditﬁré
to the GDP stabilises around 10x reflect;ﬂg'rather a little change

in the structure of deveIOpment'expenditurefof Banglédeéh-fér'the
saild period. ‘

We know that the level of government expenditure is usUally :
taken as a measure of governuent involvement in economic activity
of a country. But development expenditure of the GOB amounting to

only 10% ot the GDP, no doubt, reflects a poor involvement in the
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development activities of thé countrye. A U.N. report-ndted.;hat the
involvement of the GOB in its economic activities was véry lbw com-
pared to that of other developing countries of the region surround-
| ing Bangladeshe. In fu»t, amongst 17 developmng countries. Bangladesh
was at the bottom of the list®.

Calculations based on constant 1972-73 prices (wholesale price
deflator) as shown in Table 5, may prbﬁide'us with a better idéa
'abou£ the development expendiﬁure of the GOB over the plah periods.'
At i972~73 prices the size of the first ADP of 1373=74 waska. 3320
million, by the end of the FFYP it wes fk..5280 miliion and rose
to Tk. €310 million in 1979-80 and declined to Tk. 7180 million in
1984-85. At constant (1972-73) prices the size of the ADP»grew at
a ccmpound rate Or 7,3% per annum. The raté of growth, hoﬁeye:,
varied significanily from plan.to plane During the FFYP, at constant .
prices, ADP grew at 12,3%, during the’TfP‘it grew 2t the'rate‘of
~ 25.6% (constant prices) but in tie terminal year of the SFYP. it
declined in real terms. | |

Table S
Annual Development Programmes ,
' (Tk. in million)

Year - ADP "ADP
(at current Prices)(at 1972-73
A prices)
1973-74 (starting Year) 4640 T 3320
1977-78 (Terminal Year of the FFYP) . 12030 5280
1979-80 (Terminal Year of the TYP) = 23300 ‘8310
1984-85 (Terminal Year of the SFYP) 34980 7180

Note : Leflator used is WPI (kholesale Price Indices) with ‘
1372=73 as base.

Source: The Third Five_.Year Plan (1985-90). Planning COmmission,
GOB, Chapter 1, p.—i‘t
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For better'understanding. however, it is necessary to explain
the growth and pattern of cdévelopment eipepditure under va:iogs
(major) sectors of the economy: Such an'aﬁtémpt is made in Table 6
where for the shske of analytical simpiic1ty. différent’gectors.
as recorded.in the budget doFﬁménts, éré.réarranéeds Héads which
serve almost the same prupose and_are-telazed to_éachidtheﬁ are
joined together. Again, we like to ndté_tﬁaﬁ no attempt is niade here
to explain project-wise allocation oif funds uncer different sectors
but only & general disqussion to show the trend and nature of

cevelopment expenditure over the years is attempted.

Bangladesh is predominéntly an agridultural'country. This
sector (comprising crOp proauctlon, :1shery. rorestry and livestock)
contrirutes sbout 55% to the GDP -and ébout 85% of the total o
po;ulation are directly and indirectly related to ‘this sector for
enployment. During the pre-liberation'perioC. agricultuie in~Ba;glé—
desh was almost premitive in nature and output per acre was Qne.of
the-lowest in the world, .80, from the-#ér} beginning. the GOB has
been giving alle-out effort to imprcve this sector especially to |
actain the objective of self-sufficiency in the procuction of food-
grains by ensuring the supply of agricultural 1nputs anc¢ other ser=-
vices to the door-step of the farmers at subsidisec raﬁés. |

Table 6 shows that cevelopment expenGiture under this head

-has increased steadily rfrom Tk. 340& million in 1972«73 to Tk.3141.2
million in 1984-85, in other words. development expenditure under
this head grew at a compound raﬁe of 20.3% per annum over the years.,

~

Table 6 also shows that on an average about 14% of the total



Table 6

Growth of DevelopPment kxpenditure uncer Different (Major) sectors and Theirx
Percentage Shares to the Total Development Expenditure of the GOB (1572-~85)
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(Tk. in million)

Sector 1972-73 1973-74 1374-75 1975-76 1976-77 1977-78 1978-89
1. Agriculture 340,1 575.8 638,68  1301,8 1529,0 1541,4  2345.1
- . - (15.9) (1244) (12,2) (13,5) (5.2) (12.8) (14.6)
2. Flood Control and Weter 270.0 ' 696.6 860,0  1340,7 1129,1  1427,4  1725.3
Resources o (12,6)  (15.0) (16.3)  (13.9) (12z.0) (11.9) (10.8)
3. Industries 16,9  525,1 650,0 116642 1436,2 1901.2  3040.2.
o , o - (e8) . (11a3) . (22.4) (12,1) (14.2) (15.8)  (19,0)
4. Power and Natural Resources 126,8  496,7 780,8  1370,0 . 1271.4 1628,1 2316,4
5. Transport and Communication 256,4 1096.7 998,3 1796.3  2270,1 2264,6  2565,4
. (12.0) (23.6) (19.0)  (1646) (22.6) (18.8) (16.0)
6. Rurél Development 262,7  286.3 273.,0  659,6 540.0 755,9  1089.1
. . (12,3)  (6.1) (5.2) (6.8) (5.4) (643) (6.8)
7. Education, Health and 16,8 46440 562,8  1125.9  589.,3  1320.1 1625.6
. Family Planning (7.6) (10.0) (11,1) - (11.7)  (9,8) (11.0) (10.1)
8, Physical Planning and Housing 102,9  233,5 340.0 690,0  630,2 808, 9 966.0
9, Others 601.9.  273.5 126.3 199.5  177.8 377.8 355,2
~ - (2841) = (5.8) (2.4) (2.1) (1.8) (3.1) (2.2)
Total, 2139.5 4648.2 9650.0  10037.1

5250.0

12026.4 1602843
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Table € (Contdes)

Sector © 1973-80 1980-81  1981-82 . .1982-83 198384 1984-85 Yearly
: ‘ : - Averages
1, Agriculture '2338,2  3227.5 3698.4 - 4721.,2 4757,7 3141,2
(13,0) - (13.6) (13,6) (15,9}  (13,9) (8.9) (13.5)
2. Flood Control and water 2971,6 3571,8 3991,7 3684,1 4695,8 5146,5
Resources ' (1302) (1501) (140 7) (12. 3) ) (130 7) (140 7) (130 7)
3, Industries | : . 562742  3367.0 - 3676,9 3145,1- 3325,5 2397,9 '
' ‘ | (15,1) . (14,2)  (13,5) (10.6) (S.7)  (6.8) (12,0)
4, Power &nd Neturasl Resources .3728,5 3530,3 4085,5 5370.8 7939,5 839z,.3 :
(1645)  (14,.3) (15,1)  (20.1)  (23.1) (23.9; (15.4)
5. Transport and Communication 4120.3 . 4463,5  4405.8 5652,0 3406,5 28 76.7
) - . ; - (18,2)  (18.8)  (16,2) (19,0}  (2,9)  (8.2) (17.1)
6. Rural Development ~ o - 1043,3 1033,6  1126,8 - 1159,6 1057,3  1102.1 -
o _ (4.6) (4.4) (4e2) ~ (342} - (3.1) (3,1) (S¢9)
7. Education, Health and © 2005,6  2324,5 2675,8 275CG.9 3203,6 3390,4
Family Planning 4 (8s2)  (39.8) (9eg) - (342) (9.3) (9.7) (9.9)
8. Physical Flanning and Heousing 1446,2 1467.4 1774.4  14356,0 1471,6 1081,.7 '
] | , (604)  (6u2)  (6,5) (5,0)  (4.3) (3.1) (5.7)
9., Others 694,3  704.1 1714.2 1179,5  4470.0 7555.,4
| . (3,1) (3,0) (6o3) _ (4.0)  (13,0)  (21.5) . (6,7)
qotel o | 22597,6 _23683.9  27152,5 23760.2 34326,8 35064,2 (100)

Note: Figures in- parenthesis inclcate perceutages to. »he total: s;ight discrepancies are cue to 1oundin9.

Source : Cal¢ufated on the basis of statistics from the Bugget in Brief 198920, riﬁistry of Finance,
GOB, statistical Appendix, Pp. 42-45, o _
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development expenditure was shared by'this sector over the:yeaﬁs.
The fact that the share of agriculpure to the total‘develdpmen; '
expenditure declined shérply 1n-1984-85‘was primarily the r¢sult.of 
ﬁhe reduction and/or withdréyal of subsicies from the agriculturel

v _ ' .8
inputs following the World Bank's prescription .

Flood Control and wsater Regéuxcesa
Flooé control &nd water resources development is an essentiél
pre~-requisite for the overall economic development of Béngladesh.f
specially, the development of agriculture is largely dhpeﬁdent on
the optimum utilisation of the available water resources; both
surface and ground, and on the proteciion from f£lood that cccurs
in Bangladesh almost in each and every year causing serious damage
- to crops and properties. ExpehditureéAuncér tals head are.mainiy
made for providiné irrigation, f£lood prevention, construction of .
dams, canals, etc. o
Table 6 shows that_develo;uent.expenditpxé of the'éoé under -
this head has increased steadily from Tk. 270,0 million in 1972-73 .
to Tk. 5146,5 million in 1984-85 or it grew at a compound rate of
27.8% per annum over the years. And on ah'average 14% of the ﬁotal
cdevelorment expenditure was shared by this sector during the.said

period,

industriess

Bangladesh does not possest a soun¢ industrial base. The
pre-~liberation union with Pakistan was, as noted earlier, a pe:iod'
of deprivation, especially in the f£ield of industrial deveIOpment;
Thus in 1972-73 (just after liberation) the share of 1nd'u$tries

ccnstituted only 7.3% of the GDPQ, Moreover, this secto: has
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experienced severe damage during the war of 1iberation in 1971,
A provisional estimate by the Planning Commission showed the replace-
ment cost of damaged industrial assets and properties at Tk, 291,5
million of which 77 was 4in the'pubiic sector anc theAregt in the |
private sectorlo. |
After liberation, on march 26. 1972, the GOB took over about
544 abandoned industrial enterprises of the Pakistanis and absentee
owners and brought under public ownership about 250 inéustriel |
| enterprises with 89% of industrial fiXediassets. Public eorﬁoretiOns'
were aestablished in various‘industries'iike jute, textile):sugat;
'steel. etc,, which wete egain reorganised and rationalised. after
the fall of the Muzib regime in 1975
with a view to accelrating the industrial investment in the
country. due importance has been given by tne successive governments
since liberation. Table 6 shows that eevelo;:me_nt. e.cpenaiture unaer
this sector has increased from kK. 15.2 million in 1372-73 to .
Tk. 2397.9 million in 1964=-85. Over the years, tnls sector shared
on an average 12 of the total deveiopment expenditure. Tbe noéable_
feature 1is that duriﬁg the seventiee..development expehditure‘undef
this head increased steadily but from the early eignties its shere
to the total developmeat expenditure started declining. This was:
‘mainly due to the fact that the GOB started implenenting the policy
of Zenationalisation of losing industrial units '_é_e_xpeciany from
.198()-8111. Another striking feature is that though the industrial

sector contributed about 8% share in the GLP (yearly average of

1972 and 1985) it got almost equal share in development expenditure
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particularly during the sevent;es with.the agricultural sector.
having on an average 55¢ share in the GDP during tﬁe said period.
This reflects the fact that more attention was paid to industries
than to agriculture in the successive ADPB during the peziod under -

studye

Power and Natural ResourCesa

The development of industry and agriculture is lazgely
depenvent on the optimum utilisation of the available power and!

natural resources of the country. Regarding this twin basic infra-

structure, Bangladesh is not, howevér, rich enough. So, irvm the

very beginning, this sector, eSpecial;y power, continued to receivé_

higher attention in the development Programmes in view of its cruciél

Learing on agriculture and industrial progress. V
T'éeble 6 shows tnat development expenditure unoér power and:

natural resources taken togethei has ;ncreasedISteadily from

lTk. i20,6 million in 1972-73 ;o Tke 8392,3 million in:1984;85 or

at a compound rate of about 40% over the years. On an average power

and natural resources shared about 16 oﬁ the total development

expenditure over the yearse.

Transport and Communication:

After 1hdependence. Bangladesh inherited a completely
shattered and disrupted transport ané communication system. This

sector continued to shaxe a higher_amount of cevelppnent exbenditﬁre
.since liberation. Table 6 Qhows that development expehditure'uhder
transport and comnmunication systemé taken together has,increased
from Tke 256.4 million in 1972-73 to Tk, 2876,7 million in 1984-85,

In other words, allocations under this sector grew at a. compound

1
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rate of 22% per annum OVexr the years. and on an average, this secpor
shared 17% of the total development éXpenditufe of the GOB over the
yeaxs. |
Rural Developments |

In connection ﬁith the égricuiturai development. th; GOB .
after liberation launched a separate programme, namely, Rural
Deve lopment Prograrme which comprises the Integrated'Rural'Develop-
ment Programme (IRDP). shawnianI (self-Relient) Movemgnt and
Food for wWorks Pfogrenue;z. Table 6 shows that ﬁhis hegd constituted
on an average & of thé total Development expenditure of ghe GOB

over the y=ars,

gducation, Haalth and Family Plannings _

Education is the backbone of & nation. It is & pre—requisite
for the successful. implementation of national develOpment programmes.
Unfortunately, in Bangledesh education could not =s jwt ke spread
to the masses. The percentage of literacy in pr e-liberation Banqla- f
desh was below the 20% level.

The heelth facilities in Bzngledesh, as a besic infrastruc-
ture, were inadeguate both ‘in "uality and ngntitj. The pre~libera-
tion hezlth care system was mostly urben-based and extremely limited
in terms of medical and nursing personnel, hospital beds, medicine
and equipments. The situation‘aggfavated further due to the dese
truction of many of the hospital builcings and damaqe’of prbperties
relating to health Guring the war of liberation in 1971, !

. ‘aAbove all, the population explosion in the couvntry was a
serious challenge to all development effortg of the GOE, Bangladesh

is the eighth largest country of the world in respect of size of
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population, but she poseessee oﬁiy an area of 55,598 equere'miles.
.In 1951 the total population of Bangladesh was 42,0 millibn; whilst
in_1972=73 it increased upto 74.3 million -~ near. about double within
a preriod of 20 years only. Here again, little attention was paid to
this serious problem in the pre-liberation. days to-keep.the size of
population at a reasonable level so that the bas;c needs qf human
life such as food, education, shelter, medicesl facilities and
nployment coulé be oroJided.

Naturally, wore and more attention was expected to oe paid
by the government to ensure better education and health‘;aciﬂitiea
to tﬁe masses anc te arrest pOpUIat;on’growth in the ceuniry. But
.surprisingly enough, education, health and fanily plannipgbﬁakeu
together as shown in Table 6 constituted less than 10%}05 the total
devalooment expenditure over the‘years;_ln other words, oﬁer the
vears succesgive government ofTBangladesh‘paid little attehtion-to

thié vital aspect of development-

Physical Plamning and Housings

ilhe physical planning end housing sector consists of sub—
.sectors like housing, governmeht'oifices and iﬁstitutionel buiidings,
metropolitan development agencies, tourism, ware-=houses anc cowmunity
services all of which were under severe damage durlng the liberation
war. Basically, Bangladesn is a land of rivers and as notec earlier
its population density is ome of tne hiyhest (1900 per sg. mile)
in the world, Along with these there exists an ever-increasing
trend of migratioh of population from the rural to the urban areas .

causing serious congestion in the cities and towms. It is, therefore,

evicdent that the progremme for vhysical -rla2naing and hotaingrdeserved
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.a high priority in the national Gevelopment  programme and Table 6

shows that on an average this sector constituted about 6% of the
total development expenditure over the yearse.
:.otheras

Other development expenditure eoﬁbrising mainly the
reconstruction/rehabilitation works (for the first two years after
liberation), and development of Upazila infrastructure (from 1983~
84) constituted on an average about 7% of the total development
expenditure over the years, Note that in 1972a73 1 1983-84 and
1584-85 other deveIOpment expenoiture recorded extremely higher
~percentage shares. This was due to the fact that just after
liberation (1972-73) huge amounts were being allocated for the cause
of rapid reconstruction and rehabilitation and were included in the
development budget. Again frOm 1983-84 a considerable amount was
allocated for the Gevelopment of the infrastnicture of the<newly
established Upazila Parishad (construction of office building and

i

staff quarters mainly).

4. Dependency of the Bangladesh Budget on Foreign Economiej'
Assistance (1972-8S)

- In a deveIOpind country like Bangladesh, economic growth
is generally known to be heavily depencent on foreign aid. since.
domestic savings are not sufficient for attaining the desired!’ |
- rate of growth and foreign exchange earnings are inadequate, to

meet the import requirements, as noted in Chapter 1, external
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economic assistance played an essential role in the economy of .

Bangladesh by meeting both the savings gap and the trade gap.

In this connection it should be noted here that foreign
aid in Bangladesh covers so wide areas of analysis and discussions
that thés topic itself deserves a separate study and a number of

excellent atudie513

are available in this field, However, we are
maihly concerned here to meaSure the depencency of the Bangladesh
Budget (especially capital budget) on foreign economic aSsistance

during the period uncer study.

According to the budget documents, foieign assistaﬁce in
Bangladesh comprises foreign loans and grants in the fOrm5‘§f~foodj
aid, non-project aid (commodity aid) énd projeét,aid. In the aid
figures prepéred b} the External Resource Division (ERD) Minié@ry_
of Finance, food aid covers only foodgrains. The edible oils,
usually programmed by the U.S.A. and Canada as part of food aid,
is classified under non-project aid. Project aié relates to
physically identifiable projects incorporated into the annual
Development Programme (ADP). The non~project aid; by definiﬁion,
includes funds for all other items not covered by food and project'

aiatd.

Let us first draw a picture of the volume of foreign aid
inflow into Bangladesh during the period between 1972-73 and 1984-
85, In 1971, the country was born as a debt~free nation. éut’soon
thé country incurred external debt when she agreed to acéept the

pre-literation liabilities of US § 636 million in 1974 in the
15

interest of maintaining harmonious relationship with the donors
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Table 7 shows that in Bangladesh totel commitment of foreign aid
during the said period amounted to § 17119.8 million of which $8816.6
million was project aid and § 4997.7 million ané § 3305.5 million
were non-project and fooa aid respectively._Of the total commitment
of foreign aid of $ 17119.8 million, § 7496,8 million and § 9623.1
Amillien were in the shape of grants and loans respectively?®.

other words, over the years, grants ené loans constituted 43.8%

and 56,2% of the total commitment of foreign aid respectively.

Of the total commitment of foreign aid of § 17113.8 million,
total disbursement of foreign aid stood at $ 12434.7 million which
constituted 72.6% of the totel commitment. of tﬁe total disburse-
ment of § 12434.7 million, $§ 4508.1 million was in the form of
project aid, and § 4767.4 million and $ 3161.2 million were in the
form of non-project and food aid respectively. Of the total dis-
bursement of foreign aid of § 12434.7 million, § 6384.0 million
ané § 6050,7 million were in the.shape of granﬁs and loans-feSpec-
tively17.‘In other words, over the years, grants and loans consti-
tuted 51.1% and 48.3% of the total disbursement of foreign aio
respectively. Note that in the initial years. Bangladesn received
foreign aid mostly in the form of grants and concessionary loens.
But the situation uncerwent recognizable changes as years-went by.
And over the years, loans have assumed greater proportionlin_the
total aid packet particulaily in the laﬁe seveni;ies and - early

, eighties.
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Category-wise Commitment and Disbursement of Foreign Aid into Bangladesh
(1972-73 to 1984-85)
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(In US é mij 11101\)

SR Commitment _ Disbursement 8 as %
year Project Non-Project  Food Total Project Non-Project F ota of 4

Aid Aid Ald Ald aid aid

) 2 3 3 3 6 k2 ]
1972=73 317.5 302,1 258,8 878.4 80.0 288,9 182,6 551.5 . 62,9
1973-74 223.9 176.0 158.1 555,1 124.4 108.1 228,7 461,2 83,1
1974=75 390,5 415,1 461,1 1266,7 . 143.0 375.,7 382,3 901.0 71.1
1975-76 357.3 360,9 240,7 958, 9 125.,5 361,5 313,5 800.5 83.5
1976=-77 279,7 304.1- 1431,1 72649 158,5 254,6 121,6 534.7 73.5
1977=-78 582,9 426,1 138.8 1147,8 275, 6 380.4 177.8 833.8 72,6
1978=79 855.1 604.4 300.7 1760,2 368,4 482,6 173.0 1030,0 5845
1979-80 597.9 285,3 270.0 1153,2 469,9 378,5 374.4 1223,1 106.1
1380-81 1001,5 - 354.9 202,9 1559,3. 559,9 392,5 194,1 1146.5 73.5
1981-82 1189,3 513,0 220,6 1922,9 589,3 419,8 230,5 1239,6 64.5
1982~83 739,8 474,.4 248.3  1522,5 463.9 452.0 255,5 1177.4 T7.3
1983-84 881,7 528,.2 285.2 1695,1 552.8 439,2 276,4 1268.4 74.8
15984-85 1339,6 253,1 380,2 1972,9 5390.9 431,6 244,5 1267.0 64.2
Grand Total 8816,6 4397.7 3305.5 17119,8 4508,1 4767.4 3161.2 12434.7 72,6

Notes slight discrepancies are due to rounding
Source s Flow of External Rescurcesinto Bangladesh (As of June 30, 1987) External Resource Division,

TT—_‘?—'—_"‘_————_"L—

Mindistry o Pinance. GOB,
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‘of ‘the components of the total aid. In acdition to project aid,
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Lespite the fact that there were ups and downs inbtheryear
to year disbursement of foreign aid, the total volume of disbursed
foreign aid in Bangladesh has increased to a great extent over the-
years. Table 7 shows tnat the total disbursed foreign aid has

increased from § 551.5 million in 1972-73 to § 1267.0 million in

. 1984-85 or at a compound rate'of about 8% per annum over the years.

The notable feature is that the project aid alone increased a
compound rate of about 19% per annum while the non-project ana food
alid increased at the compound rates of about 4% and 3% per annum

respectively over the years,

It should, however, be noted here tbat in the budget documents
of Bangladesh only the project aild is recorded in the Demand for
Grants which is allocated to finance project expenditure menqibned.
in the ADP. Over time dependehcy of development budget on project-
aid was only increasing. For,.in the early seventies, project aid
financed only about 33% of the total development expenditufé but in
1983-84, tor exanple, this has risen to the level of 51.1%18. During
the period between 1979=80 an¢ 198283, the numter of foreign-alded
projects has been in the region of 27, 5%/ 36,6% of the totalanmber
of'projects. On an average about 66% of the total allocétioﬁ was for
foreign-aided projects, and project aid constitutea on an average

about 35¢ of the total allocationlg.

But one should note that the project aid forms ohly_one

non~project and food aid, as noted earlier, are also beingfrecsived

by the GOB, The GOB generates counterpart funds by utilisiﬁg non-
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project and food aid within the economy. These funds are then
channelised to finance the GOB-funded projects included in the

ADon.

Therefore.'only the ratio of éroject aid to total project .
expenditure as recorded in the budget documents Goes not fully
reflect the dependency of development budget of Bangladesh on,

- foreign alc. The extent of depénéency of development budget on
foreign aid must be understocod from the total aid point 6f view.

In other words, the volume of non-projeét aid ané food aid that hés
actually entered into the GOS-funded Projects of the develdément'

- budget must be taken into consideration, despite the fact that tﬁe

counterpart funds disbursed can not be aifferentiated easily.:

According to a world Bank estimate, in 1983-84, for example,
the‘share,of total aid in the ADP was 92,%: whereas the share of
project aid came to 44%. Theréfore, the share of non-project and-
food aid through counterpart funds gegeiated by sale of_éidéd_v
imports of commodities and the su:plus:from the food budget aqcouh;ed

21

for 48.6% of the ADP“'. And over the years, as Table 8 shows,relative

shares of non-project and food aid taken together even with the
!

declining trend, in 1984-85 for example, constituted about 53% of

the total aid flow into Bangladesh.

However, merely the total volume of foreign aid inflow is
not sufficient to corment on the hature of aid dependepcy of an
underdeveloped economy like Bangladesh. In Table 9 we have attempted
to measure aid dependence in relation to a number of critical

indices of the economy like GDP, investment, dgvelopment expend4tur0._
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TébleVB

Relative Shares of Project, Non-Project and
Food Aid in the Total Aid Volume of Bangladesh

(In US $ million)

"Non-Project Food

Year Total Add = Project

Disbursed Aid - Add aAida

(%) T (%) )

1972+73 551.5  14.5 52,4 33.1
1973~74 461,2 " 27.0 | 23,4 49.6
1974-75 801.0 15,9 41.7 42.4
1975-76 800.5 15,5 ‘ 45,7 38.8
1976-77 53447 29,7 47.5 22,8 °
1977-78 833.8 33.4 45.2 21.4
1978=79  1030,0 35.8 46,8 1744
1979-80  1223.1 3844 30,9 30.7
1980-81  1146.5 48.8 34.3 1649
1981-82  1239.6 47.3 34,1 18.6
1982-83  1177.4 47.4 33.6 19.0
1983-84  1268.4 48,7 33.8 17.5
1984-85 = 1257.0 46.6 34,1 19.3

Source 3 Our calculation is based on the statistics of Flow of
gxternal Resources into Bangladesh (As of June 30, 1387),
ERD, Ministry of Finance, GOB.

etc. It is found that disbursed foreign aid was on an average
about 90% of the development expenditure which constituted on an

average more than 9% of the GDP over the years.

Out of 13 years from 1972-73 to 1384-85, the share of
disbursed aid in 7 ycars exceeded the ADP &and financed part of

the revenue budget, ané in other_6'years the share of disbursed



. Table 9

Measure of Aid Dependence in Bangladesh 3 Some Indicators (1372-85)
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(In US § million)

Year Disbursed GDP 1 as % Levelopment 1 as Ald &8 % of Ald as % of

aid (Current) of 2 . Budget % of 4 financing Invectment

: Dev. Budget

I 2 3 4 5 6 7
1972-73 581,5 '5717,2 9.6 593,0 93,0 Ne Ae 126,1
1973-74 461,2 8978.,0 5.1 587.0 78,6 67.9 65,6
1974=75 901,0 13855.0 645 552.0 163.2 Ne Ao 78.5
1975=~76 800,5 7162, 0 11,0 556, 0 14:.4 8l.4 107.5
1976=77 534.7 7177.0 Te5 653.0 881,9 62,6 777
1977-78 833,8 8803, 0 9.4 799.0 104,3 65, 4 75.8
1978~79 1030.,0 103239,0 10,0 355,0 107.8 6243 2.3
1973=80 1223,1 11754,0 10.4 1387.0 88,2 61,7 64,9
1980-81 1146, 5 12836,0 8.9 1446,7 79%.2 633 55,6
1981=82 1233,6 - 11870.0 10,6 1132,86 103,95 61,4 64.9
1982-83 " 1177.4 . 11274,0 10,4 1123.7 104,.8 NA NA
1983=-84 . 1268.4 12557,0 10,2 11204,.,8 105,3 NA NA
1984-85 1267,0 13469,0 10,0 1351,5 23,8 NA NA

Source: Col, 1, 2 and 4 from The Flow of External Resources into _Bangladesh, 1987, ERD Ministry

“World Bank, March,

of Finance, GOB, Table 2,16 anc 2,20,
6 and 7 from B

gladesh Recent Economic DeveIOpment and Selected Econonric Issues,
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aid had been in the region of 78/93%. A World Bank eétiméte also
showed that out of 10, years from 1972-73 to 1981-82, the share of
disbursed aid in 5 yearé of the first 6 years after liberation
exceeded the ADP andlfinanced part of the revenuve budget, and in- "
the last 4 yeérs the share of aid had been in the region oi 78/!97%n .

Also it is found in Table 2 that between the period from
1972-73 to 1981-82, ‘aid as percent of total investment of the
country had been in the region of 55/126% . And the share of foreign
ai¢ and loan financing development budget had been in the region

of 61/81% for the said perioce.

In Table 10 dependebcy on external economic assisﬁance,
is measured'from&a somewhat different angle. On the basis of yearly
averages it is found that the net external economic. assistance
(EEA) in Bangladesh increased steadily over the three plan periods, 
EEA as a percent of total investment, however, declined £rom more |
than 80% during the FFYP (1973-78) to about 69% and 67% during
the TYP (1978-80) and the first four years (1980—84):of the SFYP
(1980-85) respectively. But this apparent decline of EEA as a
percent of total investment does not mean the declin;hg tendency
of cependency on foreign aid over the years, For, the net.factor
serxrvice income from abroad as.a percent of inVes;ment;had been
increasing from 4.5¢ during the FFYP plén'periéd to ll;Q%'and
22.6% during the TYP (1978-80) ané the firsﬁ four years (1380-84)
©of the SFYP (19680-85) respectively, If this particular flow of
external assistance was not available, Bangladesn wdgld have been

23

borrowing an additional amount of Tk, 10 billion per year during
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Table 10

Dependence on‘Aid ¢ Some Indicators

Indicator 1972-73 1978-79  1980=81""
1977-78 197980  1983~84

l. Net External Economic o
Assistance (EEA) (billion taka) 7.74 16.48 25.49 .
2. EEA as a % of Total Investment 80,80 68, 60 67.20

3. Net Factor Service income as _
a % of Investment 4450 11,00 22,60 -

4, Percentage of EEA , A
Received as Grants 46,20 - 50,90 54,20

Source 3 qugladésh 3 _Economic Development and Social Defélopment-'
Prospects, Vol., IV, Statistical Appendix, Report No. 5¢09.
World Bank, April 12, 1385. '

the said perio¢ and then EEA as a percent of total investment

woulé have increased rather-than decreased.

From the very beginning, though a major part of’finéncing. :
public expenditure (guiced by the principle of self réliant{grthh)l_
was expected to be borne by revenue surplﬁs from-the revenue budget;
available evidence points to the contrary. Table 11 shows that. |
the revenue surplus, though increased over the three(plan periodé, 
constituted only 14% and 15,5 of the ALP and public'invéstméntA.
respectively during the FFYP, During TYP, revenue surplus accounted
for»21;9% and 31.2% of the ADP and public investment resbéctively;J'

During the SFYP, revenue surplus constituted 22.7% and 34.,4% of '



Table 11

Current Account sSurplus or Deficit as Percent of ADP
and Pyblic Investment and Financing of Overall Beficit
in Bangladesh during the Three Plan periods

(Tk., in billion)

223

Head FFYP TYP SFYP
(1973-78)  (1978-80)  (1980-85)
Aver age Average 'Ayerage_
1, a) Revenue Receipts 737 16,65 28, 26
b) Revenue Expenditure 6.40 12.35 21,47
c) Surplus(+)/Deficit(-) 0.97 4,3 6475
2. Annual Development
Progr amme 6.92 13.67 29,39
. 3« Public Investment 5440 13,80 19,11
4. 1(c) as % of 2 14.00 '21.90 22,70
5. 1(c) as % of 3 15.5 31.20 34.40
6. Overall Deficit Pinanced '
by (%)
a) Capital Receipts and '
- Deficit Financing 12,90 0.70 5,60
b) Foreign Grants and , _ :
Loans _ 79.10 75.80 92,90
c) Transfer £rom Food - '
d) Others Nil 13.00 Nil '

De 28,

source : A. Rahman, "Domestic Resource Mobilization 3 A Macro
' Analysig®, Bangladesh Development Dailogue, SID, 1985,!

the ADP and public investment respectively. The net result was

that the share of internal capital receipts and deficit f£inancing

in financing overall ceficit constituted only 12,9% during the FFYP
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and 0.7% and 5,6% during the TYP and the SFYP respectively. But
foreign grants and loans, on the other hand, finahced'79.1% of
the overall deficit during the FFYP, 75.8% and 92.9% during the

TYP and the SFYP respectivelye. |

Table 11 also 'shows that the share of transfer from food
budget constituted 8%, 10.5% ancd 1 5% in financing the overall
deficit during the three plan periods respectively. But as we have.
noted, the transfer from food budget is nothing but the counter-
part funé generated by the govermment by utilising food aidbwithin
the economf. Thus the share of foreign aia (addingft:apsfer from
food budget) stooc at about 90% in financing overall deficit du;in§
the three plan periods. All these indicate how the devéIOpment
budget as well as investment activities of Banglacesh were foreign

ald éependent.
*h '1\* "k

This was not all. The dependency of Banglaceéh Budgett‘
becomes more obvious if we take into account the fact that even
the revenue budgets of the GOB were heavily dependent on foreign
aid for the whole period uncer sttdy. In Chapter 5, QeAhave
obséxved that on an average more than-SO%24 of the total tax
collections were contributed by import duty and sales tax on
imports. We have also observed that foreign aided imports céntri-
buted about 45% of the total import duty ana saleé tax on 1mp6rt25
during the period between 1372-73 and 1984—85;~And‘with the fact

that in all these years more than half of the annual import bills
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of Bangladesh were paid for by foreign aid26, it beco@es’more o

evident how £ar even the‘revenue budget, especially the;ipternal-
resource mobilization efforts of the GOB were dependent on foreign.

aid.

Now if we take into account the fact that aid financed
imports contribute to the manufacturing of domestic output of such
items like cloths, petroleum, etc., and this output contributes to
government revenues througn excise duties and direct contributions
to the government fund by the nationalised enterprises. the contri-
bution of foreign aid flows would appear to be wider in the revenu
“budgets of the GOB than noted,

Under the above scenario, a2 fall in foreign aid, working
through a f£all in imports, weuldehave a airect impact on inpernal‘
revenue collections es well &s develOpment,expenditure; For example,
when aid aisbursements fell much short of what had been - programmed
into the cdevelcpment budgets, revenue collections of the eos Eeme
down. This together with the lack of adequate aid td;fihanee the
development expenditure compelled the GOE to cut down the size of

the ADP by 14.4% in 1980-81 an¢ to trim it again in 1981-82%7,

Thus over the years, not only the development budget but
also.the revenue budget ot the GOB'was.guided by the eveilabilitx
of foreign aid. 1In other words, foreign aid, in the one hand,
financed development expenditure, and on the other haﬁd; contri-'
5uted largely to the internal revenue collectiohs of the GOB by
footing the import bill which constituted a greater share to the

tax revenue,
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In this connection it may be metnioned here that conéréry
to the rise in foreign aid over the years, the level of domestic ‘.
savings has not increased. In fact, éaving/CDP rétio as notedlin‘
‘Chapter 1, has declined from 4.6% in the terminal year of. the
FFYP (1973=-78) to 4.2% in the terminal year of the SFYP (1980—85).
This-reflects the fact that foreign aid financed.development fa; '
£rom encouraging self-reliance, contributed to a concurrent decline
in tﬁe capacity to mobilize domestic savings'in Bangladeshza. Under f
the above scenario, for self-reliant growth the essentiality of |
robilizing an increased volume of domestic rescurces on the part “

of the GOB can hardly be over emphasised,

% wk 3

Moreover, as a result of growing 1nfiow of foréign aid, the':
turden of debt sérv;cing had also been increasing wh;éh had shrinked
revenue surplus in the revenue budget by increasing revenue éxpendi4
ture over the years since debt service paymehts'constifuté a cbnsié
derable amount of revenue expenditure of the GOB. Tablg'iz poihts )
out the fact that annual debt repayment of Banglacesh increaséd _
from's 17.5 million in 1973-74 to $ 170 million in 1984-85. But
noneéheless, the net disbursement (difference between the totalAr
disbursement and debt repagment) to Bangladesh was oﬁly inCréaSihg'-
over the years. .In 1973-74 net disbursement was § 225,2 million
whilst in 1981=-82 it was as high as § 494.3 million. Thus debt
repayments were fér behind the new injection of loan into the

eccnomy whicn may be contrasted' to the wofld_Bank‘s predicament .



Table 12

Lebt service Liabilities of Bangladesh (1972-85)

(In US § million)
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Year Total loan Lebt Repaymenta Net loan Total GDP 4 as % Total Debt
Disbursed (Interest+Prin, ) Disbursed outstanding of 5 Export Service
Debt Earnings Ratio
1 2 3 (1-2) 4 5 6 7 8
1972-73 65.0 - — - - — - -
1973=74 242,7 - 1749 225.2 501.4 8978.,0 5.6 373.0 4.7
1978-75 526.1 70.8 455.3 973.,4 138554,0 7.0 355,0 20,0
1975-76 56647 55.6 S11.1 1575,3 7162,0 22,0 367.0 15,1
1976=77 2732 50.0 229, 2 1827.3 7177.0 25,5 406,0 12.3
1977=78 441,0 65.0 37640 2284,0 8803.0 25.5 535.0 12,1
1978,79 528,1 89.0 439,1 2733.9 10329,0 26,5 598,0 14,9
1979=80 572,5 108.0 464,5 3361, 4 11754.0 28,6 .743.0 14,5
1980-81 552,.8 85.1 467,7 4383,3 12836,0 34.1 741,0 11,5
1381-82 585,8 91.5 494,3 4559.4 11870,0 41,8 652,0 14.0
1982-83 589,9 136.,1 453,8 5451, 6 11274,0 48,3 719,0 8.9
1583-84 534,6 12843 406,3 -+ 594045 12557.,0 47.3 822.,0 15,6
1984685 - 170.0 396.2 .'6280.9 . 13469,0 " 971.0 17.5

| 56642

46,5

.Notes a) In¢ludes payments in respect of medium cﬂd long-term loans only excxucing -transactions. with
IMF and other short-term borrowings.- ‘

' b) Merchandise Export only.

Source: Flow of External Resources into Bangladesh, 1387, External Resource Division, ‘Ministry of a
_ F-‘-Inange, GOB, Table 2. 4, 2. and 2 Colas 1 and 2,16 (COlo 2. ,Sand 7). ) )
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that debt service payments of a number of developing countries on
that period exceeded current flow of loanszg.

The net result was that the total outstanding foreign deb 30

of Bangladesh as shown in Table 12 was only increasing over time.- 
in 1973=74 the total outstanding debt of Bangladesh émounteﬁ

$ '501.4 million which constituted 5.6% of the GDP. But in 1984-85
it stood at § 6280.,9 million which constitﬁted 46, 5% of thé’GDP.'
This exerted a heavy pressure both on the présent ancAthe-fUture

generation of Bangladesh to come31

. Table 12 also shows that the
- debt service ratio ofABangladesh._defined'as'thé repayﬁént 0€ debt -
as a percentage of the total merchandise export earnings in a
particular year, was 4.7% in 1973-74 and rose upto 17.5% in '19!84-:‘
85. Thus about one doller out of every five dollars earned through
exports was to belpaid as interest ana repéyment ofrpfincipal!~
indicating a potential constraint on the debt sérvicing:Capécipy
of the country. Note that Table 12 does not incluce ény payﬁénts
on account of I;M.F. ané short-term borrowings for food and crude.
oil., If the debt servicing of I.M.F. and short-term borrowings

are included, the country has already crossed the safe limit of

bqrrowing32.

In this connection it may be mentioﬁgd here‘ihat the'débt
service ratio of Bangladesh projected by thelWOrld Bénk. esbecially'
for the second half of the eighties and for the ea:ly‘nineties;
ranges between 15 and 17%%. This was about eQual to the averagei
ior the low income economies (14,4%) and below the'averageAfor thé.'

midcle income economies (18.1%)33. Thus Bangladesh's deb; service
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ratio of 15 or 17% does not appear to be unusually onerous by:

the prevailing standards of the less ceveloped countries.

But this does not mean that the debt service payments db,
not constitute any serious problem for Bangladesh. For a poor
country like Bangladesh a burden of 15% or 17% is likely to be much'
more critical than for a better off economy.'note that over the
years, Bangladesh was fortunate to obtain aaéy'goft texrm loahs.
and as noted earlier, more then 5@ of the total foreign aid‘ihflow
was cisbursed in the shape of grants which create no.debt liability
per unit of aid inflow, But in future, with a sudden changé,in the .
climate of international relationship, soft loén Qindgwé_of various .
lending agencies may be gradually closed. Fuithéxmqré,’intérést
anC amortisation are also likely t¢o increase as.ﬁore énd more'éid
matures for payment. And with the possibiiity'that more grant -
clerents ¢f aié may ke substituted by more ana more loan elements,f
the debt gervice payments of Bangladesh may mOVe to a critical !

34

level, 2bove the World Bank's projected estimate of -§ 196 million
) .

in 2000-~01,

In addition, external earnings of Banglédeéh beihg»relaﬁive;y
less diversified are likely to be accentuested to a‘lower rafe than
debt repayment thereby increasing the debt seiviée ratio above the
projected estimate of 15% to 17% in the coming years.;Anbiher
notable feature is that Banglacdesh is unfortunatély facing chronic
" balance of payments difficulties since her indgpenéence in 1271,
The nominal trade gap of US § 140 million in 1972-73 increased to

Us § 1,591 milli.on35 in 1982-83, The main reascns for this gap érex



230
(1) Exports are not expanding proportionately with import require-
ments and (ii) deterdoration in terms of trade. Recession and
protectionism to some extent prevented primary exportable commodi-
ties of Bangladesh from making significant improvement in her export

earningse.

The sbove circumstances demand that externai-debtﬁpOIICy
of Bangladesh should be intelligently shaped from now on. Ko doubt,
in éangladesh uncer its prevailing social etructure; thelneed.for
increased quantum of foreign aid will remain for some years to come
to sustain its development programmes and indeed to meet its needs
for current consumption. Trerefore, to prevent turther deterioration
of the debt service ratio, Bangladesh will require favourable terms
and composition of aid. simultaneously, the export: expansion '
programme 1is. to be pursued vigorously both for trauitional exports
and . for diversifying ‘exports into the non-traditional areas. The .
success , however, depends how far aid on soft terms ;s actually
available and demand for Bangladesh's export items in external
markets exists. But the past evidence points to the Contrary‘.lt _'
is thus through improved domestic resource mobi;ization and an |
efficient menagement of the economy chat BanglédeSh may find the

solution to this problemn.
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