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Abstract

The paper c?riticﬂify analyses operational conditions of C ottage, Small and Medium
Lnterprise in Bangladesh. It utilises a sample of 19 small Entrepreneurs, conducting
field survey during July and August 2001. Necessary data are gathered, using a
semi-structured  interview schedule, from personal interview with the study
enirepreneurs. Analyses reveal a number of important findings. Most entrepreneurs

t:'.’eﬁne small enterprises in terms of investment size, suggesting a maximum lotal

investment of Tk.0.5 million, Tk. 40 million and Tk 200 million respectively for

cottage, small and medium firm. Economic environment is perceived to be relatively

Stabie and favourable, but highly competitive due to globalisation. A wide variety of
medium quality products are being prodiuced to mainly meet the rising demand from

middie and lower income people in domestic market. Also there has been a growing

demand for high quality products from foreign market. Infrasturctural facilities are
available at relatively high cost, but irregular and insufficient. Most entrepreneurs
use second hand machinery, and would go for higher investment, if available, for
updating technology, improving productivity and product quality, expanding market
snare and increasing efficiency, As such, there appears to have g bright growth
prospect for development of the small business sector. Multiple difficulties, however,
deter such growth potential. These problems, among others, include lack of
unnindered access to institutional credit, high cost of borrowed capital, irregular
supply of electricity and gas, tack of modern technology, unfair and uneven
competition, absence of clear cut government policy and incentives. Most
entrepreneurs need a comprehensive package of assistance, comprising both
financial and non-financial support. Finally, the paper comes up with a set of policy
principles, which may be of significant importance for smooth promotion and
development of small firms in Bangladesh. '

Origin and Backgrouud of the Study

Few socio-economic phenomena have attracted more attention in recent
decades than . that of small  enterprise . development (Gibb, 1993;
Reymonds et ai., 2000; Huq & Love, 2001). The reasons are many:
SMEs (Small and Medium Enterprises) arfe employment frienaly,
resilient in economic turmoil and even hasten technological advancement
by creating competitive economic atmosphere.
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All OIC countries, as part of their development strategies, have beep
intensifying their efforts for increasing industrial base and volume of

foreign trade. In this respect, small enterprises are thought to play a
significant role. In some of the countries, small firms are quite strong

such as Malaysia, Bangladesh, while very weak, or hardly operate, in
some others, for instance - Saudi1 Arabia. However, VIEWINg enormous

growth potential, the OIC has set-up a Task Force on SMEs aimed at
strengthening small firms where they exist, and help in establishing

them, where they are still not operative. For this purpose, an assessment
of SMEs in various OIC regions 1s proposed to be conducted. This
assessment is expected to reveal the strengths and weaknesses of SMEs

in the Islamic countries. In the south East region, Bangladesh is selected
for this purpose.

In Bangladesh, like many other developing countries, SME plays
historically a vital role in the socio-economic development of the

country. Numerically, these enterprises typically comprise over 98 per
cent of all industrial units, are responsible for the creation of 4 out of §
industrial employment, and account for around 33 per cent of the

industrial (manufacturing) contribution to gross domestic product (GOB,
1999). Viewing the employment potential, and its particular suitability
for development, special emphasis was placed in government policies to
produce rapid growth in this sector. In fact, there is no dearth of people
who would argue, at least in the seminars and roundtable discussions, for

CSME development. As such, it was declared a PRIORITY" sector for
development in the mid-eighties (GOB, 1986). This emphasis in policy
has resulted in the creation of a wide range of support services for this
sector. To channel those services, a large network of government
agencies has been created and nurtured as a mainstream enterprise

devf:l_npmﬂnt agency for more than three decades (Sarder, 2000). In
addition, some private agencies, both national and international, have
also been found to be involved in the promotion and development of

small enterprises since the early eighties (Mannan, 1993; Ahmed, 1999).

As a Eﬂns?un:nqe, there has now been a noticeable proliferation of
SUpport activities in Bangladesh .
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Sarder, 2000). Therefore, remedial measures need to be taken to solve

those problems. Perhaps, any such attempt requires a clear understanding
about the operational conditions, both strengths and weaknesses, of the
SME sector. As such, an assessment of the operational conditions
(strengths and weaknesses) of CSMEs forms the substance of this study.

I'he study has gained further salience in the context of greater

understanding of the operational conditions of SMEs in the Islamic
countries. '

The Purpose of the Study

With such ‘backdrop’ of heightened interest in SME development, the
OIC 1s expected to intensify, a large-scale 'push' for establishing SME
support programs in the Islamic countries. In line with the OIC attempt,
to proceed further, this study has been conducted as a background work
to have a greater unoerstanding of the operational conditions of the SME
sector 1n Bangladesh. This broad objective is sought to be achieved
through the following specific objectives:

To examine the operational strengths and weaknesses of CSMEs

in detail, and

To recommend measures to ensure a smooth growth of this
sector in Bangladesh.

Methodology

Definition of a CSME: - The term ‘CSME’ is the key concept
used in the study. In practice, there remains a considerable degree of
diversity in definition of CSME in developed and developing countries in
terms of size, location, type of product, skill and sector (Sarder, 2000).
However, for the purpose of the present study a CSME has been defined
‘as ‘an enterprise employing a maximum of 99 workers andjor a fixed
investment upto Taka 300 million.’

Selection of Sample: Convenience sampling was used due to time
constraint. As such, it was decided to have a sample size ot around 20
ants, having an initial sample of 25 units, which seemed to be sufficient
for realizing the objectives of the study. The sample was chosen from a
list of members of the FBCCL.
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Sources of Data: The report was prepared based on data colle
the sample survey. To compensate the smallness of
relevant studies and documents available in both published an:i
unpublished forms were reviewed. In addition, attempts were made to
gather information through interviewing leading business leaders
professionals, and key personalities in various organizations involved
directly and indirectly with the promotion and development of this
sector. Further, the paper was benefited from discussions from a recent

day-long seminar attended by about 150 business leaders (entrepreneurs),
where the researcher was the key note speaker.

cted from

Collection of Data: The main tool of data collection was a

questionnaire, developed by the ICCI as part of its greater study to
collect information from several Islamic countries. Required information
was collected by a formal, face-to-face, interview. People responded
seemed much co-operative as they were contacted and properly briefed
In advance, by the Secretary of the FBCCI, about the objectives of the
study. As a result, the respondents felt themselves better for being chosen
for interview. Moreover, interviews were carried out by 5 (five)
experienced investigators from the FBCCI. There was a short orientation
session with the investigators before going to the field. Occasionally,
telephone calls had been made, particularly for follow-up. In addition,
the researcher had several sessions with a number of business leaders,
researchers and academics, having verbal discussion about the
operational conditions of the SME in Bangladesh. Some deskwork was
necessary, carried out by the researcher.

Processing and Analysis of Data: Having collected the required
information, the researcher coded the answers, while coded-data were

entered into a computer (PC), using SPSS*, by an expert of the FBCCI.
The researcher carried out necessary analysis.

Limitations of the Study

The survey describes most basic information on the operational
conditions of the CSMEs under study. Main limitations, however, centre

both on the selection procedure, composition and size of sample. This is
due to resource constraints, both time and money, available for the study.
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study to some extent may not be
gress using a large sample.

Analysis and Discussion

Definition of Cottage, Small and Medium Enterprise:

_ efining a small enterprise. In
Bangladesh, there have been three separate definitions on cottage, small

and medjum enterprises in the latest Industrial Policy.

“Ci:'fttage: Industry’ covers household based units operated mainly with
tamily labor.’

Figure 3.1 Criterie used to define CSME

“Small Industry’ will mean

. -~ | & tmploym
Eﬂtﬂ]’pl‘lﬂﬂﬂ EIIlplD}Fll‘]g fewer than Others am
50 workers excluding the cottage o —

units and/or with a fixed
- mvestment of less than Taka 100
million.’

37

“"Medium Industry’ will cover

enterprises employing between 50 and 99 workers and/or with a fixed
capital investment between Taka 100 million and Taka 300 million.’

The study began with the exploration of criteria, used or suggested by

respondents, to define CSME in Bangladesh. Figure 3.1 displays the

survey results. Not surprisingly most entrepreneurs, 42 percent, defined

their enterprises applying investment criteria only, along with the line of
the government' policy. However, nearly 37 percent respondents
mentioned that they used both employment and investment criteria in
defiming their enterprises. While employment size was used by only 5
petcent respondents, other criteria (plant and turnover) were also used by
16 percent tespondents. Entrepreneurs, during discussion, also suggested
some criteria for definition, which include mainly utilization of local
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raw-materials, value addition etc. Unexpectedly, none ys ed, o
suggested, qualitative definition. _

Further exploration was done to define cottage, small, and medium

enterprise separately, using any one criteria by the Iespondents, Aj
respondents (total 19) suggested to define cottage industry using tog]
investrnent only, ranging Taka 0.1 million to Taka 8 millio

maximum tofal investment of Taka 2 million appeared to be the mostly
suggested size to define a cottage industry by the respondents. An
average employment size of 15, accompanied by some investmep;
criteria was mentioned by some respondents. Turning to the small
industry, all respondents (15) suggested an average investment size of
Tk. 35 milhion, ranged from Taka 0.5 million to Taka 100 million, either
with or without a maximum employment size of 49. The findings,
- however, support the investment size stated in the Industrial Policy,
revealing a maximum total investment of Taka 100 million, to define a
small industry in Bangladesh. Finally, the respondents suggested an
average of Tk. 200 million to define a medium enterprise, with minimum
Taka 100 million to maximum Taka 300 million, providing support again
to the existing investment size of the Industrial Policy.

Ecouomic Euvimument and Governmeut Policy

In order to assess the economic environment within which the CSME
functions, a number of questions were asked to and replied by the
respondents. Questions were designed to explore the demand for
products/services, security of investment, availability of export facilities
and tax benefits. The survey results are presented here.

Table 3.1 Demand for Prodncts/Services

‘ Frequency Percenia
The perceived demand for No. ge
products/services  was High 6 31.6
assessed at three levels: Mzﬂium - 13 684 -
_ N _

high, medium and low
The. first qugstiﬂn' was
about the behavior of _ - '

demand for product or services. Table 3.1 exhibits the survey results. An
overwhelming majority, over 68 percent, of the respondents replied that

19 - 100.0

Source: Survey



The Qperational Conditions of Cottage, Small and Meadium
Enterprises in Bangladesh

their product/services had a mediu

‘ m demand.,
got a mgh demand for thejy '

Secority of Investment: = The

_ security of the funds/capital
:!nvested by the respondents was assessed against the quesﬁnn:p ‘Is
lnvestment secure in  your

industry?”’ Responding to this Table 3.2 Security of Investmeut

perceived security of their Frequenc Percentage

. No,
investiment, aimost all (95 | ves {S v 94.7

percent) respondents gave an | No 1 2.3
unqualified ‘yes’ answer, as [ Total = 19 1000
exhibited in Table 3.2. Thig >ource:Survey - |

finding, dﬂﬂpit‘e being a small size of only 19 enterprises, mirrors the
confidence ::.:-f Investors in the CSME sector, As such, the finding appears
to be very Elgnlﬁcant 1n ferm of industrial development in Bangladesh.

Governmeut Policy about Export Iucentives and Tax Facilities: Two
questions were asked to assess the government policy regarding export
Incentives ana tax tacilities. Questions were asked to assess whether (1)
‘Ehe government is _prnvldu}g and [ oure 52 Avaability of Beport
Implementing incentive policy for | Facllity & Tax Benefit

export promotion; and (2) the |FEEEETTTEEmTES,

respondents get the tax benefits, if || B & = s Iy

any, offered by the government,
Simple ‘yes’ or ‘o’ answer was
solicited in the study. Figure 3.2
depicts the survey results.  As
findings reveal, a vast majority, 80 percent, admitted that government
was providing and implementing incentive policy for exports. Regarding
the tax benefits received, the respondents were found almost evenly
divided, revealing 47.4 percent getting benefits against the negative
replies by 52.6 percént respondents, who did not avail of tax concessions
from the government. ' -

SRS p T LN I

Export fackity Tax banafit
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tax was rising or stable.
Also the respondents were
asked to state whether the

Frequency

government taxes on their - g

: Rising 6 31.6
products/services Were Stable 13 68.4
increasing or stable. Table Total = 19 100.0

3.3 summarizes the Survey Source: Survey

results. As shown in the

table, a vast majority, 68.4 percent, of the respondents observed a stable
tax on their products. Slightly below a third, 31.6 percent, experienced a
rising trend in government taxes on their products. Therefore, the
findings appear to be an indication of stable tax policy followed by the
government for the CSME s=ctor.

To recap, the analysis above reveals a very stable economic environment,
ensuring a good demand, actual as well as potential, for industrial
products in Bangladesh. The existence of such an industrial friendly
economic environment makes investment secured, accompanied by a

favorable government policy providing tax concessions and export
facilities. As a result, there appears to have been created a congenial

business environment, both for local and foreign investors, in the
economy of Bangladesh.

Production of Products

This section is devoted to analyze the type, volume and quality of
products produced and sold by the enterprises under study.

Type of Products: = As expected, various types of products were

produced by the enterprises surveyed. The study finding is displayed in
Figure 3.3.

Over a third, 37 percent, enterprises I_Wﬁ"““' i

e R e SR R

major products are leather and plastic, [ =k
16 percent, electrical and engineering, | e

16 percent, food and allied, 11 percent,
furniture, 10 percent, and glassware

N

o
Eg wm
- i b e e 11:-.:.-'::-":::. l_.:.ll.:l i et s T g T .
e Y
' B T R B I R i e o s Tl




The Operational Conditions of Cottage,

= Small and Medium
Enterprises in Bangladesh

TR 10-20 Th 20 & mowm

Volume of production (M. Tk.)

Quality of Production: Question was asked about the quality of
the products produced by the study enterprises, measured in terms of
perception: high, medium and low. As expected, who would regard
his/her product as low quality' - none, while about 39 percent said that

their products were of high quality, and the rest 61.1 percent responded
as producing 'medium' quality products.

Therefore, the study findings suggest that wide varieties of products are
being produced by the CSME sector, having an average volume of

production Tk.7.13 million per month per enterprise. Although no
comparison was made about product quality, the findings reveal mainly

medium quality products being produced by most of the sample
enterprises in Bangladesh.

Production Plant and Machinery

Use of Power Driven Machinery, and Size of Plant and Machinery:
An attempt was made to assess the nature and size of production plant
and machinery used by the enterprises in the CSME sector. Table 3.4

displays the study findings. Most enterprises, 90 percent, got power
driven machinery, while only about 10 percent enterprises do not have
such power driven machinery, which are small as per plant size.
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was explored 1n Facilities and Spare Parts

the study, ™ Available? Easily  Regul- Not Total
revealing that arly available

nearly three- no(%) no(%) __ no(%) no(%)
fourth enterprises | YHT]E 11(:55} E'(?E) i% 1?%2?
surveyec have Total = 11{35 32) ﬁJ—_L"_D__!

been using oid
machinery, while
about 16 percent

Source: Survey

got new machinery, and the rest had a combination of new and old
machinery. A final question was on the availability of machinery
maintenance facilities, and spare parts. Table 3.5 summarizes the survey
results. Almost all (about 95 percent) said that machinery maintenance
facihities are availabie, while about 58 percent and 32 percent get spare

parts easily and regularly respectively.

In summary, 1t was revealed that an overwhelming majority of the
enterprises under study use power driven machinery, which are estimated
to be in the range of medium size. A vast majority of these enterprises
uses old machinery (second hand), while only an insignificant proportion
(abnult 16 percent) got new machinery. The maintenance facilities of the
machinery are easily available on site. along with easy and regular

supply of spare parts.

Marketing

L'ype of Customers: - Market

segmentation was done according
to level of income of the
customers as low, middle, and
high income groups. This is
shown in Figure 3.5. Expectedly,
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Sales Turnover, and Change in Market Conditions: The

monthly sale (in percentage) of the SRS

sample enterprises is depicted in rigure 3.6 Type of Market Siz¢
Figure 3.6, Market size was
classified into four groups, UPto || o e | B

25%, 25 t0 50%, 50 -75%, and 75 % | g
an€  above,  showing  against | JE B
customers’ inmmg group: lnw, B e BT

mid‘dle._ and. high. Evidence Suggests l o ;:iﬂ:,::,k;h
again a very large market for middle '

iﬂﬂﬂmﬂ grﬂl.Ip, fﬂ'llﬂwe’d b}' hlgh ﬂnd | Figure 3.7 Sources H.Ir.l.t_.u.un
low income customers. The change rorelan Marke
i’ﬂ mﬂrkﬁt Si_ze wWas ﬂlEﬂ EtUdiEd, nodustry [Eree

revealing an average of 11,71 R

percent, 21.85 percent and 18.79
percent respectively in the low, °© 10 20 30 a0

middle and high income group. ' % of Muliple Respanses (N=11)

Govi Agency pNsToerwimcemwmes

Sources and Availability of Market Information: The study explored
the sources of information on product’s market and demand for the
survey enterprises, both for domestic and foreign markets. For domestic
market, a third of the respondents collected information from fellow
producers, spe:tialized associations were used by another one-third, and
the rest mentioned both sources, fellow producers and specialized
associations. Figure 3.7 exhibits the sources used for collection of

 information from foreign market.

As it is clear from the figure, most respondents used chamber and special
agencies to collect information from foreign market, while government
agency was also used by about 27 percent respondents. Interestingly,
industry source was not utilized widely. it could be due to the falct that
collecting information from foreign companies is not casily possible on
the part of the respondents surveyed.
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Data were collected about regular availability of market information. An
overwhelmingly vast majority, about 94 percent, replied that they get
information regularly, while 60 percent of the respondents get
information early. What proportion did get information regularly and

early was explored by cross-tabulation. Analysis reveals that majority of
the respondents, 55.6 percent, receive the information relating to

marketing of their products/services regularly as well as early.

Availability of Adequate Transportation and Storage Facilities:
Adequate transport and storage facilities are important for marketing
products/services for any business enterprise. To shed some lights on this
important aspect, two questions were asked. The findings suggest no
major shortage of adequate transport facilities, as responded by nearly 90
percent of the enterprises under study. Further, there is no real shortage
of storage facilities, since only about 11 percent respondents mentioned
1t as ‘1nadequate’.

Infrastructure Facilities

This section is devoted to shed light on infrastructure facilities available

in Bangladesh. Special emphasis was given on issues like location of
enterprises, availability of utility facilities and media of communication
used by the enterprises under study.

Location of the Production Unit: Most of the respondents, 87.5
percent, admitted that Smail and Medium Industries Industrial Estates

have been established 1n their cities. When question was asked about
whether their enterprises are located on Industnal Estate or outside, the

findings reveal that nearly two-thirds, 63.6 percent, of the enterprises are
located inside Industrial Estates. Further questions were asked to explore

the availability of some important services such as power, water, and
transportation on the location of their enterprises.

Availability of Power: Against the question of what type of power is
normally used by the sample enterprises, it is revealed that only
electricity is used by 36.8 percent enterprises, while the rest, 63.2

percent, use both electricity and gas. While both electricity and gas
appear to be available, only 17.3 of the enterprises under study do not
have gas on their enterprise location. The findings also suggest that there
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has been an inadequate su -
- PPly of electricity and ¢ -
respectively 42.1 percent and 11.8 percent respangntfﬂE rentionec by_

Availability of Water: The availability of water seems not to be a major

Emblem for industrial use, transportation, or drinkin g purpose. Less than
Eﬂrcent respondents found the shortage of water for such purposes
while less than 11 percent regarded it as ‘inadequate’. |

Availability uf_ Transportation: To judge the usage and/or availability
of tranﬂpprtatlnn, three questions were asked about type of
transportation: large vans, small vans and others, available on

commercial charges. The findings suggest that nearly two-thirds of the
respondents find large and/or small vans for transportation on

commercial c:!mrgﬂs. Less than 11 percent regarded the availabibty of
such vans as inadequate, while 22.2 percent faced problem with getting
large vans only. Among the other type of transport available for their

uses include mainly truck, pickup vans, rickshaw, rickshaw wvans, and
push-carts. '

Commuuication Facilities: @ The usage and adequacy of the
communication facilities for industrial development was assessed by
asking questions about telephone, fax, e-mail, and postal services.
Expectedly, almost all firms do have extensively used all types ot
communication media, revealing a minimum of 84.2 percent for email to
2 maximum of over 94.7 percent in case of telephone and postal services.
Since all the study firms are located in and around the Capital city of
Bangladesh, they got connected to all sorts of communication media

including e-mail facilities.

Problems Faced in tbe Availability of Infrastructure Facilities:

Respondents were requested to mention the problems they faced _in
getting power, water, transportation, and communication. 'Thﬂ I]l.ﬂ]ﬂl‘
problem of power is of getting electricity i Ban glaflesh, as this was cited
by almost all the respondents 1n vVarious ways - 1rrﬂg1.1-1_ar supply,l“lnad
" shedding, frequent power faiure, and high cost. R'e,gar,ﬂlqg water sulaply
there appears to be mo major problem for ;ndusmal purpngﬂ In
Bangladesh, while less than 15 percent:of the respﬂndents* fac;{ng. some
problems with transportation facihties such -as tratfic. jam. F.mal-ly,
communication was not viewed as a major problem by most respondents
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except relatively high cost of communication compared to our
neighboring countries.

The study, therefore, reveals availability of all type of infrastructure
facilities — land for industrial use (industrial estates), power (electricity,
gas), water, transportation, and communication. Some problems,
however, encounter in getting some of those facilities. These include,
among others, irregular supply of electricity, comparatively high cost of
electricity, gas, transportation and o — m—

usages of media of communication. e

Cost of Production

This section analyses the scenario of
cost of production of the CSME sector
in Bangladesh. Data were gathered for
analyzing behavior of different
elements costs relating to overhead cost and short term costs. Two
dimensions of cost behavior were measured — amount/size of cost,

perceived as high vs. moderate, and trend of cost, perceived as rising vs.
stable. The findings are presented below.

Behavior of Overhead Cost: Two types of overhead costs were
analyzed — rent or building charges, and plant costs. The study finding is
summarized, in Figure 3.9, showing overhead cost by the perceived
behavior as high vs. low. A large majority, around 71 percent, perceived
the amount/size of overhead cost (fixed) moderate, expressing
respectively 73 percent and 69 percent for rent/building charges and
plant cost. The trend of overhead cost reveals that there had been a rising
trend in rent/building charges, viewed by 80 percent respondents,
compared with 55.6 percent for cost of plant. Such costs remain stable

were the responses by 20 percent for rent/building charges, and 44.4
percent for plant cost. ==L

e L R
AWure 310 Sixe and Behavior of Short

"""" : e Cost

-. l.l.l g 'I'.'. 'I-. l-l-..-. lrl I-. lllllllllll

Behavior of Short Term (Costs: Four
elements of short term Costs were
considered ~ raw matenals,
transportation, power, and salaries and
wages. The findings are in Figure 3.10.
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As expected, power was viewed highly costly by 50 percent respondents,
following transportation, ra'v materials, and salaries and wages by 27.3
percent, 15.4 percent, and 12.5 percent respectively. Regarding the trend
of such costs, it was revealed that on an average 82 percent considered
them rising, disclosing raw material 80 percent, transportation 81.8
percent and power 84.6 percent respectively. The overall behavior of the

cost of productions appears to be reasonably moderate, while the
findings suggest a rising behavior of such costs, both overhead and short
terms costs, in the economy of Bangladesh.

Behavior of Price Level and Sources of Competition

The behavior of changes .in prices of industrial products/services was
assessed in the study. Three specific questions about the level of price of
industrial products/services change over six months, competition from
domestic and foreign producers were asked, requesting to express
respondents’ perception in terms of
rising, stable, and falling trend. The
empirical results are described 1n
Figure 3.11. It appears from the figure
that price level largely remains stable
or falling for most of the industnal
products/services of the enterprises
under study, showing about 80 percent
of the cases. However, domestic competition is showing a risings trend
by an overwhelming majority of about 90 percent respondents. At the
same time, most of them, about 60 percent, are facing rising competition

from foreign producers via import.

It appears, therefore, that the industries in the CSME s?r:tnr have been
functioning in an environment of considerable competition both from
domestic and international sources. However, price level seems 10 be
relatively stable. Undoubtedly, increasing competition, aucﬂmPaand by
stable price level, would be a serious problem for many enterprises in 'fhe
CSME sector for short run. However, such competition may help bring

greater benefit, if designed by proper policy environment, fFur thﬁlﬂali
enterprises by promoting efficiency in the long run for overall industr

development in Bangladesh.
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Profit Level and Investment

Level of Profit: The problem of assessing profit of CSME is we
documented in literature. The perceptual measures of profit could
reasonably be a good indicator of real profitability of the Enterprises -
under study. As such, respondents were asked to state perceived profit
level in terms of high, medium, and low. Expectedly, none admitted
carning high level profit, while a vast majority, nearly three-fourths, said
that their enterprises had been eaming medium level profit, and the rest g
quarter low profits.

Change in the Level of Investment: Question was asked to know about

whether respondents want to change the level of investment in their line
of production. Interestingly, all of

1 FAgure 312 Reasons for wanting higher
the respondents have gone for the level of Investment

g ) - Frodg.

yes” answer. This trend of ol PrOfR 2 Hgh
willingness of brining change in | 5% %

. . Mo
investment level is very much [T

consistent with previous studies in [ 2% &

Bangladesh. The reasons for
wanting change in the form of
hmgher investment level were

expressed by the respondents in various ways, as displayed in Figure
3.12. The main reasons, cited by the study respondents, for increase in
investment level appear to be high demand for products/services (29
percent), market expansion both domestic and international (33 percent),
going for updating technology for quality product (28 percent), new
product development (S percent), and profitability (5 percent),

The analysis above, therefore, reveals that all of the study entrepreneurs
would like to go for higher investment, if available, by sensing very good
demand for their products, for having updated technology to improve
product quality, and for expansion of their market share. The profitability
appears to be at the range of medium level viewed by the respondents.

Supply of Raw Materiais

To ensure a smooth development of the industrial sector in any economy,
one of the preconditions is the availability of raw materials. In order to
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assess the conditions of sources of raw materials supply
| b .}
quality of such raw materials. respondents were asked

percentage of raw materials supplied from both domestic and foreign

sources, Als::.} they were asked to state the quality of such raw materials
in terms of high, satisfactory and low.

along with the
to mention the

Sources of Raw Materials:  The

SUrvey  results reveal that the
enterprises use taw materials mainly
tfrom Iocal source, Showing an average
usage of local raw materials 69.3
percent, ranging 10 percent to 100
percent. However, over three-fourths

percent entrepreneurs utilize local raw
materials for their production.

Quality of Raw Materials:  The quality of raw materials used by
~ éntrepreneurs was explored and summarized in Figure 3.13. Slightly

below a quarter of the respondents considered local raw materials high
quality against 71 percent as satisfactory. An insignificant proportion
thought that local raw materials are of low quality. Looking at the raw
matenals collected from foreign sources it is evident that about three-

quarters of the respondents regarded such raw materials as satisfactory,
while the rest, 26 percent, found raw materials collected from foreign
sources high quality.

As the findings suggest there appears to have been a good supply of raw
materials, from local - sources, for the industrials. enterprises in
Bangladesh. -
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Emplijees, classified under managerial, supervisory, skilled, apg
unskilled workers. Figure 3.14 depicts the empirical resulis.

The findings reveal that the performance of managerial emplovees is
good, 50 percent, while for all other categories it appears to be 63

percent for supervisory staffs, 68 percent for skilled workers and 74
percent in the case of unskilled labors.

Financing of Enterprises

This section looks at the financing conditions of the sample enterprises,
emphasizing on sources of finance, procedure of obtaining institutiona]

loans, security required by financing institutions, purpose of loans
received, cost of loan (interest rates),

and the availability of loan for export.
The survey results are presented below.

Sources of Finance:  The sources of B
finance were analyzed from two |

perspectives: sources of overheads
(fixed) capital, and short-term finance,

Classified against three categories: own, family and institution. Figure
3.135 portrays the empirical findings.

Most entrepreneurs gave multiple responses, indicating more than one
sources of finance. Looking at the sources of overheads finance, 1t

reveals that a large majority, about 59 percent, own source for overheads
financing, against nearly a quarter, 24.1 percent, from family source. The

rest, only 17.2 percent, respondents got funds from institutional sources.
A reverse picture was found looking at the sources of short term finance,
revealing that most of the sample firms, over 59 percent, relied on

institutional sources, followed by 22.7 from family and the rest, 18.2
irom own sources. Chi-square analysis reveals a very significant

difference between sources of overheads finance and that of the short
term finance, |

Sources of Institutioual Finauce: Sources of institutional finan::ﬂ
were analyzed, classifying under banking versus specialized financial
institutions. A large proportion of the respondents, 72.2 percent, got loan
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on very and complicated
procedure of obtaining loans by small

firms. Bangladesh here is not an
exception, as analysis of the multiple
replies of the study entrepreneurs
reveals. Figure 3.16 summarizes the

study findings. Most of the respondents,
44 .8 'percent, regarded the procedure of obtaining loans as complicated,

following 34.5 percent and 20.7 percent respectively requiring security
and with long delay. When the number of cases considered, over 90

percent required security, and 80 percent regarded complicated, while the
rest mentioned long delay, 60 percent of the cases.

Type of Security Required: Agsinst |[ERESEREEE, ™
the findings of security required by s s
financial institutions, the type of
security provided by entrepreneurs was
explored. Respondents were asked to
specify the security required into three
categories: personal guarantee, B

company guarantee, and bank guarantee. Th

in Fi ts had to provide multiple (more t_hﬂn one)
in Figure 3.17 The respo7nden p o Ginancial institutions. AS

security (guarantee) 1n obtaining loans |
Ehnwny iE'Ig the figure, 40.8 percent s required company

guarantee, along with
Some entrepreneurs ha




financial institutions.
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o IiERutional Flaneno
of institutional loans was explored and

analyzed in terms of the purpose for
which such loans were received by the
respondents under study. The purpose
of was classified as overheads VErsus

short term. Results are summarized in
Figure 3.18.

As revealed by the figure, over two-thirds of the respondents admitted
the availability of institutional loans for overheads purpose against an
overwhelming majority of over 93.3 percent for short-term purposes,
This findings support what has already revealed earlier, most of the
respondents availed of the short term loans, while there appeared to be 3
limited availability of the institutional loans for overheads. In fact,
previous studies confirmed a severe shortage of supply of institutional
loans for industrial development in Bangladesh. However, there has been
an 1ncreasing demand from the entrepreneurial community, and such lack
of supply institutional loans appear to be non-existence of financial
Institutional institutions both at private and public sectors in the economy

charged on loans for long term as well as short term institutional finance.

The evidence suggests an average Interest rate of 15 percent per year
charged on institutional finance. Looking at the long-term loans, the
Interest rate charged on such loans ranged from a minimum 10 percent to
a maximum 22 percent, with an average ot 14.4 percent annually, For
short-term loans, the average rate of interest charged was estimated 16.3
percent annually, with minimum 10 percent and maximum 22 percernt

yearly. As such, evidence suggests higher cost of short-term loans than
long-term instj tutional finance by around 2 percent per year,
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Availability of Loaus for Export:
The institutional loans could Ihﬂlp -
promote export by financing export |

businesses. Such financial help coylg
be provided both pre- and pogt.
shipment  situations.  Therefore

analyses were carried out assessiné
the availability of institutional loans

for export pre- and post-shipment (N=18)
arrangements done by the exporting

firms. Figure 3.19 displays the empirical findings,

AS t.hE fim:lil?gs .rev:ﬂal, a vast majority, three-fourths, of the respondents
replied that institutional loans are available for export at pre-shipment

level, against the replies of a quarter respondents finding no such finance
for their businesses. It also appears that majority respondents, 60
percent, did not find post-shipment funds from institutional sources.

lo recap the analysis of financing entetprises, the findings evidently
suggest a real shortage of institutional finance for the CSME sector. The
problem of unavailability of institutional finance was accelerated, by
procedural complexity in obtaining loans. Such complexity includes
mainly complicated loan procedures, long delay, and insurmountable
problem of security required for getting institutional loans. In almost all

cases, the entrepreneurs required company guarantee, along with
personal guarantee, and some time bank guarantee t0o.

| .
Figure 2.20 Difficulas/Problems facad by

ﬂﬂd Entrapranours

Problems, Prospects,
Assistance Needed
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This  section explores the .| b wingovpoicr i sieaate o
problems and prospects of the
small firms under study, along
With the assistance needed by

such enterprises to solve their

Problems. Respondents were
asked to express the difficulties
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faced, the prospects of their industries in future, and the possibje
assistance that might help them solve their business problems. Multipje
responses were solicited during the interview.

Difficulties/Problems faced: Most entrepreneurs faced a number of
interrelated problems/difficulties faced in their businesses. As such
respondents gave multiple replies as depicted in Figure 3.20. The major
problems faced appear to be lack of modern technology, 13.2 percent,
low investment, 13.2 percent, irregular/inadequate supply of power
(electricity), 13.2 percent, high interest, 13.2 percent, lack of govt.
subsidy, 10.5 percent, unavailability of raw materals, 10.5 percent, no
clear govt. policy, 10.5 percent, high competition, 7.9 percent, lack of
skilled workers, 5.3 percent and lack of research and development, 2.6
percent.

Growth Prospects: The

growth prospect of the sample
enterprises was assessed Dby
exploring the perception of the
entrepreneurs  about  future
growth  potential of their
enterprises. As expected, most

respondents  gave  multiple
answers, which are summarized

in Figure 3.21. These appear to

be, as replied by the respondents, prospect is bright, 28.9 percent, export
oriented, 23.7 percent, large market, 23.7 percent, employment putﬂn‘tiai,
13.2 percent, positive, 7.9 percent, and environmentally cOnscious
projects, 2.6 percent. As such, the study findings suggest a growth
prospect of the CSME sector in Bangladesh.

Need of Assistance: Agﬂiﬂﬁt . Figure 3.22 Type of Assistance Needed
the problems faced and the
growth prospects perceived by
the study entrepreneurs, possible
need of assistance that could help
solve those problems faced or

achieve the growth prospects was
also explored. The respondents % of Multiple Responses
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expressed thelr perceived need (mult;
as displayed in Figure 327

percent, followed by low interes; rate,
quality of their pruductsfsewices,

_ o port problems), 5.6
percent. As 5“‘3]‘*-_ the lindings Suggest the pressing need of financial as
well as technological assistapce

In summary, the study findinp
number of interrelated problems

. , lack of modem
technology, irregular supply of electricity, low Investment, high cost of
capital, increasing competition f

n rom illegal imports, and. jack of research
and development facilities. To overcome those problems, as expected,
they express their need for seversl types of assistance, both financial and

non-financial. These include mainly adequate Supply and easy access to
financial assistance, technological help, support to improve quality of

products, formulation of small firm friendly policy, measures to prevent

llegal imports, and providing research and development facilities. The
CSME sector appears to have a very- good growth prospects. This is
Clearly evident from multiple answers of the Tespondents: ‘prospect is
bright’, ‘export oriented’, ‘large  market’, ‘employment creation’,
profitable” and so on. As such, the study findings suggest a bright
growth prospect of the CSME sector in Bangladesh.

Summary of Findings and their Implicatious:

Despite a limited sample size, the study reveals a number of important
lindings. There are: |

A CSME is defined using investment size in Bangladesh.
However, the employment size has got a limited use. Tt:zre ;::
at least three different definitions: A cottage (micro) Etll feraka
refers to au euterprise having a m‘axlmum.:ni‘:fl?:::;ng I{:etween
0.5 million. A small firm is a husiuess uu _ |

Tﬂkam ;i ;ﬂmillinu and Taka 40 million. Fiually, a medium firm is
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de_ﬂt.led as an enterprise employing investment ranging Taka 40
million to Taka 200 million.

Economic environment is relatively stable and conducive for
industrial development in general, and for the CSME sector in
particular. There is a good demand for industrial products, and
investment is secured. The governmcut is pursuing policy for
export facilities, and provides tax conccssions. All these have
resulted in the creation of a congcnial husincss environment,
both for local and foreign investors.

Wide varieties of products are being produced by CSMEs. Most
have au average production volumc of Taka 7.3 million per
mouth. The quality of products produced 1is rcasonahly
standard, mainly medium gnality. However, somc high quality
products are also heing produccd. |

An overwhelming majority of small firms use power-driver
machinery. The plant size is mainly medium, having largciy old
(second hand) machinery. Maintcnance facilitics arc easily
availahle on site, along with easy and rcgular supply of spare
parts. |

Market for CSME product is relatively stable, comprising
customers: mainly from maddle income strata. Markel
information is regularly availahle, gathering chicfiy from fellow
producers, specialized associations, or hoth. No major prohlem
in getting adequatc transportation and storage facilities on

commercial charges.

Infrastructure facilities are available. Prohlcms, however,

eucounter in getting some facilities such as rcgular supply of
~ electricity at lowcer cost, rclatively high cost of transportation
aud communication via telcphonc, email etc.

' ion 1 ate. But it has
Overall. the cost of production is reasonably modera
- gradually heen rising over time, hoth overhcad and short term

costs, for various reasons.
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Ostly local raw materials. The
W materials is at satisfactory level.

Main source of finance is own saving, in some cases
accompanied by family support. Institutional loan is not readily
available. In addition, whatever Institutional finance is
available, the procedure is highly complicated, requiring both

personal and company guarantees. As a result, long delay. Such
Institutional finance is available mainly for short term working

capital purpose, from commercial banks. The cost of loan is

quite high, as high as 22 percent annually, for both overheads
and short term finance. The institutional loan available for

export is mainly at pre-shipment stage.

The CSME sector has a bright growth prospect for development

in Bangladesh. Reasons are numerous. These are, very briefly,
competitiveness, use of local raw materials, value addition,
Income generation, export orientation, and large market, having

tremendous employment potential.

Multiple difficulties, however, deter the growth and c{eve}npr.nen[
of the CSME sector. Lack of unhindered access to institutional
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finance is almost an insurmountable barrier. The second major
problem is the lack of modern technoiogy, followed by irregular
supply of eiectricity, high cost of institutional loan, unfair
competition, lack of government incentives and clear cut policy

for this sector.

- Most entrepreneurs need an integrated package of assistance,
comprising both financial and non-financial support. Unhindered
access to adequate institutional finance at lower cost is at the
top, accompanied by a number of nou-fiuancial assistauce. Such
non-financial assistance inciude, amoug others, -technological
help, support for quality improvement, research and

development facilities, poiitical stability, aud small firm friendiy
government policy.

Ine promotion of the CSME sector, its role in society and the
opportuniies u presents for personal gain, appears 1o be critical for

facilitating economic growth. As such, it should be promoted by
taking all out measures.

Includes mainly
, lowering interest

MIBIMIZING taxation, ensuring access o labor

rate, reducing the regulatory burden, neutralizi
constraints, preventing unfair competition fro

m 1llegal imports,
and develﬂping a real



long-t '
sh’;ij ;rnli) :ﬂpﬂiﬂ on the development of this sector. The package
mprised of both financial and non-financial

components. .
PO Among the non-financial assistance, most

important are: providing technical
1a help and regular supply of
clectricity at lower cost. Some other software sippurt, Ell:cfl as

;nftl*:n:llac:mn, El’ltl‘ﬂPI‘EﬂEU]‘iﬂl education and training, would be
ncluded and provided, as and when necessary. The delivery of

such Eﬂiillpl'l’:thﬂl'.lf‘:-iv‘ﬂ assistance should be made highly visible, by
appropriale mstitutions, tor the small entrepreneurial community.

An | appropriate institutional mix will ensure availability of
assistance for small firms. Such an institutional mix could be
developed, by restructuring government agencies, through
formation of a ‘public-private partnership (3P)’. Here some
existing agencies, such as the FBCCI at private level and the
BSCIC at government sector, could be utilized. If such an
initiative is accepted in principle, further details could be
developed in future. Also this partnership could be developed at
international level, among the OIC countries for mutual benefts.

Such an initiative is highly desirable in the present global context
o ensure future economic security of the Muslim World.
However, suffice to mention here, to make the proposed
mitiative effective in achieving its goals, experts and resources
led by the OICs should be gathered around the Islamic countries.
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