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Preface

Bangladesh has made impressive socio-economic progress during the last decade, in particular. Bangladesh has been
recommended for graduation from LDC status in 2026. As a result, Bangladesh will face a number of challenges related
to trade. In this context, this study on ‘lIdentification of Trade-related Graduation Challenges and Preparation of
Sector-Specific Trade Roadmaps for Overcoming the Challenges’ was conducted by Bangladesh Foreign Trade Institute
(BFTI). The said study was initiated by the WTO Wing, Ministry of Commerce, Government of the People’s Republic of
Bangladesh under Diagnostic Trade Integration Study Update (DTISU) of Bangladesh: Trade Roadmap for Sustainable
Graduation (TRSG) Project, funded by the Enhanced Integrated Framework (EIF).

The study had been undertaken to analyze trade-related graduation challenges and prospects of the 12 sectors of goods
and services, including Readymade Garments (Woven and Knitwear), Pharmaceuticals and API, Leather and Leather
Goods, Non-Leather Footwear, Light Engineering including Electronics and Electrical Products, Shipbuilding, Plastic
Products, Agro-products and Processed foods, Fisheries and Livestock, Software & IT related Services, Tourism, Nursing
and Midwifery Services. The study highlights sector-specific strengths, weaknesses, opportunities, threats, and
strategies to overcome them for realizing the export potential and sustainable export-led growth. In addition, this study
prepared a roadmap for enhancing the capacity of the export-oriented sectors to underpin the key opportunities and

challenges and recommended concrete actions to address the challenges.

| extend my sincere gratitude to the WTO Wing, Ministry of Commerce, Government of the People’s Republic of
Bangladesh, key experts, consultants and the researchers who have worked relentlessly to ensure the completion of this
study. Their unwavering support and commitment have been instrumental in making this study a reality. | am grateful

to my BFTI team members, in particular, who extended tremendous support in this regard.

In response to the preparation of a smooth transition and sustainable graduation of the country, | hope this report will
facilitate substantial improvements in the 12 sectors of Bangladesh for ensuring export diversification and improvement
of trade competitiveness. This study is expected to have significant implications for the policy makers in the areas of 12
sectors in Bangladesh for overcoming LDC graduation challenges and ensuring sustainable economic growth and

development.

=0

Dr. Md. Jafar Uddin
Chief Executive Officer
Bangladesh Foreign Trade Institute
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Executive Summary

Bangladesh met thresholds for all three criteria in the 15t and 2"d United Nations-Committee for Development Policy
(UN-CDP) triennial review in 2018 and 2021 consecutively and is on the pathway to LDC Graduation in 2026. While
the graduation demonstrates Bangladesh’s impressive growth trajectory over the years, this will also pose
multifaceted challenges with regard to market access, preference erosion, subsidies under WTO agreements,
preferential benefits in the regional and bilateral agreements, value addition conditions, additional tariff. Export is
expected to be affected the most as 71% of total export is done under preferential schemes of developed and
developing countries. Given the context, this is imperative for Bangladesh to take measures for enhancing the
capacity of the export-oriented industries to address the graduation challenges. To that end, a comprehensive trade
roadmap may inform policymakers and all other stakeholders including the private sector about the measures that
need to be implemented.

In 2016, Bangladesh completed its Diagnostic Trade Integration Study (DTIS) with the support of Enhanced
Integrated Framework (EIF) under World Trade Organization (WTO). The DTIS identified a four-pillar strategy
comprising pillars titled 1) Breaking into new markets; 2) Breaking into new products; 3) Improving worker and
consumer welfare; and 4) Building a supportive environment that may help accelerate the growth of the export
sector and open up new sources of competitiveness. However, the graduation scenario was not evident and could
not be taken into consideration while conducting the DTIS 2016. In this context, Bangladesh Foreign Trade Institute
conducted this study to identify trade-related graduation challenges and prepare trade roadmaps for 12 sectors to
overcome the challenges. The study included a review and update of the DTIS 2016 action matrix or action plan that
was proposed based on the 4 pillars. Also, the impact of Covid-19 on the identified sectors has been analyzed in the
study. Additionally, aspects of DTIS that can contribute to the achievement of the Sustainable Development Goals
have been elucidated.

The study covers 12 sectors of goods and services, RMG (Woven and Knitwear), Pharmaceuticals and API, Leather
and Leather Goods, Non-Leather Footwear, Light Engineering including Electronics and Electrical, Shipbuilding,
Plastic Products, Agro-products and Processed foods, Fisheries and Livestock, Tourism, Software and IT service,
Nursing and Midwifery service. The study illustrates sector-specific strengths, weaknesses, opportunities, threats,
and strategies to overcome them to realize the export potential and sustain an export-led growth. The study also
proposed roadmap for enhancing the capacity of the export- oriented sectors to underpin the key opportunities and
challenges and recommend concrete actions to address the challenges.The findings of the study have been
generated from an extensive literature review, key informant interviews (Klls) and stakeholder consultations. The
committee of experts formed by the Ministry of Commerce, the government of Bangladesh reviewed the key
findings of the report, and lastly, a validation workshop was organized to validate the findings of the study from the
key stakeholders of the 12 sectors.

Readymade Garments (Knitwear and Woven): Bangladesh government has given special attention to the
Readymade Garments (RMG) by declaring it a priority sector in the 8th Five Year Plan, Export Policy 2021-24, National
Industrial Policy 2022 and provided various fiscal and non-fiscal incentives. The study found availability of labor force,
less labor cost, competitive price, strong backward linkage industries, socially and environmentally compliant
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factories, etc. as the key strengths of the sector. The sector faces challenges in terms of improving productivity,
moving up the value chain and diversify to high-value products, adopting state-of-the-art technologies, further
strengthening backward and forward linkages, attracting FDIs and many more. High dependency on raw materials
imports, inadequacy and high costs of trade logistics, long lead-time and absence of local innovative design services
are the key weaknesses of this sector. The sector can leverage the opportunities such as policy support from the
government (cash incentives, duty drawback, bonded warehouse facilities, etc.), DFQF market access facilities,
extension of EU GSP facility, relocation of factories from China, production of MMF based apparel items,etc. The
sector’s external threats include: preference erosion due to LDC graduation after 2026, current global economic
recession and its short-term and long-term impacts, lack of uninterrupted quality power and gas supply, etc.

A set of actions are put forward in a roadmap with a view to addressing the graduation challenges of Bangladesh’s
RMG sector. Signing trade-agreements with potential countries/markets, effective negotiation for extending EU-GSP
facilities until 2030 and for GSP+, exploring new markets, increasing capacity of manufacturing MMF-based RMG
products, supporting home-grown brands or internationalization of home-grown brands are some of the
recommendations made in this chapter.

Pharmaceuticals & API Industry: Bangladesh’s pharmaceutical industry has witnessed phenomenal growth over the
years catering to 98% of local demand and exporting to 150+ countries including the USA, UK, Canada, Australia, EU.
Given thegraduation context, the pharmaceutical sector may face challenges regarding value addition, patent
payment and license payment for pharmaceutical production. Moreover, in HS code analysis, it was found that
export earnings froma single product (HS-300490; Other medicaments of mixed or unmixed products, for retail sale)
contributes 67% of the total export of the pharmaceutical sector. Bangladesh has the potential to expand its export
base to many more countries as Bangladeshi pharmaceuticals products maintain standards in quality and are
cost-effective. The study identified that, robust Industrial base, competitive workforce, manufacturing facilities for
import substitute drugs, availability of quality medicine at affordable prices, etc. as strengths of this sector. The
sector may leverage opportunities like huge scope to further penetrate into the world market, tax holidays and
incentives for API, export potential in the global APl market,etc. The study revealed that over-dependence on API
import, challenges related to API production, lack of R&D and lab testing facilities, lack of uncertainty in gas
connection in API park, challenges regarding the payment of industrial plots, lack of bioequivalence test facility, and
having less patentable molecules create challenges for the sector.

The study proposed a roadmap for the sector which includes proposed actions like ensuring as many innovations
and known molecules in the public domain as possible before graduation, avoiding implications of enforcement of
the patent regime, as the sector lacks patentable molecules, becoming self-reliance in API production enhancing
investment in R&D and APl molecule synthesis etc.
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Leather and Leather goods: The leather and leather goods sector has been identified as one of the potential sectors
for export diversification. The sector started its journey in the 1940s, and presently contributing about 0.6% of the
nation's GDP and around 2% of industrial production. The sector is the second-largest export industry in the country
as in FY2021-22 it accounted for 2.4% of the total export of goods. SWOT analysis of the study revealed the major
strengths of this sector are competitive labor cost, availability of labor force, local source of raw materials,
entrepreneur’s resilience, agility, and mindset to adapt to changes, and capacity of meeting buyers’ demand. This
sector has many inherent weaknesses like lack of compliance with international environmental, social, and safety
standards in the factories and manufacturing premises, dependency on the import of raw materials, access to
finance constraints, lack of backward linkage, etc. Establishment of a cluster of tanneries at Savar Tannery Estate was
a significant step forward, but for lack of a well-functional central effluent treatment plant (CETP) remains a serious
constraint to production of leather for meeting international compliance standards and getting Leather Working
Group (LWG) certification. Opportunities like growing global leather export market, designation as the highest
priority sector in export policy 2021-2024, rising demand in the domestic market, local and foreign direct
investment scopes, government policy support, relocation of manufacturing from developing and developed
countries, etc. make this sector quite prospective. However, stricter international standards and compliance issues,
stiff competition from other Asian economies like Vietnam, India, preference erosion of special & differential
treatment and DFQF facilities, and logistic problems, pose challenges to realize the sector’s huge potential. The
government is working to increase the existing $1 billion yearly export revenue from leather and leather goods to
$10 billion by 2030. As a key manufacturing sector, the leather sector has substantial opportunities to contribute to
export diversification and growth.

In order to mitigate the LDC graduation adversities, the study proposed a trade road map to enhance the export
potential of this sector by circumventing the ramifications of the LDC graduation challenges. The roadmap outlines
interventions for increasing the productivity to tackle potential trade loss after LDC graduation, utilizing existing
incentives, utilizing of local raw material (rawhide), and developing backward linkages. Importantly, creating
awareness of compliances, ensuring ESQ and ESG compliance, and building capacity for LWG certification are also
suggested in the roadmap.

Non-Leather Footwear: The global market for non-leather footwear is projected to reach USD365.3 billion by 2027.
The US is the largest global importer of footwear. Bangladesh's non-leather footwear exports reached USD450
million in FY2021-22. Asian countries export the most footwear globally, with China and Vietnam being the top
exporters. Bangladesh ranks 8th globally in footwear manufacturing and saw a 6% increase in footwear production
from 2016 to 2021, and 30%exports growth rate in FY 2021-22. This growth is fueled by non-leather/synthetic
footwear exports and partnerships with international brands like PUMA, H&M, and Skechers. The study conducted
a SWOT analysis of the non-leather footwear sector in Bangladesh, revealing strengths such as low-cost labor and
availability of raw materials, weaknesses such as import dependency, power supply shortages, and slow
OEM-to-ODM transformation, opportunities such as high global demand and investment potential, and threats such
as competition from other Asian economies, lack of funds for SMEs, and delays in FDIs approvals.
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In the proposed roadmap, the study recommended increasing industrial productivity, building capacity in ODM,
developing backward linkages, utilizing existing incentives, ensuring international quality compliance, enhancing
market access, attracting fresh investment, and introducing incentive schemes for value addition to alleviate LDC
graduation and sectoral challenges in the non-leather footwear industry.

Light Engineering Sector including Electronics and Electrical Products: The light engineering (LE) sector including
electronics and electrical products is making a significant contribution to the economy of Bangladesh by employing
more or less 6,00,000-8,00,000 people in 40 thousand active light engineering companies. A SWOT analysis of the
study on light engineering including electronics and electrical sector found that the availability of workforce,
infrastructure (road, rail and river transportation), availability of globally cost-competitive human capital, etc. are
the key strengths of sector. High cost of capital, lack of skilled human resources, absence of international-standard
testing and certification facilities, higher cost of doing business, interruptible power supply, lack of proper training
for industrial workers, supervisors, and managers and locally counterfeit electronic products are weaknesses of the
sector. The sector has opportunities like duty-free market access, favorable policy and incentives, potential Free
Trade Agreement/CEPA with export destination countries, large domestic market with a growing middle-income
class, etc. However, factors like preference erosion due to LDC graduation after 2026, interrupted supply of gas and
power, lack of access to low cost, long term financial resources, environmental pollution issues, high costs of trade
logistics, are serious impediments to the sector’s growth.

In the proposed roadmap, a set of recommendations are put forward with a view to addressing the graduation
challenges of the light engineering sector. Creating strong backward and forward linkages, establishing Common
Facility Centers (CFCs), diversifying the market base, and introducing Export Risk Fund (ERF) are some of the
recommendations made for the sector’s growth and diversified market.

Plastic:The plastic sector is witnessing increasing demand both in domestic and international markets. The average per
capita global usage of plasticis 50 kg. In 2021, the world export value of plastic products was a staggering $806 billion
having China as the top exporter. Currently, the Plastics sector contributes to 1 percent of the GDP in Bangladesh. In FY
2021-22, Bangladesh exported plastic products worth USD166.25 million.SWOT analysis of the sector suggested that
Plastic’s contribution to forward and backward linkage industries of other sectors such as ready-made garments,
processed food, healthcare, toys and increasing female participation can be regarded as the strengths of the sector.
On the other hand, high dependency on imported raw materials, absence of testing labs, lack of adequate
warehouses, absence of the art tool mould industries etc. have been identified as some of the key weaknesses.
Increasing demand in the global and domestic market, increasing compliant factories producing high quality RMG
related plastic accessories are some of the key opportunities of this sector. Lastly, lack of modern technology,
longerlead time in export, higher freight cost, inadequate access to funds have been identified as threats.

In the roadmap, the study recommended interventions for improving compliance, increasing access to finance,

development of technical skills, improving the tooling (e.g. mould and die manufacturing), developing R&D, etc. for
increasing competitiveness of this sector.
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Shipbuilding Sector: Once known as a shipbreaking nation, Bangladesh has transitioned itself to a shipbuilding
country, exporting small and medium-sized ships as well as ocean-going multi-purpose vessels including for icy
waters of the North Sea and Baltic Sea for highly competitive European countries such as Denmark, Germany,
Finland, Norway, etc. While the industry is still small compared to major shipbuilding countries, Bangladesh has
advantages such as skilled manpower and lower labor costs. Bangladesh shows the potential to capitalize the global
shipbuilding market, which is worth around $200 billion, by improving its infrastructure and investing in research
and development. The country sees its shipbuilding industry as a key element in expanding its range of export
goods. A SWOT analysis of the industry identified strengths such as a cheap and available workforce and the
capability of making warships and low-cost ships. However, the sector faces hindrances such as high financing costs,
high interest rates on loans, lack of sovereign guarantees at minimal cost, higher bank guarantee fees and higher
corporate taxes, which need to be addressed to expand the industry's export and economic growth potential.
Given the context, the roadmapstressed on the implementation of the Shipbuilding Industry Development Policy
2021. The policy has clear guidelines for providing financial support, bank guarantee, and sovereign credit guarantee
along with incentives and tax breaks from NBR.

Agro Products and Processed Foods: The agriculture sector has been a predominant driver of growth and rural
development in Bangladesh, accounting for almost 13.02 percent of the gross domestic product (GDP) in FY 2020-21
and providing employment for more than 40.60 percent of the total workforce. Globally, agricultural products worth
of USD2162 billion were exported in 2021. A SWOT analysis of the sector identified diversified and high yielding
crop, availability of labor force including women, extension services to farmers, favourable climatic condition,
availability of natural resources including fertile land and water as the strengths of the sector. On the other hand,
lack of infrastructure facilities and access to high-tech or enhanced farming technology, post-harvest losses,
constraint in getting permission for contract manufacturing, lack of skilled human resources and lack of
multipurpose specialized cold storage have been identified as weaknesses of the sector. The study identified
demand in the international market, presence of forward and backward linkage industries, favourable government
policies, as the key opportunities of the sector. Moreover, after LDC graduation, Bangladesh may not be allowed to
provide subsidies in the agriculture sector. In addition to this, lack of accredited laboratory, lack of access to loans
from Banks, natural disaster, high transportation cost, presence of middlemen in marketing channel have been
identified as the threats.

In the proposed roadmap, the study recommended interventions in ensuring safe and quality food products,
improving post-harvesting process, access to finance and compliance with product quality requirements,
maintaining traceability of exportable agro products etc.

Fisheries Sector: Bangladesh ranks third in fish production from inland waterbodies, fifth for producing fish for
aquaculture, and eleventh for producing marine fish in the world. The GDP growth in the fisheries sector was 2.08
percent and the contribution of the fisheries sector in the overall agriculture sector was 21.83 percent in FY
2021-22 While there is a growing local demand for fish, fisheries have also become important for the country’s
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export earnings. Bangladesh exports fish and fish products to 52 countries of which main markets are European
Union, the USA, Japan, Russia, and China. Major export items are shrimps, hilsha, tilapia and pangas. The SWOT
analysis identified some of the sector's strengths which are: large marine and freshwater resources, high demand for
fish, aguaculture potential, availability of competitive labor, adoption of new technologies and practices, contribution
to food security, etc. while the main weaknesses are: overfishing, poor infrastructure, lack of regulation and
enforcement, climate change resulting in rising sea levels and changes in water temperature and salinity impacting
fish habitats, poor market access, shortage of qualified personnel and fishing trawlers for the deep sea fishing, etc.
Challenges regarding cash incentives, scarcity of high-quality feed, seed are the potential threats for this sector.

The proposed roadmap of this sector recommended developing and implementing training programs for fishermen,
and intermediate-level officials of the fisheries sector in response to industry needs, setting up adequate fish landing
centers, collaborating on research through connecting with academic institutions and think tanks, leveraging marine
fisheries resources, creating a fisheries economic zone, etc.

Livestock Sector: Bangladesh's livestock sector is a significant contributor to the country's economy, providing
employment opportunities for millions of people and contributing to food security. The contribution of the sector to
the GDP in FY 2021-22 is 1.90 percent and overall agricultural sector is 16.52 percent. SWOT analysis revealed that
major strengths of the sector include abundance of poultry and livestock, favorable environment for rearing,
educated entrepreneurs, improved cross breed development, availability of potential Indigenous genetic resource
and availability of high yielding cow. Major weaknesses of the sector include low availability and high price of feed
and fodder, limited milk collection and processing facility, limited grazing space for animal resources, lack of waste
management practices, lack of R&D facilities, absence of quality livestock breed, lack of skilled labour and qualified
personnel, absence of market information for smallholders and poor quality of slaughter houses. High demand for
quality livestock products, emergence of newer & stronger varieties through crossbreeding of commercial livestock,
women’s empowerment and involvement in the livestock, and export potential of halal products can be regarded as
the opportunities of the livestock sector. The threats of the livestock sector include,absence of disease diagnosis and
treatment facilities, lack of physical security of animal resources, small livestock (e.g., goat) susceptible to water
related injuries and death, limited credit support from banks, disease outbreaks, climate change resulting in changes
in rainfall patterns, temperature, and extreme weather events affecting livestock production and food security,
increasing feed costs. In order to mitigate the LDC graduation adversities, increasing the productivity, utilizing
existing incentives, developing meat, poultry and dairy production can be effective measures.

The study proposed a trade road map for sectoral export growth which illustrates these measures more vividly with
in-depth action plans. The study recommended introducing the ‘National Dairy Development Board’ for the
development of community-based smallholder dairy farms. The study also recommended the improvement of the
existing cattle fattening system by strengthening private enterprises' backward and forward linkage system.
Incentives for exporting livestock products to non-traditional markets and exporting new products in existing
markets may be introduced. The government may also undertake several steps including establishment of farmers’
networks for trade related information and strengthening internet-based communication systems for disseminating
trade related information.
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Software & IT related Services Sector: The software and IT-related services is an emerging sector making a significant
contribution to the economy of Bangladesh. Universities of Bangladesh produce 25000 IT graduates annually and if
they could be productively engaged in the latest disruptive technologies such as IOT, Al, etc. Bangladesh would turn
into a major player.SWOT analysis found cost-competitive young workforce, low infrastructure cost (i.e., internet cost,
electricity, hardware, etc.), setup of Hi-Tech Parks, capacity to adapt new technology etc. as some of the key strengths
of this sector. Weak relationship between universities and the IT industry, cyber security threats, lack of access to
finance, etc. remain some of the weaknesses of this sector. However, factors like demographic dividend,
establishment of IT village, nationwide connectivity, favorable policy structure (top priority sector in Export Policy
2021-2024, incentives etc.), government’s policy on SMART Bangladesh, cash incentive on export value, reduction of
VAT and exemption from corporate income tax provide the sector with growth opportunities. On the contrary,
stringent imposition of IPR (intellectual property rights) due to LDC graduation after 2026, unregulated entry of
foreign firms in Bangladesh to source local IT human resource (HR), high cost of doing business, brain drain to foreign
countries, lack of business-friendly ecosystem, language barrier, etc. threaten the sustained growth of the sector.

Spreading seamless internet connectivity nationwide, establishing more IT training and vocational institutes,
promoting and inspiring to institutionalize an innovation culture for generating innovative products and services
generation to diversify IT products, full functioning Hi-Tech Parks /Software Technology Parks /IT Training and
Incubation Centers with international standard infrastructure and facilities are some of the interventions proposed
in the roadmap.

Tourism sector: Tourismsectorof Bangladesh has emerged as a promising sector in the recent years. In FY2020-21,
the export of the travel sector was amounting USD 218.13 million which was USD 318.50 million in the previous year.
Globally, the sector comprises 10.3% of global GDP amounting USS$9.6 trillion in 2021. The tourism sector is
regulated and governed under Bangladesh Tourism Policy 2010 & Bangladesh Tourism Board Act 2010 including
export policy. SWOT analysis of this sector identified that underdeveloped tourism infrastructure, lack of
entertainment facilities both physical and recreational facilities, insufficient new investment and FDI, inadequate
skilled human resources and higher cost of products and services and E-Visa Procedures and lack of facilities in the
payment system for foreign currency are the key challenges for the expansion of the sector. Despite challenges, this
sector has huge potential with employment opportunities as well as social and cultural benefits. Due to Covid-19,
the tourism sector faced challenges, however, the sector is gradually recovering.

In the roadmap, the studyrecommended that providing tax holidays, policy support, especially budgetary support,
and low-interest loans may encourage local entrepreneurship, management, and operation of tourist products that
can contribute to expanding the sector. Along with this, necessary infrastructure development, ensuring the security
of the tourists, development of skilled manpower and a tourism-friendly website can encourage national and
international tourists to visit the natural and cultural heritage of Bangladesh.

Nursing and Midwifery Services: Nursing and midwifery are crucial for achieving national and international health
goals, including universal health coverage, patient safety, and disaster preparedness. The global nursing density is
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36.9 nurses per 10,000 population, but there is a projected need for 15.5 million more healthcare professionals by
2030. Additionally, there is a shortage of 900,000 midwives globally, which is projected to fall to 750,000 by 2030.
The Philippines is the largest exporter of registered nurses, with India in second place. The USA and UK are the
largest importers of nurses and health professionals in the world. Bangladesh has exported a total of 4,245 nurses
between 1985 and 2022. Currently, Bangladesh has the capacity to produce more than 30,000 nurses and midwives
generated from Bachelor's and Master's degrees, as well as diplomas in nursing, midwifery, and orthopedic nursing.
The nursing and midwifery sector in Bangladesh has strengths such as high-quality education and capacity to enroll
35,000 nurses annually. Weaknesses include inadequate number of faculties in implementing specific curriculum,
lack of knowledge for licensing exams, language barrier, etc.Key opportunities include high demand for job
placement and government policy support, while key threats include WHO safeguard measures, competition from
other Asian countries, and social restrictions. The nursing and midwifery sector in Bangladesh has opportunities for
export growth.

The study proposed a trade roadmap with a comprehensive action plan to achieve sectoral export growth.
Increasing knowledge on second/foreign language and communication skills, improving teaching methodology, and
curriculum, harmonizing the education standards and licensure examination, enhancing market access in export
destinations country, and creating a country-wide collaborative effort to advance nursing education are some of the
key recommended actions reflected in the roadmap of the study.

Preference erosion, stringent rules of origin and loss of incentives are the key challenges the 12 sectors are most
likely to encounter after LDC graduation. As a primary export sector, RMG sector may face significant decrease in
export to the EU, Canada and Australia, UK, Japan, South Korea etc. due to loss of preferential tariff. The
Pharmaceuticals sector may experience significant hurdle as it mainly depends on the Trade-Related Aspects of
Intellectual Property Rights (TRIPS) of WTO which provides special exemption in patent protection and licensing
requirements for pharmaceutical products of LDCs till 1 January 2033. After the graduation, preferential tariff,
export subsidy and cash incentives will cease to exist for leather & leather goods, non-leather footwear, light
engineering, plastic, shipbuilding and agro products & processed foods sectors which may increase the product
price decaying the appeal to current markets. Apart from these usual challenges, the country will no longer be
eligible for grants and low-interest loans under official development assistance (ODA) from developed nations which
may adversely impact fishery and livestock sector’s growth and global competitiveness. Software & IT related
Services Sector may come across complications from computer and related services (CRS) related compliance
required under the TRIPS agreement but tourism and nursing & midwifery services sectors are less like to face any
graduation adversities directly. However, Graduation will offer new opportunities in terms of improving the credit
rating, attracting FDI, improving country brand image, enhancing the productivity of the private sector to sustain in
the competitive global market, better environment for innovation and protection of intellectual property rights,
improving the government revenue regime by reducing subsidies and tax reforms which will also help expedite
sectoral growth.
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Introduction

Bangladesh is on course to graduation from a Least Developed Country in 2026 having fulfilled all the three criteria
in 2018 and 2nd triennial review in 2021. Bangladesh aspires to become a developed country by 2041. Strong GDP
growth over the past decade with an average of over 6.3% has resulted in GDP per capita growing to around USS$
2462 in FY2020-21. Bangladesh was also elevated into a lower-middle-income country in 2015 as per the World
Bank criteria. Growth has also resulted in a decline in poverty levels, which fell to 20.5% of headcount poverty and
10.5% of hardcore poverty in FY 2020-21 and an improvement in other social indicators such as infant mortality,
universal primary education, maternal health, malaria and other disease, gender equality and women
empowerment and life expectancy.

Under the 8th Five-year Plan (8t FYP) the Government sees private sector as central to the country’s future
prosperity. The Government also envisages trade as a vital ingredient in Bangladesh achieving economic
development, poverty reduction, job creation and improving productivity and competitiveness. According to the
IMF, to boost private investment and potential growth over the medium term and make the growth processes more
inclusive, Bangladesh needs wide-ranging structural reforms. This will require enhancing productive investments,
which would address key bottlenecks in the economy. The government has adopted National Financial Inclusion
Strategy of Bangladesh (NFIS-B) covering the period 2017-2021 to help inclusive growth followed by medium term
goals for achieving SDGs by 2030 and the long-term phase for emerging as developed country by 2041. In 2016,
Bangladesh completed its Diagnostic Trade Integration Study (DTIS) with the aid of the EIF fund. The DTIS identified
a four-pillar strategy that may help accelerate the growth of the export sector; a priority for jobs and growth,
improve consumer and worker welfare, and open up sources of competitiveness beyond low-wage labor. The DTIS
2016 suggested the four-pillar strategy to address Bangladesh's trade-related difficulties. However, the graduation
scenario was not evident and could not be taken into consideration while conducting the DTIS 2016.

As Bangladesh has been placed on the pathway to graduate from the LDC status, the next three years will be vital to
further increase and sustain its current development pace in order to serve as a springboard for the graduation of
Bangladesh in 2026. It is considered that the ensuing graduation from LDC status will mostly affect the trade of
Bangladesh. It will lose the preferential market access in the potential export markets which may badly affect the
overall export basket of the country. Incentivizing the export led domestic industry will also face WTO binding rules
to limit the support that may make the industries less competitive in the world market. Trade being considered as
the main engine of growth and socio-economic development needs proper attention and strategic focus to
overcome the graduation challenges.

According to a WTO study, Bangladesh may lose 14.4% of its export volume just after graduation from the LDC
status. Trade may be affected the most as 71% of total export is done under preferential schemes of developed and
developing countries. Bangladesh will also not be eligible to provide export subsidiesafter graduation. Thus,
Bangladeshi products may lose their competitiveness in the international markets. Thus, initiatives are to be taken
to enhance the capacity of the export sectors. Therefore, preparation of roadmaps for potential export sectors
within the purview of this study will inform the policymakers and other stakeholders including the private sector
the post-graduation challenges and ways forward to address them.
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Objectives of the study

The specific objectives of the study are:

=  The specific objectives of the study are:

= |dentify and update the priority areas of DTIS 2016 with a view to contribute to the sustainable graduation
from LDC, supporting the implementation of Sustainable Development Goals taking into account of the
effect of COVID-19 pandemic.

= |dentify the trade related key challenges of sustainable graduation of Bangladesh from the LDC status
considering effect of COVID-19 pandemic.

= Prepare a sector specific “Trade Roadmap for Sustainable Graduation (TRSG)” to overcome the trade related
challenges including resource mobilization strategy for sustainable graduation from LDC.

Scope of the study

Bangladesh has been placed on the pathway to graduate from the LDC status in 2026. Therefore, this study will
cover the identification of graduation challenges and prepare a roadmap for overcoming the trade related
challenges. The possible loss of preferential access in the world market of Bangladeshi product and services, loss of
preferential Rules of Origin facilities, TRIPS transition in general and in the pharmaceutical sector, subsidies under
WTO Agreements, other WTO related Special and Differential Rights, Preferential benefits in the regional and
bilateral agreements the country is involved, possible effect on Official Development Assistance (ODA) and FDI etc.
It will also be focused on sector-based trade related challenges. The sectors are RMG (Woven and Knitwear),
Pharmaceuticals and API, Leather and Leather Goods, Non-Leather Footwear, Light Engineering including
Electronics and Electrical, Shipbuilding, Plastic Products, Agro-products and Processed foods, Fisheries and
Livestock, Tourism, Software and IT service, Nursing and Midwifery service. The unfinished activities of the Action
Matrix of the DTIS 2016 and its updates will also be the area of study of this DTIS Update.

The DTIS Update study will also include a “Trade Roadmap for Sustainable Graduation (TRSG)” which will make a
mapping of a sector specific strategy that the country will need to overcome the trade related challenges including
resource mobilization strategies.

Methodology of the study

The methodology of this study applied a mixed approach. The data are analyzed using both qualitative and
quantitative methods. The methodology of collecting information and data included literature review, Key
Informant Interviews (KII), stakeholder consultation as well as different secondary sources.

Desk Review: Multiple methods of data gathering are used covering both quantitative and qualitative data.
Available data from acceptable national agencies such as Export Promotion Bureau (EBP), Bangladesh Bank (BB),
National Board of Revenue (NBR), etc. and international agencies such as UN Comtrade, International Trade Centre
(ITC), UNCTAD, World Bank (WB), etc. sources are used for a reasonable time frame of the most recent years. In the
same fashion, available literatures were collected and reviewed to develop a general idea of various aspects of the
targeted sectors. Several industry related plan, policies, such as National Industrial Policy 2022, Export Policy
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2021-24, 8th Five-Year plan, Import Policy Order 2021-24, RMG Business Expansion and Simplification Policy Guidelines
2020, Leather and Leather Goods Development Policy 2019, etc. published research papers from the internet were
used as study tools.

Key Informant Interviews (KIl): Semi-structured questionnaires for each sector were developed and applied as the
instrument for conducting the interviews. The participants for the interview were policy-level officials, think tanks,
academia and trade-related agencies.

Stakeholder Consultation: 12 stakeholder consultations on "Trade related Graduation Challenges and Preparation of
Sector Specific Trade Roadmaps" were held for each of the sector to generate valuable insights from the relevant
stakeholders. The stakeholder consultation revealed more information on the industry’s inherent issues and potentials.

Review by the Committee of Experts: Ministry of Commerce, Government of the People’s Republic of Bangladesh
formed a Committee of Experts to review the study report of DTIS Update and the Trade Roadmap for Sustainable
Graduation (TRSG). The Committee of Experts included experts representing all relevant Ministries, Divisions, and
private sector associations. The committee of experts reviewed the final draft report in a meeting presided over by the
Senior Secretary, Ministry of Commerce, Government of the People’s Republic of Bangladesh.

Validation Workshop: A validation workshop was organized to validate the study after review by the Committee of
Experts. Key stakeholders related to the 12 sectors presented their opinions and validated the findings of the report at
the validation workshop.

Data Analysis: Statistical analysis was conducted through Microsoft Excel while analyzing quantitative data. SWOT
analysis method has been used to identify major sectoral strengths, opportunities, weaknesses and threats. Initially,
existing literature, conducted Klls and opinions from the stakeholder consultations were analyzed for sorting out
relevant data/information, insights and perspectives.



Implementation of Bangladesh 2016 DTIS: An update

Bangladesh with the help of EIF fund completed its Diagnostic Trade Integration Study (DTIS) in 2016. The DTIS
identified a four-pillar strategy that could contribute to accelerated development of the export sector, a priority for jobs
and growth; enhance worker and consumer welfare; and enable sources of competitiveness beyond low-wage labor.
The DTIS 2016 recommended four-pillar strategy to address the trade related challenges of Bangladesh.

The first pillar is breaking into new markets through (a) better trade logistics to reduce delivery lags, as world markets
become more competitive and newer products demand shorter lead times, to generate new sources of
competitiveness and thereby to enable market diversification and (b) better exploitation of regional trading
opportunities in nearby growing and dynamic markets, especially East Asia and South Asia.

The second pillar is breaking into new products through (a) more neutral and rational trade policy and taxation and
bonded warehouse schemes; (b) concerted efforts to spur domestic investment and attract foreign direct investment
and to contribute to export promotion and diversification, including easing of the energy and land constraints; (c)
strategic development and promotional efforts for trade in service.

The third pillar is about improving worker and consumer welfare by (a) improving skills and literacy, (b) implementing
labor and work safety guidelines, and (c) making safety nets more effective in dealing with trade shocks.

The fourth pillar is building a supportive environment, including (a) sustaining sound macroeconomic fundamentals
and (b) strengthening the institutional capacity for strategic policymaking aimed at the objective of international
competitiveness to help bring focus and coherence to the government's reform efforts.

The study also endeavored to cover a number of growing export sectors like shipbuilding, pharmaceutical products,
IT-enabled Services etc. Some of the areas such as the macroeconomic environment, skills development, energy
constraint, and creation of effective safety nets, are not explored in the study. Implementation updates of the DTIS 2016
are presented as follows:

Pillar 1: Breaking into new markets

A. Improving trade facilitation

= National Trade Facilitation Committee has been established for the coordination of trade, transport, and logistics
strategies across different sectors and modes of transport.

= To address the issue of unloading containers in the port or immediate vicinity of the port, a coordinated strategy was
adopted to improve the performance of Dhaka-Chattagram corridor including a new inland container depot (ICD) near
Dhirasram Railway Station, Gazipur, Dhaka-Chattogram four-lane highway, Pyra deep sea port. Ministry of Civil Aviation
and Tourism has drafted a policy which will allow private investment in cargo handling at airport.

= For reducing customs clearance times, Bangladesh extends Authorized Economic Operators facilities to 12 companies,
Time release study has been conducted on Benapole land port in 2022, ASYCUDA world has been implemented in all
Land Customs Stations (LCS) and NBR signed MoU with 38 ministries, agencies to implement National Single Window.
= To address the trade finance gaps Bangladesh Bank has approved guidelines for setting up and operating digital
platform for facilitating the financing of trade receivables of MSMEs.

= Ministry of Commerce is already working on facilitating trade as yearly licensee renewal has been increased to at
least five years instead of a one-year renewal culture. Moreover, the new Import Policy Order 2021-2024 has also
simplified processes for traders.
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B. Promoting Economic Integration with Asia

= Motor Vehicle Agreement was signed between Bangladesh, Bhutan, India, and Nepal in June 2015.

= Bangladesh and Bhutan signed the “Agreement on movement of traffic-in-transit and protocol”.

= Three joint working groups between Bangladesh and India on Trade, Customs, and Inland Water Protocol meet
periodically for discussing bilateral issues.

= Bangladesh and India have established seven border haats while nine more new border haats are in pipeline.

= Agreement was signed between BSTI and Bureau of Indian Standards for mutual recognition of food-related and other
test certificates.

= |nitiative taken to start negotiation with Indian counterpart regarding a Comprehensive Economic Partnership
Agreement (CEPA).

® |nitiatives taken to sign Free Trade Agreement, Japan and Singapore.

= Steps taken to conduct feasibility studies for Concluding FTA with China

= Regional trade agreement policy 2022 has been formulated to provide guideline to negotiate, sign and implement
trade treaty.

= National Tariff Policy 2023 has been drafted to rationalize tariff to enhance competitiveness of domestic industries.

Pillar 2: Breaking into new products

A. Rationalizing trade policy to level the playing field:
® |nitiatives taken for removing anti-export bias of trade taxes and the trade policy regime to encourage diversification.
= The Value-Added Tax and Supplementary Duty Act 2012 has been effective from July 2019 which is expected to
promote compliant traders, close tax loopholes, and ensure better collection of legitimate revenue.
= The BTC Act 1992 has been reviewed in 2020 and BTC has been replaced by BTTC-Bangladesh Trade and Tariff Commission.
= The Draft Customs Act 2014 incorporates new provisions for extending bonded warehouse facility to a wider
range of exporters and their supply chain members.
= MoC has reviewed the existing programs related to the fiscal incentives and tax holidays.
= National quality policy 2015 has been formulated for streamlining quality standards.
= For facilitating trade, BSTI has rolled out implementation of the e-certification mark program.
= For enhancing clarity in the Plant quarantine act 2011, plant quarantine rules 2018 has been drafted.

B. Improving the environment for domestic and foreign investment

= BIDA was formed on September 1, 2016 through the enactment of the Bangladesh Investment Development
Authority Act 2016, merging Board of Investment (BOI) and then Privatization Commission.

= BIDA has already signed MoUs with 39 organizations, 19 of which are providing 58 services from their One Stop
Service platform.

= Prequalification license has been given to establish 21 private economic zones out of which 12 private economic
zones received license finally.
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Pillar 3: Improving worker and consumer welfare

A. Improving skills and literacy

= A National Skills Development Authority (NSDA) was established in 2018 to plan and coordinate all skill
development activities of the country.

= |n addition, National skills development policy 2021 and National skills development plan 2022-2027 was
formulated to meet the demand of local and international labor market.

= A National Skills Portal (NSP) has been developed with a total of 16 modules including real time data on
employment demand and supply, online registration with graduate tracking, training evaluation, trainee
assessment and certification opportunities.

B. Implementing labor and work safety guidelines
= Under the agreements with European and American retailers, inspections of most factories have been
completed following workplace safety standards.
= These factories need regular monitoring, and the government has taken initiatives to strengthen its
monitoring capacity by recruiting adequate staffs.
= 178 Leadership in Energy and Environmental Design (LEED) certified companies and 550 companies are in the
pipeline to be green or certified.

Pillar 4: Building a supportive environment

A. Sustainable macroeconomic framework

= Bangladesh has been able to successfully overcome the catastrophic situation created by the COVID-19
pandemic.

= The effective implementation of various fiscal and financial incentive packages brought back the vitality of the
economy in the shortest possible time.

= Continuing its record of sound macroeconomic management will help Bangladesh tackle two major
challenges which include usual price hikes in the international market and secondly, controlling imported
inflation in the local market originating from the price hike in the international market.

B. Building institutions for trade policy coherence and implementation

= The Draft Customs Act 2014 has incorporated mandatory consultation with related stakeholders including
BTTC before enactment of any new legislation, rules, orders, tariff rates according to the provision of WTO TFA.

= The “Modernization and Strengthening of BSTI” project is being implemented by the government.

= A modern energy efficient testing laboratory has been established in the BSTI head office and BSTI is taking
steps to get its Product Certification Systems fully accredited.

= Several BSTI laboratories have already been awarded accreditation from the National Accreditation Board fo
Testing and CalibrationLaboratories, India in the field of chemical, mechanical and biological testing.

= Government is considering more effective involvement of the private sector to liberalize the market for
testing and certification.

Supporting implementation of sustainable development goals: Priority areas of DTIS

The Government of Bangladesh is striving towards the ambitious goal of reaching the furthest behind first, through
adopting the 'whole-of-society' approach and implementing the 'leaving no one behind' agenda. Since 2020, the
challenge of achieving the SDGs has been magnified by an increase in the frequency and intensity of human-made
crises and natural disasters in the global economy, as well as the challenges of responding to the Covid-19 pandemic.
Although the economy started to rebound in 2021, it slowed down again towards the end of the year due to new
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Covid-19 variants and continued global vaccine inequity, along with rising inflation, supply chain disruptions, policy
uncertainties, and the global impact of the Russia-Ukraine war. According to the Sustainable Development Report 2022,
Bangladesh has made remarkable progress in implementing SDGs. Bangladesh has ranked 104 among 163 countries in
2022 whereas it's ranking was 116 in 2019. In accordance to the same report, East and South Asia has progressed on the
SDGs more than any other region since their adoption in 2015, Bangladesh along with the Cambodia showing the most
progress of all countries.

The Sustainable Development Goal 8 aims to develop decent work and economic growth through promoting sustained,
inclusive, and sustainable economic growth, full and productive employment and decent work for all. Pillar 3 and 4 of
the DTIS 2016 outlined proposals for improving worker and consumer welfare and building a supportive environment
that embeds the SDG 8 meticulously. By developing National Skills Development Authority (NSDA), National skills
development policy 2021 and National skills development plan 2022-2027 as well as National Skills Portal (NSP), the
country is improving skills and literacy of the workforce. Moreover, following the international workplace safety
standards, adopting Leadership in Energy and Environmental Design (LEED) and green certification the country is
implementing labor and work safety guidelines for ensuring decent work for all. Effective implementation of various
fiscal and financial incentive packages to bring back the vitality of the economy in the shortest possible time has been
ensured. In addition,initiatives for drafting customs act for mandatory consultation with related stakeholders before
enactment of any new legislation, rules, orders, tariff rates have been taken. Through these, the country has exhibited
robust and sustainable macroeconomic framework along with building institutions for trade policy coherence and
implementation. Progress of SDG 8: Decent Work and Economic Growth implied that the shift of the average annual
growth rate of real GDP per capita of Bangladesh to 5.74 percent in FY2020-21 from 5.34 percent in the baseline FY
2016-17 is remarkable, especially because of the Covid-19 shock after the pandemic, GDP per capita based on PPP is
reported at USD 6,613 in 2021 and USD 5,995 in 2020, according to the World Bank. The unemployment rate does not
show any noticeable change during the period. Along with a fluctuating trend from 1999 to 2012. Bangladesh's
long-term unemployment rate has been steady at around 4.4 percent. In addition to other challenges, Covid-19 has
been a big blow to the core principles of the concept of sustainable development: inclusiveness and leaving no one
behind. Increasing labor productivity, reducing the unemployment rate especially for young people and women, and
improving access to financial services and benefits are essential components of sustained and inclusive economic
growth in Bangladesh.

SDG 9 narrates building resilient infrastructure, promoting sustainable industrialization, and fostering innovation. Pillar
1 and 2 of DTIS 2016 prioritize interventions for achieving SDG-9 relevant goals. Following Pillar 1, improving trade
facilitation through customs modernization, developing ports and supporting infrastructures like roads, waterways,
ICDs, and developing a National Trade Facilitation Committee for the coordination of trade, transport, and logistics
strategies across different sectors and modes of transport, initiative of implementing national single window have
enabled the country to build resilient infrastructure and promote sustainable industrialization. Pillar 2 suggested
rationalizing trade policy to level the playing field and improve the environment for domestic and foreign investment.
In this regard, the country has taken initiatives for removing the anti-export bias of trade taxes and the trade policy
regime to encourage diversification as well as revised relevant VAT, customs, BTC, quarantine etc. acts for policy
coherence. Also, through the one-stop service system for investment facilitation and providing licenses for private
economic zones, industrialization, technology transfer and innovation are fostered. In order to achieve SDG9, the
government has been prioritizing the building of resilient infrastructure, promoting inclusive sustainable
industrialization, and fostering innovation in its overall policy framework. The Road Sector Master Plan (2010-2030)
guides investments in the road sector with the objectives of protecting the value of RHD assets, increasing connectivity,
and improving road safety, among others. To maintain an uninterrupted road network, initiatives have been taken to
build new bridges at different locations. The improvement of rail communication and transport services has been
included as a priority sector in the national document on the 8th Five-Year Plan and Perspective Plan, Vision 2041 and
more budgets have been provided for the development of the railways than at any time in the past. Bangladesh is
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developing a National Adaptation Plan (NAP) under UNFCCC to formulate an integrated adaptation strategy and
activities to meet the long-term impact of climate change. Meanwhile, a NAP Road Map has also been prepared. In
addition, Bangladesh has prepared a Nationally Determined Contribution (NDC) Plan to manage growing emissions
without compromising the required development. The government has also developed the NDC Implementation Road
Map. The policies aim to ensure a developed and efficient transport and communication system that will connect
Bangladesh with international and regional road networks as well as with other ICT networks. From this point of view,
Padma Bridge, Metro-rail, Mass Rapid Transit, Dhaka Elevated Expressway, Karnaphuli Tunnel, and some other
mega-projects are being implemented which are contributing to the trade and GDP growth of the country. Also, several
measures have been undertaken for the development and maintenance of navigability of different river routes,
ensuring the safe movement of watercraft, development of inland river ports, creating infrastructure facilities to carry
container goods in inland waterways, etc.

SDG 17 suggests strengthening the means of implementation and revitalizing the global partnership for sustainable
development. From the trade perspective, Pillar 1 of DTIS 2016 suggested promoting economic integration with Asia
and Bangladesh has adopted several measures like signing motor vehicle agreement with Bhutan, India, and Nepal,
signing the agreement on the movement of traffic-in-transit and protocol with Bhutan, starting negotiations with Indian
counterpart regarding a Comprehensive Economic Partnership Agreement (CEPA), taking steps to conduct feasibility
studies for concluding Free Trade Agreement with China, Japan and Singapore, formulating regional trade agreement
policy and so on. The government has also adopted various measures for smooth and sustainable graduation from LDC
which will complement SDGs implementation and has established the South-South Cooperation Cell to harness the
potential of SSC and Triangular Cooperation. Measures have been adopted to reinforce green and circular economy by
facilitating increased financing for renewable energy including solar home system and solar irrigation programs.
South-South cooperation has been a crucial part of this, as is Bangladesh's membership and leadership in institutions
like ASEAN Regional Forum, BIMSTEC, New Development Bank, and SAARC, as well as with UN agencies and programs
around the world. The country is well on its way to building global partnerships for sustainable development.?

In recognition of Bangladesh's steady progress in achieving the Sustainable Development Goals (SDGs). Sheikh Hasina,
the Honourable Prime Minister of Bangladesh was conferred with the SDG Progress Award in September 2021 by the
UN-sponsored Sustainable Development Solutions Network (SDSN). This award is an international recognition of
Bangladesh's success in spearheading the SDGs. Bangladesh’s efforts for sustainable development have been apparent
even before 2015 when SDGs were adopted, for instance, the success of Bangladesh in achieving the targets of MDGs
is acclaimed globally when the Honourable Prime Minister was awarded with ‘UN MDG Awards 2010’ and South-South
Award ‘Digital Health for Digital Development’ in 2011 for her innovative idea to use the Information and
Communication Technology to accelerate the progress of the health of women and children. In addition, in June 2013,
Bangladesh received the ‘Diploma Award’ from Food and Agriculture Organization for achieving the MDG-1 target of
halving poverty well ahead of the deadline set by the world community. Besides this, Bangladesh was honoured with
‘special recognition’ for its outstanding progress in fighting hunger and poverty. In September 2013, Honorable Prime
Minister was awarded with ‘South South Award’ for her government’s achievements in alleviating poverty. She was
awarded ‘UNESCO Peace Tree Award’ in 2014 for her commitment to women’s empowerment and girls” education. In
2015, Bangladesh was awarded the prestigious Women in Parliaments Global Forum Award, known as WIP award, for
its outstanding success in closing gender gap in the political sphere.?

1 General Economic Division (2022) Sustainable Development Goals: Bangladesh Progress Report 2022
2 General Economics Division (2015) Millennium Development Goals (MDGS): End-Period Stocktaking and Final Evaluation (2000-2015)
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Review of Bangladesh’s trade performance

Securing its ten-year economic journey with growth of more than six percent, Bangladesh has made outstanding
progress in all areas of economic, social, and human development. Despite the COVID-19 epidemic, Bangladesh's GDP
grew by 3.45 percent in FY2019-20 compared to 7.88 percent in FY2018-19. According to a rough projection,
Bangladesh can achieve 7.25 percent GDP growth in FY2021-223 , demonstrating the economy's robustness. GDP was
US$464.98 billion, with a US$2824 GNI per capita in FY2021-22, up from US$2,591 in FY2020-21.

Bangladesh's economy has benefited greatly from foreign trade, which accounts for 28% of its GDP.# The government
of Bangladesh developed a strategy for the development of the manufacturing sector in the eighth five-year plan,
making the export sector one of the main drivers of development with an export led growth strategy. The following
table shows the import-export statistics of Bangladesh signifying the growth of trade over the years:

Table 1: Export-import statistics of Bangladesh

Total Export Export Total Imports Import
FY (Value in Growth Rate | (Valuein Million | Growth Rate

Million USS) (in %) Uss) (in %)
2016-17 38,500 48,212
2017-18 41,254 7.15 59,027 22.4
2018-19 47,028 13.99 62,884 6.5
2019-20 39,755 -15.46 55,635 -11.5
2020-21 45,367 14.12 61,609 10.7
2021-22 60,971 34.40 91932 49.2

Source: EPB pocket export statistics FY2021-2022

Since the volume of foreign trade is increasing over the years, and the country is on the way to graduate from LDC
status, for sustaining the growth trend the government of Bangladesh is focusing on trade diversification for developing
competitiveness.

Bangladesh's foreign trade has started to return to a positive trend confronting the adverse effect of the COVID-19
pandemic. In FY 2019-20, total export earnings decreased by 15.46 percent to US$39.76 billion compared to the
previous FY2018-19 earning amounting to USS 47.03 billion. Export earnings stood at US$45,37 billion during
FY2020-21, which was 14.12 percent higher than the export earnings in the same period of FY2019-20. Likewise, the
previous fiscal year, the incremental growth rate of the goods and services reaches US$60.97 billion in FY2021-22 which
is 34.40 percent higher than that of the previous year. Total merchandise export in FY2021-22 increased by 34.38
percent to US$52.08 billion in contrast to US$38.76 billion in FY2020-21. Service export increased by 34.49 percent and
reached USS$8.89 billion in FY2021-22 which was US$6.61 billion in FY2020-21. In FY2021-22, RMG export experienced
35.47 percent growth compared to the previous fiscal year. Export of Home textile, Leather & Leather products,
Agricultural Products, Engineering Products and Chemical Products (including Pharmaceuticals) increased by 43.28
percent, 32.23 percent, 13.04 percent, 50.40 percent and 29.76 (for pharmaceuticals 11.69%) percent respectively.
However, the export of Jute and Jute goods decreased by 2.91 percent.

A review of major commodity-wise exports shows that total 8 commodity sectors during July-June in FY 2021-2022 are:
Woven Garments (62), Knitwear (61), Home Textiles (63), Frozen and Live Fish (01-03), Agricultural Products
Commodities (04-24), jute and jute products (53, 630510), leather and leather goods and footwear (41-43, 6403) and
engineering goods (71-88) earned USD 49,098.71 million which was 94.27% of total export earnings.

3 Bangladesh Bureau of Statistics (BBS 2021-22)
* The World Bank- World Bank national accounts data, and OECD National Accounts data files
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The total merchandise Import Payments of Bangladesh during FY2021-2022 and FY2020-2021 amounted to US$82.49
billion13 and USS$54.40 billion respectively, reflecting a 51.64 percent increase in dollar terms1. In FY2019-20, total
merchandise Import Payments of Bangladesh was US$48.70 billion which was 11.71% lower than that of the
FY2020-2021.

Bangladesh’s export economy is dominated by RMG manufacturing as the RMG sector contributes around 83 percent
of all export earnings for the country. Bangladesh has one of the lowest wage rates in the world, which has fueled an
expanding industrial base led by the RMG industry. It is well-positioned, however, to diversify its exports and move up
the value chain. The country also has large pharmaceutical, footwear, and agricultural-processing industries. Other
important sectors include construction, information, and communication technology (ICT) and business process
outsourcing, light engineering, ship building, leather products, jute products, and ceramic products. Moreover,
services like tourism, software and IT and nursing and midwifery also present the country with new avenues to explore
for enhancing export earnings.

Trade related key challenges of sustainable graduation of Bangladesh

Bangladesh has come a long way in terms of development since it gained independence. Improvements in income,
poverty, and human development are remarkable. Since 2009 the development progress has been extremely swift,
especially in terms of acceleration of GDP growth. Consistent with this upward trend, in FY 2019 the per capita income
was $1909, which is more than 20 times the per capita income at independence. As of 2015, Bangladesh is officially
considered a lower middle-income country (LMIC), as defined by the World Bank. In 2018, it also met the criteria to be
removed from the United Nations' list of Least Developed Countries (LDC). After going through the usual UN system
clearance and notification processes, the likely date for formally graduating out of LDC designation is 01 January 2026.
However, the graduation and its consequences have their own challenges that need to be addressed judiciously and
effectively, as Bangladesh aspires to move forward further and become a developed country within next two decades.
Bangladesh’s successful progress towards LDC graduation implies that the special and differential benefits in the areas
of international trade and financial relations with the other countries and the global community in general will be
changed and terms and conditions of further engagement will be altered. It has been evident that some of the benefits
Bangladesh has been enjoying as an LDC, particularly in areas of preferential market access, and relaxed conditions of
trade, investments, and finance, have been very helpful and have enabled Bangladesh to reach the juncture for
graduation. The rapid expansion on the trade-oriented manufacturing sector, and the rise of service sector to support
the manufacturing industries, largely owe to the easy and preferential access to the markets of the developed world.
Such growth in the manufacturing and service sectors have created substantial employment opportunities and
contributed to poverty reduction, higher per capita income, and myriads of other socio-economic developments, which
are reflected in high achievements towards the Millennium Development Goals, and now towards fulfilling the
Sustainable Development Goals. In short, Bangladesh has been able to gain from the benefits offered by S&D
treatments, and the International Support Measures including those specifically meant for the LDCs, towards her
journey to end the LDC status and graduate into a Middle-Income Country (MIC).

Serving as a double edge sword, LDC graduation can present both opportunities and challenges for Bangladesh. From
the trade perspective, potential challenges of LDC graduation are:

= Bangladesh will lose Duty-free market access in different countries like EU, UK, Japan, Canada, Russia, and Australia
etc. According to a study, due to graduation, trade is expected to be affected the most as 71% of total export is done
under preferential schemes of developed and developing countries. The biggest risk or challenge of LDC graduation will
be loss of preferential market access but Bangladesh is already working for mitigating this risk as persuasion is ongoing
with Japan, Australia, EU, and other export destination countries for keeping the seamless
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market access.Bangladeshi export products will be less competitive in the international markets as currently due to
preferential treatment Bangladesh products have tariff benefits in many markets. However, after the LDC graduation as the
export incentives will be gone, cost of production will go high and exported goods may lose appeal to foreign markets.

= Bangladesh will not be eligible to provide export subsidies after graduation. Since the country is providing various cash
incentives to the exporters now, after the LDC graduation, this facility will not be available, which may reduce export
earnings for the current firms and entrepreneurs. This may lead to slow growth of some of the export sectors, since the
sectors still requires government support.

= The country will face more stringent Rules of Origin which are a powerful trade policy instrument arbitrating the
market access of goods and guiding firms’ outsourcing, export, and investment decisions around the world. As a least
developed country (LDC) Bangladesh is granted preferential tariff treatment in the markets of developed and
developing countries under several schemes and arrangements of RoO. Since the industry now uses raw materials for
exporting various goods, after graduation the country is likely to face higher tariff rates in its exporting countries.

Preparedness of Bangladesh regarding LDC graduation

The government of Bangladesh started focusing on ensuring smooth and sustainable graduation immediately after
receiving the CDP’s recommendation for graduation in February 2021. A National Committee on LDC Graduation (NCG)
was formed on 27 April 2021 under the Chairmanship of the Principal Secretary to the Hon’ble Prime Minister. A
well-structured institutional arrangement has also been developed and relevant key stakeholders are playing their roles
within this structural framework- an inclusive approach is applied for outlining action plans for priority areas.

The NCG has been providing an effective platform to support sustainable graduation involving all the relevant
stakeholders on board since its inception. The NCG has identified the broad impacted sectors or issues following the
GED’s impact assessment to dent the potential losses due to the erosion of ISMs, particularly trade-related ISMs
beyond graduation. Seven thematic subcommittees have been formed under the guidance of the NCG to address
various core issues.

Table 2: Seven thematic sub-committees and their key role

S| | Subcommittee Lead Key Role
1. | Preferential Market Access & | Ministry of Continue LDC-specific preferential market
Trade Agreement Commerce access and negotiate FTA/ PTA/CEPA
2. | Intellectual Property Rights | Ministry  of | Identify challenges and opportunities of
(IPR) Industries graduation-related IP issues
3. | WTO Issues (Other than market | Ministry Identify WTO inconsistent measures and
access & TRIPS) Of Commerce | devise negotiating strategies for
safeguarding newly graduating LDCs, etc.
4. | Investment, Domestic Market | Prime Identify challenges and opportunities in the
Development & Export | Minister’s areas of investment, market development
Diversification Office & export diversification
5. | Internal Resource Mobilization | Finance Identify measures for tariff rationalization
& Tariff Rationalization Division, and resource mobilization
M/O Finance
6. | Smooth Transition Strategy ERD, M/O | Support research and prepare a detailed
Finance roadmap for a smooth transition strategy
7. | Branding Bangladesh Abroad BIDA Attract foreign investment and prepare a
strategy for branding Bangladesh abroad

Source: National Committee on LDC Graduation, Prime Minister’s Office, Government of Bangladesh (February, 2023)

The Seven thematic sub-committees have developed timebound action plans for sustainable graduation. The NCG will closely
monitor the progress of the implementation of the action plans identified and apprise time to time to the Honorable Prime
Minister for her strategic policy direction.
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Identification of sector specific trade-related graduation challenges: 12 sectors of Bangladesh

The study covers 12 sectors of goods and services, including RMG (Woven and Knitwear), Pharmaceuticals and API,
Leather and Leather Goods, Non-Leather Footwear, Light Engineering including Electronics and Electrical, Shipbuilding,
Plastic Products, Agro-products and Processed foods, Fisheries and Livestock, Tourism, Software and IT service, Nursing
and Midwifery service. In this section, synopses of the sectors, SWOT analysis and sector-specific trade-related
graduation challenges of the 12 sectors are explored.

Ready Made Garments (Knitwear and Woven)

Overview of the sector

The readymade garment (RMG) is an export-oriented labor-intensive manufacturingsector which consists of knitwear
and woven garments and is a key pillar of Bangladesh’s economy, making significant contribution to create employment
opportunities and poverty reduction and foreign currency earnings. It contributes 81.82% (USD 42.61 billion) of the
national export and experienced 35.47% growth in FY 2021-22 (EPB, 2022). The sector created some 4 million jobs
mostly for women.® The contribution of the sector to overall GDP is around 11-12 percent. About 220 RMG products
were -exported to more than 160 countries (EPB, 2022). The RMG sector in Bangladesh comprises a wide variety of
clothing including T-shirts, singlets, vests, trousers, breeches, jerseys, pullovers, briefs, shirts, anoraks, wind-cheaters,
babies' garments, etc. This sector has been progressively growing over the years.

Global demand for RMG

The world import demand for RMG amounted to about US$506 billion in 2021 where Bangladesh’s contribution is 8.8
per cent - the second position after China claiming 31 per cent (ITC) In terms of export, the global RMG export grew
annual average rate (CAGR) by 2.52% from 2012 to 2021. In export value, knitwear exports increased from US$211.20
billion to US$271.48 billion and woven wear exports increased from US$193.12 to US$234.24 billion in 2012 to 2021
respectively. The sector comprised 2.28% of total world export in 2021 where knitwear 1.24% (world ranked 16th in
export value), and woven wear 1.07% (18th).®

Export and import status of RMG sector
Figure 1: Bangladesh’s RMG export trend
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Data source: Export Promotion Bureau (EPB)

5 8th Five Year Plan, 2020, Bangladesh, Page-8
6 |TC trade map
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The RMG sector has been experiencing positive growth trends since FY 1989-90 to FY 2021-22. The major importers
of Bangladeshi RMG are EU (50.22%), USA (21.15%), U.K (10.55%), Canada (3.11%), Japan (2.58%), Australia (1.91%),
India (1.68%) and so on in FY 2021-22 (data source: EPB).

Figure 2: Markets with potential for Bangladesh’s exports of apparel & textile products including RMG
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According to the ITC export potential map, the suppliers with greatest potential to export RMG products are China,
Bangladesh and Viet Nam. The sector has in value terms, leaving room to realize additional exports worth $303 billion.
The markets with greatest potential for Bangladesh’s exports are Germany, United States and France. Germany shows
the largest absolute difference between potential and actual exports in value terms, leaving room to realize additional
exports worth $3.4 billion. Bangladesh has negligible RMG import demand which was about US$609 million and 1.12%
share of total imports in FY 2020-21.

Market access

Bangladesh’s RMG exports have been concentrated in two major destinations — EU and North America. Currently,
Bangladesh enjoys duty free access in 52 countries which includes the EU, Australia, New Zealand, Norway, Switzerland,
Japan, Iceland, Russia, South Korea, Canada, Chile, India, Turkey, China.” After graduation, Bangladesh may face certain
tariff in the destination countries. Existing and MFN tariff in major destinations of Bangladesh is shown in Table 3.

7 Bangladesh Investment Handbook (2020), page-103, Bangladesh Invesment Development Authority (BIDA)
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Table 3: Existing and MFN tariff applied by major destination (%)

S.L. Countries Tariff currently Bangladesh export MFN Tariff Rate
faces (2022-2023)
Knitwear (61) | Woven Garments Knitwear (61) Woven Garments

(62) (62)
1 European Union 0.00 0.00 11.60 11.54
2 USA* 11.80 9.91 11.80 9.91
3 UK 0.00 0.00 11.55 11.51
4 Canada 0.00 0.00 16.81 15.32
5 Japan 0.00 0.00 8.63 9.13
6 Australia 0.00 0.00 4.49 4.39
7 India 0.00 0.00 25.0 25.0
8 China 0.00 0.00 6.83 6.72
9 Saudi Arabia 5.06 5.03 5.06 5.03
10 Africa (South Africa) 41.32 40.11 41.32 40.11

Source: WTO Tariff Analysis Online (TAO)

The clothing sector including RMG will face certain tariffs on importation. Except for USA, Saudi Arabia, South Africa
Bangladesh gets GSP facility for export to the EU and other countries. After LDC graduation, exporters will have to pay
MEFN tariff rates as applicable after the year of graduation. The current MFN tariff rates are mentioned in the table-3
that indicates that in major destinations like the EU and Canada, an 11 to 16% MFN tariff can be applied after LDC
graduation.

Investment including FDI

It is imperative for Bangladesh to diversify into high value products moving up the value chain that requires new, large
investments. An enabling business environment can also attract entrepreneurs from China willing to relocate their
factories. Since 1990s, Bangladesh has adopted a number of policies to support private sector growth and increase the
inflow of foreign direct investment (FDI). Entrepreneurs are now stepping up with fresh investments in the RMG sector
that is currently on a roll with an excellent flow of work orders. The larger share about 55% of manufacturing sector
captured by textile and wearing FDI inflows (Net) in 2021. According to Bangladesh Bank data, FDI in textile & wearing
including RMG sector attracted 9.26% of total FDI inflows to Bangladesh during 2012-2022 calendar years.

Gender perspective in RMG Sector

Women in the Ready-Made Garments (RMG) industry in Bangladesh holds various jobs, including workers, sewing
operators, and quality controllers. The ILO-UN Women survey reveals that although the percentage of women has
decreased to 60.5% in 2018 from 63.4 per cent in 2010, they still make up the majority of workers in Bangladesh's RMG
industry. The proportion of women in managerial and supervisory positions is around 9.1 percent.® According to a
survey by South Asian Network on Economic Modelling (SANEM), the pay disparity for Bangladesh's female garment
workers ranges from 51% to 60%, depending on the location and the living wage benchmark in the country's five major
industrial zones, including Dhaka. However, it also found that the pay disparity for male employees still ranges from
45% to 54%. According to ILO Study, the average monthly wage of men workers was higher than women workers®.
Another study found that female workers are affected by a consistently high gender pay gap, earning 25% lower
average wages per month compared to male workers.10

8 |LO and UN Women, “Enterprise level survey”, Study on the Ready-made Garment Sector in Bangladesh, 2018.
9 Improving Working Conditions in the RMG Sector Phase-II: Baseline Study Report (2017)
10 Future of Work for Female Garment Workers in Bangladesh, 2022
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Environment perspective: green industry initiatives

The green industry calls for a shift to cut down carbon emissions and less natural resources-based production as a part of
its response to global environmental challenges. This way, installing green buildings is a vital component of the green
industry. Bangladesh’s RMG sector is embarking on green production methods by installing USGBC LEED (Leadership in
Energy and Environmental Design) certified green buildings, adopting energy and water-efficient technology. Currently,
Bangladesh has 178 LEED-certified green garment factories, while another 550 factories are in the pipeline to be green or
certified (USGBC directory). The RMG industry has indeed matured with some of the world’s greenest factories (the top
3 eco-friendly and 8 of the top 10 garment factories in the world are in Bangladesh.!! This green building not only ensures
energy and water efficiency and structural safety but also serves the health and well-being of the workers by maintaining
a healthy work environment by controlling noise levels, ensuring proper ventilation, sufficient sunlight exposure, etc.
European Green Deal policy might be encouraged by the initiative.

Policies governing the sector

8th Five Year Plan: To counter the effects of tariffs on inputs and ensure supply of inputs at international prices, the
Government in its 8t Five Year Plan has put in place two mechanisms: (a) The special bonded-warehouse (SBW) scheme
used largely by the RMG sector and occasionally by others, and (b) the Duty Exemption and Drawback (DEDO) scheme,
both managed by the Bangladesh Customs.

Export Policy 2021-24: High-value added readymade garment (RMG) and denim, manmade fibre and garments accessories
are among top prioritized areas in export policy 2021-24. These sectors can avail the facilities including supply of
investment credit at a reduced rate of interest on a high priority basis; reduced corporate tax rate; moratorium on income
tax; various cash incentives in electricity, water, gas, etc. utility services. 100% export-oriented RMG factories can import
raw materials duty-free. VAT exemption has been given on supply of goods under sub-contract between the manufacturing
units when both are enjoying the bonded facility.

Industrial Policy 2022: The RMG sector has been considered one of the industries which are significant for ‘Export
Diversification’. Several facilities, including cash and investment incentives, would be provided to facilitate the RMG sector.
Import Policy Order 2021-24: Different supports for RMG sector such as sample collection (category wise 15 and in total
1,500 annually without permission), raw materials (no cost basis import approved in UD) & machinery import are
provided in the import policy order 2021-24.

RMG Business Expansion and Simplification Policy Guidelines 2020: For the expansion and easing business for RMG
sector, the Bangladesh government has introduced a policy in 2020. The policy suggested some recommendations
which includes resolving technical fault in uploading documents to the website by Bangladesh Bank, reducing lead time
to achieve competitiveness, exploring GSP+ facility in EU market after graduation from LDC, introducing ‘One Stop
Service’ as per laws of BIDA, promoting high value added RMG products, providing policy support for developing
backward linkage for woven garments, exploring duty free facilities for the RMG sector after LDC graduation, preparing
agencies to improve trade facilitation and ease of doing business and strengthen the relevant institutional capacity for
the faster services.

Impact of COVID-19 on the sector
The major markets for RMG have been severely affected by COVID-19 pandemic. There was shift in consumer spending
across the globe as people moved more towards consumables and commodity

11 8" Five Year Plan and BGMEA
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goods dropped in the sales and usage of various items such as clothing due to the lockdown and transportation
embargos. Reportedly, Bangladesh received order cancellations worth several billion US dollars. Moreover, some
retailers in export destinations started to file for bankruptcy protection, causing significant worries to suppliers in
Bangladesh in apprehension of cancellation of orders. The figure below shows decline of RMG export values from
February 2020 to April 2020. However, exports gained momentum in FY 2021-2022.

Figure 3: Monthly variation in RMG export of Bangladesh
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Challenges and opportunities of the RMG sector: findings from the SWOT analysis
SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the RMG sector.

Table 4: SWOT analysis of RMG sector

Strengths Weaknesses
1. Availability of labour force/Advantage of 1. Lack of skilled labour lowering productivity
demographic dividend 2. High dependency on raw material imports
2. Competitive labour cost including cotton fabrics
3. Competitive price 3. High transport costs
4. Strong government commitment and support 4. Llack of global standard training for
(cash incentives, duty drawback, bonded supervisors and mid-level managers
warehouse facilities etc.) 5. High cost of funds
5. Strong backward linkage industries 6. Absence of innovative design
6. High quality products 7. Slow adoption of modern technology in
7. Organized sectoral leadership manufacturing
8. Captive power generation capacity 8. Insufficient capacity in managing
9. Socially and environmentally compliant compliance (Environment, Social and OHS)
factories in small and medium factories
10. Extensive negotiation experiences with buyers 9. Over dependence on buying houses for
most marketing functions
10. Over capacity of basic products weakens
price negotiation
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Opportunities Threats
1. DFQF market access facilities 1. Preference erosion due to LDC graduation
2. Extension of EU GSP facility after 2026
3. Potential relocation of Chinese production 2. Current global economic recession
base 3. Weak infrastructure causing longer lead
4. Country branding time
5. High demand for basic products in global 4. Llack of uninterrupted quality power and
market gas supply
6. Investment opportunity in Circular Fashion 5. Lack of enforcement of IPR
and renewable energy 6. Environmental pollution
7. Potential FTA/CEPA with export destination 7. Lack of environment compliance in terms of
countries carbon emission
8. Production of MMF based apparel items 8. Impact of zero tariff due to potential
9. Capacity to produce high end product FTA/CEPA
9. Zero-tariff facility to competing countries
by destination countries
10. Unfair Competition of Brands and retailers

Source: BFTI findings generated from Kll and Stakeholder Consultation

Key strengths

Availability of labour force and competitive labour cost: The presence of a sizable labor force in Bangladesh's RMG industry might
be viewed as a strength in terms of output and expansion. Due to the availability of unskilled workers employed, Bangladesh's RMG
sector enjoys low labor costs, which keeps production costs low and makes Bangladeshi RMG competitively priced.

Competitive price: Bangladesh leverages competitive labour costs for being cost-effective in production and securing a competitive
position in the global market. The education level of Bangladesh's workforce has also improved noticeably which may help the RMG
sector become more productive and competitive.

Strong government commitment and support: The government of Bangladesh is supporting the RMG sector with reduced
corporate tax, cash incentives, duty drawbacks and bonded warehouse facilities. However, it should be noted that the availability of
decent working conditions and pay ensured by the government as well as the productive use of the labour force are also significant
elements in assuring the long-term development of the RMG industry in Bangladesh.

Strong backward linkage industries: The RMG business in Bangladesh heavily depends on the backward linkage sector. Backward
linkages provide the RMG sector with raw materials, packaging, accessories, and other inputs. Recent data from Bangladesh Bank
shows that the value addition of the sector is rising.

Key weaknesses

Lack of skilled labour lowering productivity: The study found that the RMG sector suffers from a shortage of skilled labor and
inadequate global standard training for supervisors and mid-level managers that lower the productivity of this sector.

Absence of innovative design and slow adoption of modern technology in manufacturing: The absence of innovative design and
slow adoption of modern technology in manufacturing limits the country’s capacity to produce and export high-value-added RMG
products.

Insufficient capacity in managing compliance (Environment, Social and OHS) in small and medium factories: Though Bangladesh’s
RMG sector is embarking on green production methods by installing USGBC LEED (Leadership in Energy and Environmental Design)
certified green buildings, and adopting energy-and water-efficient technology, SMEs lack the capacity in managing compliance
(Environment, Social and OHS).

Moreover, the overcapacity of basic products weakens price negotiation with buyers which reduces the industry’s revenue
generation potential. High dependency on raw materials (yarn, cotton, and fabrics) imports, inefficiency and high costs of trade
logistics, high cost of production, and long lead-time are some of the other weaknesses that restrain the competitiveness of this
sector.

[17]



Key opportunities

Production of MMF-based apparel items: More than 75 percent of the world’s clothing is made from MMF. Whereas, cotton
apparel makes for approximately 75 percent of the total apparel exports from Bangladesh. The global RMG market is shifting from
cotton to MMF-based products which is opening new avenues for Bangladesh to explore.

DFQF market access facilities and possible extension of EU GSP facility: Bangladesh will enjoy DFQF market access facilities until
graduation. However, to sustain the preferential market access facility, Bangladesh may negotiate with EU for the extension of the
GSP and GSP+ facilities.

Potential FTA/CEPA with export destination countries: Potential FTA/CEPA with export destination countries will allow preferential
market access and may provide the country with opportunities to retain and expand global RMG market share.

Potential relocation of Chinese production base: Bangladesh can leverage the advantages raised from geopolitical issues since
Chinese-based production has been shifting to other countries.

Country branding: As the 2"9 largest RMG exporter in the world, the country's image also presents the country with an opportunity
to produce high-value products and explore new markets.

Also, the sector can leverage the opportunities such as high demand for basic products in the global market, investment
opportunities in circular fashion and renewable energy, etc.

Key threats

Preference erosion due to LDC graduation after 2026: Preference erosion threatens the sector with loss of competitiveness in
markets where the country enjoys DFQF and preferential market access.

Weak infrastructure causing longer lead time: According to the World Bank Logistics Performance Index 2023, Bangladesh ranks
88th out of 139 countries. Bangladesh currently holds an LPI score of 2.6 and score of 2.3, 2.3, 2.6, 2.7, 2.4 and 3 respectively in
customs, infrastructure, international shipments, logistics competence, tracking & tracing and timeliness. Infrastructural hindrances
and logistics challenges pose threats to the trade growth of the RMG industry.

Unfair competition of brands and retailers: There are challenges in terms of competition with foreign products and competitors
with the limited variety and quality that Bangladesh produces. RMG exporters expressed the view that international brands are
constantly squeezing the price of products while making increasing demand for stricter compliance.

The sector’s external threats also include current global economic recession and its short-term and long-term impaéts, lack of
uninterrupted quality power and gas supply, lack of enforcement of IPR, etc.
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Pharmaceuticals & API

Overview of Pharmaceutical and API Sector

Bangladesh’s pharmaceutical industry has witnessed phenomenal growth over the years catering to 98% of local demand
and exporting to 150+ countries including the USA, UK, Canada, Australia and EU. With a current market size of over USD
3 billion!? the pharmaceuticals sector has been growing at an annual rate of 16.7%!3 and is expected to exceed USD 6
Billion by 2025. After the formulation of the National Drug Policy 1982, the industry embarked on an accelerated growth
path. The sector contributes around 1.8% to the Gross Domestic Product (GDP). As a result, Bangladesh now stands
proudly as the only LDC country which has a well-developed pharma sector. The success story of pharmaceutical sector is
citable but the sector has to travel a long way to achieve expected position both in domestic and international markets.

The Bangladeshi drug is dominated by the branded generic products accounting for almost 80% of the drug produced
locally. Top ten producers of the pharmaceutical products produce 70% of the domestic market. The sector is capable
of producing all types of dosage forms tablet, capsule, liquid preparations, dry suspension, injections, ointment/cream,
nasal spray, lyophilized vials, eye drops, meter dose inhalers, dry powder inhalers, large volume parenteral and
pre-filled syringes, etc. to more sophisticated such as insulin, hormones, anti-cancer products, etc.

Domestic market size of pharmaceutical industry

Active pharmaceutical ingredients (API) are the principal constituents of medicines. Unfortunately, a major percentage
of demand for APIs is met through import. Though the government has taken initiatives to build an API park for
synthesizing pharmaceutical raw materials in Bangladesh awaiting being operational after installation of utility facilities
and effluent treatment plant.

Figure 4: Revenue of Bangladesh’s pharmaceutical industry in million USS
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Currently Bangladesh’s pharmaceutical industry is able to source only 10% of the total API requirement domestically.
The estimated market size of the APIs is around US$730 million. It is estimated that demand for APIs will reach around
USS$1,409 million in the year 2025.14 At present, there are 26 API producers in the country which produce around 40
APl molecules. While domestic demand for APIs is growing rapidly, local production remains low in relation to the
demand, leading to significant APl imports.

2 BAPI 2021
13 EPB Data from 2015-16 to 2021-22
4 Report on Pharmaceuticals sector in Bangladesh, MRC Bangladesh Ltd. 2017
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Export trend of pharmaceutical sector

According to BAPI data, the pharmaceutical industry exports medicines to 150+ countries®> including USA, UK, Canada,
Australia, Germany, EU, etc. As per BAPI data, around 1,200 products have been accredited for import by the
authorities at the importing countries. The sector’s current export earning was more than $188.78 million in FY
2021-22.

Figure 5: Export trend of Bangladesh pharmaceutical sector in USS million
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The market of pharmaceutical export is concentrated on the HS Code: 300490 (other medicaments of mixed or
unmixed products, for retail sale) which amounts to US$110.84 million in FY 2020-21 and USS 124.40 million in
FY2021-22. It is around 66% of total export of pharmaceutical products.

Import of pharmaceutical products

As mentioned earlier, Bangladesh imports only 2% of the drugs required in the country. The trend over the past decade
shows that imports of pharmaceutical products have increased. In FY2011-12, Bangladesh imported pharmaceutical
product amounting to US$119 million which increased to US$291.8 million in FY2020-21 according to Bangladesh Bank
data. Major HS Code wise import payment of pharmaceutical products shows that Bangladesh imported Medicament
for therapeutic use under HS Code 3004 amounting to US$181 thousands in FY 2021-22.

Import of active pharmaceutical ingredients (API)

Bangladesh is highly dependent on imports of API, in recent times 90%'® of API are imported from different countries
mostly China and India which reflects the necessity for strengthening backward linkage in APl production in
Bangladesh. In FY 2021-22, Bangladesh sourced 34% of API from China and 32% of API from India.

Figure 6: Import of API (organic chemicals: HS 29) by Bangladesh in FY2020-21
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* http://www.bapi-bd.com/bangladesh-pharma-industry/overview.html
1% Export of Pharmaceutical Sector upon LDC graduation: Strategies & Way forward, Mustafizur Rahman, Ph.D working paper 2022 and Author’s own interview with BAPI
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4-digit level HS Code wise APl products or organic chemicals import data shows that Bangladesh imported major API
ingredients under HS Code 29 in FY 2021-22 while import of API materials in FY2020-21 amounted to US$1.27 Million.

Global pharmaceutical product market

The Statista’s market outlook indicated that the commercially so-called “blockbusters” drug can generate more than
USS1 billion!” a year. It implies that a single product can play a major role as certain segment of market is driven by a
small number of drugs. According to Statista market projection, the revenue in the pharmaceutical sector was expected
to reach USS 1,109 billion in 2022.18 It also mentioned that the largest market segment of pharmaceutical products is
oncology drugs amounting to USS$ 188.90 billion in 2022. Similarly, it is expected that by 2027, pharmaceutical revenue
will be USS 1431 billion with 5.23% annual growth.

Impact of Covid-19 pandemic on pharma industry

The sudden outbreak of the pandemic in 2019 directly hit the healthcare and pharmaceutical sectors of Bangladesh, as
sourcing APl from the China and other countries hampered due to disruption in supply chain. In response to the
Covid-19 pandemic, the global health facilities and the health sector had to bear great strain. Due to Covid-19, India had
banned the export of all raw materials related to Covid-19 medicine while China went into complete lockdown. It
caused scarcity of the raw materials required for production of medicines for Bangladeshi industries. Meanwhile,
international drug price soared during that period. Hence, dependency on imports may erode the sector’s international
competitiveness. However, export data from FY2019-20 to FY 2021-22 shows that the amount of export increased
during the pandemic period and even after the pandemic period. In FY2019-20, the total export amounted to
US$135.79 million and it rose to US$188.78 million in FY2021-22.

Figure 7: Covid-19 Impact on export of pharmaceutical product in USS million
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FDI in pharmaceutical sector

Government welcomes foreign investors in Bangladesh's health sector, especially in active pharmaceuticals and
equipment manufacturing. According to Bangladesh Association of Pharmaceutical Industries (BAPI), the country's
pharma companies have a demand for around USD 613.43 million* worth of raw materials, which is growing by 12% per
year. During Covid-19, everything from pulse oximeters to high-flow nasal cannula had to be imported. As of now along
with imported API, most of the medical devices are being sourced from different countries. At present, Bangladesh
needs to increase investment in molecular biological products. In addition, investment is required in building
specialized hospitals and creating skilled human resources. In FY2020-21, the total FDI in pharmaceutical sector
amounted to USS 81 million. According to the ICAB study, till January 31, 2019, foreign investment in listed
pharmaceutical industries was on the rise.?®

17 Statista Pharmaceutical products outlook 2022.

8 Pharmaceuticals - Worldwide | Statista Market Forecast 2021

* Exchange rate 97.81 BDT per US Doller, BBS 2022-23

191CAB Study: http://www.icmab.org.bd/wp-content/uploads/2019/07/10.Bangladesh.pdf
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Market diversification of pharmaceutical products

Exporting pharmaceutical product requires to follow stringent regulations of the importing countries. Added to that are
the requirements for registration, language and cultural preferences, national packaging standards and industry
protection mechanisms. And to initiate registration process for entering a new market, exporters require a significant
investment in money, time and paperwork to register the product in the target country. Given the registration process
and quality standard, it implies that sales on the global market are quite competitive with firms from around the world
vying for business. As generic products are branded in less regulated markets, pharmaceutical firms also need to make
significant investments in sales and marketing to create product demand and these investments are made without a
guarantee of future sales.

Figure 8: Top export destinations of pharma products from Bangladesh in FY2021-22
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Potential export market for pharmaceutical product
Except those countries cited in the figure 8, Bangladesh has the potential to export to Russia, Switzerland, Belgium,
Spain, Japan, Canada, United Kingdom, Saudi Arabia, France, Italy, Australia Poland, Brazil, United Arab Emirates,
Myanmar, Netherlands and Mexico. The markets with greatest potential for Bangladesh’s exports are United States,
Germany and China.

Figure 9: Export potential map for top 20 countries for pharmaceutical sector
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The graph shows that there is a significant gap between the potential and actual exports of Bangladesh in various
markets, with the largest difference being in the USA market. Bangladesh has the potential to increase its exports by
$20 million in the USA, $8-10 million in Germany and China, and about $50 million in Europe. Additionally, in Myanmar,
there is a potential to export an extra $15 million, particularly in the pharmaceutical industry. Therefore, it is crucial for
Bangladesh to diversify its markets to capitalize on the available export potential.

Gender perspective in Pharmaceutical and API Sector

The pharmaceutical and active pharmaceutical ingredient (API) sector of Bangladesh has historically been
male-dominated, with few opportunities for women to advance in the industry. However, in recent years, there has
been a growing recognition of the need for gender diversity and inclusion in the sector. According to the survey of
manufacturing industries by Bangladesh Bureau of Statistics the pharmaceutical industry has around 11,000 or more
female workers which constituts 25% of total workforce. The survey also discovered that in the pharmaceutical
industry, female workers in production and related roles constitute only 17%, whereas in administrative and managerial
positions, the number is as low as 2%2° . Therefore, it is crucial to address the gender gap in the pharmaceutical industry
and promote gender diversity and inclusion across all levels of the workforce. Although some pharmaceutical
companies have implemented policies to promote gender equality, such as providing equal opportunities for men and
women in hiring and promotion, and ensuring safe and respectful workplaces for all employees. Despite these efforts,
there is still a long way to go to achieve true gender equality in the industry. More research and action are needed to
identify and address the barriers that women face in accessing opportunities in the pharmaceutical and API sector of
Bangladesh?!.

Policies regulating the pharmaceutical sector

Directorate General of Drug Administration (DGDA) is the drug regulatory authority of Bangladesh. DGDA monitors and
regulates all the activities of Allopathic, Ayurvedic, Unani, Herbal & Homoeopathic drug manufacturers. DGDA also
works as licensing authority of drugs for issuing license to manufacture, store, sell, import and export of medicines. It
has also put restrictions on manufacturing of 1,700 non-essential or harmful drugs?2. The activities of DGDA are guided
by the following Laws and policies?3 :

= The Drug Act 1940

=  The Drug Rules 1945 and their amendments

= The Drug Rules 1946 and their amendments

= The Drug (Control) Ordinance 1982 and its amendments

=  The Drug (Control) Ordinance Amendment Act 2006

= National Drug Policy 2016

API policy 2018

The Bangladesh government is taking steps to reduce the country's dependence on imports for active pharmaceutical
ingredients (APIs) by establishing an APl industrial park. The API policy 2018 has been formulated to attract S1 billion in
investment in APl production by 2032, with the aim of reducing import dependence to 80%. The policy proposes
incentives such as unconditional tax holidays for five years for all APl and laboratory reagent producers, and a 100% tax
holiday for producers who can manufacture at least five molecules each year. Additionally, VAT and VAT deduction at
source will be waived on locally made API, laboratory reagents, and all raw materials, among other benefits.

20 Survey of Manufacturing Industries, Bangladesh Bureau of Statistics, 2019.
2 Women at Work, ADB Brief, ADB, ADBBRIEFSNO.68, 2012.

22 www.dgda.gov.bd/

2 www.dgda.gov.bd/index.php/downloads/directorate-info
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The policy proposes a 20% cash incentive for manufacturers who make at least 20% value addition. However, the
government will review the value addition condition after 2026. Additionally, raw material manufacturers will be
allowed to retain 40% of their export earnings. The policy also suggests that manufacturers of three APIs or laboratory
reagents annually will receive a 22.5% cut in corporate tax, resulting in them paying only 7.5% in tax. Non-listed
companies that fail to meet the conditions will pay a regular corporate tax of 30%, while listed companies will pay
22.5%, according to the NBR proposal.

Export policy

The Bangladesh government has declared Pharmaceuticals as the "Thrust Sector" in the Export Policy 2021-24. In
addition, the policy aims to address the establishment and creation of Active Pharmaceutical Ingredient (API) in Dhaka
and Chittagong, as well as increase foreign investment in the pharmaceutical industry through attractive incentives.
Moreover, the policy prioritizes export incentives and policies for APl and reagents and may pursue Mutual Recognition
Agreements (MRA) with countries like the USA, the Philippines, and other exporting markets.

Incentives in pharmaceutical sector

Pharmaceutical products are recognized as one of the highest priority sectors in the export policy. Under the Industrial

policy, the sector will get the following incentives;

= |ncentive will be given on capital investment

= Exempted Tax & duty on manufactured product

= Refunding the accreditation cost and insurance premium of the product

= Providing subsidy on the current capital investment

=  Providing tax exemption and tax holiday depending on different location and set up

=  Special incentives will be given in the priority and high priority area of the sector like Tax & Duty exemption is
considered under Income Tax Ordinance, VAT & SD rule and the Customs Act

= Rationalizing the tariff and duty structure to import the essential raw materials of the industry

=  There are export subsidy against the export of Active Pharmaceuticals Ingredients (API) 20%;

= Export Subsidy against the export of Pharmaceutical Products (Medical/Surgical Instruments and Appliances 10%

= Exemption of customs duties on capital machineries

Income tax ordinance& Act and Customs Act and VAT & SD Act 2016

=  The pharmaceuticals ingredient and radio pharmaceuticals are eligible for tax exemption under Income Tax Act 2022
and I ncome Tax 2022, section 46CC of Income Tax Ordinance (10 years)

= 50% of income derived from export is exempted from tax

=  The accelerated depreciation method for accounting income taxes can be availed for machinery and plants used by an
entity that does not enjoy tax exemption

= Capital machineries are subject to reduced rate from customs duties

= Raw materials to be used for producing export goods are exempted from import duties

= Approval from the Chief Controller of Import & Export is required for import duty exemption.

Challenges and opportunities of pharmaceutical and API sector: findings from the SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the pharmaceutical and API sector.
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Table 5: SWOT analysis of pharmaceutical and API sector

Strengths Weaknesses

1. Robust Industrial base 1. More than 90% APIs are imported

2. White collar workforce costs less than 2. Insufficient investment in API, R&D, reverse
competitive countries engineering and technical know-how

3. Manufacturing facilities for import 3. Unavailability of accredited bioequivalence
substitute drugs study center/ contract research organization

4. Availability of quality medicine at 4. Lack of Knowledge regarding stringent
affordable price regulatory barriers in destination countries.

5. Sufficient capability to invest for 5. Insufficient patentable molecules and API
expansion of pharma and API 6. Import of APl chemical reagents requires

6. Available human resources for permission from several authorities (DGDA,
formulation of pharmaceutical finished Department of Explosives, Department of
products Narcotics Control, MoC, Molnd, etc.)

7. Many companies have international 7. Inadequate skilled labour and technical
accreditation and many others are in workforce for APl manufacturing
pipeline 8. Scanty expertise in Synthesis Chemistry

8. Export-led improvement for quality 9. Lack of know how about patent enforcement
control has taken off

Opportunities Threats

1. Huge scope to further penetrate into the 1. Erosion of WTO TRIPS agreement waiver after
world market graduation affecting price

2. Tax waiver, cash incentives up to 2. Lack of protection option for domestic industry
graduation in IP and Patent act

3. Patent waivers for patented products until 3. Absence of strong IPR enforcement
graduation 4. Globalization led extremely competitive

4. Tax holiday, incentive for API international market

5. Regulatory environment protects 5. Complex biosimilar product registration
domestic market and facilitates contract guideline
manufacturing 6. Export to patent granting countries will require

6. Demographic shift and enhanced life patent owner’s permission
expectancy creating enormous demand 7. Insufficient cold chain facilities for export
for generic drug 8. API park yet to be functional.

7. Enough data to file the first generic of the 9. National Board of Revenue yet to implement
patented molecules tax incentive proposed in API Policy

8. Capability of setting up factory in foreign 10. Shift of chemical synthesis-based production to
country biotech-based production

9. Export potential in the global APl market

Source: BFTI findings generated from Kll and Stakeholder Consultation

Key strengths

Robust Industrial base: The Pharmaceutical sector of Bangladesh has been transforming and evolving since the early
80s. The pharmaceutical industry is one of the most developed technology sectors in Bangladesh. Manufacturers
produce almost all type of medicine which includes high tech products like insulin, hormones, anti-cancer products etc.
This sector provides 98% of the total medicinal requirement of the local market. Number of registered allopathic
pharmaceutical companies is 284 of which number of functional companies is around 213.

Competitive labour cost:Bumpas, J., Kostermans, K., & Nair, D. urged that pharmaceutical labor costs are approximately
30% less in Bangladesh than that of the India. The industry faces challenges in the technical training because
Bangladesh’s educational system lags behind global levels. At present, pharmaceutical white collar workforce cost is
less than other countries, implying the comparative advantage of the sector than that of competing countries.
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Manufacturing facilities for import substitute drugs: The rapid rise of non-communicable diseases (NCDs), such as
cardiovascular diseases, cancer, chronic respiratory diseases, and diabetes, among the Bangladeshi population has led
to a growing demand for drugs used for their treatment. These drugs include anti-cancer agents, anti-diabetic
medications, vaccines, insulin, and others. While Bangladesh has some facilities to produce medicines for NCDs, they
are still predominantly imported, creating an opportunity to enhance local production.

International Accreditation of many Pharmaceutical Industries: Given the facilities and support provided by the
government, this sector is maturing over time. Hence, leading pharmaceuticals companies have increasing focus on
expanding their business in the highly regulated markets, including USA, UK, Canada, Australia, Germany, EU etc. This
sector’s leading companies Square, Incepta, Beximco, Opsonin, Renata, Healthcare, ACI, Eskayef, ACME Laboratories
Ltd., Aristopharma Ltd. and Drug International Limited, etc. have attracted huge attention from clients abroad,
achieving nearly all major GMP accreditation like USFDA, UK MHRA, EU GMP, Health Canada, TGA Australia, ANVISA
(Brazilian Health Regulatory Agency), GCC, etc.

Key weaknesses

Over dependence on API Import: Using imported API, pharmaceutical industries primarily produce branded generic
drug. According to BAPI data, about 80% of the drugs sold in Bangladesh are generics and 20% are patented drugs.
Because Bangladesh API capacity is insignificant, firms import approximately 90% of their APIs.

Insufficient investment in APl and R&D: For constraints related to price and quality competitiveness, many
Bangladeshi pharmaceutical companies cannot meet the global standards. Efforts to build capacity, make investment
in research and innovation and maintain quality and standard both for domestic and foreign used medicine are also
inadequate. Increasing competition in international market compelling firms to seek low-cost manufacturing sources
and reduce the cost of production. Multinational corporations (MNCs) are closing excess capacity of APl production and
searching for new, less expensive suppliers from developing countries where shift their whole manufacturing process.
Due to cost constraints in the European and US health markets and narrow product pipelines from innovative firms,
generic firms’ growth is more than the non-generic firms. Domestic investment in APl and R&D can address the need
for the industry and can create the opportunity of self-reliance.

Challenges of Drug Testing Laboratories: Drug testing is the most expensive tool in the drug regulatory process, since
it is the only means to verify if a product is counterfeit or substandard. There are two drug-testing laboratories in
Bangladesh, one in Dhaka which is prequalified by the World Health Organization (WHO). The other is in Chittagong but
not prequalified by the WHO. Though WHO Prequalification of Medicines Programme (PQP) helps ensure that
medicines supplied by procurement agencies meet acceptable standards of quality, safety and efficacy. Although the
Dhaka laboratory has the status of directorate general, the Chittagong laboratory is significantly under-resourced.

Limited bioequivalence test facility: A bioequivalence test of exportable product is required for the registration of that
product both in moderately-regulated and highly-regulated regime. Bangladesh has limited facilities for bioequivalence
study. A company has to carry out its bioequivalence test in a foreign country paying exorbitant testing charge
amounting to USS 50000-100000 according a study by World Bank. Bumpas, J., Kostermans, K., & Nair, D. (2007) urged
that because of this reason, many pharmaceutical manufacturers don’t show interest to register their products in
foreign countries that require Bioequivalence tests.
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Extra expenses for registering a product in potential export market: In exporting the pharmaceutical product in
foreign markets, a pharmaceutical company has to get registration from the drug or food administration authority of
respective governments. The process of registration of a product into foreign country is so cumbersome that companies
often open an office in the foreign market for this purpose. Commercial Councilors in Bangladesh missions can help in
this regard.

Lack of patentable Molecules : The sector needs to ensure that as many innovations and known molecules as possible
are in the public domain before graduation, to avoid the implications of enforcing a patent regime, given the sector's
lack of patentable molecules. To this end, concrete measures should be taken to strengthen capacities, particularly in
the following areas: IP law and patent law, chemical synthesis, patent examination, synthesis chemistry expertise, lab
technicians, and accreditation specialists. Accordingly, Bangladesh should make use of the relevant research exemption
as per Section 38 of the Patent Act 2022.

Challenges related to API Production : There are practical challenges related to basic chemical import permission for
API, as an entrepreneur has to take permission from seven to eight organizations to import the product from the
sourcing countries. For example, an individual has to take permission from the Department of Narcotics Control,
Department of Explosives, Bangladesh National Authority for Chemical Weapons Convention, Ministry of Industry,
Ministry of Commerce and Directorate General of Drug Administration of Bangladesh. Two leading pharmaceutical
companies informed the study team that it took 11 months and 9 months respectively to get the permission of
importing basic chemical.

Key opportunities

Reaping the TRIPS Benefit: Thanks to the flexibility provided by TRIPS, businesses operating in Bangladesh have been
able to create generic versions of drugs that are patented elsewhere and sell these products in local markets, as well as
to other LDCs or non-members of WTO who have not implemented patent protection. Proper utilization of this patent
waiver flexibility has made Bangladesh the only LDC country with adequate pharmaceutical manufacturing ability and
almost self-reliant. However, after graduation, such exemptions will no longer apply. The TRIPS agreement has turned
Bangladesh into a center for affordable and high-quality generic medicines and contract manufacturing, with the
potential to export to more than 100 countries worldwide.

Export Potential in the global APl market: The global APl market is expected to grow to USD 319.07 billion by 2025. In
particular, the market for APIs used in generics is expected to grow substantially due to the scheduled patent expiry of
blockbuster drugs, an increase in healthcare expenses, and supportive government policies for generics. Furthermore,
China, one of the major API producers, is shifting its production base due to concerns about cost and sustainability. As
labor costs rise in China, many producers are beginning to relocate their plants to other cost-competitive locations.
Bangladesh, with an established formulation industry and access to the WTO patent waiver, would be an ideal location
for API production.

Regulatory environment protects domestic market and facilitates contract manufacturing: Contract manufacturing
for export to a regulated market is permitted under the current National Drug Policy (NDP). However, it is a significant
financial opportunity that also poses some challenges. The domestic pharmaceutical firm must have a facility that is
accredited by a regulated market. The Drug Control Ordinance (DCO) prohibits foreign firms from selling products in
Bangladesh unless they have a manufacturing presence in the country. This has created opportunities for Bangladeshi
firms to initiate contract manufacturing for domestic distribution with multinational corporations (MNCs) that already
have a presence in Bangladesh.
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Key threats

Erosion of WTO TRIPS Agreement waiver: According to the TRIPS agreement under WTO, as a least developed country,
Bangladesh would get patent exemption on pharmaceutical products till 2026. If domestic manufacturers want to
maintain the production process after the grace period, they may have to pay royalties on patent, otherwise will face
patent violation. Given the fact, the overall price of medicine in Bangladesh will increase.

Impacts on the development of the APl segment: The government of Bangladesh has indicated that it expects patent
protection to increase prices of pharmaceutical products, particularly the API. Bangladesh may also have to lift restrictions
on imports, which could subject local industry to competition from large-scale manufacturers in other countries such as
India and China that benefit from economies of scale and strong supply chain. This could exert downward pressure on
prices for some products in the short run but could also have negative impact on domestic industries and local players. At
present having established APl industries, Bangladesh has only just started to produce API.

Non-operational API Park: Government of Bangladesh has taken an initiative to establish an APl park near Dhaka, but
slow progress makes the sector suffer.Uncertainty in gas connection, challenges regarding the payment for plot, extra
service charge imposed by BSCIC, requirement of Environmental Impact Assessment (EIA) certificate, inactive central fire
extinguishing service handicapped the API parkfrom being operational.

Prices of medicines and health care costs: The South Centre (2020)%* argues that, as a result of the reinstatement of
patents, domestic companies have to buy the APl or molecules only from the patent holder companies. Then few
companies have the opportunities to control the market and hence South center urged “the lack of competition could
lead to a significant increase in the price of medicines, particularly for therapeutic areas concerning non-communicable
diseases which will be among the major contributors to the disease burden of Bangladesh.” In addition to reduced
competition, production costs would rise as local producers would need to pay royalties and other costs associated with
compliance with intellectual property rights.

NBR yet to implement tax incentive proposed in API Policy: The National Board of Revenue (NBR) is likely going to
continue a tax break till 2032 for local pharma raw material producers, subject to complying with certain conditions, such
as introducing at least five new ingredients a year. The facility was proposed to be extended to 2032 on certain conditions,
as per a NBR proposal to the finance ministry. Accordingly, to stay eligible for the tax break, raw material suppliers will also
have to spend 1% of their annual turnover on R&D. As per stakeholder consultation and KlI, it was found that domestic
API company cannot reap the benefit of tax break due to non-cooperation from NBR.

24 The South Centre is the intergovernmental organization of developing countries that helps developing countries to combine their efforts and expertise to promote
their common interests in the international arena. It specially promotes IPR regime that are supportive to public Health.
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Leather and Leather Goods

Overview of the leather sector

Leather is one of the most potential sectors for both domestic and export growth in Bangladesh, thanks to the country's
large supply of low-cost labor and raw materials. The industry has the potential to participate in global value chains,
enter new markets, and serve the growing domestic demand. Considering its high potential for producing and
exporting high-value-added diversified products, the Government of Bangladesh has been putting special emphasis on
this sector in various national policies and strategies. The Government of Bangladesh also declared the leather sector
as the Product of the Year in 2017. The global market scenario for the leather industry indicates that the global leather
goods market size was valued at USD 242.85 billion in 2022 and is expected to expand at a compound annual growth
rate (CAGR) of 6.6% from 2023 to 2030.2°> The leather goods market in North America is the largest in the world,
followed by the market in Europe. The Asia Pacific region is the fastest-growing region, driven by an increase in demand
for high-end and luxury items, with China and India dominating the market. However, Europe has surpassed Asia as the
dominant region in the global leather products market, with the largest revenue share. The regional market is expected
to develop further due to the product's rising popularity and the region's growing online sales32. The following figure
shows the global import-export trend of the leather sector, including leather, leather goods, and leather footwear.

Figure 10: Global import-export trend of leather sector
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The leather sector has demonstrated consistent growth over the years despite a decline in global imports during the
pandemic. However, in 2021, global imports began to rise, indicating sustained demand for leather products in the market.
The USA was the top importer of leather footwear and goods, while China and Italy were the top importers of leather.

Although during the pandemic-stricken years global imports declined but in 2021 imports began to rise which indicates
consistent demand for leather products in the global market. Global export of the leather sector hit a bump in the
pandemic years of 2019 and 2020 but in the following year, the export trend has seen positive recovery. Global leather
demand is dispersed around various countries for instance, in 2021, the USA was the top importer of leather footwear and
leather goods. China and Italy were the top importers of leather (41). Among the top importers of leather goods, the
position of Germany, France, Italy, and Netherlands indicates good export potentiality in the EU zone. China, South Korea
and UK also exhibit substantial leather item imports in recent years.

Although the leather industry in Bangladesh started in the 1940s, it was mainly developed on a large scale in the 1970s
contributing as one of the largest industries in Bangladesh. During the initial stage, production and exports

25Grand View Research (2022) Leather Goods Market Size, Share & Trends Analysis Report By Type (Genuine Leather, Synthetic Leather, Vegan Leather), By Product,
By Region, And Segment Forecasts, 2023 - 2030
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were mainly dependent on wet blue leather. Later on, it was realized that producing finished goods can add up to 90%
value to leather goods. In 1990, the government of Bangladesh restricted the export of raw hide and wet blue leather for
promoting structural transformation and increasing the production of higher-value-added leather goods. This initiative
contributed to the growth of the industry as it led the entrepreneurs further modernize their operations to produce
high-quality products.

Currently, the leather sector has been identified as one of the potential sectors for export diversification. A significant
contributor to the economy both in terms of its domestic share and exports the sector contributes about 0.6% of the
nation's GDP and around 2% of industrial production.?® The sector is the second-largest export industry contributing
2.4% of the total export of goods?’ in FY2021-22. By volume, Bangladesh occupies about 3.0% of the world’s leather
and leather products market, 1.8% of the world’s cattle stock and 3.7% of goat stock. The industry directly and indirectly
employed 850,000 workers where about 60% of employees are female.? There are about 200 tanneries in the sector,
along with 3500 SMEs, 90 large firms, and 15 large companies.?? The export revenue of the leather, leather goods and
leather footwear sector during the financial year 2021-2022 was US$1,245.18 million against 941.67 million in the
same period last year which is 32.23% higher than the previous FY. Based on the International Trade Center data,
Bangladesh is the 18t top exporter of the leather products globally.

Leather products in Bangladesh include various segments, including crust leather, wet blue leather, finished leather, and
split leather, as well as finished products like gloves, shoes, belts, bags, jackets, suitcases, wallets, etc. With its abundance
of labor and natural resources and successful development experiences in the RMG industry, Bangladesh is ideally suited
for the production of leather as well as high-value leather goods and footwear. The government of Bangladesh is working
pro-actively to jack up the industry as it has relocated of all tanneries from Hazaribagh to a properly designed and
controlled new industrial estate in Savar. Besides providing various incentives and support measures, the government has
planned to build three more leather industrial estates:1. Leather and Engineering Industrial Park in Rajshahi,

2. Multi-sectoral Industrial Park at Mirsharai in Chattogram and 3. Leather Industrial Park in Dhaka.

Export trend
Figure 11: Export trend of leather sector (in million USD)
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28 Developing the Leather Industry in Bangladesh, ADB Briefs November 2018.

29 BUILD Research (2022) Leather sector export roadmap
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Despite being the second, the share of this sector in the total goods export is satisfactory. The recent COVID-19 has
severely impacted the growth of this sector and it is still recovering from that shock.

The leather and leather goods industry showed a 32% growth in FY22, while it was about 18% in FY 2020-21. The export
growth shows the upward trend. Leather goods are exported under 3 categories, which are: Leather (HS code Chapter
41), Leather Products (42) and Leather Footwear (6403).Among these categories, leather footwear is the most
exported product. The figure (12) below presentsa comparative picture of export of leather and leather goods
products:

Figure 12: Export trend of leather and leather, leather footwear and leather goods (in million USD)
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Export of leather (41) showed a 27% growth in FY22, while it was about 21% in FY 2020-21. Although leather used to
dominate over leather goods and footwear it began to decline from FY15. However, from FY2021 this sector has been
showing positive growth since government permitted export of rawhide and semi-processed leather — widely known as
wet blue in 2020.

In FY2021-22, Leather footwear (6403) export was US$756.18 million which accounted for 60% of the all the leather
sector exports. Export of leather footwear showed a 33% growth in FY22, while it was about 19% in FY 2020-21. In the
global footwear market, Bangladesh is ranked 18th. On the global market, Bangladesh contributes just 1.8% of this
industry. Orders from China, the main exporter of leather goods, have started arriving in Bangladesh3° which provides
growth opportunity of this sector in future. Export of leather goods (HS code 42) has showed a 35.63% growth in FY22,
while it was about 15% in FY 2020-21.

Leather and leather products of Bangladesh are mostly exported to several developed countries such as the UK,
Argentina, Austria, Australia, Belgium, Canada, Switzerland, Chile, Germany, Denmark, Italy, Netherlands, Spain,
Finland, as well as to some Asian and Middle Eastern countries like UAE, China, Japan, South Korea, Hong Kong. The
following figure (13) illustrates major export destinations of leather, leather footwear and leather goods:

30 Textile Today (2022), Footwear export potential Bangladesh’s footwear exports will reach $1 bn in current FY
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Figure 13: Raw hides (41), leather products (42), leather footwear (6403) export destinations
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In FY2021-22 55% of the leather or raw hide was exported to China. After China, India stands for 9% of the export. Hong
Kong and Italy had 8% of the export of Bangladesh for leather or raw hides.

Around 49% of the leather footwear export of Bangladesh was to the United States in FY 2021-22. Germany,
Netherlands and Canada were the other largest export destination after the US for footwear export from Bangladesh.

India was the second major export destinations and Japan was third as 23% and 15% of leather products were exported
to these countries respectively.

Import trend

Lack of adherence to compliance standards is a serious constraint to export of raw hides. So far, only three tanneries in
Bangladesh have received Leather Working Group (LWG) standard certificates. Thus, some of the exporters in the
leather and leather goods sector now import raw hides from other countries. The abundant supply of domestic raw
hides is mostly used for local production and hence remains underutilized. Leather goods and leather footwear are also
imported from different countries like China, India, Hong Kong, Italy, Belgium etc.

Figure 14: Import trend of leather, leather goods and leather footwear
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In FY2021-22 total import of leather, leather goods and leather footwear increased by about 53% compared to the
previous FY. From FY2015-16, the total import of leather and leather goods is increasing gradually. In FY2021-22 raw
hides and skins and leather import stood for 77% of the total leather, leather goods, and footwear import. As raw hides
and skins and leather imports show an upward trend, over the years, leather goods and leather footwear imports are
also indicating a slow but steady growth.

Investment
According to the Leather goods and Footwear Manufacturers & Exporters Association of Bangladesh (LFMEAB), the
sector includes 200 tanneries, 3500 SMEs, 90 Large Firms, 15 big enterprises, and more than 60% of the workforce are
women in this industry.
Figure 15: FDI inflow in the leather and leather goods sector (in ml USD)
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Hong Kong and China together constitute more than 85% of the total FDI inflows into Bangladesh’s leather and leather
goods sector3! while the top investor countries like USA, Singapore are not investing in this particular sector.

Status of diversification

Over the years Bangladesh'’s leather exports has not increased compared to top exporting countries like Italy, United
States of America, Brazil, China, Germany. In FY 2021-2022, Italy exported products under a total 37 of six digits of HS
code where Bangladesh’ leather export included only 19 six-digit HS code (chapter 41). Compared to the top exporters
of leather goods, Bangladesh is also exporting almost the similar number of 6-digit HS codes (under Chapter 42) over
the years. However, export volume is relatively trivial as the volume is still far behind the top exporters like China and
Italy. In terms of product diversification, leather footwear sector is relatively at the same level of the leading exporters
as Bangladesh’s leather footwear export matches with all available segments of leather footwear exported by the
leading exporter countries. However, there is opportunity for Bangladesh to further diversify its export products under
leather (chapter 41) and leather (chapter 42) goods.

In 2002 Bangladesh exported leather to 37 countries, in 2018 it exported to 48 countries but in 2021 export destination
included only 38 countries. For leather (41) the market diversification status shows the country is not expanding its
export destinations over the years and there is scope of increasing the number of export destinations.

Once Japan was the country’s prime export destination for leather, leather products and leather footwear accounting
for around 18 per cent of the country’s overseas sales. Currently, export destinations include the European Union, the
USA, Italy, France, Germany, Canada, Poland, the UK, Belgium, and Spain. New and emerging markets of the sector
include Turkey, South Korea, Brazil, Mexico, South Africa, Australia, Russia, China and UAE.32 In FY 2020-21 Bangladesh
exported USD 337.62 million worth of leather products (42) which is 33.63% higher than the previous year. In 2002

31 Foreign Direct Investment and External Debt, July-December, 2021, Statistics Department Bangladesh Bank
32 Diversification helps drive up exports of leather goods, shoes- LFMEAB
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Bangladesh’s export was limited to 51 countries while in 2021, the number increased to 107 countries. Similarly, in
2002, Leather footwear were exported to only 45 countries whereas in 2021 exports are reaching to 101 countries.
Leather export has yet to achieve more volume and the country’s export market share is trivial.

In 2021, Bangladesh’s exports to China amounted to only 2% of its total import. Only 1.31% of Hong Kong’s leather
import was from Bangladesh and the rest top importers have less than 1% of imports from Bangladesh.

Although Japan is one of the prime export destinations for the country’s leather products, in 2021 Bangladesh’s export
to Japan contributed only 1.21% of its total import. Bangladesh served only .59% of USA imports and .89% of China's
import amount. However, leather footwear market share shows relatively good performance in 2021 Bangladesh
claiming 2.29% of the market share in the USA’s total import of leather footwear. The country had more than 1% of the
market share in Germany, France, China and the Netherlands. Poland imported about 4% of its total leather footwear
from Bangladesh in 2021.

Gender perspective in Leather and Leather Goods sector

According to LFMEAB, the leather industry in Bangladesh indirectly and directly employs about 0.85 million people, of
whom 70 percent are women. The leather and leather goods development policy 2019 mentions promoting the
participation of women entrepreneur in the leather sector by providing training, and loans without mortgage. Leather
goods and footwear sector is providing opportunities for women entrepreneurship. However, according to the Survey
of Manufacturing Industries (SMI) 201933, among total entrepreneurs engaged in manufacture of leather and related
products, 38% are women. Women'’s participation is less in tannery sector in view of the hazardous work conditions
entailing a lot of health risks. Most of the women participants in this industry are engaged in production & related
activities, women'’s participation is barely visible in owner/director/ partner, administrative & managerial, clerical &
sales. However, this sector has no wage discrimination and provides suitable opportunities for women like the RMG
sector. The Leather Goods and Footwear Manufacturers and Exporters Association of Bangladesh (LFMEAB) revealed
that approximately 65 percent of workers in their members' export-oriented factories are women. LFMEAB also noted
that women are increasingly represented in management and ownership positions in this sector, including on company
boards. Women are also taking up management and ownership positions in the sector, including on company boards,
and new SMEs are being developed and run by women. As leather goods exports are consistently rising and women
form a significant part of the workforce, there is potential to further enhance women's involvement in international and
regional trade in this sector, benefiting them from the overall expansion of the industry.3*

Environmental aspects of this sector

Environmental issues are largely attributed to Bangladesh’s tannery subsector where environmental compliance
remains a pertinent issue due to untreated effluent and chemicals. Leather goods and footwear sector is largely
following the international environmental guidelines and compliances. Bangladesh is facing challenges in exporting
leather and leather goods to Europe because of the absence of the Leather Working Group (LWG) certificate. The LWG
is an environmental audit protocol that evaluates various aspects of leather manufacturing, including traceability, social
responsibility, health and safety, and chemical management. Only four out of around 150 tanneries in Bangladesh are
LWG certified, whereas India has 139, China has 103, and Vietham has 14 such units.

33 Survey of Manufacturing Industries (SMI) 2019- Bangladesh Bureau of Statistics
34 Women'’s Participation, Constraints, and Opportunities for Trade in Bangladesh, Australian Aid, Partnership for South Asia, World Bank Group, 2016.
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In the past, the Bangladesh leather industry had noncompliance issues with environmental standards, particularly in
Hazaribagh, where untreated waste and chemicals from the tanneries and leather processing factories were harming
the rivers and environment. To address this, the industry has been relocated to a planned industrial zone on the
outskirts of Dhaka, Savar Leather Industrial Park. However, it has yet to see full operational efficiency.

Policies governing the sector
In view of the huge prospect of the leather and leather goods sector, the Government of Bangladesh has taken several
policies to support the growth of this sector which are:

Export Policy 2021-24: Export Policy 2021-24, defined this sector as the highest priority sector.

Import Policy Order 2021-24: Cash LC facility will be available along with existing back-to-back LC facilities, in case of
import of raw-materials for 100% export-oriented industries operating under bonded warehouse system. Import duty
exemption on capital machineries. Limited import facility without import permit for exporters Sample.

Leather and Leather Goods Development Policy 2019: Target: Total export earnings to USS5 billion and increase the
contribution of this sector to the GDP from existing 0.5 percent to 1 percent by 2024.Three industrial estates dedicated for
leather and tannery industries are being set-up by the government in the areas of Rajshahi, Savar and Chattogram. EDF
(Export Development Fund) credit facility offered by Bangladesh Bank at 4.5% interest rate. Deduction of AIT from export
proceeds 0.25% (265-AIN/Income Tax/2018 (Published on 6th September 2018), National Board of Revenue)

The Leather and Leather Goods Development Policy of 2019 provides a comprehensive framework for the sustainable and
competitive growth of the leather industry in Bangladesh. The policy aims to promote environmentally-friendly production
systems and provide fiscal support to the leather sector, such as low-interest loans and incentives for green industries. The
policy also emphasizes the development of human capital and the introduction of a traceability system through the
establishment of a laboratory.

To encourage investment in the sector, the government of Bangladesh has offered various incentives and support
systems. According to the Bangladesh Investment Development Authority (BIDA), these include investment policies,
regulations, and fiscal incentives for the leather industry. These measures are intended to attract investment, increase
productivity, and enhance competitiveness in the sector.

Figure 16: Sector-specific investment incentives and restriction

General:
= Reduced CIT for 5 to 10 years depending on location.
= |Import duty exemption on capital machineries.
= Regulatory/ supplemental duty exemption for footwear producer using
materials such as tube, pipe, plastic, PVC screen, textile/ knitted fabric.
Incentives | For exporters:
= 50% tax exemption for income derived from export.
= No VAT imposition on export goods.
= Bonded warehousing facility for large import of materials.
= 15% cash incentive on export value of leather goods/ footwear, and 5% on
crust leather from Savar Estate.
Restriction | No specific restriction exists upon the entry of foreign investors.

Impact of COVID-19 in the leather sector

The COVID-19 pandemic had a significant negative impact on the leather industry, including footwear, apparel, and accessories
categories. Sales of footwear declined by close to 32% in the U.S. at the end of the first two quarters of 2020. The pandemic caused a
massive 40% decrease in work orders for finished and processed leather from major exporting countries, leading to a 28% decrease
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in overall revenue for the industry. Leather, leather footwear, and leather goods all suffered losses of almost 67%, 27%,

and 12%, respectively, after the pandemic's effects.
Figure 17: Impact of Covid-19 in the leather sector
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This export trend shows that export started to dwindle in FY2017-2018 and hit a significant drop in FY 2019-20, the
pandemic-inflicted year. The lingering impact of covid-19 also prevailed in FY 2020-21, however, in FY2021-22 the
export trend showed recovery from the pandemic impacts.

Challenges and opportunities of the leather and leather goods sector: findings from the SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the leather and leather goods sector.

Table 6: SWOT analysis of the leather and leather goods sector

Strengths Weaknesses
1. Competitive labor cost 1. Lack of compliance with international
2. Availability of labor force standards regarding environmental, social,
3. Local Source of raw Materials and safety issues
4. High quality of leather 2. Dependency on import of molds, accessories,
5. Entrepreneur’s resilience, agility, and and components resulting in higher cost and
mindset to adapt to changes longer lead-time
6. Capacity of meeting design quality 3. Limited availability of R&D and technology for
7. Marketing and branding capacity product design
8. Export Culture 4. lLack of training facility and institutional
9. Capacity of meeting buyers’ demand. education
10. There are large firms currently supplying to 5. Limited access to finance, for technology
reputable global brands upgradation and expansion particularly for
11. Large number of SMEs in the sector SMEs
6. Insufficient accredited laboratory facility at
international standards
7. Absence of SOP for Tannery Sector
8. Import tax on raw materials
9. Absence of proper solid and liquid waste
management causing environment pollution
10. Meagre traceability in locally produced
leather
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Opportunities Threats

1. Large and growing domestic and global 1. Stricter international standards, compliance
leather export market and sustainability issues.
2. Government policy support as a highest 2. Stiff competition from other Asian economies
priority sector in Export Policy 2021-2024 like Vietnam, India, etc.
3. Local and Foreign direct investment 3. Preference erosion of special & differential
opportunity treatment and DFQF facilities
4. Global Branding of the industry 4. Trade logistic constraints
5. Relocation of  manufacturing  from 5. Anti-export biasness
developing and developed countries 6. Potential non-availability of workers
6. Geographic Advantages 7. Lack of policy for ensuring ease of doing
7. Demographic Dividend business
8. Diversification of Leather and Leather 8. Rising vegan culture
Goods 9. Consumer preference towards non-leather
9. Piggyback opportunity items
10. Establishment of technology and design
center

Source: BFTI findings generated from Kll and Stakeholder Consultation

Key strengths

Competitive labor cost: Bangladesh has a comparative advantage in terms of labor cost, with the minimum wage
currently standing at $77.153 per month, which is lower than other major competitors like Vietnam, Pakistan, and
China. Vietnam’s minimum wage This advantage provides a strong competitive edge for Bangladesh's export-oriented
industries, including the leather industry. Although China, Vietnam, and India remain major competitors, Bangladesh's
competitive labor cost has and will continue to strengthen its position in the global market. As China shifts towards
high-tech, capital-intensive manufacturing, its market share for leather goods is expected to decrease, which may lead
to the relocation of these industries to regions with lower labor costs, further benefiting Bangladesh.

Availability of labor force: Labor force participation rate, total (% of total population ages 15+) (modeled ILO estimate)
in Bangladesh was reported at 56.97 % in 2021, according to the World Bank collection of development indicators,
compiled from officially recognized sources. Bangladesh's labor force participation rate for 2021 was 39.38%.3> With
the sufficient availability of workforce in the country, the leather sector faces no problems in finding workers.

Local Source of Raw Materials: Among the country's major export sectors, the entire supply of raw materials for only
leather and jute products comes from local sources. Bangladesh has the world's 12th largest cattle stock and a local
supply base of raw leather products (hides and skins). Almost 50% of hides and skins are sourced during the Islamic
religious festival, necessitating material collection and processing, as well as financing in a very short period of time. As
a result, a large number (85%) of animals are slaughtered by unskilled seasonally involved people affecting the quality
and traceability of hides/ skins and generating significant waste. This also inhibits local leather from being priced more
favorably for export. Despite these facts, the abundant availability of animal skins provides an indigenous strong source
of easy raw materials for the leather sector.

Entrepreneurs’ resilience, agility, and mindset to adapt to changes: Entrepreneurial mindset and enthusiasm for
global practice adaptation of leather sector businesses and SMEs also serve as a strength. Key insights revealed leather
sector businesses are keen to follow all global standards but current compliance issues hinder their ability. Moreover,
entrepreneurs are already trying their best to replicate best manufacturing practices in the leather sector.

35 Macrotrends, Bangladesh Labor Force Participation Rate 1990-2022 available at-
https://www.macrotrends.net/countries/BGD/bangladesh/labor-force-participation-rate
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Capacity of meeting demand and design quality: Although this industry does not have ODM capacities, current local
suppliers are capable of meeting design quality and volume prescribed by foreign buyers. The KIl findings revealed that
after working with a buyer for a certain period if the design quality orders are well met, then there can be substantial
opportunities for joint designing of products too. This signifies the strength and potential of this sector for future growth.

Key weaknesses

Lack of compliance with international environmental, social, and safety standards in the factories and manufacturing
premises: The poor compliance of the leather sub-sector in Bangladesh, both in environmental and social indicators, is
a crucial hindrance to its growth. Workers lack a safe and healthy working environment and are exposed to toxic
chemicals without Personal Protective Equipment (PPE), leading to health hazards. Inefficient toxic waste disposal also
poses environmental concerns. To reap the potential benefits, the industry must ensure Environmental, Social, and
Quality (ESQ) compliance due to rising concerns by international buyers. European and American buyers only purchase
goods from certified factories, and non-compliant factories sell tanned leather to Chinese companies at rates 40%
lower than international markets.

Dependency on import of raw materials and lack of backward linkage: Bangladesh produces sufficient raw materials
or skins, but hides are not usable for global export due to environmental compliance demands in the leather goods
industry. The country relies heavily on imports for accessories, machinery, molds, and chemicals needed for leather
processing, resulting in increased costs. This has hindered the development of raw material industries like adhesive,
lace, mold, and chemical production within the country. Modernizing equipment for leather production is also mainly
acquired from overseas, and the cost of importing production-related chemicals further increases the price of leather
preparation. The COVID-19 pandemic disrupted the supply chain, causing a significant slowdown in production and
export capacity.

Access to finance, for technology upgradation and expansion of units is constrained for SMEs: The tannery subsector
consists of many small, family-run tanneries that lack financial and technological support, which limits their potential
for exportation. The lack of capital and funding, especially for small and medium-sized tanneries, is a significant
challenge faced by the industry. Due to the high rate of loan default in the industry, it is challenging for tanners to obtain
financing. The industry has received significant investment, but the majority of it is still in default due to falling exports
and rising processing costs.

Limited availability of necessary technology and software for product design: Currently leather businesses follow the
OEM approach where products are sold by the manufacturer based on the buyer's specifications. Local manufacturers
lack the ODM or original design manufacturing capacity due to the absence of necessary technology and software for
product design. Moreover, only a trivial amount of leather goods and footwear manufacturing firms have the capacity
of ODM with their own design labs.

Lack of environmental safety and infrastructure development for ETP: The CETP at Savar is not fully functioning. The
delay in setting up a fully functional CETP hampered production which has put a huge financial burden on the tanners.
In addition, the tannery estate project is yet to provide proper support to the linked sectors like chemical, raw leather
suppliers, and casual workers and did not create any accommodation facilities for the huge number of workers who are,
directly or indirectly, related to this sector. Also, the global standard of using water for washing a ton of rawhide is
30,000 liters but in the case of Bangladesh, the tanners use more than 65,000 liters of groundwater. Moreover, proper
solid waste management is yet to be developed.
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Key opportunities

Large and growing global leather export market: The market for leather goods was valued at USD 242.85 billion in
2022 and is expected to expand at a compound annual growth rate (CAGR) of 6.6% from 2023 to 2030. Increasing
consumer disposable income, changing fashion trends, bettering living conditions, and rising domestic and
international tourism are the main market drivers. The growing need for attractive, current, and comfy leather
footwear, accessories, clothing, and other products is projected to be profitable for the industry.3¢ Global demand for
leather goods presents the sector with immense export opportunities.

Designated as a priority sector in Export Policy 2021-2024: The government made the new Export Policy 2021-24 with
the highest priority attached to 14 sectors including leather in order to increase much-needed foreign currency earnings.
According to this policy, exporters can borrow up to 90% of the amount specified in the irrecoverable letter of credit or
confirmed contract. The leather sector is granted a 50% tax exemption for income earned from exports, as well as an
import duty exemption for capital machinery. Additionally, leather sector exporters will receive financial assistance from
the export-readiness fund. These supportive policies offer ample export opportunities for the leather sector.

Rising demand in the domestic market: The leather industry in Bangladesh has the opportunity to expand its domestic
market in addition to exports to global market. The domestic footwear market in Bangladesh has been steadily rising,
estimated at over 30 million pairs in 2018, and increasing at a rate of 10-15% per year with per capita consumption
increasing to 3 pairs from 1.7 pairs a few years ago due to expanding middle-class population. Currently dominated by
the informal sector, the market is expected to shift to modern retail chains and outlets with urbanization and a rise in
the working population.

Local and foreign direct investment opportunity: Currently, the leather sector in Bangladesh is turning into a hotspot
for foreign investment due to the country's low manufacturing costs, availability of low-cost raw materials, and its
ability to benefit from trade advantages for exporting. New investors from Japan, Taiwan, and Vietnam are highly
interested to invest in this sector either in joint ventures or in companies they could establish themselves. The export
incentive on crust leather and leather is a major factor drawing foreign direct investment (FDI) to this sector. Moreover,
the large domestic market of leather is also a driving factor behind attracting FDI in this sector. Currently, total
investment in leather and leather goods and footwear is more than $1 billion, of which some $700 million is from
domestic investors while the remaining $300 million is from foreign investors are involved in exporting manufactured
items. Foreign investments in this sector mainly came from Germany, Taiwan, China, India, and Italy.3”

Relocation of manufacturing in developing from developed countries: In recent years, the tanning industries in
developed countries have been shrinking due to pollution problems and high labor costs, creating an opportunity for
developing countries like Bangladesh to benefit from this shift. Additionally, China, which has long been the market
leader in the global leather industry, is losing market share due to rising costs and increasing demand for non-leather
products. This provides opportunities for Bangladesh to become a direct investment hub for the global leather industry,
including the relocation of factories from China.

Key threats
Stricter international standards and compliance issues: The leather industry in Bangladesh has enormous potential,
but its growth is hindered by non-compliant factories. This industry has access to sufficient raw materials, but the lack

36 GVR Report Leather Goods Market Size, Share & Trends Analysis Report By Type (Genuine Leather, Synthetic Leather, Vegan Leather), By Product (Footwear, Home
Décor & Furnishing), By Region, And Segment Forecasts, 2022 - 2030
37 policy Review/Policy Study/Policy Paper Preparation on Leather and Leather Goods Development Policy 2019, SANEM (2021)
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of compliance improvement makes it difficult to guarantee a fair price for their goods on the global market. Unless
compliance standards are improved, the country may face export restrictions and reduced potential for growth,
especially as it faces stricter international standards following its graduation from LDC status.

Stiff competition from other Asian economies like Vietnam, India and etc.: As in RMG sector, Bangladesh is facing
tough competition mostly from Vietnam and India in leather sector. Vietnam's compliance and infrastructure strengths
have helped it to become a formidable competitor in the global market. For example, in the first seven months of 2022,
Vietnamese leather and footwear exports increased by 13% compared to the same period the previous year, reaching
14 billion US dollars. Vietnam's footwear exports alone rose by 6.1%, totaling 17.77 billion US dollars, which highlights
the country's competitive power and growth potential in the leather sector compared to Bangladesh.

Preference erosion of special treatment and DFQF facilities: Currently, Bangladesh enjoys duty-free/quota-free access
to many developed countries due to its status as a least-developed country (LDC) under the Generalized System of
Preferences (GSP). This gives it a competitive advantage over China, a major competitor in the leather goods market,
which is subject to additional duties to access the same markets. However, Bangladesh is set to graduate from LDC
status, which will result in the loss of these advantages. Additionally, the government currently provides a 15% cash
incentive on the export value of leather goods/footwear, which is likely to stop after the graduation. This could cause
the cost of production to rise and make leather products less competitive. Furthermore, without preferential market
access, Bangladesh's leather products will face heavy competition from other countries.

Logistic problems: The leather industry in Bangladesh is likely to face difficulties in handling a large number of export
orders in the future, as the country's logistics performance index (LPI) is low compared to regional competitors. The
sector is also challenged by rising logistics and shipping costs, as well as inadequate communication infrastructure,
complex tax and customs procedures, lengthy banking transactions, transportation bottlenecks, slow handling of
products at the port, high cost of doing business, unpredictability of tax regimes, and difficulties in handling foreign
direct investments and joint ventures.

Lack of policy for ensuring ease of doing business: Despite progress with the policy environment for the private sector
that has spurred the expansion of private investment, the overall investment climate for Bangladesh remains
substantially weaker than those found in competing countries. This is reflected in the global rankings of investment
climate prepared by the World Bank as well as by the World Economic Forum. For example, the World Bank's 2020 Ease
of Doing Business (EDB) ranks Bangladesh at 168th out of 190 countries. The leather sector is currently not generating
more entrepreneurs and these issues can be a serious threat to its further growth and development.
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Non-Leather Footwear

Overview of the Sector

Global overview: The global non-leather footwear market is based on the five Harmonized Commodity Description and
Coding System (HS) under four-digit HS codes typically correspond to the following categories: waterproof (HS6401),
rubber and plastic (HS6402), leather (HS6403), textile (HS6404), and other (HS6505). The non-leather products’ market
size is forecasted to reach USS$365.3 billion by 2027 after growing at a Compound Annual Growth Rate (CAGR) of 5.1%
during the forecast period 2022-2027.38 In 2021 global footwear production increased by 8.6%, exceeding 22 billion
pairs. Non-leather footwear in Bangladesh takes several forms, including jute-based espadrilles, canvas or rubber
tennis shoes, molded polyurethane and polyvinyl chloride (PVC) shoes, and artificial leather shoes.

Globally, non-leather footwear products such as sneakers, athletic footwear, and textile & other footwear are dominant
in the global market. The Sneakers segment is expected to experience a compound annual growth rate (CAGR) of 7.95%
between 2022 and 2027, with revenue amounting to US$72.72 billion in 2022, while the United States generates the
highest revenue at US$21,580.00 million in 2022. The athletic footwear market is expected to generate $50.91 billion
revenue in 2022 with a 6.71% yearly expansion rate (CAGR 2022-2027), while the United States generates the highest
revenue at US$14,480.00 million, with projected volume growth of 16.3% in 2023, and anticipated volume reaching
580.9 million pairs by 2027. The Textile & Other Footwear category generated US$133.60 billion revenue in 2022,
expected to expand by 5.61% yearly (CAGR 2022-2027), with China generating the highest revenue at US$38,620.00
million in 2022.3°
Global Production of the Non-Leather footwear industry

Figure 18: % distribution of global footwear production by continent (Quantity)
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World Footwear Yearbook Report, World Footwear, 2022

Figure 18 indicates that Asia dominates the global footwear market, accounting for 88.2% of the world's footwear
production, followed by South America at 4.7%, Africa at 2.9%, and Europe and North America at 2.8% and 1.4%,

38 Non-leather Products Market - Industry Analysis, Market Size, Share, Trends, Application Analysis, Growth and Forecast 2022 — 2027, Industry Arc, 2022.
39 Statista Outlook, 2022, https://www.statista.com/outlook/cmo/footwear/sneakers/worldwide
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respectively, with Oceania having no share in the global market. In terms of global production in pairs (million) in 2021,
the Asia Pacific region dominated the global footwear market with China, India, Vietham, and Indonesia producing
more than 75% of the world's footwear. The global production in 2020 was lower due to the pandemic, and Bangladesh
ranked eighth in the world in footwear production, having produced 401 million pairs in 2021.

Global consumption of the non-Leather footwear industry

Figure 19: Top five country consumption of footwear
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Source: World Footwear Yearbook Report, World Footwear, 2022

Asia led the global footwear market with a consumption share of 56.1% in 2021, followed by North America (14.9%)
and Europe (13.3%). China and India are the top two markets, with 20.5% and 12.2% of global consumption, while the
United States consumed 11.3%.

Import situation of global non-Leather footwear industry
Table 7: Distribution of top 10 non-leather footwear importers country average global share (year 2015 -2021) (In

billions USD)

SL. No Importers Country Value (Billions USD) Global Share %

1 United States of America 15.76 19.0%
2 Germany 7.44 9.0%
3 France 4.29 5.2%
4 Italy 3.70 4.5%
5 China 2.68 3.2%
6 Netherlands 2.28 2.7%
7 United Kingdom 3.60 4.4%
8 Japan 3.95 4.8%
9 Belgium 2.50 3.0%
10 Spain 2.32 2.8%
11 Others Country 34.53 41.5%
Total World 83.06 100.0%

Source: ITC calculations based on UN COMTRADE and ITC statistics
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The USA is the largest importer of footwear with a 19.0% share, followed by seven European countries led by Germany,
while Japan and China have 4.8% and 3.2% shares respectively, and other countries share 41.5% of the global import
market. The statistics shows that the USA experienced a 4% growth rate in import in 2020-21, surpassing the growth
rates of the United Kingdom, Italy, and other European countries, which have recently shown increasing import growth
rates, while China's import growth rate decreased from 11% in FY 2017-18 to 9% in FY 2020-21.

Export situation of global non-Leather footwear industry

Figure 20: % of global market share of top ten countries in non-leather footwear market
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respectively of non-leather footwear. Other countries contributed about 19% to

footwear.

Figure 21: % of export growth of top ten countries
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China has maintained its position
as the foremost exporter of
footwear globally for over a
decade, holding 43.7% of total
export in 2021. The remarkable
success story of the footwear
industry over the past ten years is
attributed to Viet Nam, which
currently holds the second
position and accounts for 12.6%
of worldwide exports. According
to Figure 20, Belgium and
Germany ranked third and fourth
with a 5.1% and 5% export share

the global export of non-leather

The global non-leather footwear
exports are exhibiting a positive
trend, except for Belgium, which
is demonstrating a negative
trend. The export leader China
has experienced a growth rate of
5% in the year 2021. The second
largest exporter Viet Nam had 3%
growth. However, in 2021 Poland
experienced the highest growth
of 9%.



Bangladesh’s overview

Bangladesh’s production of the non-Leather footwear

Figure 22: Annul production of footwear (In million pairs)
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Source: Statista outlook, 2022

Bangladesh has experienced
a 6% growth in footwear
production from 2016 to

2021, becoming the 8th
largest producer of both
non-leather and leather

footwear in the world, with
its output increasing from
378 million to 401 million
pairs of footwear during this
period. According to the
statistics, the Sneakers
segment in Bangladesh

is projected to yield $215.20 million in revenue in 2022. It is anticipated to have an annual growth rate of 8.47%
between 2022 and 2027, with a predicted volume growth of 12.5% in 2023. The Athletic Footwear segment is expected
to show a volume growth of 14.3% in 2023 and the Textile & Other Footwear segment is expected to show a volume

growth of 12.6% in 2023.%

Bangladesh’s consumption

of the non-Leather footwear

Figure 23: Bangladesh’s consumption of footwear 2021
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China, consuming a
whopping 4,322 million
pairs of footwear, leads
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consumers worldwide,
with Bangladesh

ranking 10t" and India
coming in  second,
having consumed 2,559
million pairs in 2021.

40 https://www.statista.com/outlook/cmo/footwear/sneakers/bangladesh
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Import situation of Bangladeshi Non-Leather footwear industry in Bangladesh
Figure 24: Annual import of non-leather footwear and footwear parts (In Million USS)

Bangladesh imports non-leather
footwear and footwear
components primarily from China,
India, France, Hong Kong, and
Indonesia. Bangladesh has
significantly increased its imports
by 141% from FY 2014-15 to FY
2021-22, with non-leather footwear

Import in Miilion US$

imports worth USS 46.9 million in
FY 2014-15 rising to USS 113.17

million in FY 2021-22.

Year

Source: Bangladesh Bank (BB)

Export situation of Bangladesh Non-Leather footwear industry in Bangladesh
Figure 25: Export volume of non-leather footwear in USD million
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about USS 450 in export revenue In FY 2021-22, marking the highest export revenue ever, and experiencing an average
annual growth of about 20% over the previous five years. In FY 2021-2022 the growth rate was 30% which is also the
highest-ever growth in the last 10 years. Bangladesh is emerging as a leading supplier of non-leather footwear for low
prices and good quality. The country is now supplying sports shoes, sandals, flip-flops, and boots to a number of leading
global retailers including Kappa, Skechers, Decathlon, Steve Madden, Puma, Fila, Graceland, Jenny Fairy, Denali Shoes,
Ben Sherman, Hugo Boss, and H&M.*! The main export destinations for Bangladesh of this sector are Spain, France,
Netherlands, South Korea, India, Italy, and Germany.

“INon-Leather Goods, Bangladesh Investment Authority (BIDA), 2019
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Status of product diversification
Figure 26: Comparison of Bangladesh's non-leather footwear with top exporting countries (Based on 4 Hs digit code 2021)
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In the year 2021, under HS Code 64, China led the export market for Waterproof footwear products (HS code 6401) by
exporting to 190 countries. ltaly exported to 109 countries, Viet Nam exported to 46 countries, and Bangladesh
exported to only 6 countries. In Figure 26, it can be observed that China held a market share of 40.7% in the export of

Waterproof footwear products, while Italy had 8%, Viet Nam had 3.6%, and Bangladesh had only 0.1%.

Status of market diversification

Figure 27: Bangladesh's non-leather export to different number of countries from 2017 to 2021
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Bangladesh exported parts of
footwear worth USS 260 million to
21 countries in 2021, with footwear
having outer soles of rubber or
plastics exported to 12 countries
(USS 68.38 million), outer soles and
uppers of rubber or plastics
exported to 14 countries (USS 12.48
million), and waterproof footwear
exported to 6 countries (USS 2.34
million), indicating a gradual market

diversification of these products.



Gender perspective in non-leather footwear Sector

The non-leather footwear sector of Bangladesh employs around 1.2 million people, with approximately 70% of the
workforce being women.*? However, women face significant challenges in terms of employment, wages, and training
opportunities. Women are more likely to accept low-paid and insecure jobs due to their limited access to opportunities
outside of the home. Only 28% of women workers in the sector receive training compared to 43% of men. Women
workers in the non-leather footwear sector earn around 35% less than their male counterparts*3. Addressing gender
inequality in the sector requires efforts to increase access to education and training for women, address gender-based
wage gaps, and promote women's leadership and decision-making roles in the industry 44. The consistent growth of
footwear exports presents a significant opportunity for women to participate more actively in international and
regional trade in this sector. As women form a substantial part of the workforce, further enhancing their involvement
could lead to greater benefits for them, as well as contribute to the overall expansion of the industry.

Environment aspects of the sector

The non-leather sector in Bangladesh is worth $1 billion but generates 1,500 tons of solid waste, 22,000 cubic meters
of wastewater, and 200 tons of air pollutants every day, posing significant environmental hazards. The use of hazardous
chemicals in the industry exacerbates these risks, and the low level of compliance with environmental regulations is a
concern %, Concerted efforts are needed by the industry and government to ensure sustainable development while
minimizing the impact on the environment and human health?é.

Policies governing the sector

The Bangladeshi government prioritizes the non-leather footwear industry and provides various incentives, including
cash incentives of 4%-20%, duty-free imports of raw materials and equipment, tax holidays, and generous bank credit.
The government also supports the non-leather footwear industry through monitoring, assessing, and promoting it
globally, providing uninterrupted utility supply, priority facilities for air travel, and attracting FDI for further
development.

The import of raw materials for 100% export-oriented industries under the bonded warehouse system, including the
non-leather footwear industry, will remain valid under Cash LC procedure with back-to-back LC facilities and import duty
exemption on capital machineries, as listed in the top priority sectors in the Export Policy 2021-24 and Industrial Policy 2016.

Incentive in Non-Leather footwear industry

Those investors registering with BIDA for their investment projects are able to benefit from the following key incentives
and privileges

e Corporate Income Tax (CIT) exemption of up to 10% on the production of jute and jute products.

e Reduced Corporate Income Tax (CIT) for 5 to 10 years for industries undertaking the production of artificial fiber.
Duty-free access to 52 countries, including the European Union (EU), under the Generalized System of Preference (GSP)
framework for suppliers of non-leather goods.

42 Women'’s Participation, Constraints, and Opportunities for Trade in Bangladesh, Australian Aid, Partnership for South Asia, World Bank Group, 2016
43 International Labour Organization (ILO). (2017). Women in the Non-Leather Footwear Sector in Bangladesh: Challenges and Opportunities

44 Centre for Policy Dialogue. (2019). Gender Wage Gap in the Non-Leather Footwear Industry in Bangladesh.

45 1LO (2017). Hazardous chemicals and waste in the non-leather footwear sector in Bangladesh.

46 BCAS (2016). The State of Environmental Pollution and its Impact on Health in Dhaka City. Bangladesh Center for Advanced

Studies.

47 Non-Leather Goods, Bangladesh Investment Authority (BIDA), 2019
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Covid-19 impact on

The COVID-19 pandemic also greatly affected the Non-Leather Footwear industry. The sector experinced lack of sales

non-leather footwear industry

during the three major festivals of 2020 & 21 - Eid-ul-Fitr, Eid-ul-Azha and Pohela Boishakh (Bangla New Year) - as a

result of the COVID-19 pandemic 40% of sales came down during that time.*® Footwear exports worldwide fell by 17

billion dollars (31.1%) in 2020. At least 73% of factories laid off their 50% employees. The price of raw materials,

particularly raw chemicals, polymeric materials, and packing materials, has significantly increased by 3% to 123% since
December 2018. A study conducted by Global Business Review showed that 11.29% of small and medium businesses
permanently closed due to the negative impact of the COVID-19 pandemic*. According to ITC data in 2020, USA import

of non-leather footwear products decreased to 24%, but increased to 33% after COVID-19 while during COVID-19 top

importer countries decreased import except for China. As per ITC data, it is evident that during Covid-19 pandemic

China’s export growth rate decreased by 20%, Viet Nam export growth rate decreased to 10% compared to 2019.

Figure 28: Export and Import growth performance % over years
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Bangladesh exported parts of
footwear worth USS 260 million to
21 countries in 2021, with footwear
having outer soles of rubber or
plastics exported to 12 countries
(USS 68.38 million), outer soles and
uppers of rubber or plastics
exported to 14 countries (USS
12.48 million), and waterproof
footwear exported to 6 countries
(USS 2.34 million), indicating a
gradual market diversification of
these products.

Challenges and opportunities of the non-leather footwear sector: findings from the SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the non-leather footwear sector:

Table 8: SWOT analysis of non-leather footwear sector

Strengths

1. Availability of labour force and low-cost
labour

2. Availability of Raw materials (mold) for
Organic Shoe, Espadrille, Hogla, Water
Hysinth, Bana Shoe

3. Domestic production of Last and Knife for PU,
PVC and Textile Shoes

4. Locally manufactured machineries for repair
and maintenance facilities for Espadrille

5. Capacity to produce international quality
products

6. Accredited laboratory facility at international
level

7. Skilled labour in sewing non-leather footwear

8. Existence of large firms with capacities to
cater to reputable global brands

Weaknesses

1. Import dependency on raw materials like
plastic, PU, PVC and others materials

2. Shortage of Gas and Power Supply

3.

10.

Slow pace of transformation from Original
Equipment Manufacturing (OEM) to Original
Design Manufacturing (ODM)
Limited availability of R&D and
for product design

Lack of market research on international
market, products, design, seasonality.

Lack of communication skill of the local
entrepreneurs

Lack of skilled and semi-skilled labour

Lack of full time functionally of customs and
different border post agency

Lack of bonded warehouse facility for SMEs
Lack of backward linkage industry for PU,
PVC, upper materials, sole, zipper, mold,
adhesive and different accessories

technology

4g COVID -19 Pandemic Outbreak Impact Analysis on Footwear Sector in Bangladesh, BRAC Institute of Governance and Development, BRAC University, 2019.
%9 Md. Rayhan Sarker, S. M. Abidur Rahman, A. K. M. Hedaitul Islam, Md. Farhan Fuad Bhuyan, Sunjida Enam Supra, Kauser Ali and K. M. Asadun Noor, Impact of

COVID-19 on Small- and Medium-sized Enterprises, Global Business Review, 2022.

[48]



Opportunities Threats

1. High demand of non-leather footwear in EU, 1. Lifting of trade preferential treatment in the
Western, Australia, Canada, Japan and etc. near future

2. Rising demand in the domestic and global 2. Stiff competition from other Asian economies
(Safety shoe, Flip-Flop and Mule) market like Vietnam, Pakistan, Indonesia, India and

3. Cash incentive of 20 % on export of jute etc.
products, carbon and jute particle boards and 3. Longer lead time in export (Bond Facility,
for PU PVC shoe 4% if bond is available,15% Product development and design)
without bond 4. Unavailability of or inadequate access to

4. Rising demand for eco-Friendly shoes funds specially for SMEs

5. Reduced corporate income tax (CIT) for 5 to 5. Absence of a market intelligence platform to
10 vyears for industries undertaking keep pace with global trends
production of artificial fibre 6. Unstable world economy

6. Local and foreign direct investment 7. Procedure in FDIs approvals
opportunity

7. Advantages of geographical location

8. Duty-free access to 52 countries up to 2029.

9 Designated as a highest priority sector in
Export Policy 2021-2024

10. High entrepreneurship opportunities

Source: BFTI findings generated from Kll and Stakeholder Consultation

Key strengths

Availability of labour force and low-cost labour: Bangladesh has a large labor force of 6.9 million>® and non-leather
footwear manufacturing offers employment opportunities with lower wages for unskilled (US$49) and skilled (USS73
to US$146) workers compared to Vietnam and China.51

Availability of raw materials: Bangladesh is the second-largest jute producer in the world, accounting for an estimated annual
production of 1.349 million tones, and is also the greatest supplier of jute fiber globally, providing abundant raw materials
(mold) for Espadrille. The local factory also produced raw materials for Organic Shoe, Hogla, Water Hysinth and Bana Shoe.*?
Domestic production of last and knife for PU, PVC and Textile shoe: Bangladesh locally produces last and knife for PU, PVC, and
Textile shoes.*3

Locally manufactured machineries for repair maintenance facilities for Espadrille: Different stakeholder informed that
local engineers can repair and maintain the parts of non-leather footwear manufacturing machineries specially for
Espadrille.

Capacity to produce international quality products: Brands and buyers like H&M, Puma, Decathlon, Fila and Kappa
source products such as belts, bags, purses, sportswear, sandals, flip-flops, boots and fashion accessories from
Bangladesh.>*

Accredited laboratory facility at international level: Bangladesh has a well-established and globally recognized testing
facility that includes over 50 accredited government and private laboratories. This facility is known for its efficient
testing procedures for various chemical products such as PVC and PU.>>

so World Bank Data, available at- https://data.worldbank.org/indicator/SL.TLFTOTL.IN?locations=BD

s1 Attracting Investment in Bangladesh—Sectoral Analyses e http://dx.doi.org/10.1596/978-1-4648-0924-8

s2 https://www.worldatlas.com/articles/top-jute-producing-countries-in-the-world.html

s3 KIl, Public Consultation, BFTI

s4 BIDA-available at https://bidaevents.gov.bd/assets/pdf/Non_Leather_Goods_Sector_Profile_E_Version.pdf
ss Bangladesh Accreditation Board
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Skilled labour in sewing non-leather footwear: Bangladesh's RMG industry, which consists of about 4.22 million
workers, including 1.72 million men and 2.50 million women, can potentially replicate the same experience in the
production of non-leather footwear, owing to the country's abundant availability of skilled labor.

Key weaknesses

Import dependency on raw materials: Bangladesh has a high dependence on imported raw materials such as plastic,
PU, PVC, etc., for the production of non-leather footwear. As discussed earlier, the import growth rate has increased by
58% in the fiscal year 2021-2022.

Shortage of Gas and Power Supply: ADB's study on attracting investment in Bangladesh reveals that inadequate gas
and power supply has hindered the production process, with stakeholders attributing the issue largely to the current
state of the world economy for shortage of gas and coal supply.>®

Slow pace of transformation from Original Equipment Manufacturing (OEM) to Original Design Manufacturing (ODM):
Bangladesh lacks educational, research, or training institutions that focus on non-leather footwear, which has resulted
in a slow transition from Original Equipment Manufacturing (OEM) to Original Design Manufacturing (ODM) in the
industry.

Limited availability of necessary technology and software for product design: Most non-leather shoe manufacturers
have traditionally produced leather shoes, but with the increasing demand for non-leather footwear, there has been a
shift in the production of leather shoes to the non-leather footwear industry. However, acquiring the software and
technology required for product design has become challenging for the non-leather footwear industry due to this shift.
Lack of R&D in design and pattern: Since Bangladesh lacks educational, research, or training institutions that are
dedicated to non-leather footwear, this sector is likely to face challenges in funding Research and Development (R&D)
activities for design and pattern-making.

Lack of Access to finance for technology upgradation and expansion: The non-leather footwear market in Bangladesh
is dominated by SMEs, but many entrepreneurs struggle to obtain financing for upgrading technology and expanding
their businesses, as highlighted by stakeholders during Kll and public discussions.>”

Lack of leadership (Mid-level Management) within the sector, insufficient market research on international market,
products, design, seasonality, lack of communication skill of the local entrepreneurs, shortage of skilled and
semi-skilled labour, lack of backward linkage, absence of full-time functionality of Customs and different border post
agency and lack of bonded warehouse facility for SMEs are others key weaknesses of the Non-Leather Footwear Sector.

Key opportunities

High demand of non-leather footwear: According to the World Footwear 2022 Yearbook, the USA consumes around
11% of all footwear worldwide, Japan 2.8%, and EU countries like Germany 1.7%. The ITC data also shows that the USA,
EU, and Japan are the top importers of non-leather footwear and the demand trend is increasing.>®

s6 Attracting Investment in Bangladesh—Sectoral Analyses e http://dx.doi.org/10.1596/978-1-4648-0924-8
s7 KII, Public Consultation, BFTI
ss The World Footwear 2022 Yearbook, 2022, (https://www.worldfootwear.com/yearbook/the-world-footwear-2022-Yearbook/230.html)
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Rising demand in the domestic and global market: According to BIDA, a major growth catalyst for domestic
consumption, is the young population (with 70% of the population under 40 years old) combined with growing
disposable income (with a per capita GNI of USD 2,824 in FY22). According to conversations with many industry
stakeholders, there is a substantial demand for safety shoes, flip-flops, and mules in the global market.>?

Cash incentives: Government has implemented a variety of cash incentive programs on non-leather footwear products,
4% or 15% depending on whether a bond is available for PU, PVC shoes.®

Rising demand for eco-friendly Shoes: Bangladesh is the second-largest jute producer in the world with an average
annual production of 1 million tons and it also has a strong ecosystem for the production of synthetic textiles. As
consumers around the world shift to products made of jute, plastics, textile, and polyurethane (PU) leather, this trend
will continue.

Reduced corporate income tax (CIT): Reduced Corporate Income Tax (CIT) for 5 to 10 years for industries commencing
production of artificial fiber is one of the several incentives offered by BIDA.

Local and foreign direct investment opportunity: The establishment of 100 economic zones around Bangladesh is in
progress and will largely solve the issue of accessing industrial land. Some of them are already functioning. These zones
provide non-leather products industries with a prepared infrastructure, which may increase local and foreign direct
investment prospects.

Duty-free access to 52 countries, designated as a highest priority sector in Export Policy 2021-2024 and high
entrepreneurship opportunities are other key opportunities of the sector.

Key threats

Lifting of trade preferential treatment in the near future: Bangladesh will graduate form LDC in 2026, after the
graduation Bangladesh will face different challenges and lifting of trade preferential treatment is one them.

Stiff competition from other Asian economies like Vietnam, Pakistan, Indonesia, India and etc.: The World Footwear
Yearbook 2022 report states that Vietnam is the fastest-growing non-leather footwear industry and the second-largest
exporter worldwide, while Indonesia ranks third, India ranks sixth, and Pakistani non-leather market is growing, posing
stiff competition for Bangladesh after its LDC graduation.®?

Longer lead time in export: During the Kll and stakeholder consultation, some of the stakeholders expressed concern
about longer lead time due to poor logistics.

Unavailability of or inadequate access to funds specially for SMEs: During the Kll and stakeholder consultation, some
of the stakeholders voiced worry about unavailability of or inadequate access to funds specially for SMEs.

Absence of a market intelligence platform to keep pace with global trends: Bangladesh lacks a dedicated platform for
design and software development for non-leather footwear, and non-leather manufacturers lack market research on
global trends, which is a major drawback in keeping pace with the industry.

s9,60 Non-Leather Goods, BIDA, 2020.
61 The World Footwear 2022 Yearbook, 2022, (https://www.worldfootwear.com/yearbook/the-world-footwear-2022-Yearbook/230.html)
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Light Engineering Including Electronics and Electrical Sector

Overview of the sector

The light engineering (LE) sector in Bangladesh comprises a wide variety of parts/components, intermediate and final
goods, including industrial machinery, spare parts for transport equipment, bicycles and parts, electrical equipment
and parts (such as switches, sockets, lights, channel cable, fan, generator, compressor, accumulator, transformer),
ferrous and non-ferrous casting products, mold and die, agricultural machinery, printing and packaging machinery,
construction machinery, and many spare parts for almost all categories of machinery and equipment, etc. In FY
2021-22, Bangladesh exported 455 light engineering products to 114 countries (EPB, 2022). Realizing the potential of
the sector, the government of Bangladesh has established 10 dedicated LE industrial parks and allocated 29.71 percent
of the land area of Bangabandhu Sheikh Mujib Shilpa Nagar (10,043.12 acres) for small and medium industries. The
Ministry of Commerce (MoC) is establishing three General Engineering Technology Centers, among which one is
specifically focused on the Electrical & Electronics Sector named "Centre of Excellence of Engineering and Technology
at Bangabandhu Hi-Tech City, Kaliakoir, Gazipur," another is specifically focused on the Light Engineering Sector named
"Sheikh Rasel Institute of Engineering and Technology at Bangabandhu Sheikh Mujib Shilpa Nagar, Mirsarai,
Chattogram," and the third one is specifically focused on the Plastics sector and Die-Mold sub-sector named
"International Institute of Engineering and Technology, BSCIC at Chemical Industrial Park, Sirajdikhan, Munshiganj.

This sector has been steadily growing over the years, and one of the major contributing factors to this is the growing
large domestic market demand with a growing middle-income class. Despite various challenges, domestic demand has
helped it grow and sustain. The price and quality of the products are reasonable, although there is much room for
improvement. Bangladesh faces challenges in terms of competition with foreign products due to the limited variety and
quality of products that it produces.

Global overview of the sector

The sector covers a wide-range of component, intermediate, and final products that are clustered under main export
groups HS code 71 to 88 and HS code 90.

Figure 29: World light engineering (LE) products export (2002-2021)
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Data Source: International Trade Centre (ITC)

The light engineering (LE) sector including electronics and electrical products export grew on average (CAGR) by 6.46%
from 2002 to 2021 (shown in figure 29) in the world. In export value, the electrical machinery and equipment and parts
increased from USS$ 894 to USS 3,394 billion from 2002 to 2021. The sector comprised 49% of world export in 2021
where the electrical machinery and equipment held 15% (world-ranked 15t in export value), machinery, mechanical
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appliances, nuclear reactors, boilers; parts thereof 11% (world-ranked 2nd), vehicles other than railway or tramway rolling
stock, and parts and accessories 7% (world-ranked 4th) and optical, photographic, cinematographic, measuring, checking,
precision, medical or surgical 3% (world-ranked 8th).

Export status of Bangladesh

The light engineering (LE) sector including electronics and electrical products has been experiencing positive export
growth from FY 2008-09 to FY 2021-22 except in FY 2017-28 and FY 2019-20. During this period, the compound annual
growth rate (CAGR) was 10.63% (shown in figure 30). The export amount increased from USS$ 216 to USS 887 million
during the same period.

Figure 30: Bangladesh’s export performance in light engineering products including electronics and electrical

1,000 80
900
60
800
v 700 40
]
s °0 20 &
S 500 g
= o o
o 400 5
=
O
> 300 ¢ -20
200
-40
100
0 -60
) N v
N
& & ‘ : : ‘ : NN > o &
S AP

N Engineering Products (Chapter 71-88 & 90) e Growth (%)

Data Source: Export Promotion Bureau (EPB)

In terms of export, the sector is in its infancy in Bangladesh and the few key products that are exported include bicycles;
copper waste and scrap; waste and scrap of stainless steel; sewing machines of industrial type; mould bases; lead-acid
accumulators for starting piston engines; articles of iron or steel; refrigerators-freezers; semi-products of iron/steel;
iron/steel bars; rods, hot-rolled, twisted, or with deformations from rolling process; mounted objective lenses, needles
(excl. tubular metal or for sutures), catheters, cannulae; apparatus for switching; grinding or polishing machines;
machinery parts other than ships' or boats' propellers and blades therefore; transformers, batteries, etc. The sector
contributed close to 1.61% in 2021 of total exports from Bangladesh.

Bicycle is the single largest exportable product in Bangladesh's light engineering sector. This currently comprises about
19% amounting to USS 168 million in FY 2021-22 of total light engineering products exported by Bangladesh.

The demand for bicycles is growing as the vehicles are environment-friendly, social distance-friendly and safer modes of
communication. The global market for bicycles is about US$ 13 billion in size and Bangladesh contributes to around 1% of
world export.

Optical and precision goods/objective lens includes cameras, projectors or photographic enlargers or reducers, prisms,
mirrors and other optical elements, mounted, filters, optical, being parts of or fittings for instruments, apparatus and

[53]



appliances, framed for projectors and other devices and LED-based goods. Bangladesh exported USD 91.43 million worth
of optical goods in FY 2021-22.

The global market for objective lenses is about USS$ 681 billion in size and Bangladesh contributes to around 0.02% of world
export.

Electric products are one of the largest exportable products in Bangladesh's light engineering sector. This currently
comprises about 11.28% amounting to USD 100.10 million in FY 2021-22 of total light engineering products exported by
Bangladesh. Here, electric products include diodes, transistors and similar semiconductor devices. Bangladesh has
shown a strong growth rate (CAGR) of 7.29% from FY 2011-12 to FY 2021-22 wherein exports increased from USS 49.54
million in FY 2011-12 to USS 100.10 million in FY 2021-22 for those goods. In addition, electric products also include
electric accumulators, including separators, whether or not square or rectangular; parts, electric transformers and
converters. The global market for electric products is about USS 3.38 trillion in size and Bangladesh contributes very
negligible to the world export. Bangladesh has a great opportunity to capture a larger share of the global market.

Motorcycle exports have been recently added to the export basket. Bangladesh has a strong prospect in the motorcycle
industry for export growth. It also has a huge opportunity to export parts and accessories for motorcycles and bicycles.

Import status of Bangladesh

Bangladesh’s import demand for light engineering products was US$$22.13 billion which is 28.58% share of total imports in
202162 (ITC, 2022). The major imported LE products including electronics and electrical products are waste and scrap of
iron or steel (excluding slag, scale and other waste of the production) parts of telephone sets, telephones for cellular
networks or other wireless networks and flat-rolled products of iron or non-alloy steel. Currently the sector meets only 50%
of national demand.®* The growing unmet demand creates opportunities for increasing local production as import
substitution. Alongside, potential population (68% aged 15-64, data source statista.com, 2020) coupled with rising
disposable income (per capita income of USD 2,824 in FY22, BBS) is a key growth driver for domestic consumption.

Investment including FDI

The light engineering sector, including electronics and electrical products, has the potential to attract foreign investment
through the establishment of industries or knowledge sharing, thanks to Bangladesh's competitive labor force and
supportive government policies. The government has created an environment conducive to foreign investment, including
the establishment of special economic zones and pragmatic policies for tax holidays and repatriation of 100% profit earned
by the foreign investors. It is important to invest in capacity building training to develop the labor force's skills and prepare
for the next industrial revolution. The Skills for Employment Investment Program (SEIP) implemented by the Ministry of
Finance is focused on up-skilling existing workers and supporting the capacity building of new entrants in the sector.

Gender perspective in Light Engineering sector

LE industries (LEls) are situated scattered both in urban and rural areas in Bangladesh. Thus, the sector offers several job
opportunities for women, particularly rural women. According to a study by Majumder (2022),%* women work more than
70% in the electric industry's output level (such as fan and electrical products factories) and more than 50% at bicycle
factories in Bangladesh.

62 International trade centre, Geneva, Switzerland
63 Light engineering industries profile (June 2021), BIDA
64 S. Majumder (2022), The Role of the Light Engineering Industry Sector in Achieving Sustainable Development Goals (SDGs) of Bangladesh.
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Environment aspects

LEls belong to the green category as per Bangladesh’s environmental regulations. The LEls belong to the smart industry
category as per the country’s environmental regulations. Smart industry category manufacturing firms are, by and
large, free from environmental hazards®®. The recycling of scrap steel and iron, which are the primary products of the
shipbreaking business, appears to be associated with Bangladesh's light engineering sector (LES), which is thought of as
an environmentally benign activity.

Policies governing the sector

Bangladesh government declared “Light Engineering goods” as “Product of the year” for 2020 aimed at encouraging
product-based export and also simultaneously stressed the need for taking appropriate measures to strengthen the
light engineering sector and help explore its export potential.

The 8th Five Year Plan: The 8FYP growth strategy has put top priority on the production and exports of non-RMG
manufacturing to diversify the production and export base in areas including processed food, leather and footwear,
light engineering, and pharmaceuticals.

Export Policy 2021-24: The light engineering products (auto parts, bicycles, motorcycles, batteries etc.) are among the
most prioritized ones and electric and electronic products have been considered as special development sectors for
export diversification.

The policy aims to support the development of the light engineering sector in Bangladesh through a range of measures.
These include the supply of investment credit at a reduced rate of interest, moratoriums on income tax, and various
cash assistance facilities for utility services. The policy also prioritizes the sector in air transportation, provides duty
drawback and bond facilities, supports infrastructure development, enhances technical assistance, and helps in
production and marketing. Other initiatives include the development of a Light Engineering Cluster Village near Dhaka,
the building of modernized laboratory and common facility centers, and capacity development for research and
development. The policy also aims to attract foreign direct investment and encourage industry owners to include light
engineering industries in the category of environmentally friendly green industries.

National Industrial Policy 2022: The light engineering sector has been considered one of the export diversification
industries and electric and electronics as a special development industry. Several facilities, including
environment-friendly industrial parks in different regions of the country are being implemented.

Light Engineering Industry Development Policy 2022: The policy has been gazetted on 29 September 2022 including
timebound activity plan (2022-2027). The light engineering industry development policy has emphasized on:
= Development of the light engineering industry as a strong supporting industry for increasing contribution of
industries to GDP to 40% by 2027,
= |dentification of potential products and services of light engineering sector for continuous development
= Establishment of light engineering industries for manufacturing import-substitute light products
= Supporting establishment of industrial parks, common facility centers, industry clusters, etc. for ensuring
production of high-quality products and services
= Establishment of Made in Bangladesh brand for light engineering products at home and in aboard

65 Talukder, M.A. & Jahan, S.M. (2016). Light Engineering Business Ecosystem in Bangladesh: A Study on Institutional Preparedness. IOSR Journal of Business and
Management, 18(12), 18
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= Provide support for acquiring low-cost and long-term funding, tax subsidy and cash incentives for expansion of
light engineering industries

= Support development of technological capacity of the light engineering industries for facing challenges of the 4th
Industrial revolution (4IR)

= Investment in diversification of light engineering products through research and development as well as
establishing metal research lab

National Motorcycle Industry Development Policy 2018: For the prospects of the motorcycle industry, the Bangladesh
government has introduced the policy which provides special incentives for Research & Development (R&D),
motorcycle tariff policy, development of backward linkages, market expansion, etc.
Sector Specifics Export Subsidy:

= 15% for exporting light engineering products including accumulator batteries (HS: 85.07.10 & 85.07.20) (FE

Circular-26, September 2022, BB)

= 4% for domestically produced bicycles & parts export (FE Circular-26, September 2022, BB)

= 10% for consumer electronics, electrical home, and kitchen appliances (FE Circular-26, September 2022, BB)

= 10% for motorcycles export (FE Circular-26, September 2022, BB)

Other Incentives: 10-year exemption of corporate income taxs6 for newly established industries from July 1, 2021, till
June 30, 2030, import duty exemption on capital machinery, reduced import duties on brass wire and copper plate as
inputs for mold fabrication and reduced import duties on raw materials, tools, and equipment used for light
engineering sector. Currently, Bangladesh enjoys duty free access to 52 countries which includes the EU, Australia, New
Zealand, Norway, Switzerland, Japan, Iceland, Russia, South Korea, Canada, Chile, India, Turkey, China.67

Impact of COVID-19 on the sector

The prevailing COVID-19 pandemic is upsetting the development of this sector from mid-2020. According to the
International Trade Centre (ITC), during the surging of pandemic caused a massive 13.47% decrease in world export
proceeds for light engineering products including electronics electrical from China, Germany, USA, Hong Kong, Japan,
South Korea, Taipei, Mexico, Singapore, and Italy which accounts for more than 61% of the world exports. However, the
sector is recuperating, buyers are now focusing more on health and health matters for COVID-19 which is counting cost
to production in some cases.

The export destinations of Bangladesh have been severely buffeted by COVID-19. Due to the nature of the operators
and the population density of the worksites, there is an exceedingly high risk of transmission. In that backdrop
government made strict health and safety measures which persisted until significant changes occurred in the medical
response protocol for COVID-19. Lockdown and social distancing measures stayed in places. That was particularly
difficult in the Light Engineering Sector (LES) as most of them operate as micro-cottage level enterprises.

There was also shift in consumer spending across the nation as people have moved more towards consumables and
commodity goods dropped in the sales and usage of various items such as cycles, motorcycles, cars, agricultural machinery
due to the lockdown and transportation embargos. While many of these are likely to bounce back, such as agricultural
equipment and motor vehicle production, some of these will take more time to return to their previous activity levels.

The COVID-19 pandemic has impacted the development of the light engineering sector globally and in Bangladesh, with
a significant decrease in world export proceeds for electronics and electrical products. The sector is recovering, but
buyers’ focus shifted more on health and safety measures during pandemic, which affected production in some cases.

6 Bangladesh Investment Development Authority (BIDA), available at https://bida.gov.bd/light-engineering#
67 Bangladesh Investment Handbook (2020), page-103, Bangladesh Investment Development Authority (BIDA)
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Challenges and opportunities of the light engineering sector including electronics and electrical sector: findings from the

SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities and threats that could impact the

growth of the light engineering sector including electronics and electrical sector:

Table 9: SWOT analysis of light engineering sector including electronics and electrical

Strengths Weaknesses
1. Availability of workforce 1. Shortage of skilled labor lowering
2. 34 light engineering clusters spread over 18 productivity
districts across the country 2. Absence of international-standard testing
3. Reverse engineering and certification facilities
4. Increased participation of Women labor 3. Higher cost of doing business
force 4. Lack of proper training for industrial workers,
5. Intermediary goods supervisors, and managers
5. Locally counterfeit electronic products
6. Limited high quality diversified products
7. Absence of R&D facilities and lack of design
capacity
8. Inadequate die & moulds manufacturing
facilities
9. Lack of modern foundry
10. Insufficient heat treatment facility
Opportunities Threats
1. Duty-free market access 1. Preference erosion due to LDC graduation
2. Favourable policy and incentives after 2026
3. Potential Free Trade Agreement/CEPA with 2. Interrupted supply of gas and power
export destination countries 3. Lack of low cost long term financial resources
4. Large domestic market with a growing 4. Environmental pollution
middle class 5. Insufficient port capacity (product handling,
5. 10-15% cash incentive on export value sheds, etc.)
6. 10-year exemption of Corporate Income Tax 6. Lack of capital-intensive modern technology
(CIT) for industries commencing operations 7. Frequent changes in tariff Policy
between July 1, 2021, to June 30, 2030 for 8. Long lead time for export
new entrants 9. Absence of central bonded warehousing
7. Available energy and utility services are facilities
comparatively low price 10. Duty structure makes imported products
8. Demographic dividend more competitive than locally produced
products (Electronic products)

Source: BFTI findings generated from Kll and Stakeholder Consultation

Key strengths

Availability of workforce: The study identified the availability of the workforce, though mostly unskilled, as one of the
strengths of the sector.

34 light engineering clusters spread over 18 districts across the country: LE sector, in general, has clusters of
companies spread around the country with major clusters located in Dhaka, Chattogram, Narayanganj, Bogra, Jessore,
Gazipur and Kishorganj. According to SME Foundation, 34 light engineering clusters are spread over 18 districts across
the country.
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Reverse engineering: Because it provides other sectors with replacement parts and fully functional small machines, the
LE is sometimes referred to as the mother of all industries. LE Enterprises are handy as they can imitate almost any
product through reverse engineering.

Increased participation of Women labour force: Participation of women labor force has been increasing in the light
engineering sector. According to a study by Majumder (2022), women work more than 70% in the electric industry's
output level (such as fan and electrical products factories) and more than 50% at bicycle factories in Bangladesh.

In addition, the sector as a backward linkage industry supplies intermediary goods to other industries making it
essential for industrial development.

Key weaknesses

Shortage of skilled labor lowering productivity: The study found that LEls are facing workforce shortages due to
various reasons. When a worker came into the LEl, they are fully unskilled. After a certain period, when workers
become experienced through on-the-job training, they left the industry due to two main reasons; first one is that they
go to overseas countries with high wages and another one is that they left the job to start independent ownership
enterprises.

Absence of international-standard testing and certification facilities: Bangladesh does not have any dedicated standard
certification body or institution to undertake standardization and testing of machinery and spare parts of the LE sector.
Moreover, the lack of quality raw materials and poor quality of products are the greatest challenges in the LEIl sector of
Bangladesh. According to BEIOA, most of the raw materials come from ship scraps. The development of this sector is
further constrained due to the absence of R&D facilities and lack of design capacity, inadequate die & moulds
manufacturing facilities, lack of modern foundry and insufficient heat treatment facility.

Key opportunities

Duty-free market access and Potential Free Trade Agreement/CEPA with export destination countries: The study
identified duty-free market access until graduation as one of the opportunities of the sector. However, to sustain this
preferential treatment, Free Trade Agreement/CEPA with export destination countries can be concluded.

Favourable policy and incentives: The sector has been enjoying favorable policies and incentives like a 10% to 15% cash
incentive on export value, a 10-year exemption of Corporate Income Tax (CIT) for industries commencing operations
between July 1, 2021, to June 30, 2030, for new entrants, etc. that can be leveraged further for ensuring sectoral growth.

Large domestic market with a growing middle class: The country’s robust economic growth and increasing disposable
income provide new scopes for building a large domestic market for light engineering products.

Moreover, available energy and utility services at comparatively low prices and demographic dividends are also
presenting the sector with ample growth opportunities.

Key threats
Preference erosion due to LDC graduation after 2026: The light engineering sector is likely to lose competitiveness in
the global export market due to preference erosion caused by LDC graduation.

Frequent changes in tariff Policy: Frequent changes in tariff policy and absence of central bonded warehousing
facilities hinder the sector’s both investment and export potential.

Lack of low-cost long-term financial resources: The absence of low-cost long-term financial resources also curbs new
investment and entrepreneur development in this sector.

Duty structure: The LEIs owners informed that the customs duty for raw materials of LE machinery is significantly
higher than that of imported LE spare parts and products thereby, the existing duty structure makes imported products
more competitive than locally produced products.

Issues like absence of central bonded warehousing facilities, infrastructural and logistics challenges like interrupted
supply of gas and power, and insufficient port capacity (product handling, sheds, etc.) threaten the sector with
production inefficiency and longer lead time.
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Plastics Industry

Overview of the Plastics sector

The plastics industry in Bangladesh has emerged as a promising industrial sector over the last two and a half decades, and
made an important contribution to the economy of Bangladesh with an increasing growth rate. Currently, the plastic sector
contributes to 1 percent to the GDP in Bangladesh.s8 The plastic sector is a linkage industry since the plastic industry
contributes to industries like RMG, pharmaceuticals, light engineering, food processing, etc. The current global plastic
market size stands at more than USD600 billion and Bangladesh contributes very insignificant to this market.

Global overview of the Plastic sector

Table 10: Top global exporters of plastic products (Under HS code 39) (Value in million USS)

S5 Exported value Exported value Exported value Exported value Exported value
Top Exporters in 2017 in 2018 in 2019 in 2020 in 2021
China 70646 80136 84157 96378 131074
2. Germany 63174 67669 62930 60109 76295
3. United States of
America 61908 66562 65004 60206 74311
4 Korea, Republic of 31486 34918 32595 31562 43196
5 Belgium 29626 32645 29489 27480 38972
6 Netherlands 23948 26141 24036 23699 32428
7. Japan 25139 26133 25218 25556 30365
8 Taipei, Chinese 20289 22440 19867 18574 26460
9 Italy 20985 22742 21509 20530 25953
10. France 21511 22578 20889 19297 25546
11. Saudi Arabia 16992 20906 18978 16251 23640
12. Canada 12580 13618 12696 12425 16884
13. Singapore 14580 15956 14605 12911 15913
14. Spain 12156 13229 12216 11530 15848
15. Poland 10271 13044 11722 11900 15822
16. Thailand 12706 14531 13355 11864 15526
17. | united Kingdom 11893 12385 11876 10799 12896
18. Mexico 8977 9544 9422 9129 11401
19. Malaysia 7483 9404 9595 8182 10285
20. Tirkiye 5474 6043 6805 6971 10016
21. Austria 7314 8195 7517 7190 9925
22. United Arab
Emirates 5100 5490 6018 6966 9267
23. [ Hong Kong, China 10637 10041 9059 7993 9252
24. India 5923 7882 7351 6598 8555
[Total World Export 596514 655689 625323 611270 806608

Source: ITC Trade Data

Plastics possess some remarkable features that make them accepted globally. Their lightweight, attractive color, ease of
processing, non-rusting property, and competitive benefits and advantages for wages, make them highly demanded
worldwide.69 As a result, the plastics sector is witnessing increasing demand both in domestic and international markets.

68BBS
60 BFTI, May, 2019, Non-Tariff Measures/ Barriers Faced by Bangladesh While Exporting to Major Export Destinations, Retrieved from https://bfti.org.bd/?page_id=52
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The average per capita global usage of plastic is 50 kg. The rate is 109 kg per capita in the United States whereas in India the
per capita use is 11 kg and in China, it is 38 kg. On the contrary, the average per capita consumption in Bangladesh is only 9
kg (World Bank). About 2.35 percent of the consumption takes place in Dhaka with about 24 kg/person per capita
consumption. As a result, the sector has huge potential in the country.

In 2021, the world export value of plastic products was a staggering $806 billion. Plastic products are exported under HS
code 39 globally. Over the last 5 years, China has consistently been the top global exporter, with $43 billion export value in
2021. In the list of top 25 global exporters over the last 5 years, Saudi Arabia stands 11th with export value worth $23 billion,
followed by Thailand in the 17th position with export value of $15 billion, Malaysia 20th with export value of $10 billion and
India stands 25th with export value worth $8.5 billion. Bangladesh stands far from the top 25 exporters’ list and was
identified in the 82nd position.”

Export trend in Bangladesh

Figure 31: Exports scenario of plastic products in Bangladesh
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Source: EPB Data

Plastic sector is the 12" largest export earning sector of Bangladesh. Though plastic products have seen positive growth in the
FY 2021-22 with an export value of USD 166.25 Million” , export data of the last five fiscal years show that the export of
plastic products in FY 2019-20 had a negative growth compared to the previous FY 2018-19. A similar scenario was found
previously in FY 2017-18 when the export of plastic products saw a negative growth. This indicates the sector has fluctuating
export trends. At present there are more than 6110 plastic manufacturing units in Bangladesh 98 percent of which belong to
small and medium enterprises (Source: BPGMEA). Among these, about 3500 are small, 2500 are medium and 110 are large.”?

70 ITC Trade Map
71 EPB Statistics
72 BPGMEA Data
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Import Trend

Bangladesh imported about USS 2.6 billion worth of plastics and articles thereof in FY2020-21 which was about 5.2 percent
of its total imports. In the previous FY2019-20, the import value of same commodities was about USS 2.01 billion (about 4.4
percent of total import).”

Table 11: Import trend for plastics and rubber articles thereof
While analyzing the import trend from the

Year Total Import datab ¢ Baneladesh Bank bined
5011-12 1366 atabase of Bangladesh Bank, combine
2012-13 1366 import value of plastics and rubber articles
2013-14 1793 over the last 10 years were identified.
2014-15 1845.2 From the table (11), it can be observed that
20a- 1l 1818 import value for the last ten fiscal years with
o 1937 the val hing the highest peak at about
2017-18 2163 e value reaching the highest peak at abou
2018-19 2383 USS 3.7 billion during the last fiscal year
2019-20 2323 2021-22.

2020-21 3017
2021-22 3705

Table 12: Import of selected commodities of plastics (HS Code 4-digit level) (value in million USS)

HS Code Commodities 2017-18 | 2018-19 | 2019-20 | 2020-21
3901 Polymer of ethylene in primary form 495.14 533.49 514.33 562.46
3902 Polymer propylene/olefins primary 459.57 504.32 535.64 599.01
3903 Polymer styrene primary form plastic | 105.88 137.53 118.51 152.31
3904 Polymer vinyl chloride/halogen olefin | 270.11 299.82 308.14 443.75
3907 Polyacetal/polyethers/epoxide resin 266.54 334.06 302.19 325.26
3909 Amino/phenolic resin/polyurethanes 86.41 90.17 77.26 111.29
3919 Self-adhesive plate sheet film etc 71.80 76.28 71.24 90.14

3920 Plate sheet film foil/strip plastic 171.22 182.07 199.71 229.32
3926 Article of other plastic/material 70.28 103.90 133.19 169.35

Source: BBS Statistical Yearbook 202174

Moreover, raw materials such as pvc stabilizers, stearic acid, polyethylene wax and transfer paper used in the production of
plastic products are completely import-dependent. Table (12) shows the extent of import of materials required for
production of plastic products such as polymer of ethylene, propylene, polymer of styrene, vinyl chloride/halogen olefin,
polyacetal/ polyether/ epoxide resin. Import figures of the last 4 years show huge dependence of the sector on import of
these raw materials. In FY2020-21 polymer of ethylene worth USS$ 562.46 million were imported.

Investment in the sector has been increasing. Despite the Covid-19 pandemic, new investors are coming up to invest in the
sector. At present, the sector is experiencing investment of about USS 1 billion to USS 1.5 billion each year .7

73 Import Payment statistics of Bangladesh Bank

74 value converted to USS from taka using exchange rate of 82.10 taka/us$ for FY 2017-18; 84.03 taka/USS for FY 2018-19; 84.78 taka/USS for fy 2019-20; 84.81 taka/USS$S
for FY 2020-21

75 BPGMEA
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Destination analysis of Bangladesh and global perspective for Plastic (HS 39)
Table 13: Destination analysis of Bangladesh and global perspective for plastic (HS 39)

Top Export destination Import value in| Share of Import
of Bangladesh (FY | Export value in 2021 in million| from Bangladesh
S.L. 2021-22) million USD | Top Global Importers usD (in %)
1 India 30.43 China 82826 0.02
United States of United States of
2 America 16.94 America 82463 0.02
3 CN: China 14.49 Germany 55215 0.01
4 DE: Germany 8.23 Mexico 29733 0.001
5 VN: Vietham 6.79 France 29270 0.01
AE: United Arab
6 Emirates 6.15 Italy 27131 0.01
7 United Kingdom 5.45 Belgium 23925 0.01
8 NG: Nigeria 5.26 Poland 21206 0.009
9 ES: Spain 4.01 United Kingdom 21032 0.03
10 JP: Japan 2.94 Netherlands 20908 0.014
11 NL: Netherlands 2.84 Canada 20494 0.01
12 PK: Pakistan 2.21 Viet Nam 19984 0.03
13 FR: France 2.19 India 19258 0.17

India was the top export destination of Bangladesh in FY 2021-22 with export earnings of USS$ 30.42 million. India being the
13th |argest importer of the plastic products globally, imported a whooping USS$ 19.2 billion worth of the products in 2021
(ITC) where Bangladesh had a meagre share of 0.17%. China being the largest importer of plastic with $83.8 billion total
import, had just 0.02% ($14.48 million) import from Bangladesh. This shows Bangladesh has huge room for improvement in
diversification of its export market. Countries like USA, Germany, Mexico, France has huge demand for plastic and import
plastics in huge amount (582, $55, $29, $29 billion respectively) whereas Bangladesh’s exports to those countries was
negligible ($17, $8, $0.19, $2.19 million respectively).

Gender perspective in Plastic sector

The plastic industry in Bangladesh is male-dominated, with women constituting about 24% of the total workforce, according
to the survey of manufacturing industries by Bangladesh Bureau of Statistics.”® Women are typically employed in
lower-skilled and lower-paying jobs, such as packing and sorting, and are underrepresented in higher-skilled technical and
managerial roles. Additionally, women entrepreneurs are often subject to cultural biases that limit their access to networks
and markets, by addressing these challenges, gender-responsive policies and programs are needed to promote gender
equality and inclusivity in the industry. Such measures could help unlock the full potential of women entrepreneurs and
workers in the plastic industry in Bangladesh, leading to more inclusive and sustainable growth.

Environment perspective

The threat exposed by plastic wastes is caused externally mainly due to weak handling of the city corporations and the
municipalities. Reduce, reuse, recycle method is widely popular worldwide for reducing negative environmental impacts of
plastics. This method is not quite strictly followed in Bangladesh. However, environmental pollution is occurred by the post
usage of plastic products, not by the industry which can be reduced by the proper initiatives taken by the government.

76 Survey of Manufacturing Industries, Bangladesh Bureau of Statistics, 2019.
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Policies governing the sector

Considering the potential of plastic and the toy sector for creating newer employment opportunities and export earnings,
the Industrial Policy 2022 mentions the plastic sector as one of the Export Diversification Sectors and the Toy sector as one
of the Special Development Sectors. Export Policy of 2021-24 mentions the Plastics sector as one of the Highest Priority
Sectors. In the 8th Five Year Plan (FYP) 2021-2025 the Government emphasized on production of diversified Plastic products
for the implementation of inclusive growth strategy. The following acts, rules and policies regulate the Plastics sector:

= National Plastic Industry Development Policy 2022

=  The National Industrial Policy 2022

= The Export Policy, 2021-24

= The Import Policy Order, 2021-24

= National Environment Policy 2018

= The Environmental Conservation Act-1995

= The Environmental Conservation Rules-1997

= Air Pollution Reduction Strategy for Bangladesh

= Bangladesh Labour Act-2006 (Bangladesh Shromo Ain)

= National Environment Policy 2018

National Plastic industry development Policy 2022

The Ministry of Industries has finalized a draft of National Plastic Industry Development Policy which has been finalized
recently. The policy will be an important tool to promote widening of domestic manufacturing base of the plastics industry,
accelerating investment and earning more foreign currency by the export of plastic products.

Some facilities and incentives from the policy:

Access to finance and Tax incentives: The availability of financial resources is a critical component of being competitive, as
a capital-intensive industry. The government will:

= Provide low-cost loans (cost of fund+3%) to Plastic SMEs duly authenticated by the respective association/designated
support agency.

= Allow accelerated depreciation, renewable energy loan programs or concessional loans to ESQ compliant plastic manufacturing
industries.

Appropriate budget and taxation procedures: Tax relief and exemption will be targeted towards the development of plastic
industries and increasing their competitiveness. The policy has also highlighted some export and investment incentives. The
above policies when effective and implemented, expected to be soon, will have a positive impact on the sector.

Impact of COVID-19 on the Plastics sector
Plastics sector having been played fulcrum role in

Figure 32: Export growth analysis of plastics during pre-COVID-19 and post COVID-19
international trade, like all the other sectors, has
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pandemic of COVID-19. Though this high
potential industry contributes to only 3 percent
of the total export of Bangladesh, the SMEs in the

industry faced negative impacts on their

40

30
21.65

20

10
businesses. Closing down of operation during

GROWTH RATE (%)

lockdown both domestically and internationally,
closure of transshipment through borders,
16.09 cancellation of orders by clients, problems
related to cash inflows and outflows were some
of the challenges faced by the SMEs in the sector.

2018-19 2020-21 2021-22

-10

-20

[63]



The growth rate of plastics export during the COVID period was negative and as low as 16.09 percent. During the pre-COVID
period, the percentage change of export performance of plastics in FY 2018-19 compared to the previous FY 2017-18 was
21.65 percent. In the next fiscal year, the percentage dropped as low as 16.9 percent.

Challenges and opportunities of the plastic sector: findings from the SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the plastic sector:

Table 14: SWOT analysis of plastic sector

Strengths Weaknesses
1. Positive country image 1. High dependency on raw materials imports
2. Competitive labour cost 2. Inadequate warehouse facilities
3. Availability of labour force; 3. Insufficient art tool mould and die making
4. Increasing female participation industry
5. Strong part of backward linkage industries Lack of design

of other sectors such as ready-made Insufficient skilled technical workforce
garments, processed food, healthcare, toys, Lack of diversification

sanitary items and construction products Lack of factories compliant with the global
including PVC pipes of light engineering and standards

electronics sectors Insufficient IPR capacity

9. Insufficient number of accredited testing labs
10. Inefficiency to run Computer Numerical

Control (CNC) machines

S en B g

o0

Opportunities Threats

1. Increasing demand in the domestic and 1. Current and upcoming global economic
global market including China and Africa downturn

2. Increasing compliant factories producing 2. Weak infrastructure causing longer lead time
high quality RMG related plastic accessories in export

3. Increasing demand of PU Plastic products (a 3. Improper recycling of used plastic products
plastic similar to Plastic) externally

4. Increasing demand of Man-Made Fibres 4. Unavailability of or inadequate access to funds
(MMF) (produced by recycling discarded especially for SMEs.
plastic products) 5. Complexity in access to finance in green funds

5. Opportunity for recycling and circular 6. Lack of standardized regulations and
economy guidelines to maintain the warehouse

6. Opportunity to export PET Plastic/PET 7. Absence of a market intelligence platform to
flakes keep pace with global trends

7. Bilateral trade agreements (Free Trade 8. Lengthy procedures in FDIs approvals
Agreement/CEPA/MoU) with potential 9. Excess import duty on raw material
export destinations. 10. Ocean pollution

8. Policy support of government (cash
incentives, import duty exemption on raw
materials, tax holidays, incentives for local
and foreign investment etc.)

9. Huge diversified plastic products

10. DFQF market access facilities

Source: BFTI findings generated from Kl and Stakeholder Consultation
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Key strengths

Positive country image: The world-class readymade garments exports has earned a positive image as a manufacturing hub
for Bangladesh which has led to the increasing demand for Bangladeshi plastic products. Due to geopolitical issues, a lot of
countries are inclined to switch import of plastics from China, which is a great opportunity for Bangladeshi plastic products
to be exported to newer markets. It will also help strengthen the backward linkage industries of plastic with RMG products.

Low wage/Less labour cost: Bangladesh has comparatively lower wage than that in other countries. This has been a driving
force in expediting the export of the sector.

Availability of labour force: This industry is to some extent labor intensive. The industry provides employment opportunities
of around 1.5 million populations.”” Female labour force participation has also increased in the plastic industry.

Increasing female participation: Around 40% of the workforce in the sector are women. Some factories even have this share
as high as 50%. Due to the nature of industry, plastic producing factories are equipped with heavy machineries in
comparison to apparel industries. Most of the machine operators are men in the plastic factories as women in most of the
industries lack skills to run such machines. Very recently women are also coming forward to operate plastic injection molding
machines, fork lift & other heavy machineries in the industries. This is remarkable for gender balancing in workforce. In
other sections of the industry, such assembling & packaging section, quality assurance section, female participation goes
more than 90%. Moreover, women participation is increasing in the mid-management level of the factories in the sections
of data entry, computer operating, IT- support, mold & product design.

Strong part of backward linkage industries: The sector has made significant contributions to the growth of other industries
in Bangladesh. It is a strong part of the backward linkage industries for sectors such as ready-made garments, processed
food, healthcare, toys, and sanitary items. Additionally, it plays a role in the production of construction products, including
PVC pipes and other light engineering and electronics products.

Key weaknesses

High dependency on raw materials imports: One of the reasons for the fluctuations in the export trend of plastic is the
dependence on the import of raw materials. Fluctuations in the price of raw materials affect the production and exports of
the plastic products.

Inadequate warehouses: Due to the absence of adequate central bonded warehouses in the country, export-oriented
domestic industries face difficulties in importing raw materials in bulk for plastic production. Bulk import of raw materials
helps negotiating price of the raw materials and reduces cost of production significantly. Currently, a few firms (only 2: RFL
Plastics Ltd. and Bengal Plastics Ltd.) have adequate warehouse facilities.

Insufficient art tool mould and die making industry: There is no state-of-the-art art tool mould and die-making industry in
Bangladesh. As the quality of moulds manufactured in Bangladesh is very poor, the majority of export-oriented plastic
manufacturing units import such tool moulds from China or Republic of Korea. Importing moulds subjects the exporters to
long lead times, high prices, and expensive after-sales services.

Insufficient skilled technical workforce: The number of skilled workers in the plastics sector is very low due to the limited
number of trainers in the local establishments which is a big obstacle to our development in the plastics industry. Manpower
to run injection mould machine is also insufficient.

Lack of diversification: The plastics industry in Bangladesh is in need of diversification and expansion into new markets to
remain competitive. The industry must innovate to keep up with other countries and their constantly improving products.
Currently, Bangladesh's plastics industry only holds a very small portion of the world market share.

77 BIDA
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Lack of factories compliant with the global standards: Most of the plastic firms are not compliant, except one or two giant
firms, like, RFL Plastics Ltd. and Bengal Plastics Ltd. Among the other industries, approximately 10-20 percent are highly
compliant and 30-40 percent are averagely compliant.

Insufficient number of accredited Testing Labs: Exporting plastic products to potential destinations is challenging due to the
stringent and complex parameters and standards required. Bangladesh Standards and Testing Institution lacks globally
recognized product testing and certification facilities, providing certification only nationally. In many cases, the standards set
by BSTI fail to meet international standards. Other available testing units are not well equipped and take much time for
certification and testing. This results in products needing to be sent to other countries, such as Singapore, Germany, and
Hong Kong, for quality certification, leading to increased costs due to added lead time.

Inefficiency to run Computer Numerical Control (CNC) machines: Due to the shortage of workers skilled in operating
Computer Numerical Control (CNC) machine, plastic manufacturers in most cases, are forced to continue using outdated
machinery for plastic production. Some companies even hire CNC operators from countries such as India, Sri Lanka at higher
salaries. Hiring and retaining mid-level managers and skilled workers with technical and design knowledge is also a challenge
in the sector.

Key opportunities

Increasing demand in the global and domestic market: In 2021, the world export value of plastic products was a staggering
$806 billion. Plastic products are exported under HS code 39 globally. The plastics sector is witnessing increasing demand
both in domestic and international markets. The average per capita global usage of plastic is 50 kg.

Increasing compliant factories producing high quality RMG related plastic accessories: With gradual development, the local
market of the plastic accessories such as buttons, hangers, plastic packaging saw a growing demand among the RMG
exporters of Bangladesh during the 1990s. At present, there are many factories in Bangladesh that solely produce plastic
accessories for RMG export and are highly compliant with the global standards. H&M, Walmart and Zara use huge amount of
plastic accessories produced by Bangladeshi factories.

Increasing export of toys: About 90 per cent of the toys in Bangladesh were imported a decade ago but now, only 10 per
cent comes from abroad.”® Export of toys showed a 25% growth in FY2021-22, while it was about 10% in FY 2020-21 (Figure
3). The export growth shows upward trend in the last 6 FYs. Although due to Covid-19 pandemic there was a negative growth
in FY 2019-20, toy subsector shows great promise in product diversification as well as export growth in plastic sector.

Figure 33: Export trend of toys
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Increasing demand of PU Plastic products (a plastic similar to Plastic): Some industries in Bangladesh produce PU
leather, also known as synthetic leather, created from polyurethane, a plastic similar to leather which is widely popular
in the global market. In Bangladesh, PU Leather market is served by both local manufacturing and through import. Most
of the manufacturers are exporting their manufactured products. Those selling at the local market usually sells around
2-5% of their total production.”

Increasing demand of Man-Made Fibres (MMF) (produced by recycling discarded plastic products): Some of the
leading factories in Bangladesh are also producing Man-Made Fibres (MMF) produced by recycling discarded plastic
products. The number of factories producing artificial fibers are also increasing. The number of polyester fibre
production units has increased to 52 from 12 in the last 7 years.82 On average Bangladesh annually imports 78,000
tonnes of polyester staple fibre, 29,000 tonnes of viscose staple fibre and 5,000 tonnes of Tencel fibre . If local spinning
mills start production of MMF by using locally available plastic products, especially plastic bottles, the import of such
substances could be reduced to half.

Opportunity to export PET Plastic/PET Flakes: Bangladesh has huge opportunity to export PET Plastic, because EU
countries have a huge demand of this product and Bangladesh is quite capable to produce this. But due to stringent
parameters set by the EU countries and incapability of the industries to comply with the standards, the export in this
sector is comparatively low.82

Bilateral trade agreements (Free Trade Agreement/CEPA/MoU) with potential export destinations: Bangladesh
government has been emphasizing on signing trade agreements such as FTA, PTA, CEPA with potential trading partners.
Successful and immediate signing of such agreements will open newer opportunities for the sector to flourish.

Policy support of government (cash incentives, import duty exemption on raw materials, Tax holidays, incentives for
local and foreign investment etc.): Considering the potential of the sector, Bangladesh government has put in place
various policy supports for the plastic sector. Proper utilization of the incentives before graduation from LDC status, may
expedite development of the sector.

Diversified plastic products: Currently, Bangladesh produces about 142 plastic items like house hold articles, furniture,
PVC pipes and fittings, flexible packaging, building materials, engineering parts and industrial parts, disposable plastic
product, electric components and accessories, electronics components and accessories, automobile spare and
accessories, shopping bags, garbage bags, butcher bags, oven sacks, film and sheets, pharmaceutical packaging
products, health care products, bag, sachet, bottle and container, engineering plastic, toys, plastic sheet, melamine table
ware, travel luggage, pet recycle and export, office file and stationary, water sewage pipes, ball point pen, garments
accessories, plastic slipper sandal shoes, battery casing, PVC compounding, food grade plastic packaging products, etc.

79 Innovision Consulting, Polyurethane (Pu) Leather: The Potential Frontier of Export Industry, retrieved from,
http://innovision-bd.com/polyurethane-pu-leather-the-potential-frontier-of-export-industry/

80 Man-made fiber: A great room to invest for Bangladesh textile and apparel millers, Textile Today Analysis, January 8, 2020, Retrieved from
https://www.textiletoday.com.bd/man-made-fiber-a-great-room-to-invest-for-bangladesh-textile-and-apparel-millers/

81 Hopes in new fibre from plastic wastes, Financial Express, Retrieved from,
https://www.thefinancialexpress.com.bd/views/hopes-in-new-fibre-from-plastic-wastes-1581955829

82 Bangladesh Pet- Flakes Manufacturers & Exporters Association
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DFQF market access facilities: As an LDC, Bangladeshi industries at present get access to duty free quota free market
access in some of the major export destinations. These facilities are required to be utilized efficiently to order to get best
ramification from them and hence are great opportunity for the sector.

Extension of EU GSP facility: After LDC graduation, Bangladesh may get EU GSP facility if the 32 conventions under the
scheme can be ratified. Such schemes could be beneficial for the industries.

Export opportunity to China and African markets: For plastic products, export opportunities to China and African market
can be explored as China imports about 350 billion USD worth of plastic and possesses an exploitable market for
Bangladesh. Growing African markets also possess opportunities for plastic product export.

Key threats

Current and potential global economic downturn: As EU is one of our main markets, current and potential future
economic downturn due to war in Ukraine and global food crisis may reduce the demand of some plastic items in the
world, which is a great threat for the sector.

Lack of modern technology: Lack of modern technology and weak infrastructure is a huge threat for the sector that must
be addressed, as per feedback from the public consultation, even better bottle labelling is not available in Bangladesh
due to insufficient technology.

Improper recycling of used plastic products externally: The plastic industry does not wastes compared to many other
industries. Poor post-consumption handling of plastic wastes by city corporations and municipalities remains a big
concern though.

Scarcity of raw materials: Due to scarcity of raw materials the industries wholly depend on their imports. Sudden
unavailability or failure to get access to the raw materials may jeopardize the sector. Similar scenario was found during
the COVID-19 pandemic when export in the sector declined due to paucity of raw materials.

Unavailability of or inadequate access to funds especially for SMEs: Unavailability of or inadequate access to funds is a
major constraint for small and medium firms in the plastic sector as commercial banks do not accept movable assets as
collateral to secure loans. Inadequate pre-shipment facilities like back-to-back L/Cs and export cash credit, increased
working capital requirements for plastic manufacturers affect their export competitiveness as well.

Complexity in access to finance in green funds: Banks are not interested to provide green loans to this industry, despite
demand of the industries for such funds. Due to this, the industries are not being able to set green industry.

Lack of standardized regulations and guidelines to maintain the warehouse: The industry in Bangladesh do not have
any standardized regulations and guidelines to maintain the warehouse, which is a great impediment for the firms to
maintain the warehouses.

Absence of a market intelligence platform to keep pace with global trends: There is no market intelligence platform
available for the sector and businesses lack the structure to take informed decisions. Because of this, the sector cannot
keep pace with the global trends and fail to build extensive relationships with the global networks which make the sector
less competitive in the international export market.

Ocean Pollution: Ocean pollution caused by plastic waste can be a threat to the plastic industry. However, pollution is
occurred by the post usage of plastic products, not by the industry which can be reduced by the proper management,
govt. investment is needed for reducing this pollution.

[68]



Shipbuilding Sector

Overview of the Shipbuilding sector

Bangladesh has a long coastal belt of 710 kilometre and over 700 rivers and 24,000 kilometre of waterways, which are
rich in natural resources, especially fish and aquatic species. The country's economy heavily relies on rivers and water
transport, with over 10,000 active vessels carrying more than 90% of total oil product, 70% of cargo, and 35% of
passengers. There are over 20 internationally accredited shipyards and 100 local quality ship and dockyards engaged in
building vessels, employing over 150,000 skilled and semi-skilled workers. The local shipbuilding market is estimated to
be worth over USD 1 billion, and the demand for vessels is expected to keep pace with economic expansion. The
domestic demand for various types of vessels is increasing due to continuous economic growth, trade expansion, and
ongoing massive infrastructure projects. The shipbuilding industry of Bangladesh has to depend largely on domestic
demand over the short and mid-term, with vessels of sizes ranging from 15000 to 20,000 Dead Weight Ton (dwt) being
manufactured locally for domestic use, including multi-purpose vessels (MPV), container, bulker, tankers, dredgers,
tugs, and passenger ferries, etc. Annual gross production has reached 250,000 (Gross tonnage) GT at present, of which
185,000 GT are said for domestic orders.

Export trend of Shipbuilding sector

Once known as a shipbreaking nation, Bangladesh has transitioned itself to a shipbuilding country, exporting small and
medium-sized ships as well as ocean-going multi-purpose vessels including for icy waters of the North Sea and Baltic
Sea for highly competitive European countries such as Denmark, Germany, Finland, Norway, etc. Bangladesh shows the
potential to capitalize the global shipbuilding market, which is worth around $200 billion, by improving its
infrastructure and investing in research and development. Bangladesh's shipbuilding industry started exporting ships
in 2008 and has since exported 44 ships to various countries, adding USS180 million to the government's exchequer.
The industry has a positive image in the country's industrial sector, and with government support, it has the potential
to earn about US$4 billion annually through ship exports in the next five years and create 100,000 jobs, as stated in the
National Shipbuilding Policy 2021.

Bangladesh's shipbuilding industry can compete in the small and medium-sized vessel segment market up to 12,000
DWT in the international market due to its lower labor costs, which are 20-30% lower than other countries, according
to BIDA. While some shipyards have export capabilities and modern building facilities such as computer-based control
machining, there are still only a few with international "classed" standards. The export statistics from FY2010-2011 to
2020-21 show a decline in exports from USS 40.44 million in FY2010-11 to USS 0.24 million in FY2020-21.

Figure 34: Export performance of shipbuilding sector in million USD
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Import of Ships, boats & floating structure

According to sources from Bangladesh Bank, the import payment for ships was USD 607.3 million in FY2010-11, which
increased to USD 1175.7 million in FY2020-21. This indicates that while Bangladesh's shipbuilding exports have
declined, the import of ships has been increasing. As a result, the shipbuilding industry has the potential to benefit from
the growing demand in the domestic market as a substitute for imports.

Figure 35: Import payment of ships in USD million
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Global trade of Ship and floating structure

BFTI analysis shows that world imports different number of products under HS Code: 890310; HS Code: 890399, HS
Code: 890400, HS Code: 890690, HS Code: 890710, HS Code: 890790 and HS Code: 890800. In 2020, the export amount
was US$727 billion and in 2021 the export amounted to US$900 billion. The incremental market size has created the
potential for Bangladesh to tap into the growing demand.

FDI in shipbuilding sector

The government has taken steps to set up shipbuilding facilities in partnership with foreign investors at Payra Seaport
in Patuakhali with an investment of USS 1.58 billion to cut import dependence for vessels and create Bangladeshi ship
market globally. State-run Bangladesh Steel and Engineering Corporation (BSEC) under the Ministry of Industry will
provide land to Gentium Solution, a Singapore and Australia-based company and Damen Shipyard Group (a Dutch
Company) to construct the shipyard for building merchant and passenger ship. In January 2020, the Ministry of Industry
signed a memorandum of understanding (MoU) with these two foreign companies. The state-of-the-art shipbuilding
yard along with a backward linkage industry is about to be built on 105 acres of land at Patuakhali with an investment
of USD 1 billion.83

Shipyard development involving technical assistance for “classed” ships: Bangladesh is a potential place for building
small-size vessels clustered below 25,000 DWT or 12000 DWT. Vocational training in shipbuilding and marine
engineering can be upgraded through FDI or joint ventures with existing and newly established educational institutions.
The continuous supply of skilled engineers and welders especially for the high quality, sophisticated vessels can
stimulate the growth further. FDI and joint ventures in this sector are mostly expected to expand both capacity and
capability of local industry to build class ships with international standard. Especially, upgrading the shipyard with
modern technological facilities such as computer-based machining, bending, welding shot blasting as well as heavy
lifting required for steelworks and component assembling for larger vessels can change the structure of the industry.

83 (BSEC) signed a memorandum of understanding with Damen Group of the Netherlands and Gentium Solutions of Australia
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The backward linkage industry of the shipbuilding sector is another potential area of investment, especially for FDI.
Foreign direct investment (FDI) or joint ventures from foreign suppliers might significantly improve locally value-added
vessels for both domestic and export markets, reducing reliance on imported materials and components. As a result,
local marketing may be done for the supply of steel pipes, engines, generators, compressors, transformers, and metal
works (flanges, valves, propellers, anchors, etc.).

Gender perspective in Shipbuilding sector

The shipbuilding industry in Bangladesh is also male-dominated, with women making up only a small percentage of the
workforce. The shipbuilding sector in Bangladesh has a gender disparity, with women occupying only 2 percent of the
available jobs. This under representation of women is a clear indication of the discrimination and challenges they face
in the industry. Despite this, Bangladesh is a leading example of women's empowerment globally, with surveys by the
Bangladesh Bureau of Statistics showing an increasing contribution of women to the country's economy. Currently,
women contribute 20 percent to the country's GDP and are making progress in mainstream sectors. In this sector
women are typically employed in maritime and lower-skilled and lower-paying jobs, such as cleaning and catering, and
are under represented in higher-skilled technical and managerial roles. Moreover, there is clear evidence that women
have less employment opportunities in shipbuilding sector treated less better than men coworkers and paid unequally.
Additionally, women face several challenges in accessing financing, training, and information, which are essential for
starting and growing a shipbuilding-related business. To address these challenges, gender-responsive policies and
programs are needed to promote gender equality and inclusivity in the industry.8

Environment Perspective

Only a few shipyards have shown concern for safety, health, and environmental aspects, and even those are only at an
average level. The processes of shot blasting, plate and section preparation, welding, and painting are the most
significant contributors to environmental and health issues. Controlling and reducing the waste generated by shot
blasting in open air, including dust and sound, requires expensive equipment. The costs of reducing pollution are
therefore borne by the shipyards. In shipyards, paints are widely used, which contain volatile organic compounds
(VOCs). VOCs are elements that produce ozone when exposed to sunlight. Developed countries, such as those in the
European Union (EU), have limited the quantity of emissions or disposal of this kind of contamination. It is possible to
use paints that contain no VOCs, but the cost of painting ships would increase as a result.

Covid-19 impact on Shipbuilding industry

The COVID-19 pandemic has had a serious negative impact on the shipbuilding industry in Bangladesh, causing order
cancellations and loss of revenue. The industry has been affected by lockdowns and has faced difficulties in paying
salaries and retaining workers. Industry owners have requested cash incentives with low interest (between 2 and 4 %)
loans from the government to keep the shipyards functional. The pandemic has caused a significant decline in the
sector's exports, from around US$11.32 million before the pandemic to just USS0.17 million in FY 2020-21, with a
limited rebound to USS0.24 million in FY2021-22.

Table 15: Export of shipbuilding sector in USD million

Month FY2019-20 FY2020-21 FY2021-22
July 0 0.01 0.01
August 0.13 0.01 0.01
September 0 0.03 0.00
October 0.04 0.00 0.11
November 0 0.0 0.00
December 0 0.02 0.00

s4 Shipbuilding in Bangladesh, rewriting history of a golden past, a potential future, Women in the maritime sector: where Bangladesh stands, CPA News, Vol 03,
Issue 01, April 2018.
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Month FY2019-20 FY2020-21 FY2021-22
January 11.07 0.06 0.01
February 0 0.01 0
March 0 0.00 0.01
April 0.02 0.02 0.03
May 0.06 0.01 0.05
June 0 0 0.01
Total 11.32 0.17 0.24

Source: EPB Export Data FY2019-20, 2020-21 and 2021-22
Policies regulating the Shipbuilding sector
The government has set up policy and regulations for the domestic shipbuilding industry. The Ministry of Industry along
with the Ministry of Shipping has been looking after this industry. Some other authorities from the government include
BIWTA which was set up for the development, maintenance and control of water transport and certain inland navigable
waterways.

Regulations related to Shipbuilding: Inland Shipping Ordinance 1976 is an ordinance to provide for the survey,
registration and control of navigation vessels plying on inland water. The national standard for such vessels is depicted
in Bangladesh's domestic vessels code. On the other hand, Merchant Shipping Ordinance 1983 sets rules and
regulations for all Bangladeshi merchant ships plying in the ocean or ocean-going vessels. Such vessels need to be
certified with the International Association of Classified Society (IACS) “class” standards by internationally recognized
accreditation bodies.

Shipbuilding Industry Development Policy 2021: The policy aims at raising the contribution of the export-oriented
shipbuilding industry to USD 4 Billion by 2026 by attracting more investment and promoting advanced technology in
this sector. The policy stipulates the shipbuilding industry to grow to an international level by integrating domestic,
regional and international shipbuilding industries thanks to its immense potential and demand in the domestic and
international markets. The policy envisages employment opportunities for 100,000 people by the year 2026 in place of
the currently employed 30 thousand people in this sector. Moreover, the policy will offer different incentive packages,
tariff facilities and loans at a lower rate of interest so that the industry can embark on a growth path competing in the
global market.

The policy has suggested forming a national council of 24 members to supervise the implementation, monitoring and
evaluation of the sector. The policy has specific guidelines for building a futuristic shipyard, backward linkage industry,
guarantee facilities and lowering the bank interest rate to 4 percent with a repayment period of 20 years.

Incentives in Shipbuilding Industry

In this policy, a Strategic Action Plan has been proposed to emphasize four specific strategic actions, and some basic
programs will be undertaken to ensure the development of a globally competitive shipbuilding industry in the country.
These strategic actions are Partnership, Capacity Building, Market Expansion, and Banking Assistance. Under banking
assistance, it is proposed to resolve the banking challenges in shipbuilding industries by issuing sovereign guarantees at
minimal cost. A dedicated fund comprising adequate finance for providing bank guarantees, bid bond guarantees,
performance guarantees, letter of credit facilities, all non-funded and revolving in nature will be instituted as policy
support to boost up this sector.
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Financial & policy support: The policy further proposed to provide financial incentives as follows;

e The rate of interest on working capital along with all other types of loans will be kept at a minimal level and fix long
term debt repayment period;

¢ Creating a special working capital fund for this sector to enhance the capabilities and efficiency of shipyards and to
facilitate continuity of development projects involved as partners in ongoing mega development projects of the
government;

e The amount of cash incentives will be increased from the existing rates for encouraging the export of ships and other
ship-related accessories and continue paying cash incentives for exporting ships and ship-related products;

e Allowing the shipbuilding industry to use a special facility like other export-oriented industries to import raw
materials for building export-oriented ships and assisting participation in international business fairs;

e Extending cash support, in line with other competing shipbuilding countries, to shipyards participating in
international tenders in manufacturing ships, dredgers, fishing trawlers, tugs and ferries, etc.;

e Arranging necessary investments and financial incentives for the shipbuilding industry for its contribution to Blue
Economy and continuing bonded warehouse facilities;

e For discouraging the import of ships and equipment, initiatives will be undertaken for capacity building of domestic
shipbuilding industries side by side banning imports of all/any types of ships and vessels below 5500DWT or length less
than 100.00 meters.

Challenges and opportunities of the shipbuilding sector: findings from the SWOT analysis

SWOT analysis identified the following major strengths, weaknesses, opportunities, and threats that could impact the
growth of the shipbuilding sector:

Table 16: SWOT analysis of the shipbuilding sector

Strengths Weaknesses

1. Available workforce at competitive cost 1. High import tax on raw materials

2. Capability of making warship and low-cost 2. Shortage of skilled manpower and manpower
transport and all types of ships migration abroad

3. Existence of academic institutions to 3. High Investment, low return
provide quality training and education to 4. Knowledge gap between academia and
create expertise industries

4. Available workforce entailing the glorious 5. Low productivity and inefficiency in
history of shipbuilding management

6. Delay delivery from shipyards

7. Quality control problem due to lack of proper
supply chain management

8. Inadequate backward linkage industries

9. Lack of safe working environment in shipyards

Opportunities Threats

1. Huge scope to penetrate the world 1. National Shipbuilding Policy 2021 is yet to be
shipbuilding market implemented

2. Growing local and international demand 2. High corporate tax (30% for non-listed and
due to low cost of construction 22.5% for listed)

3. Long coast line area of Bangladesh along 3. High rate of interest is applied on industrial
with facility of deep-sea port and working capital

4. Existence of backward linkage industries for 4. Absence of sovereign guarantees for
Shipbuilding sector like light engineering, IT, participating in international bidding
etc. 5. Higher charges for bank guarantee and bid-

5. Creating more employment opportunities bond guarantee and insurance premium
from backward and forward linkage 6. Scanty branding
industries 7. Lack of investment friendly environment

6. Flourishing Blue economy 8. Longer lead time for steel sheet and clearance

7. Growing number of ports and facilities of raw materials from port

9. Lack of navigability in Inland waterways
10. Complexity in getting fund from export-
oriented shipbuilding fund of the government

Source: BFTI findings generated from Kll and Stakeholder Consultation
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Key strengths

Competitive and available Workforce: Bangladesh is experiencing a demographic dividend with a large labor force that
can efficiently contribute to increasing exports. The government is implementing various training programs for the
shipbuilding industry under the SEIP project, providing young people with training and making them efficient in
different production sectors of shipbuilding. In addition, every year, Bangladesh produces well-trained marine science
engineers from reputed engineering universities, which can help improve the quality and capacity of shipbuilding
companies to produce world-class ships. This presents an opportunity for the shipbuilding industry in Bangladesh.

Capability of making warship: Chittagong Dry Dock Ltd has started the processing of building six frigates for Bangladesh
Navy. Twelve international companies already expressed their interest to do joint venture with Chittagong Dry Dock Ltd.
to build frigates jointly. As Bangladeshi companies are increasing their capability, they can also earn foreign exchange
from the marine defense industry beyond shipbuilding.

Key weaknesses

High import tax on raw materials and higher corporate tax: The raw materials of ships are very expensive. More than
60% of raw material has to be imported. Based on the customer’s requirements, the shipbuilding firms import raw
material to build the ship. But the import tax of raw materials is still double digit, which is a barrier for the builder.
Because of the high import tax on raw materials, their production cost increases compared to their competitors. In
RMG sector, 10% corporate tax is imposed on the green industry while 12% corporate tax has to pay if it is traditional
industry. On the contrary, a shipbuilding corporate has to pay 25% of corporate tax if it is not listed in share market and
if it is listed the company has to pay 22.5% of corporate tax as per the Finance Act 2022.

Shortage of skilled labour: Low-cost labor force is one of the most important assets for Bangladeshi shipbuilding
companies, although many of the workers are unskilled. Currently, there is a lack of specialized departments in
Bangladeshi shipyards, which puts them at a disadvantage compared to their competitors like China. The Assistant
General Manager of Western Marine Shipyard explained that China and other top competitor countries have
specialized departments for each production stage, which are also technology-based. While there are a large number
of workers in Bangladesh, most of them lack the necessary skills.

Manpower migration: Professionals who are developed by the academies and industries, and could potentially
contribute to the industry, often migrate abroad in search of higher pay. The qualifications that these professionals
attain are often government-subsidized. The industry invests a significant amount of money in fresh graduates by
providing industrial training and even sending them abroad for higher training. Despite this investment, many
professionals choose to ignore the idea of staying in their home country for the development of Bangladesh, instead
opting to migrate to developed countries. They often recommend that Bangladesh lacks the better lifestyle and
facilities that they deserve.
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Low return on high investment: Shipbuilding is a capital-intensive industry, and consortium financing is needed in this
industry and local financial institutions are not capable of financing such an industry individually. Initial investment
required in this sector is about 100-1000 crore. In comparison to other competing nations like China, Korea, Japan,
India, Vietnam, etc., Bangladesh's ship manufacturing costs are 15% to 20% higher. Tax on imported shipbuilding
equipment and materials increases the cost even further. India, on the other hand, has a finance cost of only 10%, a
cash subsidy of 30%2> , and is overall around 30% to 40% ahead of Bangladesh in the shipbuilding industry.

Delayed delivery from shipyards: A timely delivery is a major factor of delay in delivery. Import of raw materials of any
industry is financed by a bank in terms of LTR backed L/C facilities. LTR usually are adjusted in 120 days or in a maximum
6 months, otherwise they are termed as substandard. After a year, they are declared as classified loan. In export of ship,
LTR adjustment is only possible in 2 years. Consequently, an export-oriented shipyard may face classification for
non-adjusting LTR. Enhancing the long-term LC payment period for shipbuilding sector and extending time period of LTR
facilities to 2 years can solve the problem.

Quality control problem due to lack of proper supply chain management: Inventory management is a very big issue
for shipbuilding sector. In Bangladesh, inventory management is still not of international standard. The process of
shipbuilding is time-consuming as one ship may take years to be built. Also, the parts are needed to be imported to
make a ship since in Bangladesh does not have the capacity to produce those parts.

Working condition in shipyards: A study3® found that most of the workers are unable to lead a decent life due to meager
wages and often unsafe work environment The report recommended that shipbuilding companies should ensure human
rights and care about wellbeing of workers similarly, there is lack of opportunity for women employment as their
payment is low and having no accommodation facilities. The study findings indicate that indicate that 40% of the
shipbuilding workers’ monthly wage is USS 122.69*.

Inadequate backward linkage sector and dependence on imported raw materials: In shipbuilding, about 60% &’ of the
contract value is spent for procurements. The industry depends on import for most materials and components. Over
80% of materials and components are imported for either export or ocean-going vessels, while vessels for inland waters
have broadened local supply basis up to 50 to 60%. According to industry sources, materials such as steel pipe, heavy
metal-casted parts like propellers and anchors, components of engine, generators, transformers, and certain types of
fixtures, including sanitary equipment, furniture, upholstery, etc., generally rely on import. On the other hand, steel
plate, angle steel, cable and paint, become procurable from local suppliers. This makes Bangladesh uncompetitive
against its competing countries like China, Vietnam and India.

Key opportunities

Bangladeshi shipbuilding industry has a big opportunity to export small vessels since major competitors are focusing on
building high-capacity vessels. As a result, Bangladeshi businesses can take the remaining market share. These
enterprises are currently enhancing the quality of their output and have already made a name for themselves in
numerous worldwide markets. There are several significant export potentials for Bangladeshi shipbuilding companies,
including:

Growing international demand: Based on the responses of various officials from major ship exporters and shipbuilders'
associations, there is increasing international demand for Bangladeshi ships.

ss Igbal K. S., Zakaria N.M., Hossain K. A., Identifying and Analyzing Underlying Problems of Shipbuilding in Bangladesh, Journal of Mechanical Engineering

86 Study on Working Conditions of Shipbuilding Workers in the Shipyards of Bangladesh: Problems and Consequences (2015) Mohammad Monirul Islam, Journal
of Business Studies

87 BFTI interview with the stakeholders

*Exchange rate: 1 USD= 97.81 BDT, BBS 2022-23
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The Assistant General Manager of Western Marine Shipyard stated that they received orders for 37 ships from different
international buyers between 2010 and 2018. According to several representatives of significant ship exporters and
shipbuilders' associations, the market for Bangladeshi ships abroad is growing yearly. Western Marine Shipyard has
already delivered 32 ships, and five ships are currently in the process of delivery. The same situation is prevalent for
Ananda Shipyard & Slipways Ltd. and other interviewed shipbuilders.

Long coast line area: A long coast line provides some natural advantages for Bangladesh. Western Marine Shipyard has
the largest shipyard in Bangladesh and their shipyard is located at the Karnafuli riverside, near the Bay of Bengal. If
companies can get the facility from the government to build shipyard in coast line areas, then they can increase their
production capacity. Shipbuilding companies import more than 60% raw materials from international market. As a
growing sector, light engineering, with policy and financial support, can produce import substitute components for
shipbuilding sector.

Rising IT sector: The IT sector of Bangladesh is also progressing, with the government providing a 10% cash subsidy on
exports and designating it as a "thrust sector." With a shift from manual to IT-based design work leveraging IT sector, it
is possible to maintain accuracy, ensure better quality, while also reducing design cost. Growing number of ports: The
completion of Payra deep sea port and Matarbari deep sea port, two ongoing mega projects of the Bangladesh
government, is expected to boost the country's shipbuilding industry. These ports will allow the industry to build and
deliver high DWT ships, which they currently struggle to do due to the lower depth in the coastline area. The completion
of these deep-sea ports in 2022 will increase the industry's export potential.

Key threats

Lack of implementation of suggestions provided in Shipbuilding Industry Development Policy 2021: Many of the
provisions in the policy are not being implemented. In most cases tax breaks from NBR and working capital loans from
banks and NBFIs with lower interest are not available. In stakeholder consultation, most of the participants have
suggested to implement the Shipbuilding Industry Development Policy 2021. They further urged that the policy has a
clear guideline for providing financial support, bank guarantee, and sovereign credit guarantee along with incentives and
tax breaks from NBR which are not happening.

High rate of interest on bank loan and guarantees: Overseas buyers do not trust the guarantee offered by Bangladeshi
commercial banks, which leads to a higher interest rate due to the requirement of a counter guarantee from foreign
institutions. Shemon, S. W. (2019), recommended a bank guarantee of 16% (local 4% and foreign 4% for a two-year
period) for the export of ships from Bangladesh. This bank guarantee requires an equivalent amount of advance
payment and price of raw materials received by the builders from the importing company. Additionally, the commission
charged by Bangladeshi commercial banks for opening import L/Cis 1% per quarter, which is higher than the commission
charged by banks in other competing countries like China, Korea, Japan, India, Vietnam, and Brazil (0.20%). As a result,
Bangladeshi shipbuilding incurs an additional financial cost of 15 to 25% (bank interest 3 to 6%, guarantee 8 to 16%, L/C
commission 4 to 8%, and other fees 1% higher than competing countries).

Financing and bank guarantee challenges: Shipbuilding orders are executed largely from the advances received from
ship owners which start immediately after the signing of the contract. As the building work proceeds, more advances are
received and usually, 70% of the contract price is received as advances. Payments are made available only against
submission of bank guarantees from a first-class bank. Bari, A. (2013) urged that typically, 15% is the profit margin in
shipbuilding sector. This leaves a requirement for the shipyard to arrange a working capital of 25% of the contract price
to have a work in progress. And at least 10% over working capital is required to catch the payment stage.

[76]



In addition to 25% working capital, the shipyard needs to generate bank guarantees amounting to 75%3%8 to receive
advance payment for shipbuilding. The foreign ship owners do not accept guarantees issued by local banks and thus the
same guarantees must be reissued by the first-class foreign bank on the guarantee issued by the local bank in favour of
the foreign bank. The combined charges payable to the local and foreign bank are too high. The foreign banks get the
major share of the commission with liability on their shoulder. In other competing countries, it is reportedly less than
1.5% per annum in place of our 8% which greatly reduces our competitiveness.

High insurance premium and inappropriate insurance policy: After the contract is made, if the ship cannot be
assembled for whatever reason, then the contract becomes void. This happens mainly because raw materials and types
of machinery for building ships need to be provided. Cost Insurance & Freight (CIF) basis import is not allowed due to
some reasons but CIF basis import is a necessity for export-oriented businesses, to reduce the risk of the company as
the case of CIF basis import, the supplier or manufacturer has to supply the complete package under his onus during
any loss or damage of materials. So, the builder is on the safe side in CIF basis import.

Custom related barrier for clearing raw materials from custom house in time: Businesses are facing delays and higher
costs while complying with custom documentation at the ports, despite the custom authority's efforts to implement
custom modernization programs. Many stakeholders in the sector have urged for extra clearance time for imported
goods and a reduction in the cost of documentary compliance, as most of the inventory and raw materials required for
shipbuilding need to be imported. Businesses have also alleged that there are hidden costs involved in obtaining
release orders for their imported products, which increases the production cost of ships. These challenges have
hampered the export competitiveness of the sector, and it is important for the customs authority to address these
issues in order to support the growth of the shipbuilding industry.

Lack of investment friendly environment for FDI: Simplified trade procedures through custom modernization and a
business-friendly taxation system could help to reduce the cost of doing business in Bangladesh. In order to address the
country's lack of machinery production for the shipbuilding industry, joint ventures that share machinery resources in
exchange for low labor costs could be a viable solution for attracting foreign direct investment (FDI).

Japanese shipbuilding giant Mitsui Engineering and Ship Building Industry has already developed the first and largest
joint venture shipyard with High-Speed Ship Building and Engineering Co. Ltd. at Fatullah, as revealed in stakeholder
consultations. Other foreign companies from Denmark, Netherlands, and Germany are also looking for potential joint
venture partners, but they expect the regulatory policies and authorities in Bangladesh to become more
investment-friendly.

88 Bari, A. (2012), Present Scenario of Export Oriented Shipbuilding Industry in Bangladesh, Seminar Paper, EPB 2012
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