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EXECUTIVE SUMMARY

Bangladesh has undertaken an ambitious task of developingdéflaleconomiczones(SEZsio
stimulate economic growth, create employment opportunities and foster poverty reduction.

y3t I RSAKQa yI A ptgndd to RSSIERstag a polytdol fardtatklhg regional
disparities. This study closely reviews -8&&ted regional development issues, undertakes policy
experiments to assess the potential impact of pursuing different types of investment scenarios for
lagging regions, and provides some recommendations for making SEZ policies effective.

/ 2YaAARSNAY3I . Fy3fl RSakKQa LRfAOe (FNBSG 2F 3ISYyS
simulation results show that without any targeted intervention mos the increased production

activities will concentrate in the relatively betteff greater Dhaka and Chittagong regions given

the current excessively skewed distribution of manufacturing export production in favour of these
regions. The lagging distiscin the west still benefit from economyide linkages and increased

demand for labour. Howevesincehalf of the targeted exportare generated in SEZs located in
north-west and southwest districts, the impact of poverty reduction for these regionsnisch

higher.

Simulation results suggest that promoting exports fr&BZs itagging regioa can havea strong
impact on employment generation, includinfpr women. It also generates greater demand for
labour from small farm, nofarm and lowerskilled howseholds. These are the households more
likely to be associated with vulnerable and excluded groups.

While SEZs can be an appealing policy tool for promoting regional development, and policy
simulations can helpus understand the impaa of different policy scenarios under ideal
circumstances, several factors must be taken into serious consideration to make it work effectively.

¢KS ai0NrGS3e RSEAYSFGSR Ay . ly3afl RSaKQa {S@S
disparitiesstrongly suggests attaching priority to the divisioimsthe western part of Bangladesh.

This is not matched by the progress of SEZ development sdHarproblemcould be better
addressed by alignirgirategywith the actual zone development work on the ground.

SEZs do offer special incentives for investors. But incentives in lagging regions may need to be more
attractive than elsewhere in order for investors to overcome any locational disadvantages.

Focusing on a few major SEZs in lagging regions could ke metpful to ensure adequacy of
incentives and focused policy attention for effective implementation. Too many suboptimally sized
SEZs would not be able to exploit agglomeration econonespecially when these were in
established urban centres. Phased implementation of the-38& programme could be a practical
option.

The need for ppropriate, adequate and wetlnctioning infrastructure cannot be overemphasised
for lagging regions. Theconnectivity with major economic corridors should also be another
important consideration.

Ensuring availability of skillestaff for SEZsparticularly inless developedegions can be a major
challenge. Implementation of thet C, t Qa & dz3 3 &réing Aaggifig régions avitlal kil
development is extremely important for economic viability of SEZ in these regions.

ii | EDIG Research Paper Three
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Proper utilsation of allotted serviced plots rather than catering for sheer rersteeking objectives
¢ is critical. To what extensmalland mediumsized enterprisegan access SEZs and how their
participation can be ensured is also a policy challenge.

Finally, utilsingSEZ policies for balanced regional development will need analytical policy work for

which Bangladesh currently lacksffezient and gooequality data. In its absenceleveloping
meaningful and informed policy analysis and advice will be a daunting prospect.
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1.INTRODUCTION

Eradicating povertyby means of accelerating economic growth and generating employment
opportunities is a key policy priority for Bangladesh. There is also an emphasis on achieving inclusive
economic growth that will, among other things, help disadvantagegions and facilitate greater
participation of deprived population groups in economic activitidhe Seventh Five Year Plan of
Bangladesh (7FYP) outlines a strategy for manufactseatpr development that includes expert

led growth as a means of aelving these development aspirations (GED, 2015).

Following the success of special economic zones (SEZs), especially in China, and export processing
zones (EPZs) in Bangladeble,Government of Bangladesh (GoB) has decided to establish a total of

100 SEZever the next 15 yearsBy providing attractive fiscal and financial benefits and serviced
industrial plots, these zones are expected to mobilise private investments from both domestic and
foreign sources. The 7FYP also intends to use SEZs as a mbloygenerate inclusive growth by

means of promoting development in lagging regions.

Despite the apparent simplicity of the concept of inclusive growth, it is often not clear what it implies

for regional development, and the policy instrumeriggilitating it are less well articulated. As
agglomeration economies become a dominant force in economic development, leading to the
concentration of economic activities around certain growth poles, the issue of the need¢atled

balanced regional deslopment becomes complex. Against this backdrop, free movement of
G2NJ] SNESX AyOfdzZRAY3a 62YSyQa INBIFGSNI LI NIOAOALI
inclusive growth. Along with this, job market participation of other excluded and vulnegabigs
represents an essential ingredient. However, regional disparities can have significant social and
political consequences hefe.

Bangladesh has disparities in various dimensions (e.g. in terms of differences in income, poverty
incidenceand educatianal attainment) at different regional levels (e.g. divisional, district,-sub
district). However, at a wider administrative division level, there is bitm@skd consensus that the
western part of the country is lagging compared with its eastern counterpBine 7FYP aims to
tackle this regional divide with the help of, among other things, SEZs. In this regard, though, the
experiences of many countries with SEZs seem to suggest the outcomes are largely mixed.

One question for Bangladesh, then, relates toetbter the proposed SEZ strategy can help address
regional disparities. Regions in Bangladesh exhibit significant differences in terms of the location

1Two of the three major themes of th@FYP of Bangladesh a#8DP[gross domestic producjrowth acceleration, employment
generation and rapid poverty reduction; and a brelaased strategy of inclusiveness with a view to empowering every citizen to
participate full and benefit from the development proc€6ED 2015 xlvi). The7FYPgoesto great lengthsto discuss regional
disparities and suggest specific policy options to address this.

2Mandated by the Bangladesh Economic Zones Act, 2010, the Bangladesh Economic Zones Authority (BEZA) was officially instituted
with the objective of estaldhing economic zones in all potential areas in the country, including backward and underdeveloped
regions.

3 Recent political events in Europe and th&have highlighted social tensions even in advanced economies resultingtfesskewed
distribution ofeconomic prosperity unmitigated ke free movement of labour.

4In highlighting regional disparities in Bangladabk,World Bank (2008) coined the ter#eSicwest divid€bn finding that the pace
of poverty reduction during 202005 was much sloweof the western part of Bangladesh
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and distribution of economic and industrial activities. For example, employinésrsive
manufacturing ad exportoriented enterprises are largely concentrated in the Dhaka and
Chittagong regions. Should the SEZ plan aim to attract similar investment projects to lagging
regions? Keeping regional inequalities aside, it is also important to assess whethemSEZs
disadvantaged regions can generate inclusive growth whil@adeerselyaffecting overall economic
growth.

There is not much discussion at present on these issues. This paper seeks to generate relevant policy
inputs by investigating the nature of ecamdic activities associated with different regions in
Bangladesh, and assesses the potential impact of promoting certain types of SEZ investment
projects in lagging regions. In doing so, it makes a technical contribution by constructing a regional
social acounting matrix (SAM) analytical framework that allows us to study the implications of
different SEZ policy options for growth, employment generation and poverty reduction for different
regions. While we use the 0 f f ScR S % 8 I Bié@nbristBathe simulated policy impact

to four greater regions (nortwest, southwest, Greater Dhakaand Greater Chittagong), the
analytical framework cam where data are available; be applied to lowedevel administrative

regions or localities.

This paper is oanised as followsAfter this introduction, Section 2 provides a brief review of the
relevant literature on SEZs, economic development and regional disparities. Section 3 highlights the
spatial variation of development in Bangladesh. Section 4 providese& dssessment of SEZ
development work in progress amased on a constructed regional SAMndertakes various SEZ
policy experiments to assess their impact on economic growth, employment generation and poverty
reduction by region. Section 5 discussesumber of issues for consideration in order to make the
SEZ policy tool effective for regionally inclusive economic development. Section 6 concludes.
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2. SEZS AND REGIONARPBRITIES: A BRIBVIEW OF THE
LITERATURE

There exists a huge literature oix%s, dealing with many different aspects of the topic. The major
underlying objectives for building economic zones include attracting foreign direct investment (FDI),
generating employment, undertaking economic reforms and experimeniith new policies

(Farole and Akinci, 2011; ADB, 2015). Available evidence strongly suggests that SEZ benefits are not
uniform across zones or economies. In some cases, even apparently successful operations have
drawn criticism on the grounds that tlgdhave failed to diffusdenefits and/orto trigger spillover

effects beyond their enclaves. In the developing world, East Asian couqtpagicularly Chinag

are considered the most successful in terms of making an ex@orowth strategy work through

SEZs.

As economic zones have remained popular, this mixed success of countries allows us to draw
important lessons. These include, as highlighted in Farole and Akinci (2011), lessons on how to
attract firms that create jobs; how to ensure positive externalitiesjuding upgrading structural
transformation and catalysing economic reforms; and how to ensure sustainability from
institutional, social and environmental perspectives.

However, not much explicit discussion has taken place on the role and effectiveh&&Zs in
addressing regional disparities. This is despite many countries targeting disadvantaged regions with
the aim of creating jobs and transforming these regions into economic growth poles. Although
assessing the performance of economic zones (e.germs of employment generation and
enhanced exports) implidit suggestgheir effectiveness in promoting regional development, an
explicit focus is important. Poliapakers must confront such issues as inclusive regional
developmentin relation to the benefits of agglomeration economies that tend to concentrate
economic activities in a few existing growth centres.

At the outset, there could be several reasons for differences in regional-soommomic outcomes,
including historical legacy, availabildnatural resources, susceptibility to natural calamities, state

of human capital, local political economy, etc. Swedish economist Gunnar Myrdal suggested that
regional differences were the natural outcome of economic development and an inevitable result
of market forces that interact with initial conditions (Myrdal, 1957). According to his theory,
economic growth would initially take place based on certain inherent locational advantages of a
region (e.g. natural soursef fuel, or a supply of raw mateais). This then sets in motion the process

of cumulative causation, resulting in human as well as physical capital along with investment in
infrastructure, and higtgrowth activities from other parts of the country gravitating towards this
growing centre>

TKS WySg SO2y2YAO 3IS23ANILIKEQ Y2RSt RS@OSt2LISR 0
framework demonstrating how clustering forces generate an uneven distribution of economic
FOGAGAGE YR AyO02YS | ONPNMLIKSINEMSstbebd M@Ky O a
analysing the economics of cities, the emergence of regional disparities and the origins of

5Myrdal called the process of relocation of wealth from less advanced regions to the central rich thgibackwash effe@ It
takes place becausthe growing region offerdetter facilities and opportunitiestPhie spread effecfis the process that causes
development in one place to spread to its suburbs and all the adjoining areas.
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international inequalities (Venable005. The underlying analytic framework to examine the
location of the manufacturing industry shows thathen there are economies of scale in
production, regions (or countries) may become locked into disadvantageous patterns of production.
The agglomeration effect is the outcome of the interaction of increasing returns, costs (including
trade costs in interational trade dimensions of the theory) and factor price differences. When scale
economies are a major factor, economic regions with higher production activities will be more
profitable and will therefore attract even more firms. That is, production wildtto concentrate in

a few countries, regions or cities.

As economic growth is driven by productivity increases, which, in turn, are driven by
industrialisation, geographical regions within a country that have industrialised are more productive
andexhiht higher incomes. Under these circumstances, differences in theslei/gldustrialisation
and/or urbanisation can be a primary cause of geographical variation in average income in
developing nations. Lal and Chakravorty (2005) therefore argue that pitivate sector firms will

tend to concentrate in existing growth centres, statened industry location decisions include
consideration of regional balance, national security and political gains. However, asitte iol§ Q &
as industrial owner and indusal location regulator has been substantially curtailed under the
regime of liberalisation and structural reforms, according to Lal and Chakravorty industries will be
more spatially concentrated in leading regions, which will contribute to higher levetpatial
inequality.

Kanbur and Venables (2005), as part of a project for the World Institute for Development Economics
Research of the United Nations University, comprehensively document the extent of spatial
dimensions of regional inequality. They shbigh inequalities between rural and urban areas, and
between geographically advantaged and disadvantaged regions. They argue that while there are
efficiency gains from the concentration of economic activity in urban centres and in coastal districts,
the associated regional inequalities are a major contributor to overall inequélitlge authors
suggest managing high and rising spatial disparities by using policy interventions to ensure a more
spatially equitable allocation of infrastructure and public $s#®, and policies to ensure, among
other things, freer migration.

For China, there exists strong evidence of the success of policy interventions in addressing spatial
inequality, with the government shifting its focus from the coast to the interior regji@he central
government put the Western Development Strategy into practice in 1998, following this with the
Northeast Revival Strategy in 2003 and then the Rise of Central China Strategy (Zheng and Chen,
2007). In 2005, it adopted an explicit objecti2geT WK | NJ 2 y A 2 dzioneRrSp@rtarit 2 LIY Sy
dimension of which was balanced developmetoss regiongFan et al., 2011) According to

Zheng and Chen (2007), the interior regions of China have benefited substantially from these
regional development proggmmes and from the gains that have emerged from shifting
comparative advantages, as land and labour prices in the east have risen significantly. However,

6 Kanbur and Venables (2005) also point out that regional disparities are particularly worrying if they align with polibalcor

divisions.

7Various elaborate measures undertaken by the Chinese government are mentioned in Fan et al. (2011). These include, among
others, as part of thaVesternDevelopmentSi NI 4§ $3¢& 6D2 2Sadouvx G(KS OSYydNlt J2a8SNYyYSyl
with a total amount of investment in the western regions btrillion yuan.Between2000and 2005, the new roads built in the

western region reached 220,000 km. By 2005, the central governhahinvested 460 billion yuan in construction projectstie

western areas. Fiscal transfers and subsidies of 500 billion yuan were also invested.
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they point out that it is becoming increasingly difficult for the government to intervene, as market
economy mechanisms now have a far greater influence. Nevertheless, Fan et al. (2011) highlight
three government strategies that have had important implicatioios addressing regional
inequalities: infrastructure development and clustering; social investmprotection; and
governance reform. They propose that the Chinese government take an experimental approach to

interventions, as it did in the early period of agricultural reforms, learning lessons from the
outcomes before scaling up.

5| EDIG Research Paper Three
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3. REGIONAL DISPARS IN BANGLADESH

3.1. Spatial variation in poverty incidentbe eastwest divide

Spatial inequality and regional disparities has been a subject of considerable interest in Bangladesh.
There is a general perception that sceiconomic conditions in the western part of the country lag
behind those in the east. In a study assessing poverty trends for¢20086, using Household
Income and Expenditure Survey (HIES) data from the Bangladesh Bureau of Statistics (BBS), the
World Bank(2008) highlighted a divergence between the eastern and the western parts of the
O2dzy iNBE® 2KSYy (KS WwWSIradQ ¢la RSTAYSR a GKS RA
as the divisions dkhulna, Rajshahi and Baristle data showed signdantly greaterreductions in

poverty from 2000to 2005 for the eastern regions. The BBS survey results for 2010, however,
depicted a different poverty reduction pattern for the latter half of the 200@gting which the
headcount ratio fell faster for westn regions® The results of the latest BBS HIES, carried out in
2016 and published in October 2017, shihat the proportion of people below the poverty line in
Bangladesh fell from 31.5% in 2010 to 24.3% in 2016. However, progress on poverty reduction fo
the districts in the west has been on average slower (Table 1).

Figure 1: Proportion of people living below the poverty line by region (%)
60

50
40
30
20
10
0
Barisal Chittagong Dhaka Khulna Rajshahi Sylhet
m2000 2005 m=2010 =2016
Source: BBS.

8 Among others, Sen et al. (2014) and Shilpi (2013) provide detailed discussions on the reasons behind such movemenys in povert
trends for eastern and western parbf the country. These include unfavourable initial conditions of the west being addressed by
means ofdevelopment efforts such as investments in public infrastructure; construction of the Jamuna, Brigg®/ing connectivity

between the two regions; aewival of growth in agricultural activities benefiting western distrietsgl deepening of microfinance
activities in poor areas.

6 | EDIG Research Paper Three



Promoting inclusive growth in Bangladesh through special economic zones

Table 1: Region-wise poverty incidence (headcount ratio) using cost of basic
needs method (%)

2016 2010 2005 2000
Using lower poverty lines

National Rural Urban National Rural Urban National Rural Urban National Rural Urban

East 11.3 12.6 8.3 154 21.1 4.1 18.7 23.2 9.2 31.3 37.2  18.0
West 17.9 18.6 14.8 20.5 211 173 33.8 35.0 27.9 37.9 399 284
National 12.9 14.9 7.6 17.6 211 7.7 25.1 28,6 146 34.3 37.9 | 200

Using upper poverty lines

East 20.9 21.8 20.0 28.8 35.1 15.5 329 37.7 22.6 45.9 51.2 35.9
West 325 33.0 30.7 35.2 35.3 33.9 49.7 50.8 43.8 52.5 545 40.0
National 24.3 26.4 18.9 31.5 35.2 21.3 40.0 43.8 28.4 48.9 52.3 35.2
{ 2dz2NDSY ! dzZikK2NEQ SadAYlFiSa FNRBY .. { o6unamt0O FyR {Sy SiG Itd 6nnmno

While the analysis ofhe 2016 survey is awaited, attempts have been made to study regional
disparities with indicator®ther than poverty incidence, albeit with data constraints. Shilpi (2013)
and Sen et al. (2014) seem to suggest narrowing divergence between eastern and western regions
in relation to overall welfare measures and educational outcomes at divisional lexéhdi of data
prevents analysis at a more disaggregated administrative level. Raihan and Ahmed (2016) explore
disparities in educational development and attainment of primary schools using data from the
upazila(sub-district) level to identify various miets of deprived regions. Khondker and Mahzab
(2015) compile distrietevel information to suggesa greater concentration of districts from the

west and south as low performers on many different economic indicators. However, they also show
that the distiicts with the highest poverty incidence are not always the same as those ranked at the
bottom based on other indicators associated with health, education, infrastructure and financial
inclusion related development factors. The authors undertook a Prin€lpaiponent Analysis to

rank the districts based on several indicators other than poverty incidémbeir results reveal that,
except for the three Chittagong Hill Tract distrigtsamely, Bandarban, Khagrachanid Rangamati

¢ that are historically known as lagging regionslathottom districts belong to the western regions.

3.2. Distribution of economic activities by regions

Despite much discussion in Bangladesh on regional variation ineo@mmic outcoras, it is not
straightforward to undertake a disaggregated analysis of regions combining national income
accounts data with poverty and welfare indicators from various nationally representative surveys of
households. While official national accounts dateoyding information on aggregate gross
domestic product (GDP) and outputs by different economic sectors are published annually,
disaggregated data by districts are generally not available. The BB& tHESurce of data with
district-level coverageg are undertaken once every five years. We thus need to construct a

9The reason for excluding poverty incidence was that it was considered as the outcome emanating from differenf ehels
development indicators.
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consistent data framework if we are to be able to study the regional distribution of economic
activities and the impact of any relevant policy optiomkis can be done utilising a regionatial
Accounting Matrix (SAM).

As there exists no regional SAM for Bangladesk, has been constructed in this study utilising the
national SAM of 2012, as described in Annex 1. Given data and time constraints, the number of
regionswas limited to four,in line with the eastwest divide highlighted abov¥.BBS provided a
detailed GDP breakdown by as many as 17 sectors for all districts of Bangladesh for the pergod 1996
2000. Comparable information for subsequent periods is not directly available. Heatz, d
updating for 2015 was carried out utilising information from various sources, including fisheries
surveys, an agriculture census, a census of manufacturing industries and sectoral GDP figures as
available from the national accounts databd3&igure 2provides the shares of regions by a few
broad sectors for 199000 (average) based on actual BBS data and updated information on the
same for 2015.

Figure 2. GDP shares of regions by broad sectors (%)

19962000 2015
100 100
90
80 80
70
60 60
50
40 40
30
20 20
10
0 0
L & ’c\ S ) & AN & & &
. 0\&0 o é\<\ @{\\Q 0 Q&o (\(_,Q 6\(_, ,&,\\’\ . C)\\ (‘I\,& @ N ) *\)(‘\ 'b")Q Q}\\\ K \A{\'
%\b 3@0 EN <& 5% \,bg v?é\ K &« of 3
\a @,b(\ (JOQ ?\ @%Q (Jo v
m South-west m North-west m South-west m North-west
B Greater Dhaka  m Greater Chittagong H Greater Dhaka  m Greater Chittagong

{2dz2NDSY ! dzZiK2NEQ RI GBAMIZLIRF GAy 3 62N] F2NI NBIAA2Y L f

10This level of disaggregation can also be justified given the general recognition in the 7FYP of lagging regions beisgauiitdyl
with north-west and southwest Bangladesh-ollowing earlier work in the literature (e.g.dNd Bank, 2008), we kept Faridpur
districts withinthe greater Dhaka region.

11 Where no information could be found, we kept the regional shares of outputs unchanged at the1P989evel. To keep things
within manageable limits, while constructing the regional SAM we suitably aggregated the sectors, activities and facidustdp
to have 30 activities (including 14 in manufacturing), 30 commodities, 4 factors of productib8 dousehold types. Annex
provides details othe Bangladesh SAM and our constructiortiaf regional SAM.
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Figure 3: Comparison of GDP structure by major sectors (%)

45
40
35
30
25

20
1
1 I

1996-2000 2015 1996-2000 2015 1996-2000 2015 1996-2000 2015

o U1 o O’

South-west North-west Dhaka Chittagong

m Agriculture m Manufacturing B Services

{2dz2NDOSY . aSR 2y | dziK2NBRQ RFEGF dzZLRFGAY 3 62N)] F2NI NBIA2yILE {!lad

As is evident from Figure 3, the relative significance of Dhaka and Chittggorigrms of overall

output ¢ increasedfrom 63% in 19962000 to 66% in 2015, while the comparable significance of

the other two regions combined declined from 37% to 33% during the same périduk Dhaka

FYR / KAGGOF T2y 3 NBIA2YyAE (23SHTKSNI I O02dzy ISR T2 NJ
up from 81% in 2000. Figures 4 and 5 depict similar distributions for national value added and
SELRNI&A&® CAIdzZNBA nl FyR no &aKz2g G(KIG &ASNWBAOSa
added. And, of all services value added, Greater Dhaka@gion O2 Y i NA 6 dzi A2y A& Y2
Chittagong adds another 26%. In the same fashion, manufacturing constitutes about 92% of

. y3f T RSEAKQa SELRNIA O0CAIdzZNB pl o 2F 6KAOK QA
Exports of agricultural goodsre the most diversified when considering regional share, but still
Dhaka is the largest contributor (Figure 5b).

12 Data limitations mean the updated information should be used with caution. For a number of sectors, there was no updated
information. Thereforewe kept the regional shares in these sectors unchanged. In the case of manufadargxample, updated
information was available only until 2006. Based on the perceived knowledge of the Bangladesh economy and the limitations
associated with informatio on various sectors, particularly those in services and manufactuhisgyvould imply that the relative
significance ofhe Dhaka and Chittagong regions is likely to be underestimated.
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Figure 4: Value added by sectors and sectoral value added by regions

Figure 4a: Value added by sector (%) Figure 4b: Value added of sector by
region (%)
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{2dz2NDOSY . FaSR 2y FdziK2NBRQ RIGF 62N @

Figure 5: Export share by sectors and sectoral exports by regions

Figure 5b: Export share of sector by
region (%)
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Figure 5a: Export share by sectors
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The issue of regional disparity received a special mention (as it was treated with a separate chapter)
in the Sixth Five Year Plan of 2Q2Q15. This recognised the reversdlpoverty reduction trend

found between 2005 and 2010 and concluded that regional disparity observed in previous
household surveys had narrowed significantly. The Plan identified several important factors
contributing to this reversal: public policy emgha and support for agriculture; easier
communication between the nortlivest region and the rest of Bangladesh owing to more efficient
operation of the Jamuna Bridge; private sector investment as well as activities geared up in the
north-west region takingadvantage of this easier communication; increased coverage of public
sector infrastructure and safety net programmes for the southern region; and migration of poor
people from less economically active regions (i.e. Barisal and Khulna) to Dhaka city.

Folbwing on this, the 7FYP provides detailed discussion on regional disparities (GED, 2015). It states
that, whatever methodology is used, a number of districts in Bangladesh can be classified as lagging.
In subsequent discussions, it has mainly referredandal, Khulna, Rajshahi and Rangpur divisions

(all eastern divisions) as lagging. To develop lagging regions, the Plan also provides an elaborate
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strategy, which includes, among other things, giving priority to these regions while setting up SEZs.
The mos recently published poverty data (for 2016), showing a much slower pace of poverty
reduction for the west, seem to vindicate the 7FYP emphasis on addressing regional disparities with
targeted interventions.
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4. BANGLADESH SEZS MNNILUSIVE DEVELORWE

4.1. SEZsdevelopment in progress

One of the more ambitious development programnseof Bangldeshis to establish 100 SEZs to
create 10 million jobs and to generate an additional $40 billion worth of export earnings by 2030.
The Bangladesh Economic Zen&uthority (BEZA) is working to develop these zones on an
estimated 30,000 ha of land across the country. In addition to zone development, some ambitious
functions of BEZA listed are to create opportunities for employment through establishing backward
linkageindustries within or outside economic zones and to establish due rights of workers and
ensure their welfare, among others. It is not clear how these will be fulfilled, but it is also too early
to evaluate these roles.

One salient feature of these SEZshat they will be open to host both expedriented and non
export firms within the same enclaves. This contrasts with the EPZs, which are reserved for export
oriented firms only. The overall impact of the EPZs on the national economy is consideree to hav
been limited, partly because they have not helped develop local entrepreneurs (BEZA, 2017).
Coexistence of different types of firms can theoretically exert positive spillover effects arising from
export-oriented ones (e.g. in terms of diffusion of impealtechnologies, better management
practices and higher compliance of labour and product standards) helping local firms improve their
productivity.

BEZA is working on several types of economic zones:

publicgprivate partnership (PPP) economic zones thratestablished jointly

private economic zones, developed individually or jointly by local;nesident Bangladeshis

or foreign investor groups

government economic zones, established and owned by GoB

governmentto-government (G2G) zones, established byegoments of various foreign

countries in partnership with GoB

1 specialised economic zones, exclusively for certain kinds of specialised sectors/industries
(e.g. tourism, agrgprocessing)

1 economic zones in partnership with other Ga@Bithorities or organisations (e.g. the

Bangladesh Export Processing Zone Authority (BEPZA).

il
T

= =

BEZA is to provide an elaborate incentive package for firms located in SEZs as well as to the
developers of the economic zone sites. Benefits to the zone develapage from income tax
exemptions to reductions in capital expenditure. Firms investing within the zones will be entitled to
such benefits as income tax exemptions, no restrictions on the proportion of investment generated
by foreign sources (FDI), ddiee imports of raw materials for production, etc.

4.2.The issue of regional inclusivity

It is evident from the BEZA policy documents that there is some recognition of the need to use SEZs
02 LINBY23GS RSOSt2LIVSyd Ay RApoifer2016/stalestait ails I A 2 y
G2 SadlofAakKk T2ySa Ay |ttt LRAIGSYGAFt | NBFa WAY
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However, how those regions will be identified has not been elaborated. A close look at the map of
Bangladesh indicating tHecations of all economic zones makes it clear that the majority of SEZs
are in the Greater Dhaka and Chittagong regioviag A.2.1 in theAnnex). Indeed, of the 79 zones
that have been officially identified, only 20 (about 25%) are in nomist and sout-west
Bangladesh.

It may appear quite striking that, except for 2 (Sirajganj, and Famcam in Bagerlat)eafirivate
economic zonegl8) are in Dhaka and its surrounding districts. This is to be expected, given the
earlier discussion of agglomeratioeconomies and industrial concentration. While further
infrastructural work must be completed to enable the actual industrial operations to take place,
private sector zonem terms of physical development woskeem to be way ahead of government
owned ones.

Given the information currently available, the progress of SEZ development can be evaluated using
the status on four key milestones: 1) land acquisifidhpreparation stages for feasibility stud)
infrastructural developmentand 4) investment iproduction units. SANEM (2017) has constructed

an SEZ development index using these criteria. This gives equal weight to each of the four
milestones, which are further assessed on their progtégs ofOctober 2017, the process of land
acquisition had elter been completed owasongoingin only 38 zones (48%); feasibility studies had
been completed for 19 (24%jyith some progress made in another 12; infrastructure development
work could notbe completedin any of the zonesand, finally, some kind of iegtment activity at

the production level had taken place in 14 zones (18%).

Based on the very limited progress that has been nmsaléar, private sector zones appear to have
fared better, as the constructed index makes evident (Figure 6). Of the roesocated in the
north-west and southwest regions, only Mongla and Kushtia have seen some work tookick
development of the zones. Both are being developed as part of the G2G initiative for the zones to
be reserved for Indian investotéThe 18 other anes in northwest and southwest Bangladesh,
along with another 21 zones in Dhaka and Chittagong regions, have seen virtuallhesgyound
SEZelated work.

Clearly, the overall work on delivering the proposed economic zones for industrial prodiscabn

a very early stage. Nevertheless, it seems that development in the ettt and southwest
regions is slower. The combined average SEZ index value for thewesttand the southwest is
computed as 0.088 in comparison with 0.275 for the restBahgladesh, with the difference
between the scores being statistically significant at less than 1% level. The estimated probability of
any work not being initiated (where the index value is 0) in the nerést and southwest regions
compared with other rgions is 20 percentage points higher but is significant only at 12%'fevel.

13 While the weights are arbitrary, some further subjective judgemsesmte used in assigning scores to assess progress on certain
milestones.

14 During the field visit under the study, no infrastructural development work could be found in Kuefdiand acquisition is also
not yet complete. For Mongla, land acquisiti@complete and some development work is underway.

15This is based on a probit model that we employed to expldiather the SEZ index value is 0 or any other value, with the help of
per capita income of the districts where these SEZs are located and ayduarniable indiating whetherthe SEZ is located in one of
the districts inthe north-west andthe south-west or in the rest of the country.
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Figure 6: Index of progress of SEZs
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4.3. Experimental policy simulations

Although the SEZ development work is at an early stage, it will be useful to undertake some
experimental policy simulations to consider the likely impact of new economic zones in promoting
regionalinclusivity. The simulation designs are as follows:

Simulation scenario (1} current production structureled export growth of SEZsAs one of the more
concretely defined objectives of SEZs is to achieve $40 billion in additional exports by 2030stthe fir
simulation assesses the impact assuming the new exports will follow the current regional production patterns
(as discussed in Section 3.2). To simplify the simulation design, we assume these additional exports will
comprise readymade garments (RMG) amehther only in the ratio of 3:18

Simulation scenario (2§ export growth with increased participation of the nortiwest and southwest
regions: As shown above, under the current production structure of the country, less than 8% of
manufacturing exportgs generated from the relatively backward regions. Therefore, growth of exports while
maintaining the existing regional distribution of outputs would result in limited activities for these regions.
This simulation considers a scenario in which half ofathditional policytargeted export of $40 billion can

be generated from the nortwest and southwest regions (i.e. $20 billion in additional exports will be coming
from the northwest and southwest as a contribution towards the $40 billion export target)

The impact of additional exports depends partly on the sectors that will experience increased production.
Consideration of backward linkages for various activities associated with different regions, as estimated from
the constructed regional SAM and panted in Annex 4, can be a way of identifying sectors for maximum
growth and development impact. However, since the policy target is defined in terms of increased exports,
not all sectors will be suitable for generating an export response. Activitiesiasst with jute production

and rice milling seem to have the highest linkage effects, although the export prospects of these sectors are
very low. To make the simulation realistic, only the additional export response from the RMG and leather
sectors is cosidered!’ The strong linkage effects of the leather sector and the known employment
generation potential of RMG make them highpact exporting activities for the disadvantaged regions
considered here.

Simulation scenario (3} export boosts to the agreprocessing sector in the nortlwest and southwest
regions:The northwest and southwest parts of Bangladesh are widely seen to be more suited to agricultural
production than to manufacturing. In this scenario, the impact of generating $20 billion wérlitput
(exports)from SEZs in the nortWwest and southwest Bangladesh is considered.

Simulation scenario (44 SEZ4ed investment pushDevelopment of SEZs invodlauge investment in terms
of infrastructural development as well as investment in actondustrial units. Currently there is no estimate
of expected investment push due to SEZ development. We undertake a simplified simulatiorirdegigr
total investment doubles in nortlwest and southwest regions.

Before discussing the results, it is worth pointing out that caution must be exercised before making direct
comparisons amongst the simulations. Simulations 1 and 2 have the same level of increased outputs varied
by regions and thus comparative assessmeifithe results from these two scenarios would be of interest.
Simulations 3 and 4 involve different types of shocks associated with different levels of output and

16 This assumption is not unrealistic given the significand@MGA y . | y3f I RSAKQa (201 f cSrentlyhasli a o [ S|
a share of less tharf4

17The leather sector is found to hatiee secondhighest linkage (multiplier) effects (after juteyhile the RMG linkage effects are
among the highest for the mana€turing exportoriented sectors.
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investment injections. As can be inferred from the above, overall economic activisasulations 1 and 2
are raised by $40 billion, while for Simulation 3 the total incremental output is $20 billion. Simulation 4
involves raising the combined investment of nemiest and southwest regions by $8 billion.

The simulations are implemented usiing the regional SAM constructed above. Table 2 summarises

the results. Under the first simulation, an overwhelming majority of export production takes place

in the Dhaka and Chittagong regions. However, because of backward and forward linkages as
captured through the SAM, manufacturing GPéfthe north-west and the southwest also increase,

by about 4% and 3%, respectively. Overall, manufacturing growth in the country is more than 9%,
driven by higher industrial activities elsewhere. Annex Table A5.Wvshioat the $40 billion in
additional exports with the current structure of production will lead to more that 10%
manufacturing growth for the Greater Dhaka region, while the corresponding figure for Greater

/| KAGGFr3a2y3a gAftt 0SS (@D risks hy 5%, @ith Fe&t Quiplt awthlfrahes 3 I
north-west and southwest almost identical, at just above 3%.

Table 2: Summary results of simulations

Simulation 1: Additional SEZ exports by $40 billion by 2030 under the existing production structure by re

North-west 3.93 3.37 1.61 0.62 0.44 0.18
Southwest 2.98 .28 3.21 0.42 0.29 0.13
All Bangladesh 9.23 4.93 4.20 3.4 2.3 11
Simulation 2: Impact of generating additional $20 billion SEZ exports framth-west and southwest
Bangladesh
North-west 15.4 4.9 3.0 0.75 0.50 0.25
Southwest 20.3 5.6 5.6 0.53 0.35 0.18
All Bangladesh 9.3 5.0 4.2 3.4 2.3 1.10
Simulation 3: Increased agfprocessing SEZ outputs fronorth-west and southwest regions
North-west 10.02 3.09 151 0.80 0.65 0.15
Southwest 8.25 2.52 3.85 0.51 0.39 0.12
All Bangladesh 2.14 1.65 1.55 2.2 1.80 0.40
Simulation 4: Doubling of investmertwingto SEZ development
North-west 1.55 2.68 1.21 0.43 0.31 0.12
Southwest 1.35 2.61 2.98 0.32 0.22 0.10
All Bangladesh 1.18 2.35 1.71 1.75 1.53 0.32

Note: For each simulation, the change in manufacturing GDP and total GDP are estimated oyeaad&iod.

Export expansion within the existing structure helps reduce poverty incidence. The headcount ratio
in the northwest falls by 1.6 percentage points (from the base poverty incidence rate estimated for
the 2010 BBS survey) while the fall in the same for sbath-west is 3.2 percentage points.
Comparing the two regions, higher output growth is causing poverty incidence to decline at a faster
pace in the souttwest. A close look at the househdklvel data also suggests that poor households

in north-west Bangdesh are likely to be furthdselow the poverty line income (compared with
other regions). Therefore, a much bigger income/growth effect is needed to enable an equal dent
on poverty incidence.
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This scenario is likely to generate employment opportunitie$.d million, of which just over 1
million will be in the northwest and southwest regions. Overall, there will ben additional 1.1
million jobs created for women, with 0.31 million for women workers in the eastern part of the
country.

In simulation 2we change the regional activity structure so that much higher levels of RMG and
leather export production take place in the noritrest and the souttwest. Currently, districts of

the north-west have very limited RMG and no leather exports, while the seveés true for the
southrwest. An additional $20 billion in export production of garments and leather from the west
leads to massive growth in manufacturing outputs in these two reggbg more than 15% and
20%, respectively partly because of the vergmall existing base. Employment generation at the
national level increases to 3.4 million, as found in simulation 1. The weeth and southwest will

see additional jobs numbering 1.28 million, of which 0.43 million will be for women. The impact on
povelty under this scenario is quite impressive: the poverty headcount ratio for the roett
declines 3 percentage points while the corresponding figure for the saetst is 5.6 percentage
points.

Figure 7: Impact on employment generation (million)
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Figure 8: Poverty reduction under different scenarios (percentage points)
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As indicated above, we could consider export expansion from other sectors. Further experiments
showed that, if a similar magmnde of increased production took place in jute and wood products,

the north-west and southwest would experiencgreater declines ipoverty¢ by an additional 1.14

and 0.95 percentage points, respectively. This is because both these sectors have higher linkage
effects for the two regions.

Under simulation 3, when $20 billion worth of positive export demand shock is generated for the
agro-processing sector in the nortivest and southwest, the overall growth impact for the country
turns out to be 1.65% per year. This results in employment generation of 2.2 million: 1.31 million
jobs for the northwest and southwest, with 0.27 million for womenThis impact is quite strong
considering that the production enhancement comes from the two backward regions alone and that
their combined relative significance in the overall economy is quite small. The related sectors,
including livestock, fisheries, @cmilling and food processing, have relatively large linkages, as
Annex 4 shows. It needs to be mentioned here that results obtained under simulation 3 should not
be directly compared with simulation 2, in which an injection of $20 billion worth of maturfag
exports in the eastern part of the country was, unlike in this case, accompanied by an identical rise
in the amount of exports in other parts of Bangladesh.

Finally, if SEZs lead to doubling investment, national GDP rises by 2.35% per year playmemt
generation of 1.75 million, leading to poverty reduction by 1.71 percentage points. Since this
scenario is implemented keeping the production structure unchanged, we find relatively weak
manufacturing growth in the nortlwest and southwest. The esults show a 1.71 percentage point
decline in poverty as a result of this investment push, with a significantly higher poverty response
coming from the soutfwest.

Figure 9: Reduction in poverty gap and severity (%)
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Poverly reduction in the above cases has been considered only in terms of headcount ratios,
following the policy focus on the proportion of the population living below the poverty line.
However, the simulation analyses can also be used to quantify the impathef measurs of
poverty incidence, such as the poverty gap ratio and the poverty severity,indeshown irFigure

9. Undersimulations 1 and ,2he poverty gap and the severity index fall, but the rates of reduction
are higher for simulation 2. Thisagain because, as poverty is more concentrated in the noght
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and southwest regions, interventions targeted towards these areas have bigger impacts. When
additional economic activities take place within the current production structure (simulatidhel),
poverty gap in the nortlwest falls by 0.76% and in the soutfest by 0.84%. On the other hand,
with more manufacturing export production in the backward regions, the corresponding reductions
are 1.35% for both regions. A simple average of the seveitex for the two regions sees a fall by
0.3% in simulation 1 as against 0.51% in simulatidrh2.average reduction in poverty gap for the
north-west and southwest regions under simulation 3 (increase in agrocessing exports) is close

to 0.7 whilethe corresponding figure under simulation 4 (increase in investment) is 0.56. There is
also considerable impact on the severity index for simulations 3 and 4.

How different types of households participate in economic activities with expanded production ca
give important insights into the inclusivity of growth. It is often a matter of concern that
development efforts bypass certain types of population groups. The regional SAM framework that
has been applied to the analysis above is linked to different éooisls through their supply of
labour in different activities. As a result, it is possible to trace out the benefits from employment
generation accruing to different groups.

The constructed regional SAM considers five different types of households ngtiiBBS
classifications. In rural areas, households are categorised by their ownership of land and are
classified as small farming, large farming and -feem households. For urban households,
classifications are carried out using the level of educatiothefhousehold head, based on which

the regional SAM divides them into lowskilled and skilled groups.

The policy simulations undertaken capture the employment generation effects reflecting labour
mobility by household type. Annex 6 presents the matf>employment by different household
groups by the four broad regions defined earlier. It is important to note that increased activities in
any region can result in job opportunities for various households located in different regions.

Figure 10 provides snapshot of the impact on employment by ncxtlest and southwest
households. When $40 billion in additional SEZ exports is generated using the existing regional
production structure (simulation 1), increased demand for labour from all different houds!ul

the north-west and southwest is observed (in every case the line graphs are greater than O; the
units are measured in millions of jobs created). Under simulation 1, most additional production is
generated by the Greater Dhaka and Chittagong regibusstill households in backward regions
increase their supplies of labour. However, given increased SEZ production in thevesttand
south-west regions, small farming and nésrm households in both the regions experience much
higher demand for theitabour. It is interesting to note that loweskilled households in the north
west, unlike their counterparts in the soutlest, also see much higher demand for labour. It could
be that lowerskilled southwest households currently do not have much engagathwith RMG

and leather activities. Thus, when the export shock is introduced by raising the production in these
two sectorsthe increased demand effect for labour is quite subdued. The relatively bettéarge

farms and skilled urban households dotrexperience much higher demand for labour. This is
mainly because production activities such as those in leather and RMG are makskillomiensive

in nature. Small farm and nelarm rural households and loweskilled urban households capture
much ofthe vulnerable and excluded groups and, as such, they seem to benefit most from the
hypothetical increased SEZ activities in backward regions.
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Figure 10: Change in employment by different household types (million)
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Although policyinduced activities can benefit backward regions, is the additional investment worth
consideing, given its opportunity costs and impact on overall growth? Since the SAM framework
captures economyvide effects, some relevant insights can be generated. For the scenario
presented in simulation 1, total investment for simplicity can be assumed t®40ebillion. The
resultant overall impact in terms of changes in GDP is then estimated to be $62 billion. For
simulation 2 as well, the same level of investment ($40 billion) is considered, in which case the total
comparable impact is estimated at $65lioih. Even with a decent discount rate ¢¥10%, both

the aggregate income effects represent a positive net present value (Figure 11). Thedueséfit
ratios associated with simulations 3 and 4 are also higher thi&n 1.

8 One issue in the codtenefit analysis is whether lagging regions will require additional incentives to attract SEZ invesenpmint that has been
argued in a later section of this paper. The Sidged simulation results presented here have not cagduthe impact of higher incentives for firms
located in northwest and southwest regions. It is very difficult to know a priori the size of additional incentives. Currently, the total incentive for the
overall exports of Bangladesh ($35 billion in 201¢/ik7about $450 million (Tk 40 billion). Even if we assume that the same amount of incentives
would be required to generate $20 billion exports from nevilest and southwest regions, the conclusion from the cdmnefit analysis presented

here would remai unchanged (as the resultant increase in GDP under simulation 2 is $3 billion higher).
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Figure 11: Benefgcost ratio (%)
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Following a more realistic path, simulation 1 scenario outcomes can be regarded as opportunity
costs for simulation 2. Since no changes in the production structure are allowed under simulation 1,
any additional export produmn in Bangladesh will generate the rate of return that is being
estimated from the SAM. When the regional production structure is changed, the return is
somewhat higher (by about $3 billion). Therefore, the analysis seems to suggest no -growth
compromisimg effect of SEZ investment in the nostlest and southwest regions, while the impact

on relatively poor and lovgkilled households is positive (through job creation) and more prominent.
Of course, we have to make assumptions that no geographicaher disadvantages are associated
with new investments?

It is important to point out that policy options do not necessarily have to be a choice between the
two scenarios in simulations 1 and 2. Rather, a combination of the choices available could be feasible
¢ and more appropriate. For example, in addressing regional inclusivity, a mix of simulations 2, 3
and 4 would be most practical. The above results appear to be quite encouraging about the potential
impact SEZs can have on overall output, employment géioarand poverty reduction, but it is

also important to consider that the effective implementation of policy choices is going to be the
predeterminant of positive outcomes.

440 [ Saazya FTNEPY . Fy3ftlRSaAaKQa

As indicated above, SEZs are a newer generaticearlier EPZs. Although exclusively reserved for
exportoriented firms, EPZs provide some insights that could be useful for SEZs, particularly while
considering the issue of regional inclusivity. The combined exports of eight EPZs, measured at $6.7
bit A2y AY HnamcI OdzZNNByGfte NBLNBaSyd Fo2dzi Hm:
their inception, the EPZs have attracted a combined total cumulative investment of about $4 billion,
providing employment for more than 450,000 people.

Three ofthe EPZs, Uttara (in Syedpur district), Ishwardi (in Pabna district) and Mongla (in Bagerhat
district), are located in northvest and southwest Bangladesh. It is quite striking that in terms of
investment attracted and employment generated, performancehase three is relatively weak.
Particularly, the zone in Mongla, which has easy access to a seaport (also in Mongla), has the least
investment and the smallest workforce employed. This experience of EPZs would suggest that

19The relevant discussions are in the next section of this paper.
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setting up zones might not beneugh to secure investments and create employment opportunities,
especially in the norttwest and southwest parts of the country. There are likely to be other factors
that need to be taken into consideration.

Table 3: EPZs 1

Chittagong 1983

Karnaphuli 2006
Savar 1993
Adamjee 2006
Comilla 2000
Uttara 2001
Ishwardi 2001
Mongla 1999
All EPZs -

453
209
361
238
267
212
308
255

2,303

1466
433
1222
371
255
114
96
41

3998

erformance indicators

24222
2928
20484
2251
1681
355
454
439

52814

Source: Compiled from BEPZA official documents
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196,969

63,118
89,968
46,459
24,343
23,127

8055

1613

453,652

10.83
30.57
9.28
6.38
2.85
2.40
1.03
100.0

5.54
38.79
4.26
3.18
0.67
0.86
0.83
100.0

13.91
19.83
10.24
5.37
5.10
1.78
0.36
100.0
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5.SEZS FOR REGIONALWSIVITPOLICRECOMMENDATIONS

While SEZs can be appealing policy tool for promoting regional development, there are several
factors to take into serious consideration to make it work effectively. Some of these factors are
related to local conditions and connectivity, while others correspond to a conglerall national
policy framework that requires fundamental changes. Along with this, as in all other development
programmes, there are challenges related to how institutions function in ensuring inclusivity along
with effective utilisation of resourcedVe highlight several issues below for promoting inclusive
development through SEZs.

5.1.Developing a cleeBEZ developmestrategy to address regional inclusivity

2 KAT S . 9 #lestablsh AeddBomid zones in all potential areas of Bangladesh including
oFO1 %I NR YR dzyRSNRS@ZSt2LISR NBIA2yaQ o. 9! 3
has been attached to lagging regions. The alignment of vision and action orotivedgwill require
identifying lagging districts which should not be difficult, given the directions provided in the 7FYP
¢ and prioritising SEZ development work in the relevant regions. The gileYRles enormous
leverage for a more efficient and respavis SEZ development programme for backward regions.
The zone development work programme needs to reflect the fact that the national development
framework aims to use SEZs as a policy tool to address regional disparities.

Box 1: Development of lagging regions i suggested measures in the 7FYP

For the development of lagging regions, the 7FYP provides a strategy, which includes, among othe
creation of a Lagging Region Fund; narrowing the infrastructure gap; creating manufacturing opport
in lagging districts; expanding agricultuead rural economic activities; creating opportunities f
international migration; and building up resilience to adverse environmental and climate change s
It suggests that regions like Rangpur, Rajshahi, Khulna and Ratigatlivisions comprisinthe north-

west and southwest regions; may be preferred destinations for investments from the proposed Lag
Region Fund. For infrastructure development, the 7FYP suggests an improved transport system [
the better-off districts (i.e. Dhaka and {ftagong) and lagging districts, increased utilisation of Mon
port, attaching priority to supplying electricittand expanded storage facilities for agricultural a
FAAKSNASE Ay fF33Ay3 RAAGNAROG AP CdzNIpét Pridty2vNilE
setting up special economic zones. Such zones should be established in lagging districts with all g
AYVFNI AGNHZOGANT £ FLOAEAGASA a2 GKIG Sy i NBLNB

Addressing regional disparities gnaot be confined merely to dealing with the eastest divide.

Even within the relatively betteoff divisions/districts, there can be economically deprived regions.
SEZs can also target these, under a clear strategy. It is possible that developing &fdss iagging
regions will not be economically viable, in which case other avenues, for example improved
connectivity and easier movement of labour, can help these regions benefit from nearby zone
development.

CAYlLftfeax gKAE S . 9dre!$dilidn i a@ddifioha akportsdromi SEZsItiGe & N

indication of how much of this might come from SEZs in lagging districts. Incorporation of such a

target would emphasise the role of SEZs as a policy tool to advance development in laggirgg region
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5.2.An adequate and effective incentive mechanism

While it is quite natural for policy planners to use SEZs as regional development tools by targeting
remote or backward areas, particularly where the perceived needs for job creation are huge, the

expetiences of many countries show that the investor response to these initiatives is often less than

optimistic2° Attracting foreign firmgo relatively backward regions can be particularly challenging.

It is standard practice for countries to offer elaborafiscal and other incentives to attract
investment in economic zones. These help firms with their cost competitiveness and profitability.
Several key factors inducing firms to decide to invest have been identified (ADB, 2015): fiscal and
trade policyrelated schemes, such as dttge imports of raw materials and machinery; niiscal
incentives, including an investfriendly customs regime and relaxed labour laws; cheap factory
sites and subsidised land rents, factory space and utility charges; aburmsswage labour
supplies; strategic location of zones, providing easy access to ports and domestic connectivity for
internal markets; and production to take place in economic enclaves that are insulated from
dysfunctional institutions elsewhere. Bangladesimsto provide all these incentives.

To offer a meaningful pull factor, economic zones must present incentives that are significantly
better anddo not exist elsewhere. This was the case when establishing EPZs in Bangladesh. For the
upcoming zones, BE4Z\offering incentives that are, in many respects, if not all, comparable with
those available in EPZs. Moreover, these measures are going to be the same across SEZs. One issue
for consideration thus relates to whether incentives that are available elsesvwvél be enough to

make backward or lagging regions attractive places for firms. The perceived costs of doing business
from these regions are much higher, and investors need to be convinced that incentive margins will
help at least offset the extra costé being in relatively remote regions.

Those using SEZs as a policy tool to address regional disparities should consider this issue seriously.
Innovative incentive design schemes, along with some genuinely additional fiscal and/bscein
benefits wil have to be found for zones in backward regions. Given the initial -‘eocoomic
conditions and investment climate, marginal improvements to the existing incentive package will
not be enough. It may be an option to entice local firms first. Their suceetsveloping a critical

mass in the production and supply network and their overall profitability can then attract FDI
enterprises.

Meanwhile, countryexperiences suggest that spatially targeted incentives (investment subsidies,
tax rebates, location mgulations, etc.) are more likely to be effective when they reinforce
geographical advantages. In the case of ne#ist Bangladesh, for instance, SEZs to promote-agro
processing industry can be a good strategy and should be puraleedjsidecomplementary
measures (e.g. more generous export promotional measures).

In developing SEZs in backward regions, some opportunities are also available in terms of
collaboration with foreign governments. For example, two SEZs in et and southwest
Bangladeshg namely Bheramara and Mongla, respectivelyare being developg for Indian

20 For example, Engman (2011) shows that Honduras initially sought to promote geographic diversifigat@ectively expanding
the zone policy to targeted regions, including the capital Tegucigalpa. But this had little sweitesthe government slowly
abandoning the regional development approach. Eventually, it permitted investors to choose to Uduate it best suited them.
The market response was to agglomerate around San Pedro Sula.
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investors. The Government of India has offered credit facilities to develop these two sites. Rapid
completion of infrastructural development work of these SEZs should be given priority so that actual
industrial production can take place withihe shortest possible period. Similar collaboration has
been established with the Chinese and Japanese governments for industrial zones in Chittagong and
Narayanganj, respectively.

5.3. Coordination between different support regimes and national policy
objectives

Coordination between different policy regimes should be an important consideration in the
presence of a plethora of industry support systems. As mentioned above, Bangladesh offers
significant policy incentives for EPZs, which will be closelyhedtby SEZs. The latter will house

both exportoriented and norexporting firms. Firms targeting the domestic market only for the first

time are going to access wigdanging benefits because of their location within SEZs. If there are any
significant diffeences between the policy incentives available for the same production within and
outside SEZs, relocation of firms is likely as a result of purehsesking objectives, rather than to
promote overall industrial growth. Coordination is also needed teuea the efficient delivery of
incentive packages and support systems as declared under various regimes of EPZs and SEZs, the
Bangladesh Small and Cottage Industries Corporation, export policy and industrial policy.

Although various onstop services areffered onsite, the need for support in certain areas will go
beyond the scope and mandate of SEZs. These include, for example, accessing cash assistance for
exports, suppoting product development and standardand exporting promotional measures
abroad.Experiences of other countries seem to suggest that whilestap services are intended

to showcase the capacity of SEZs to deliver streamlined and efficient services, their operations
demonstrate the challenge of coordination. In particular, the Gt@p system has been found not

to be able to align incentives and practices across agencies with highly disparate institutional
objectives (Farole, 2011).

It is also important to recognise that Bangladesh is striving to strike a delicate balance between
industrial growth that takes advantage of the growing domestic economy and an ebgabgrowth
strategy?! Therefore, one key policy issue, as highlighted in the 7FYP, is that relative incentives for
domestic sales and exports must not be so skewed as to wliage production for exports. A
successful expoited growth strategy is generally characterised by an open economy. In contrast,
y3f I RSAKQa AYLINB&aaAgS INRgIK KlFLa 0SSy | 002Vl
than all other successful glabsers have seen, including China, India, Indonesia, Malaysia, the
Philippines and Vietnam (Razzaque, 2017). Indeed, the analysis presented in the 7FYP shows that
GKS dza8S 2F GFINATFTFEA YR BRNAFFEIQD R Y LA RAI2 NGBS
incentive structure, which discourages export production. SEZ incentives can exacerbate this
situation. In particular, if SEZs in lagging regions are going to be dominated by firms aiming only for

21The Nationalndustrial Policy 2016 specifies both objective® create entrepreneurs by protecting, promoting and developing
the interests of local industries @2) and to set up expodriented industries and achieve export diversification (Ministry of
Industries, 2016).
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local sales, the policy incentives could resulhéiping inefficient production units flourish, with
adverse welfare consequencés.

5.4. Using agglomeration economies and developing a fewl@E&d growth
centres focusing on regional inclusivity

The objective of regional inclusivity can perhaps be nef&tctively achieved by creating and
making use of agglomeration economigsiese are the benefits that firms obtain by locating near
each other. As more related firms cluster together, the cost of production of the industry is likely to
decline because déxternality effects and the use of economies of scale arising as a result of the
increased availability of suppliers, service providers and customers. Large nearby urban centres can
facilitate the development of such agglomeration effets.

SEZs in lagging regions could suffer from lack of critical mass in attracting firms and invegiments
create enough positive spillover effects. While agglomeration economies often form because of
locational or inherent advantages that attract more firmsgional inclusivity should not build on

any unrealistic assessment of the potential for industrial growth and competitiveness and the
advantages of host cities/regions. Developing too many economic zones can also undermine the
benefits of economies of sleabased on sufficiently large urban centres. In Inttia,SEZ policy has

been criticised on the grounds that permission has been granted for far too many SEZs, which either
are suboptimally sized or are adjuncts to mega cities, which is argued to mtgndiseconomies
already associated with the large size of these cities (Mitra, 2007).

There may be a need to carefully assess the development of all SEZs simultaneously. Under a longer
time frame, Bangladesh would perhaps need all 100 SEZs, as plalyers want to preserve
LINSOA2dza NI o6fS fFyR F2N) GKS 0O2dzyiNEQa OSNE

Box 2: Mirsarai-Feni industrial city

The largest SEZ in Bangladesh will comprise Mirsarai upazila of Chittagong district and Sonagaj
district on a combine area of 30,000 acres. This industrial park is 10 km away from the @fsikagong
highway and about 65 km away from Chittagong city. MirsBesii economic zone will be the first se
contained industrial city in Bangladesh, containing an airport, goeea a residential area, tourist park|
and a university. About 15 national and international firms have already applied for land allotments
zone, to set up such industrial plants as steel mills, power plants, food processingaunditgjuefied
petroleum gas production plants, with a combined investment propogalver$6 billion.

22The SEZ policies will allow feo access dutfree raw materials. On the other hand, in recent timBangladestasnot made

any progesson rationalising its tariff structures. The increased use of gala NRA F¥& 2y T A Wishvis®@dlctiazVhS NE Q 32
duties on imported inputs for the impoitompeting sector actually raises the effective rate of protection.

23 Auty (2011)points out that country experiences in capturing agglomeration economies will differ. For example, few economies,

apart from Nigeria and South Africa, would be able to grow cities of a sufficient size and economic structure to exfeinsfiish

In cortrast, the size of the Chinese market quickly allowed it to promote its own agglomerations. The author stiggestaller

economies can benefit from localisation economies if clusters of dameactivities emergelLocalisationeconomies are more
specidisedthan agglomeration economies and enhance the efficiency of firms by achieving the modest thresholds required to sustain

local pools ofpecialisedabour and services and specific production inputs.
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industrialisation. In the immediate term, however, focusing on a few major SEZs in the lagging
regions with the objective of generating agglomeoateconomies may be a more practical option.

This could perhaps ensure efficient use of financial resources and time, as zone development
processes can be quite lengthy. The Chinese experience as highlighted above also shows targeted
interventions in seleted regions with a big investment push. In Bangladesh, Mirgaaiiindustrial

city (see Box 2) could closely resemble the kind of potential growth centre needed for the north
west and southwest regions to generate a critical mass to exploit agglomenaticonomies.

5.5.DevelopingSEZs itagging regiosas part of economic corridors

If SEZs itaggingregionsare well connected to various economic corridors, this will ensure their
integration into the rest of the economy and potentially into greategional economies. As most
crosscountry studies suggest the location of zones is a critical determinant of success, lagging
regions SEZs must overcome or mitigate any disadvantages associated with their geographical
setting. As many developing countri@ese now increasingly embarking on economic corridor
development, SEZs to promote regional inclusivity should be linked to these initiatives. Economic
corridors link economic activities to increase their density within a given area and run along a region
or across regions linking centres of economic agtivithey are developed to upgrade and align
physical infrastructure in a manner that maximisles benefits of urban agglomerations, facilitates

the seamless movement of goods and people within the domeaséiket, and links with regional

and global supply chains. They are characterised by trade and transport linkages, often serviced by
a multimodal transport network. An economic corridor is envisaged in Bangladesh running from the
south-west region of Bangbesh (Khulna division) to the nordast region of Bangladesh (Sylhet
division) via Dhaka (PwC, 2017). This could help integrate some of thevgesitiSEZs with more
productive and leading SEZs, particularly in Dhaka.

In addition, Bangladesh is pursuitignsport connectivity with many Asian countries under various
regional initiatives, including the Asian Highway, the South Asian Association for Regional
Cooperation (SAARC) Highway Corridor (SHC), the South Asia Subregional Economic Cooperation
(SASECRRoad Corridor, the BangladegbhinaIndiagMyanmar Forum for Regional Cooperation
(BCIM) Road Corridor and the Bay of Bengal Initiative for {8eltioral Technical and Economic
Cooperation (BIMSTEC) Road Corridor (MRTB, 2016). Currently under implemerttase

corridors may prove to be strategic in linking SEZs in various lagging regions in the country (Box 3).
If they help promote intraregional trade, investment and movement of goods through land borders,
some of the currently lagging regions in Baagish will be immensely benefited. Therefore, SEZs in
these regions should have strong connectivity with these corridors.
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Box 3: Transport corridors under various regional initiatives
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Under various initiatives, South and Soidthst Asian countries, including Bangladesh, are purs
improved transport connectivity.
These include, among others:

Asian HighwayQOriginally conceived of in 1959 by the United Nations Commission for Easabsihe
Pacific, this road network currently comprises about 144,630 km of roads passing through 32 col
Under three highway routes, the total length of road that falls within Bangladesh is 1,771 km.

SHClInitiated under the SAARC Regional MultitabTransport System, 10 SHCs have been recommer
of which 6 involve Bangladesh.

SASEC Road Corriddtembers of SASEC agreed to establish 21 transport corridors, with 9 invq
Bangladesh. The total length of these roads inside Bangladesh is 8326 k

BCIM Economic CorridoiThis is an initiative to establish a multimodal corridor that aims to cover
million kn?, connecting Bangladesh, Myanmar and West Bengal in India through road, rail, water 4§
linkages.

BIMSTEC Road Corrid@3IMSTEC, ith the technical assistance of the Asian Development Bank (A
undertook a study on transport infrastructure and logistics. Based on the findings, the BIMSTEC m
identified and endorsed 14 road corridors, 4 rail corridors, 2 inland waterwaydoosti 11 maritime
gateways and 15 aviator gateways. Out of 14 road corridors, 7 involve Bangladesh.
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5.6.Infrastructure (including energy)

The importance of apropriate, adequate and weflinctioning infrastructure for SEZs cannot be
overemphasised, anchore so for those in lagging regions. Ensuring basic infrastructure facilities for

a SEZ that is water, power, telecommunications and transpqiis often a daunting prospegdbut

if they are not available and reliable, investment is unlikely. Beyond the Wvaged advantages of
Bangladesh, the available fiscal and #imtal incentives may not even be seen as significant;
conversely, the provision of serviced industrial lamilastructure and a relatively reliable supply of
power are critical. There is evidence to suggest that on a global basis, infrastructure reliability has a
significant impact on SEZ success, whereas incentives have had no measurable effect (Farole,
2011)%

For lagging regions, infrastructure neadsttracting investments are more challenging. The zones
should be weltonnected to major urban centresdports, and there must bameans ofensuring
costeffective transportation in an appropriately timelgshion. As discussed above, SEZs in lagging
regions should be linked to national and regional economic corridors. Without the provision of
elaborate infrastructure, SEZs in lagging regigiidoe considered poor choice of location.

5.7.Ensuring fair ecess to SEZs

Ensuring fair accedsr entrepreneursthat have thegenuine intention ofcarrying outindustrial
production is extremely important. Land is very scarce in Bangladeshserviced industrial plots

are even scarcer. As SEZs offer a range=pétits, they are likely to attract applicants for many
different reasons, including relocation for sheer resgieking objectives. Given the current situation,

it ismostly micro, small and medium enterprises (MSMEa) operate in lagging regions. Some o
theseare competitive and hold promise for further growth provided their costs of doing business
are brought down with the help of, for examplbe improved infrastructure and connectivity that
SEZs offer. These enterprises are likely to be more lainbemsive than other largscale
operations. How their participation in SEZs can be encouraged and ensured is an issue to consider.

9%l Q& Lkt AOe (tkBe opeh &deeitisefdntyaRd ekajidiénfoZePglications. This
should work in principle if the challenges of participation by MSMEseaagniseda priori. Formal
procedures includingthe requiredpaperwork and wellaid-out business plansan be barriers to
otherwise efficient smaller enterprised.is not clear howMSMEs will be supported to overcome
suchissues. Big firms and corporations often submit grand propdsadecurevaluable industrial
plots ¢ even iftheir planned investmentslo not follow suit. This can adtad tolimited access by
smaller firms.

Looking athe experience of developing countries, it is mousual to find political economy factors
determining access to economic zones. In a survey of redsotiee failure ofSEZs in Africa, Farole
and Moberg (2014) found that the most obvious example of destructiveirgelfest was when
political economy factors were uséd accesshe privileges that SEZs conferred, including access to

24 Farole (2011) also fisdhat some of the biggesthallenges faced in African SEZs have resulted from failure to deliver on promises
of world-class infrastructurega quality investment environment, etc. This has in many casexdto difficultiescoordinating across

the various government bureaucraciesquired to deliver on the complex package of infrastructure, regulations and sefeices
SEZs. While such coordination is a function of authority, capacity and communications, it is ultimately shaped by thiesrafenti
individual institutions, and of & individual bureaucrats working within them.
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cheap land and fiscal incentiv@®ie athorsalso point out that SEZs around the world are rife with
examples of corrupt land deals involving government officials.

5.8.Maximising synergies between EPZ and SEZ models

Existing opportunitieso maximisesynergies between EPZ and SEZ regimes dhmukxploited.

EPZs were developduhsed onthe reality of the time to attract foreign investment under an
enclave systenSEZs have emerged et ofa new generation industrial development model that
emphasissthe needto growlocal firms along witlattracting FDI by providing similar incentives

thosel @F At 60fS Ay 9t %ad . & StAYAYlLGAYy3d GKS NBad
boost the possibilities of developing backward linkage capacities directly targeted towards the
exportingfirms within the same premiseMore interactions between local and FDI firms are likely

to result in more positive externalities being exploif@dth domestic enterprises being exposed to
modern production techniques and management practices.

By drawinglessons from different countrieADB (2015) suggesthat economies that have not
done so should consider shifting from an EPANSEZ modelthis should be underpinned by
policies that support incentivising skills development, training, technologypgading and

knowledgesharing; promoe industry clusters and target linkages with economic zbaseed firms
at the cluster level; support integration with regional value chains; encaumgliccprivate

coordination and collaboration; and ensuthat labour markets are flexible andhelp circulate
labour from declining to growing activities.

In light of the policy shift in Bangladesh, scopenaximisesynergies between EPZs and SEZs should
be evaluated carefullyto make it possible to takgractical measures. One possible option could be
to allow local firms ito three EPZs in nortivest and southwest Bangladeslq namely, Uttara,
Ishwardi and Mongla. Investment and expog response in these establishments have been
subdued so far, andpening them to local firms based on SEZ modalities could generate momentum
in these lagging regions. In the procetfey couldalso act as a testing ground, the lessons from
which can be consideraghen SEZs start coming into operation.

5.9. Skilledvorkforce

Ensuringhe availability of skilledabouris an essential ingredient of industry successit lier the
domestic orthe foreign market. There is no denying ttiatsis likely topresenta challenge for SEZs
particularly in relatively backward regis.

The first generation EPZ firms, including those in Bangladesh, relied eskilted workers, mainly

in garments. SEZ firm requirements are likely tonh@e diverse which means they will require a
labour force with amixed skill set® The dustering approachg incentivisingthe localisation of
related firmsg can help at the initial stage dfie production process. But over the medium to long
term, availability of skilled labous likely tobe a key determinant of SEZ success. Another issue is
whether skilled workersvill find it attractive to reside in nearby town centres.

25 SEZs elsewhere have also confronted the problem of laelskifled workforce. ADB (2015) cites the case of Malaysia, which in
the mid-1990s introduced an ambitious programe to induce a structural shift fim low- to high-valueadded productionThis was
initially constrained byamong otherthings unfavourable labour markedracticesand human resource constraints.
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The 7FYP has explicitly suggested supporting lagging regions wgllekdlopment, such aby
establishing technical and vocational instituteplementation of thiswill be extremely important
for the economic viability of SE# these regionsdvic amenities, recreational facilities and good
housing will also be require® help skilled workers relocate.

5.10. Assessing costs and benefits

For any ambitious projectassessinghe costs and benefits is important for learning lessons,
introducing innovative policy designs and evaluatithgg opportunity costs associated with
alternative options. Thenany crosscountry studies that exist seem to suggest that, more often
than not, economic zones produce much less thaaxpected.

It is thus important to undertake meticulous evaluations at different stages. Of course, economic
feasibility studies are undertaken prior to the zone development work. However, as time elapses
and new information becomes available, there may be a need fegveduation to consider
emerging realities. These exercises may help in being strategic: in some cases, phased and
sequential zoneelated development activities may be more appropriate; ithers, tackling
infrastructural bottlenecks away from zones could be more realistic. It is also important to assess
whether SEZs generate additional activities or merely displace activities elsewhere. Policy
experiments to evaluate the likely impact offdifent types of investment projects, particularly for
ensuring regional inclusivity, are also issues for consideration while assessing costs and benefits.

5.11. General factors affecting SEZ success

Many other general factors that determine the successS#Zs will also be relevant while
considering regional inclusivity. Effective institutions; a sound and enforceable legal framework; a
transparent decisiomimaking process; #usinesdriendly investment climate that reduces both
direct and indirect transaein costs simplified administrative and bureaucratic processes
improved trade facilitationall theseare essential preconditions for promoting industrial business
growth.

In fact, SEZ development should be part of an integrated development agendadhsiders
addressing regional disparities witle help of SEZs in combination with other supporting measures.
While the 7FYP of Bangladesh provides such a useful framework, the vision needs to be developed
further as part of a national perspective plan.

5.12. Need for suitable data

Bangladesh needs credible datzailableon a regular basj$or use in analysis @égional disparities

SO as to enable the development sifiitable policy options. The national inpotitput table needs

to be updated to capturenew sectors and changing intbnkages between activities. Overall
economic output data should be made available at the district level at least. As discussed above,
disparities areften associated with certain inner regions at the sdibtrict level. Theefore, regular
surveys to capture locdével economic activities should greatly facilitate policy analysis.

There are sporadic purpodauilt shortsurveys providing regiespecific information. While thee
are useful, combining information from different sources may not result in a consistent national
income accounts frameworkwhich iswhat ismost neededo undertake policy experiments.
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In the short to medium term, it will be extremely helpful to develgonsistent data framework
(e.g.a SAM) to capture distrieievel outcomes associated with incomes, social indicators, poverty
incidence and sectoral interlinkages. This will allow policy experiments to study impact at district
level. Ideally, efforts shuld also be made to build at least a few dlibtrict-level (including some

for lagging regions) analytical models to understand the differential effects of different policy
options.
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6. CONCLUSION

Despite the mixed success of SEZs across developingriesuangladesh has undertaken an
ambitious task of setting up 100 such economic zoWegsSEAed industrialisation strateggan
accelerateeconomic growth, employment generation and poverty reductiand. I y 3t | RSa K G
national development plan intend® useit as a policy tooto help lagging regionsSgnificant

variations exist in the spatial distribution of economic activities across the countwith
employmentintensive manufacturing and expeoriented enterprises largely concentrated time

Greater Dhaka and Chittagong regiodsproactive policy option willneanattracting these dynamic
investment activitiedo disadvantaged regions.

This study has closely reviewed $&lAted regional development issues and undertaken some
policy experimentsd understand the potential impact of pursuing different types of investment
scenarios for lagging regiomaaking use of a region&8AMdeveloped for the purpose.

Given. ' y3f I RSakKQa LlRtAOe GFNBSG 2F ISytSIMWs,ihey 3 | F
simulation results show thatvithout any targeted interventionmost of the increased production

activities will concentrate in the relatively betteif east(Greater Dhaka and ChittagongJhis is

related tothe current excessively skewed dibuition of manufacturing export production in favour

of these regions. The lagging wesill still benefit from economywide linkages and increased

demand for labour. However, when half of the targeted exparesgenerated in SEZs locatedlire

north-west and southwest, the impacbon poverty reductionin these regions is much higher.

Simulation results suggetitat promoting exports fromSEZs iftagging regioa can havea strong
impact on employment generation, includinfpr women. Such a stragy seemslikely to trigger
greater demand for labour from small farm, néerm and lowerskilled households. These are the
households that are more likely to be associated with vulnerable and excluded groups. The analysis
finds no growthcompromising effet of SEZ investment in lagging regions.

Instead ofmanufacturing exports, if poliemduced production comefrom the agreprocessing
sector¢ which lagging districts are generally perceived to be better suiveg poverty reduction
and employment genetion results are still encouraginghe msitive effects of overall increased
investment in SEZs are also borne out.

While SEZsnay be an appealing policy tool for promoting regional development, and policy
simulations can helpus understand the impact fo different policy scenarios under ideal
circumstancesywe must takeseveral factors into seriousccountto makethemwork effectively.

¢KS adNXGdS3e RStEAYSFEGSR Ay .| y3frnediStd Bealigned C | t
with the actual zoe development work on the ground. Identification of lagging regimay be an

issue but the 7FYP strongly suggests attaching priority to the divisiorte western part of
Bangladesh. Thisasnot beenmatched by progressn SEZ development so far.

SEZ do offer special incentives for investpisut incentives for investment projects in lagging

regions may need to bsignificantlymore attractive thanthose elsewhere if investorsare to
overcome any locational disadvantages.
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It will also be importanto carefully asseswhether focusingon a few major and larger SEZs in
lagging regionwill help ensurethat incentives andargeted policy attentionare adequatefor
effective implementationHaving o many suboptimally sized SEZs cannot melietter exploiting
agglomeration economigesspecially when these areot located in established urban centres.
Phased implementation of the 13EZ programme could be a practical option.

The need for appropriateadequate and wellunctioning infrastructure fotagging regionsannot
be overemphasisedrheir connectivity with major economic corridors should be another important
consideration.

Ensuring availability of skilledorkersfor SEZsparticularly in relatively backward regionsan
representa major chilenge.Implemeningi KS T C, t Q& &adza3asSadizy 27F &dzL)
skills development is extremely important fahe economic viability of SE# these regions.

Proper utilisation of allotted serviced plotg rather than cateringo rent-seeking objectives is
critical. The extent to which MSMEs can access SEZs and twoensuretheir participation also
represents a majopolicy challenge.

Finally,usingSEZ policies for balanced regional developmentreglire analytical policy wrk, for

which Bangladesh currently lacks sufficient and gqadlity data. Irnthe absenceof such datathe
task of generatingneaningful and informed policy analysis and adws@daunting prospect.
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ANNEX 1: RELATIONSHBETWEENSYSTEM OF NATIONAL
ACCOUNTAND SOCIAL ACCOUNBIMATRIX

Table Al.1 shows thelationship between theccounts of the System of National Accounts (SNA)
and the Social Accounting Matrix (SAM). Presentation of national accounts in a SAM format shows
the interdependence between commoditgnd activity with respect to production and price
formation; capturesthe relationship between factors and activity in primary income generation
depictsthe association between the factorial and institution income distributiand shows the
relationship between commodity supply and institutional consumption. It also captineequality
betweenthe total of expenditure and income accounts of all accounts representing behaviour of
commodity, activity andhstitutions.

Table A1.1: Schematic presentation of SNAT SAM relationship

Commodity Activity Factors Institutions world Capital income A/CI

SAM accounts | SNA accountg|Code 1 2 3 4 5 6
Indirect [ Import
tax duty
Total use Expenditure] Expenditure Export | Investment|
purchaser purchaser | purchaser purchaser | purchaser
Price price price price price

Labour Capital Household | Government| Corporation

Totalincome]
commodity

Trade and transport

Production A/C | Commodity 1 margin by commedity

Total domestic
supply Total incom
activity

Activities at
Activity A/C producer's 2
prices

Compensatior|
to employees Total incom
Income Operating . factor
generation b 3 surplus Operating surpluf
institutions Indirect tax Indirect tax Total incom:
indirect
tax

Wages

Distribution of
primary income

Import duty Import duties

Household Wage | Mixed income| Remittance]

Primary Government Indirect | Import Direct tax Corporate
Use of income |  income of 4 tax_| duty tax

institutions -
Corporation Operating
surplus

Total incom
institutions

Rest of world
Rest of world ¢ imports 5 Import C.I.F
(current)

Total incom
rest of worl

Household | Government| Corporation Foreign
savings savings savings savings
Total corporate|
consumption
purchaser
prices

Consolidated [Capital Accou! 6 Total saving|

Total commodity Total activity | Total factor income Private and public

Total indirect
supply purchaser | supply purchase| purchaser tax consumption purchaser
prices prices prices prices

Exports [ Investment|
purchaser | purchaser
prices prices

Total expenditurg
AIC

Methodology description ofSAMmodel

The move from a SAM data framework to a SAM model (also knovarmragtiplier framework)
NBIjdzA NEa RSO2YLIR2aiay3da GKS {l!a | O002dzyia AyaG2z2 WS
intended for useas policy instrumentse(g. government expenditure includg social protection,
investment and exports) are made exogenous and accounts specified as objectives or targets must
be made endogenous(@. output, commodity demand, factor return and household income or
expenditure). For any given injection into thexogenous accounts of the SAM, influence is
transmitted through the interdependent SAM system among the endogenous accounts. The
interwoven nature of the system implies that the incomes of factors, households and production
are all derived from exogenousj@ctions into the economy via a multiplier process. The multiplier
process is developed here on the assumption that when an endogenous income account receives
an exogenous expenditure injection, it spends it in the same proportions as shown in the matrix o
average propensytto spend (APS). The elements of the APS matexalculated by dividing each

cell by the sum total of its corresponding column.

The economywide impacts of the A have been examined by changing the total exogenous
injection vector, especially government. More specifically, the total exogenous account is
manipulated to estimatets effects on output (through an output multiplier), valaelded or GDP
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(through the GDRnultiplier), household income (througkhe household income multiplier) and

commodity demand (via commodity multipliers).

Table Al1.2: Description of the endogenous and exogenous accounts and multiplier

effects

Endogenous (y)

Exogenous (x)

The activity(gross output multipliers) indicates the total effect on the
sectoral gross output of a unilncome increase in a given accountn
the SAM, and is obtained via the association with the commod
production activity account

The consumption commodity multipliers, which indicate the total effe
on the sectoral commodity output of a unilncome increase in a givel
accounti in the SAM, is obtained by adding the associated commod
elements in the matrix along the column for account

Intervention into through ativities (x=i+g+e
wherei= GFC + ST (GFCF)

Exports (e)

Governmentexpenditure (g)
Investmentdemand (i)

Inventorydemand (i)

The valueadded, or GDP multiplier, giving the total increase in GI
resulting from the same uniincomeinjection, is derived by summing
up the factorpayment elements along accoui@a O2 f dzYy
Household income multiplier shows the total effect on household al
enterprise income, and is obtained by adding the elements for t
household groups along the account i column

Intervention viahouseholds

(x =r + gt + ct), where

Remittance (r)

Governmenttransfers (gt): OAA will be injecte
into the SAM model via government transf
account linking households and the governme

Corporationtransfers (ct)

¢CKS aKATO FNBY | WRFGFQ {!a &iNHz0G dzNB
FdadzYLJiA2ya FyR ASLINFGA2Yy 2F GKS {!a |
Table A1.3: General SAM modular structure
laPA  1bCM 2-FP 3-HHOI 4-KHHOI 5-ROW  TDD

la PA Tia, 1b 0 Yia
1b CM Tib, 12 Tib, 3 Tib, 4 Tib, s Yib
2 FP T2, 1a To s Y2
3 HHOI T3, 1a Ts, 1b Ts, 2 Ts, 3 T, s Y3
4 KHHOI T4, 1a Ta, 3a Ta,s Ya
5 ROW Ts, 10 Ts2 Ts, 3 0 0 Ys

TSS Ea B =) B E =3

where: by definitionYi= Eand 1 Production (1a PA = Production Activities and 1b CM = Commodities); 2 FP = Factors of Produci®iy 3 HH

Households and Other Institutions (incl. Government); 4 4HH Capital Account Households and Other InstitutfmmdudingGovernment); 5 ROW

= Rest of the World (current and capital account). Blank entries indicate that there are no transactions by defimitibdemand and total supply

are indicated by TDD and TSS, respectively.

The separation is needed tain entry into the system, allowing some variables within the SAM
structure to be manipulated exogenously (via injection instruments) to assess the subsequent
impacts on the endogenous accounts as well as on the exogenous accounts. Generally, accounts
intended to be used as policy instruments are classified as exogeandsaccounts specified
priori as objectives (or targets) are classified as endogenous. Three accounts are designated as
endogenous account$l) Production (production activities and camdities) account(2) Factors
of Production accountind 3a) Households and Other Institutions (excluding the Government). The
exogenous accounts compris@b) Government (expenditure, transfer, remittance$}) capital
account of institutions (savings and demand for houses, investment demand, infrastructure and
machinery and equipment); an@) ROW transfers, remittances, export demand and capital. The
SAM flows and the categeationinto endogenous and exogenoascounts are shown below.
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Table A1.4: Endogenous and exogenous accounts

1la-PA 1b-CM 2-FP 3a-HHOI 3b-Gov 4-KHHOI 5-ROW TDD

la PA Tla, 1b 0 Yia
1b CM Tib, 1a Tib, 3a Tib, 3b Tib, 4 Tibs Yib

2 FP T2, 12 T2, s Y2
3a HHOI T3a, 2 T3a,3a T3a, 3b T2, Y3
3b Gov Tab, 1a Tab, 1b Tab, 3a Tab, 3b Tza, 5

4 KHHOI Ta, 1a Ta, 3 Ta s Ya

5 ROW Ts, 1b Ts, 2 Ts, 3a Ts, 3b Ts, 4 0 Ys

TSS Eia Eip E Ba Eb E =3

where Endogenoud: Production (1a PA Production Activities anth CM= Commaodities)2 FP= Factors of Productio®a HHOI= Households and

Other Institutions (excluding Government); Exogen@sGovernment;4 KHHOI = Capital Account of Households and of Other Institutions (incl.

Government);5 ROW= Rest of the Widd (current and capital account). Blank entries indicate that there are no transactions by defifibiarh.
demand and total supply are indicated by TDD and TSS, respectively.

Table A1.5: Endogenous and components of exogenous accounts

PA |CM |FP | 3aHH&OI 5@ | NeEys | DR AEenE (240) JEEe

injections Column Vectors

la PA Tia1b 0 Xia Yia Xa=0
X = Government Consumptio
Subsidies- Taxes + Exports + Gg
Investment (capital formation in

b CM = Thazs Ko Yo infrastructure  and  machinery  an|
equipment) + Gross Capital Stoq
formation

2 FP T21a X Y2 X=Factor Remittances from ROW

3a HH&OI :36‘ Tza3a Xaa Yza Xsa= Transfers (OAA), remittance

3b-5 Leaks| Lia Lib L | Lsa )Lz;z " | Yabs 3b =Aid to Government from ROW

EXPN Eia = E | Ea BEsbs Where E=Y|

Lia= Activity Tax Lsa= Income Tax + Household Savings + Corporate Savings

Lib= Commodity Tax + Import Duty + Imports Lsbs Xsbs and ¥bs falls out of the model

L= Factor Remittances to ROW

| Blank entries indicate that there are no transactions by definitio

Note on injection: For any given injection into the exogenous accounts X (i.e., instruments) of the SAM, influence is
transmitted through the interdependent SAM system among the endogenous accounts. The interwoven nature of the
system implies that the incomes of factors, institutions and production are all derived from exogenous injections into the
economy via a multiplier process. Multiplier models may also be built on the input-output frameworks. The main
shortcoming of the I-O model is that the feedback between factor income generation (value-added) and demand by private
institutions (households) does not exist. In this case, the circular economic flow is truncated. The problem can be partly

tackled by endogenising household consumption within the [-O
ask, rthe tirbularseconomic flow is only partially truncated. A better solution is to extend the 1-O to a SAM

model 6.

framework, which captures the full circular economic flow.

Derivation of SAM multipliers

SAM coefficients (A are derived from payments flows leypdogenous accounts to themselveg)(T
and other endogenous accounts as to the corresponding outlays (§; similarly, the leak

coefficients (B arederived from flows reflecting payments from endogenous accounts to exogenous

accounts. They are degd below.
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Table A1.6: Coefficient matrices and vectors of the SAM model

The multiplier analysis using the SAdmework helps us to understand the linkages between the
different sectors and the institutional agents at work within the economy. Accounting multipliers
have been calculated according to the standard formula for accounting (impact) multipliers, as
follows:

Y(t) = A Y (1) X(t) = (Ig A)SEX(t) =MaX(t), where:t is time;Yis a vector of incomes of endogenous variablés;a vector

of expenditures of exogenous variabldsis the matrix of average expenditure propensities for endogenous accounts;
Ma= (I¢ A)“tis a matrix of aggregate accounting multipliers (gensedliLeontief inverse). The aggregate accounting
multiplier (Ma) will be further decomposed to separately examine the direct and induced effect. In ordmnirate

the direct and induced effects thda multiplier will be decomposed using both multiplicative and additive forms.

From the above it logically follows that the SAM model mainly is helpfuhéfollowing:

1. assessing the impacts on the endogenaunsd exogenous accounts in a clear and differentiated
manner

2. analysing the technological structure of the sectors oriented towards the production of basic
intermediate and final goods and services

3. assessing expenditure structures of factors of productiostitutions and demand for goods
and services of domestic and foreign origin

4. identifying key sectors, commodities, factors of production, institutional accounts and basic

needs in the economy and quantification of the main linkages (total and partial)

studying the dynamics of the production structure, factorial and institutional income formation

assessing the effects of incomes of institutions and their impact on production via their

corresponding demand

7. examining the intra, across or extra and intancular group effectsjn both additive and
multiplicative manner

8. matching labour and investment requirements that can be calculated

9. assessing price changes on endogenous accounts arising out of endogenous account price
changes as well as exogenous accqurite changes

10.designing simulations and alternative scenarios for and

11. providing the basis for development of computable general equilibnmodels.

o 0
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ANNEX 2: CONSIRTION OF A REGIONAICIAL ACCOUNTING
MATRIX FOR BANGLABDES

Bangladesimational Social Aczinting Matrix (SAM)

The Bangladesh national SAM identifies the economic relations thrimughypes of accountq(i)
production activity and commodity accounts for the 86 sectors; (ii) 4 factors of productions with 2
different types of labour and 2 typexd capital; (iii) current account transactions amahg 4 main
institutional agents; householchembers and unincorporated capital, corporation, government and
the rest of the world; and (iv) two consolidated capital accounts distinguished by publigiaatep
origins to capture the flows of savings and investment. The disaggregation of activities,
commodities, factors and institutions in the SAM is givendhle &.1.

Table A2.1: Activities and their description in Bangladesh national SAM accounts

Set Description of Elements
Activities (86)
Agriculture (20) PaddyCultivation, Wheat Cultivation, Other Grain Cultivation, JOtétivation, Sugarcane Cultivatiol

Potato Cultivation, Vegetable Cultivation, Pulses Cultivation, Oilseed Cultivation, Fruit Cultivation,
Cultivation, Tobacco Cultivation, Tea Cultivation, Spice Cultivation, Other Crop Cultivation, Liy
Rearimg, Poultry Rearing, Shrimp Farming, Fishing, Forestry
Mining & Quarrying (01) Mining and Quarrying
Rice Milling, Grain Milling, Fish Process, Oil Industry, Sweetener Industry, Tea Product, Salt Refini
Process, Tanning arféinishing, Leather Industry, Baling, Jute Fabrication, Yarn Industry, Cloth M
Handloom Cloth, Dyeing and Bleaching, Woven, Knitting, Toiletries, Cigarette Industry, Bidi Industry
and Cork Product, Furniture Industry, Paper Industry, PrintijRublishing, Pharmaceuticals, Fertilis
Industry, Basic Chemical, Petroleum Refinery, Eavifare Industry, Plastic Products, Glass Industry, (
Industry, Cement, Basic Metal, Metal, Machinery doglipment, TransportEquipment, Miscellaneous

Manufacturing (39)

Industry

Construction (04) Building, Kutcha House, Agriculture Construction and Other Construction

Electricity, Gas and Water Suppl Electricity, Water Generation, Gas Extraction and Distribution

(03)

Trade, and Transport (07) Wholesale Trade, Retail Trade, Aransport, Water Transport, Land Transport, Railway Transport, C
Transport

Services (12) Housing and Real Estate Service, Health Service, Education Service, Public Administration and

Bank and other Financial Services, Insurance, ProfesSenate, Entertainment, Hotel and Restaura
Communication, Other Services, ICT

Commodities (86)
Agriculture (20) PaddyCultivation, Wheat Cultivation, Other Grain Cultivation, Jute Cultivation, Sugarcane Culti\
Potato Cultivation, Vegetabl@ultivation, Pulses Cultivation,
Oilseed Cultivation, Fruit Cultivation, Cotton Cultivation, Tobacco Cultivation, Tea Cultivation,
Cultivation, Other Crop Cultivation, Livestock Rearing, Poultry Rearing, Shrimp Farming, Fishing, F
Mining & Quarrying (01) Mining and Quarrying
Rice Milling, Grain Milling, Fish Process, Oil Industry, Sweetener Industry, Tea Product, Salt Refini
Process, Tanning and Finishing, Leather Industry, Baling, Jute Fabrication, Yarn Inidtistivijliitg,
Handloom Cloth, Dyeing and Bleaching, Woven, Knitting, Toiletries, Cigarette Industry, Bidi Industry
and Cork Product, Furniture Industry, Paper Industry, Printing and Publishing, Pharmaceuticals, F
Industry, Basic Chemical,tR#eum Refinery, Earénware Industry, Plastic Products, Glass Industry, (
Industry, Cement, Basic Metal, Metal, Machinery dwglipment TransportEquipment, Miscellaneous

Manufacturing (39)

Industry

Construction (04) Building, Kutcha House, Agriculture Constructod Other Construction

Electricity, Gas and Water Suppl Electricity, Water Generation, Gas Extraction and Distribution

(03)

Trade, and Transport (07) WholesaleTrade, Retail Trade, Air Transport, Water Transport, Land Transport, Railway Transport
Transport,

Services (12) Housing and Real Estate Service, Health Service, Education Service, Public Administration and

Bank and other Financial Sensg¢énsurance, Professional Service, Entertainment, Hotel and Restal
Communication, Other Services, ICT

Factors of Production (4)

Labour (2) Labour unskilled, and Labour skilled

Capital (2) Capital and Land
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Current Institutions (11)

Rural: landless, Agricultural marginal, Agricultural small, Agricultural largefalarpoor and Noffarm
non-poor

Urban: Households with lowducated heads, and households with higdfucated heads

Others (3) Government, Corporation and Rest of the Vdorl

Capital Institution (1)

Capital

Households (8)

The construction of SAM is based on several data sets drawn from diverse sources. They are listed

below.

1. The InputOutput Table 2012 for Bangladesbrepared as a background document for the
technical frame for th&Seventh Five Year Plan.

2. Social Accounting Matrix for Bangladesh for 2006/07

3. Bangladesh Bureau of Statistics (2011), Household Income and Expenditure Survey, 2010.

4. Ministry of Finance (2014), Economic Survey of Bangladesh.

The updating/constructionof B { ! a LINPROSSRSR Ay (62 d08Qadl By

constructed using the data collected from diverse sources. Since the data came from different

sourcesand wast 2 NJ RAFFSNBY (G @SFENBRXZ Ay fAyS {graid 4ilKS

unbalanced. In the second step, the SAM was balanced by adjusting the activity and commaodity (i.e.

private consumption, intermediate demand vectors) accounts as explained below.

The updating of a SAM is not only an exercise in putting together a coenbéed set, but also an
estimation process on the basis of insufficient and partly inconsistent data. In this current exercise,
the first stepin generatinga consistent and balanced SAM is to build a macroeconomic SAM (i.e.
the macro SAM). The main objéat of themacro SAM is to summige and to show the circular

flow in the economy in general and interdependence between commodity, activity, consumption,
and flowof-fund accounts without sectoral or institutional details. Thus, in the second step a
preliminary disaggregated SAM (which is also referred to asriceo SAM) is constructed using
available disaggregated information drawn from various gataducing agencies. Subject to data
availability, the disaggregated SAM segregates most ofriliero SAMaccounts to desired sectoral

and institutional breakdownsWhile ensuring balance between the receipts and outlays for all
accounts, the disaggregated or micro SAM must reproduce the control totals of the macro SAM. The
correspondence between accounts dfet aggregated micro SAM and macro SAM thus ensure its
desired consistency with the national account data.

Bangladeshegional Social Accounting Matrix (SAM)

Generally, two accepted methods of construction of a SAM or a regional SAM tre gi)rvey
method and (iithe non-surveymethod. The sirvey method is very expensive in termsboth time

and financial resources. Such an approach is not possible to adopt for this study. Thus in the study
a non-survey method® has been adopted to construct the regional SAM for Banglad€kb.
following steps have been adopted to construct the regional SAM from the national SAM.

1. Define the four regionsouth-western;north-western;greaterDhaka; andyreaterChittagong.
2. Collak regionallevel data by major economic activities and commaodities.

26 Some of the widely usedon-survey methods employed to construct multiregional SA/taldes include unadjusted national
coefficients, the techniques location quotient (LQ), commodity balance (CB), sigipgnd pool (SDP) and RAS.
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3. Tostaywithin manageable limits, we aggregate certain activities within the original 86 activities
and commodities defined in the national SAM to reduced levels based on the regional valu
added and consumption data by activities/commodities. More specifically, available regional
level data include value added; consumption; employment etc.

4. Combine the available data witthe simple location quotients (SLQ) method to derive the
regional vetors and matrices.

Map A2.1: Bangladesh map showing four broad regions

Source: Authors

The Bangladesh regional SAM identifies the economic relations throughypes of accountqi)
production activity and commodity accounts for the 30 sectordpo(ii) factors of production (labour

¢ skilled and unskilled, capital and land); (iii) current account transactions athenigur main
institutional agents; householchembers and unincorporated capital, corporation, government and
the rest of the world; ad (iv) two consolidated capital accounts distinguished by public and private
origins to capture the flows of savings and investment. The disaggregation of activities,
commodities, factors and institutions in the SAM is givendhle &.1.
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Table A2.2: Disaggregation and description of a 4-regional Bangladesh SAM
accounts

Set Description of Elements

Regions (4) Southwestern;north-western; Dhakgand Chittagong
Activities (30)

Agriculture (04) Crop Cultivation, Livestock Rearing, Fisheries, and Forestry

Mining & Quarrying (01) Mining and Quarrying
Milling, Food Process, Tanning and Leather Industry, Jute, Clothing,-ReddyGarmers, Tobacco Industry.

Manufacturing (14) Wood, Paper Industry, Pharmaceuticals, Chemical, Cement, Machinery and Equipment, and Miscel

Industry
Construction (01) Construction
Utility (01) Utility
Services (09) Trade, Transport, Housing and Real Estate Service, Health Service, Education Service, Public Administ

Defense, Bank and other Financial Services, Hotel and Restaurant, and Services

Commodities (30)
Agriculture (04) Crop Cultivation, Livesto¢kearing, Fisheries, and Forestry
Mining & Quarrying (01) Mining and Quarrying
Milling, Food Process, Tanning and Leather Industry, Jute, Clothing,-ReddyGarmerd, Tobacco Industry.

Manufacturing (14) Wood, Paper Industry, Pharmaceuticals, ChemiCainent, Machinery and Equipment, and Miscellane(

Industry
Construction (01) Construction
Utility (01) Utility
Services (09) Trade, Transport, Housing and Real Estate Service, Health Service, Education Service, Public Administ

Defense, Bankral other Financial Services, Hotel and Restaurant, and Services

Factors of Production (4)
Labour (2) Labourunskilled, and Labouskilled
Capital (2) Capital and Land

Current Institutions (11)
Rural: Agricultural small farmeAgricultural large farmer, Nefarm household. Urban: Households with tov
Households (8) educated heads, and households with higiiucated heads
Others (3) Government, Corporation and Rest of the World
Capital Institution (1)
Capital
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ANNEX 3: MAP OF SPEECONOMIC ZONES INNBAADESH
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