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I. CURRENT PRACTICES Of SUBCONTRACTING IN BANGLADESH 

1 • INTRODUCTION 

1.1. Background of consultancy. Bangladesh, with its large and 
rapidly-growing population and sharply limited land area, faces a severe 
problem of providing productive employment for i~s people. The USAID 
Mission to Bangladesh has long been c0ncerned with this problem. Recent 
analysES suggest that the potential for significant increases in labor 
abscrption in agriculture are limited. This has led many to consider the 
pcss1bilities for expandin~ jobs in small enterprises, both in industry and 
in commerce. 

While an approach to job-creation through s~all enterprise development 
has g1inEd widespread acceptance in or1nc1ple, in Bangladesh as in other 
c:o•;ntries of the wcrld, the devising of policies 0r projects to support the 
growth of such enterprises has proven to be a dif:'icult task. A number of 
ap~~oac:hes ~ave been tried; it may be fair to say that the failures 
c.ut:,ur:.b•..'r tr.e s;iccesses. In fact some wculd say trBt the s11cc:essr.s are 
<A1ly rele:t l ve, and are few 1n r1Llr.:ber. 

In this situation, subcontracting systems offer intcr2st1ng 
pcc:si,Hlities as a rr,cans of channeling assistan-:;e to small producers, and 
alsc as a way of drawing small prod11cers into creative relationships with 
other firms. This ccns11ltancy was designed to explore the extent to which 
this might be true in Banglad~sh. Its terms cf reference were in three 
parts. The first involved field work to dete:minP the nature of 
Sllbccntract ing among small producers in Bangladesh, the c:haracteristics of 
the participants and of the relaticnships involved. Section I of this 
paper reports on the findings of that portion of the work. The second and 
third questions related respectively to policies which impinge on 
Silbccntracting rPlaticnships, and proji:'cts which ~1ight be developed to 
'.'iilpport their grc.wth. Those two iss;:es are diSCii.3S0d in the s•ccond and 
third sections of this paper. 

It is i;-;.;1crt ant to r,ote that the govt:.rr1ment of Ba:-ig: ::idesh has 
expr.-sse,j c:::.nsidcrablP ir-iterest ir; si,\Jc:0ntrc.•:::ting systems and linkage 
rel at ionsr1i;:.s betwr:'2n :arge eind s;,1all ;:;r·0d11cers. The g0vi::rnment has 
aµpointed a r.igh-levE.l corr::nittee tc expl0re ways cf devdcping the use of 
::;1.u'...:G(1t(a·:::t 1ng in v2r·L'J"s ;:,.r<::d.S of the ec·rJnc~my. This cc,m::iittee has met 
only r·2ri:ly Slfl'~t' its fcrmaticn in 1983, 3nd r.cst cf its members have srncc 
changed ass1gn~cnt, sc it nas net yet had any sign1f1cant impact on the 
p0jicy of the cc,ilntry. The fact that it was appc1nted, hcw•?ver, reflects 
an Lrrn2;;al Jitu'est in this ;:irr::a amcng thir'<J wcJr1d ccuritry i;:0v>;rnrr.<~nts, and 
a gr:,c,d cJ~.~·crtunity tc ,jirect its act1vit;JcS in r.ew t.irections. 

1.2. ApvcJ_C:·~Q__;_i.s~·d. Ori ar-rival in E2ngladcsh, the f1rst tctsk ·,.as tc 
1:nd•:rtav.e i1 f!r;:·limine:ry n:vicw of t;c (Xtcnt of c:utic:ontracting in the 
r_:(Jilntry, as ·, ... r_;Jl as its i:idi~':itry c:c,nc:r.)r-:trat-ic.,n. D10~l:r..:s1:_,·ns w1th 3 n1;rr.L•~r 



cf infcrmed peo~le, beth inside the Bangladesh government and outside, 
suggested tnat subco!'1tracting activities are particularly important in 
three industries: metal products a11d engineering; garments; and leather 
shoes. Consequently, interviews were concentrated primarily in these three 
industrial groups. A limited numter of interviews were &lso undertaken 
with a view to exploring subcontracting systems involving people working in 
village households. 

F0r each of these categories, then, the approach 1:sed ·.;as t:::. seek out 
anc interview a diverse assortment of enterprises: manufacturers of 
different types and sizes, merchants involved in wholesaling and rPtailing, 
ar:d other knowledgeable individuals. During the course of six weeks of 
field work, entrepreneurs in approximately 125 enterprises were 
interviewed. Most of these were in Dhaka and the irnmediate surroundings 
(incl11ding Jcydebp111 and Narayanganj, T0ngi and Mirpur), but visits were 
also ~~de to Comilla and Chittagong, to Mymensing and Tangail. 

1.3. Def1n1ticns. There has been a lively discussion ir. Bangladesh 
ccnc~rning appropriate definitions of Siibcontracting. For the purposes of 
thi::: cor:s11ltancy, a b:"cad definit1cn "'as 1:sed, tased on twc featllres: 
~rciji!Ct ion on crder, h1sed on a lcnger-term, repeating re lat i0nship. This 
definition might be contrasted with other, ~ore narrow conceptions of 
sutccntracting. One of these ~equircs that the parent firm supply the 
working capital, either in the fcrm of raw materials or of mcney to buy 
these. While this is a frequent cr.eirac:teristic of rra:-iy s1:bccntracting 
systems, it 1s not alweiys sc; there seems tc be no good r~ascn to r(strict 
c•ir ,~efin1tion to situations wr1ere this is the case. Otr.~rs choose tc 
limit the C':,ncept to slt11at1cns whE:re the f1rm giving the order is a 
:r.anufacturer, rather than a merchant. Scmc have also ri::q,_ared that the 
supplier prcd11ct: a part which is inccrpcrated in id1::ntifiable fcrm in the 
finished prcd11ct (as when a bicycle rcanufacturer subc:cntracts the 
prcduct10n of spokes or rims). Again, th1s is a fr;:;q<J:nt c:harac:ter1st1c cf 
s·1bcontract1ng systems in Sangladesh, b11t there sc€ms tc be nc reason to 
11m1t the def1niticn to situations cf this type. 

Twc furth12r things rr.ay be notPd about c,ur defin1 t ion. ;'he first is 
th2 eii.phas1s on prcc1:c:ti0n <:~.c2er. NG ri:;estricticns are pl;::,c:i=>d on the 
neiture of the enterprise giving the order. Among ether things, this mrans 
that the prefix, the sub- in the word s11bc0ntr2c:tirig, is really 
;'edirndant. A mere accurate description cf 1.;hat is iln,j;cr study wciild be 
':C:!'!_t_r2c:ting rather than sutco:1tract1ng. 'rie f0llow t:-.e sta:Jdar1:i term1riology 
h(! ~ "10t tr::c;_n~~c it is mc ... rc 2.sc1:rate, but t·CCdilS~ it is rr.r_Jr;_~ cc:ri!T:Gnly 
t.'.~"·:1. The s;:cand pi:irt cf the defin1tion---reqii1ring that the ?'i:l<Jt1cr.sh1p 
be cf a l vi t: er - t c rm , r· rT r:; t i t l v' n Cit , ; re - - i s r; ·~ s i g :, e d t c ~ x c: L. '.:! e s i t 11"' t l c. n s 
invGlving cne-t.mc 0rdLrs (e.g. tc h2V0 a rep!acc~Lnt ~a~t ~~de by a 
rr:e:cr11ne sh0p). 

1.4. ii.ck~'l_'~l_r_<::~·::_rr~•::nt~. I 1-:c.11ld 11k>: t0 oprt::ss :r.y th.::r.ks ;:ind 
8~~r0~1at1on to Dr. Jan van der VuPn, Sen1cr Ec:cnc~1st at the US~ID M1~s10n 
tr, r'1'1E~'i':Jr.'.oh, fc.r arrar,2:ir.F_, th1:: cc.::sultar1cy, tr.u»by e:1·1i'.t; iTie an 
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cppcrtun1ty tc learn more about a topic which interests me. His interest 
and enthusiasrr added greatly to the enjoyment of the undertaking. 
Se~ondly, I would like to thank Mr. Nizam Uddin Ahmed, also of USAID/Dhakd, 
for sharing his insights concerning all aspects of the Bangladesh 
society. He was an excellent counterpart, translator, and travelling 
companion. Thanks also go to Mr. Anwarul Azim Syed of MIDAS, who 
accompanied us on many of our interviews. Without their help, I coulrl 
never have begun my work. 

2. Mi::TALS 

In examining s•ibccntract in3 systems in metals and engineer inc; 
enterprises, it is helpful to distinguish between public s~ctor firms, on 
the enc hand, and private sector enterprises, on the other. This 
s~pa~aticn in turn leads to three major categcries of subcontracting links: 

2.1. c~ntracts bet~een one public sector firm and another. A moderate 
an;cl:nt cf s;;bcontracting takes place between large public sector producers. 
Examples include castings done by the Bangladesh Meta] fools Factory for 
Sangladesh Diesel and for Chittagong Steel Mills; the making of dies by 
Metalex and ~e~ar for Atlas Bangladesh; and several others. Perhaps the 
primary cr.ara-:~eristic of these relationship:s is that they are tr·eated by 
the ~artici~2nts as being "in the fa~ily." Among other things, this mca~s 
that price negotiaticns are rather relaxed. In some cases, orcduction 
takes place first, with the price negotiations only being f1nal1zed at a 
!ater date. From che point of view of contracting proceGures, this is a 
very (asy type 0f relat1onsh1p to establish and use. It alsc puts private 
pru1ucE:rs at a severe disad>antage, however, since they cc;:ld net operate 
on :su-:h a beisis. 

2.2. A second cr:iti:>gcry -1f transactiJ1ns ar;ses frcrr. £Ont<ac~s bic:;tween 
_£•:bl__i_c sect er prodw::er~a-~~-J?J::5_vate ~'.;ector _, irms. These are relatively 
rare, fer r'eascns which should bcc0;;ie clear fr0m the Giscussion below. In 
so~e c3ses, private prcducers place crders ~1th pLblic sectcr stippliers. 
An exa~ple would be the purchase of battans (used in light f1xtures) by 
?h1l1ps, from Atlas. We were told that At}as is the only firm in the 
cou!ltrf capable cf ;r,aking these i terns. Atlas 1s now mere th2n two years 
bEhind the...r contracted delivery scl-Jcdule; they make the products when it 
is convenient for them, which is only occasionally. Philips can tolerate 
~tns only bec:3use this is a very minor item '.'vt ti1en1; t!1ey sel' ;.;hat thr;y 
can prr:.-d11c0, giv€n that constraint on their ir,;iut supplies. F0r a r:Jajor 
yr-c .. ,r:Juct line, it w:.uld be an irr,pc,ssible sitc;ati0,1. 

The c0~~rrse type r:,f transacticn takes place ~here pr·ivate s0ctor 
;Jrcd;1cu·s ent•:;r into c ... ,r.tract;ial arrangements to s1?ll to p;1bl ic s•;ctc .. r 
buyers. This happens to a limtted extent, e.g. wr1en publi<:: S"'<::tor jutr: :-c.nd 
textile r:;ills cr1ntract f0: thf:> reglllar !J•ir·•.J.ast: ,-;f spar~~ parts frcm pr1vatl 
sr>ct0r Si!f",·pl i >ere;. In !":ak i ng s•:ch p:irclvi:;r.''3, p 1 

.. 
1bl ic 5•~ctc·r f: '''7'S 2.re 

r•··~·Hri'd tc :;sic a tc:-1ci:r1ng pr(_,c~·ss; the pr0ci:d:;rcs for 1!"11s are 
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cumberscme, ccmrlex, and subject to all kinds cf man1pulat1ons. Even after 
winning the contract and delivery of the product, the supplier is often 
faced with problems of delayed payment. It is not impossible for a private 
firm to overcome (or learn to live with) these problems, but they certainly 
do cause difficulties; ~any private firms have chosen to stay away from 
such activities entirely. 

2.3. The third major category involves contracts between two private 
se~~or _t:__i_rms. In r.1cst cases, the supplier r.ere is a small er medium-sized 
enterprise; the b~yer may be large, or may ~e anct~er s~all firm. 
::xar.:;:les of small firms doing st:bcon~ract i11g wcrk for large private 
prcd~cers include the making lrc'li11g and welding) of pipes fer major 
tubewell manufacturers; the ma11ufacture cf wocden cases and metal stands 
for Singer Sewing Machines; the rr.ak111g cf parts for local 
r:-.am.fact,~rers/assPmblers cf ceritrif11gal p·L:mps, and for one local asser.:bler 
cf ~iesel engines (more pctential than actual right new, but already under 
way on a limited sr::ale); and the rr.anufact 11re of power looms for large 
private weaving mills. The final comb1naticn, based on contracts between 
t·.ic srr.all private prc,di,c<Ors, is the most diverse and probal:lly tr,e most 
wid~spread of all. Sorr:e examples 11nccvered in the course cf the interviews 
incli;de the follc;.;ing. 

a) ~he making in a small (c' x 8') machine shop cf dies, to be used in 
the manufacture of plastic knobs, in turn scld to a radic assembler. 

b) The m2k1ng cf dra;.;er handl€s in a s~all wcrkshop which receives 
Grters frcm a whclesaler; places orders fer casting with a neighboring 
fcundry; does the rr.achining "1n-hc•;se," then sr:nds the parts tc another 
n21ghbcr for el£ctroplating, finally buffing them h1rr:sPlf before turning 
th~rr. ever to the ;.;hc!~saler. 

r::) The "dis-a~grcgated" rr.ant1facture of hand p~mps for the rural health 
pr'._gram (the 11lt:i.rr:ate scoirce of the orders): one firru :!ces the ccistins and 
rr:achin1ng, s:n~1~; the parts to another firm nE .rby fer oc,r1ng, contracting 
with a third f:r'm tc, Siipply rr;ore fini::ly rr.ac!":i"."-d parts. 

d) The ma~ing cf ball precses and lathes by s~all wcr~shops, who 
c_,,tr,;,::t with r•:i:Sh'.:irJrs fer heavy casting, pla11eing, the c1itting of gr::ar 
t~·~•h, an.d r:t .. "r fine r.ac:r-:ining. 

el -:-hi:: ;n;:,r.::'.":!Ctc:re cf s':!:iiteiry ·..;arE; (pipe fittiri[S, fauc,cts, gas 
v,-.;;_v:_·s), ·,.,ith t:J· 2l,_·:trcr1lating 1:::0ne on a s:1bcontrac:t b:isis. 

'.J Tr:c m~r,.::2cturi:· cf bicycle parts fc,r lc,c2l as:o;'.::bl·-~·s, ·,.,1th a 
: .. ::'.J,r cf d1f!°';;(nt f1:rr::; Pf",d"c1r:e; 2i1Ch of s•_vi:ri11 d,'.!"'•~rc:rit p2rts. 

g) Tho cr:~~r:2•icn cf tw0 firms (0ne tc de, tre c~s·1rig, the ether the 
~1Jl1r.g), Hl rr.C-:f1:1g :o~3'idard r.~p};:v:.::·::;r;nt parts (g·<:H'S) fr,r textile 
r::,--:~~1.1. nr~ry. 
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It is difficult to judge the prevalence cf these types cf activities. A 
walk thrcugh market ~reas and discussion at random (in a non-statistical 
sense!) with assorted producers suggests great diversity of product types, 
and widespread dispersion, with extensive reliance on subcontracting. 

It seems appropriate to hold up the Mirpur Agricul~ural Workshop and 
Trainine, School (M!.WTS) as a particularly instructive model, illustrating 
both strengths and problems in the development of subcontracting systems in 
the metals industry. Based on the well-equipped facilities of its 3-year 
vc.cational trainin~ si:::hool, MAWTS rei:::eives inquiries for work it might de 
on a i:::ommercial basis from a wide variety cf private as well as public 
sector buyers. Mr. lkrarnulla, the MAWTS director, makes a conscious effort 
to i:::hannel many of these o~ders on tc smaller private workshop3, either as 
a whole or for some parts. In a new projei:::t soon to get under way, he will 
help establish 15 new workshops, owned by some of his earlier grad11ates who 
have now had enough experience to start out on their own as entrepreneurs. 

Thl5 is an interesting experiment which has many cf the ingredients cf 
a well-focused activity aimed at the development cf subcontracting systems: 
a c~annel for orders, linking s~all specialized wcr~shops with mere dynamic 
rrarkets, with a strong technical a3Si8tani:::e c0mponent; that technical 
ass1stani:::e is careful1y targeted to enable the suppliers to i:::cmplete 
par+- ii:::ular tasks for which there is a derr.and in the rr.arket. lf this 
experiment is to serve as a model fer a broader dev2lc~rr2nt cf 
subcontracting systems, however, one missing ingredient still needs to be 
added; this cr.1ncerns financial and r::ar.ag•:'rr>ent ir,dcper,,jence in the Si:pplier 
firms. Some cf the supplier worksr.ops are reportedly cllrrently losing 
money. They have shown little initiative in seeking out i:::heaper sources of 
raw rr:atl"rials, ir, 1:)argaining fo-- better tcr!r.s en the products they s11pply 
to MAl-;TS, er in exploring other prcdui:::ts which they rr:ight profitably 
produce and sell to others. To a lar~c extent, they seem to view 
tr.emselves as appendages of MAWTS. Tht ir failure tc develop any 
independent initiative and their "parent's" toleration cf their apparent 
failure to cover their costs suggest that, to date, this is a correct 
perception; in fact, they are appendages cf ~AWTS. This is i:::learly not 
trc:e fer all !".A.1iTS suppliers; sc,me r1ad :::een in bi:si0r::ss fc;r rr:any yr;ars 
before they startPd de;:iling with MAi\'TS, are s11pplying c-any prGducts torr.any 
buyers, and doing quite well. It is me.st dearly true for thcs€ W'.1rkshops 
wrni:::h were sp.:>i:::ially se~ up with an 0ye to Sii;:plying ordr;rs c.nann0l0d tc 
therr, by 1-'.AtiTS. lf thrse -:ire to be si:'er, as pr0vir:1ng Ci p:ittern fol' the 
(Stab] is'ir:~'nt of f1iture w0rkshc,ps, it will bE: rn.pcrta,..,t tc PnsurE: that they 
:-:,eve rr:c.re qi:1i:::kly tc.wards fi:.ancial arid rr.c:r1212e:r1al 1 r::-:.p·='•·jE:nce. If this 
IT:\3Slr1g int;;redient COi!ld be added, then this WOi:ld be c:r ir.:portant '.::ase 
w',u'e 2n <.utside ir.st1tl:ti.0n--in tr.is case, a PVO, alt~.01,gh the ~ask migt1t 
also be accc,~plished by a govPrn~rnt agency or a private t11sin0~s f1rm--has 
t>'en ir·strc;:-:.•_T,tal in r.ak1ng pc:c.s1ble trie est:c;blish:ncnt and grr,wth vf r .• ral 
small enterprises, using a system of subcontrCicting tc link d1sp(rs~d small 
prcducers to dyn~m1c ~arkE:ts. 
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3 GARMENTS 

3.1. Introduction. The production of clothing in a nation of 100 
million people involves an immense and multifaceted set of activities. 
Among the major segments of this market are the following. 

a) Lung1s and sarees: single pieces of cloth worn as garments by the 
vast majority of adult Bangladeshis, these are mostly woven on hand looms, 
although there is also some power loom and factory production. 

b) "Western'' outer garments: blouses, shirts, trousers, sweaters, 
children's clothing. A significant share, particularly of adults' 
clothing, i:.; imported as used clothing. Of the rest, while there is a 
signifi-:::ant amount of tailor-made clo·:hing, a substant5al portion comes 
frcm local small and medium-sized factories and workshops, mostly in and 
aro1rnd Dhaka and Chittagong. 

c) "Hcsiery:" a bread term which includes underclethes and r:-ther 
i'\nl twear as well as SG<::ks. VirtL:ally all is locally made, rwch of it in a 
ccmplex set of sm3ll ent8rpr1ses in Narayanganj. 

d) Finally, there is the much-noted producti0n of gar!".".ents fc,r export. 

Our discussion of subcontracting is limited to the second, third, and 
fc,urth of these categories. While there may be some subcontracting in 
-:clctn prc,di,ct10n (pdrticularly handlocms), we have not explored that area, 
partly bec2use it has been more extensively st11died by ethers. l;'e discuss 
Lhe ether tLrcE: ci1tegcries in turn. 

3.2. Western 011ter garments fer the lecal market. \;'hile less ~1dely 
recognized than export preduction, this activity has also grcwn rapidly 
over the past 5-10 years. A number of people reported that the tailcrs' 
hold on this market is declining rather rapidly, at the same time that the 
s~are cf ncn-tradit1cnal clothing in the market (specially fer men and 
children) is ris1rg. Relative to the tailors, ready-made clothes are 
rcpcrted tc be mere fashicnable (reflecting latest trends), are cf better 
q11ality, and are scld at lcwer cost. 

Sl1bccntracting is fairly <ext.::nsive arncng lv.:al getrrr.•·nt factcries. It 
arises since m;1cl1 of the yr·cfoction is en order, either frc,m merchants 
(cften retailers) or frc,m other factories. The latter pattern is 
exernpl1fi~d by Prarscn2 ~arments, the ]3rgest and mcst w1a~ly knc,wn 
s1;ppl1er of garr:.ents to the l\,cal market. Pearscns has its own fdc:tr.:.ry, 
with ::irir_,;it 200 ;...;r~r:.:crs (all mo::n!); it a~so b•iys clcthing 0n an r_,rdi-:r t'1sis 
frr.:,m 10 0tr,;cr p·cd•icicrs. With this fl.::;,.; of prcd;;cts, th€ C'.f.prny Sllpp1 ies 
scme 200 buyers (whslcsalers as weJl 3S r~tailers) from all csrners of the 
r_:c,untry. In d»:cil1ng ·,.;1th s;;ppl1ers, Pearscns prcvi'.J~;s mc.,d>cls as well as 
tPr;hn1cal s;;~.:.rv1sicn in ea-::h s11ppl1er factc,ry. Q1,ality -::sntr0l is alsc 
ev::rr::1sed tr1;"G<.£h Pea:scns' prc,visic,n cf all r::l(,tri and acci:·ssc,ries. The 
~""~'~liE:r f1r:::s i':':,,r,i::reilJ:, p•;r•-~;ase tr,eir own SE:\.ilng macr1i:,es arid work 
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places, alti10ugh Pearscns alsc scrr.etimes provides the m2chines, 
particularly the mere complex ones (e.g. o~erlock machines). 

Pearscns started on garment production f<•ur years ago, re:ying at 
fi~st only on its own factory. Demand quickly grew beyond i s own 
production capacity, which led them to the subcontracting sy~tem. The 
ccmpar.y currently has subcontract work done in two contexts. First, there 
are some activities which Pearsons does not undertake at all, but ratl~er 
handles only on a subcontracting basis. An example is embroidery, 
generally done as hand-work by grcups of wcmen working in households or 
small workshops. Women skillPC in this work are readily available in a 
hcusehcld setting, but are less easily organized to work in urban 
factories, so subcontracting systems have developed naturally. Beyond 
this, subcontract production of whole garments is done to the extent that 
derr:2nd exc:ceds "inside" production capacity. Demand for ready-made 
garments is rather highly seasonal, peaking in the months leading up to 
Ra~acan; an indicativP graph might look as follows: 

quantity 

Ramadan 

Th11s, th•:cre is some s<ibcontracting of comp1ete garments on a yc1r-ar0und 
b~sis, but in the period before Raffiadan this is much more extensive. It 
is hard to know how much credance to give to the cff-handed estimates 
of Pt:z:r·scns' rLZonager. Taken at face value, his figures wo11ld suggest 
the following (on an index basis, taking total sales in the off-season 
as ~ 100): 

c,wn prod1Jction 
sut;contract purcr1;.;ses 

total sales 

off-s2ascn 
80 
20 

100 

pre-feast season 
100 
150 
~50 

They ar€ c11rrently exploring the pcs~1b1l1ty of expcrti~g these g~rm~nts; 
if that s;]cu·r:ds, it W8uld be in addition to (not in place of) thi:?ir 10cal 
sales; the latter are far too profitable for them to consider giving them 

up. 
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~hile this is the most extensive and well-developed subcontracting 
system in this category, it i!:i not the o:.ly one. A number of read:;-made 
retail shops regularly place orders with small garment factories, who in 
turn receive orders from a number of different retailer~ (i.e. there are 
multiple retailers giving orders to each factory, and multiple factories 
supplying each retailer). This "multilateralism o~ each side" reduces the 
risk of dependence or exploitation in either direction; it also permits 
some product sp2cialization by the producers, while maKing possible a 
variety of chcic~ for ccnsu~ers. In a few cases, a single entrepreneur 
cwns and operates a retail c,utlet as well as a factory. In Sllc11 cases once 
again the retail outlet buys froffi several ether factcries as well, whi~e 
the factory c11tput is also sold through several cU-.<T retail outlets. 
Again, this ffiakes possible specialization in production as well as 
diversity in sale~. while enabling Lhe entr~preneur to make informed 
decisions about production based on a detailed understanding of both market 
conditions and the capabilities of his own work force. The producers often 
are q«ite style-cc.nsciu:s, searching out catalogs, magazines, even watchir-g 
mcv it:s from arc•md the world to look for new styles. This diversity and 
dy:.:"T.ic !)reduct developme;it .:~s frequently ccr.~c~nted c.n as a rr.ajor ri::ason 
why rcady-T.ade ~ar~cnts are displacing tailcrs, with their mere 
ccr.servati~e and t:aditic.nal styling. 

In additic.n to the crders placed with producers by :etailers, there 
sc•:·:ns to be a i'egular network cf ccr:tr2ct production bet'.:2'.?n manufacturers, 
similar ta that c.~crated by rEarscns. If cne factcry receives an order 
beyond its c-..:r. prodllction ca;.,acity, with a tirr,e cc,nslraint which it cannot 
~eet, it accepts the order, then passes it along on a subcontract basis to 
ancther fact0ry which has slack capacity at that time. This system has the 
clFar advant~ge of keeping "the system" operating clcser to full capacity; 
it alsc ~dS a clear limitation, since the cverall demand increase leading 
up tc Fa Jdan rr,('ans ·,hat all firms are facing the most seric11s capacity 
constrair.~ at the same time; "passing orders ar0und" wc11ld be of little 
help dur1r,g th1:.o p•::riod. 

The Khal1fa Petti area cf Chittagcng represents anothel' dimension of 
the lscal rEady-made garment ~arket. Concentrated in one section of the 
city are perhaps 300 workshops, employing an average of about ten workers 
~ach. These firms prcvide low-cost, low quality clothes, particularly for 
ch1laren. Their s3lcs channrJs are through hawkers and small market shcps; 
;r.er·cr.:,nts g>:•nr_rally c_,~rr,e to the prc,d11cers to buy from ciCCd[)llllated 
inv•,:itcrics (prvcdction is gen•;rally not on c,rrJer). Subcontracting ir. this 
.:::~t:a is lirrit>?d to s0me partic:;lar production steps (e.g. C;LJbroidery), 
:·-:..-;:·t,rr,;:·s d:..ne by nei'?;r,borirg wor~kshops with sper::ial1zed machines or 
·::;,:,_·c1al s"il1s. in s11ch cases, the enterprise; giving the order :;1;pplies 
th~ par•iallJ cs~~ll:tcd garment, paying on a piece-wcr~ basis for the w0rk 
done. In our tour of the area, it seemed t~at all workers and 
(::_: ~j tr' r_ ;_; r i-:_ :i cilr s ;:1 re r~.a l t_:s. 

Tr,rse f1rGrj;;c<':'rS cr,~,;_.lc,ined that their r.,;.,rki:;tl'.1£ SfSt•;ffi left th<.:m at 
tr". r>,•;r'-Y 0f trw mcrcr.e:nts. Follc·.;ing a Jor1g 3::ir1gJ,:,j;:;;h trcid1tion, they 
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petiticned the gcvernment (so far, unsuccessfully) to provide th-=:: with 
better and more central wo~k places, to enable them to combine prcduction 
with their own retailing outlets. A more critical problem may be, however, 
that--rightly or wrongly--their products are perceived by consumers as 
being of inferior quality. Although their prices are J0-40% below those of 
(small) ready-made garment factories, it is in the somewhat higher quality 
end ~hat demand is expanding most rapidly. This suggests a somewhat 
different marketing strategy for them, seeking to be more like the small 
garment factories. This implies more attenticn to quality, to fashion 
trends, and to packaging of the prcd11ct (c«rrently they are sold "in bulk" 
rather than individually wrapped). In both the small factories d!ld in 
these small workshops, after all, the work force is approximately the same 
(8-12 people in the workshops, 10-20 in the small factories); both use many 
of the same simple machines, and require similar skills. The prcjuction­
on-order, subcontracting-based linkage between retailers and small garment 
fa~tcries may provide a mcdel for upgr~ding and transforming at 12ast some 
of these small workshops. 

One may ask why such a development h~s not taken place through normal 
market fcrces, as merchants notice the potential profits to be derived from 
such a cha~ge and move tc exploit this oppcrtunity. The ~uestion is a 
general cne: if it is suggested that a particular undertaking would be 
privately profitable, why has no one already dor.e it? The questicn 
presuppcses a level of responsiveness to potential profit-making 
opp0rt1miti.€s which is more characteristic of economic textbooks than of 
most collntr1es of the third w0rJd. It is true that the general picture 
which we have drawn of small producers in Bangladesh is one of considerable 
initiative, flexibility and resp0nsivcncss to new btJsiness oppcrtunities; 
that clearly does not mean, however, that tt.e system is working perfectly, 
that there are no cppcrtunitics for further improvement, for ex~~ple, by 
bringing s1t11ations such as this one to the attenti'Jn of mu·chants er 
businessmen whc might respond by establishing new marketing links. 

The issue is not only one of limited infcrmation, however. The 
potential benefits from such a change are substantially greater than those 
which could be captured by a merchant 1;ndertaking such a change; they 
include the imprr)ved income-earning cppcrtunities for the supplier 
enterprises and their wc,rk fcrce, including the dynamic dimension of higher 
p0tent1al growth rates. Of course in a perfect market the merchant wo11ld 
be able tc share in these gains sufficiently to rr.ake it wc,rth his while 
(else rjne might as:; whether the undertciking is beneficial to the gr0;ip-­
pr01juccrs and rr.erchant taken tcgPther). One cannot simply assume, hc.,wever, 
that the market will work sufficiently 'r.'ell tc ensure this result. In sum, 
cur prc1 tminary lock at this grcup c,f prr-'ducers suggests an cpp0r·t<in1ty to 
intr0d;ce cr,a:.gcs in the pr0dw:tlcn/distribut1c,n systerr, which w11l be 
b>"r1ef1c1al tc all b11t part1c1llarly tc, t!-1"-' ::,rr:all Enterprises. The iss:ie cf 
hew best tc Effect such cr,ar,ges is d1sc.;ssed at a later p01nt in this 
paper. 
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3.3. Hosie_!:I. Hosiery producers have long been concentrated in thP 
thriving city of Narayanganj, 15 km. south of Dhaka. Today their products 
ar€ found in every city and town of Bar.~ladesh. They make products a~ 
simple as undershirts and socks, and ~s com)lc: as stylist1 knitted shirts 

and dresses. 

There are several steps in the pro-<·1ction prQcess, with the number 
varying from product to product. Starting from the yarn, which is 
generally purchased in the market, the first step is 11sually knitting into 
cloth; this may be followed by washing, calendering (starching, pressing 
~nd folding), and/or dyeing of cloth. The cloth is then cut and stLtched 
or sewn into garments. Some garments are emtrcidered, others are printed 

with designs or patterns. 

Each cf these steps may be done either inside tht parent firm or on a 
sub·:c.ntrar::ting basis. We have interviewPd firms where only the cuttir.g and 
sewing was dcne by the "system organizer" (i.e. the parent firm), with five 
other steps (knitting, washing, calendering, dyeing, printing) each done ry 
a separ3te group of supplier firms (for each step, 4-5 different suppliPr3 
wECre 1;sed). In an·~ther "system," only dyeing was dcne on a subcc,ntr2.;:;ting 
tasis; th~s entrepreneur t1ad invested in several knitting ~achines which 
permitte~ him, in addition to meeting h1s own needs, to do knitting for 8-9 
other producers as a supplier c,f subccntracted services. r;E also spcke to 
a rr.an whose only work was to run 7 knitting machines, all on a subcontract 
basis, for 6 prod11cers, wh0 siipply him with yarn and specify the quality, 
size, and style of cloth they want. H~s knitting machines run 21 hcurs per 
day (the e;cvernment fcrbids them to op1:;rate from 6-9 Pl"'., presilmably because 
of limited electricity prod;1ction capacity). He claimed that there are as 
rr.einy as 1 ,000 "contract knitters" 1 ike him in Narayanganj, each with 
anywr,.::re from 2 tc 60 knitting machines, prod;icing c 1 oth en order fvr 
others whc supply the yarn and the pr0duct spe-:1fication. The same is 
d0arly true of dyers, enterprises specializing in calenderjng, and each of 
the other steps in this multi-stage prcduction process. The_;e specialized 
prc.d,,cers s1;pply their services to parent firms who "crganize the system," 
ccrr,bining a v;:,rying nllmber of activities dcne "in house" with other steps 
which are rjc,ne vn a s11bccntracting basis. 

3.4. Expcrtt'_d_Ga0ents. Much has been 'nTitten about the explcsive 
isrcwth cf garmen: man11facturers pr0d11cing fer export. While statistics 
here seem to lag perpetually behind the expanding activities of the sector, 
cne can assert that there are at least 150 firms producing in this area, 
Pmplcy1ng at l~ast 50,000 workers; the rapid expansion has lead to a 
wide~pread shortage cf trained wcrkers, in spite of training programs in 
virt1"ally r·vE:ry ·~st;.:;blishrn8nt, with the result that several ftrms r'epcrted 
sh0rt'1ges of qua1 if10d wcri<·::rs as the key ccn:.otraint holding beick th•.:ir 
ratE: of Exp;rnsion. Working hours are long (1G-12 hcurs per day, with 
8VtTythrng over 8 hcurs being paid dullble time). Resulting salaries 
(incl11dir1g ovi::rtime) start at ab0ut Tk 1,200/month fvr trained wcrkers, ;rnd 
can fairly ,~uickly reach Tk 2,500-_3,000/m:-.1nth (cigain, inr.::l11ding cvert1me), 
f'vr mr.:,r·t: exp•;ri;;nccd pro•:l11cti(_,n •,;c,rkers. (Tk 26.S = US$ 1.00 at the time 
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of the study.) The male-feL~le mix varies from factory to factory, but may 
be 50-50$ overall. 

Subcontracting is relevant to this sector in two ways. First and 
foremost, the activity itself is a pure example of international 
subcontracting. All production takes place on order, based or. imported raw 
materials (cloth and accessories), designs, sizes, packing instructions, 
etc. While ownership, management, and technical supervision is in most 
cases now entirely Bangladeshi, a driving force behind the activity is the 
foreign buyer, who plays a key role in product de~ign and marketing. While 
there is some continuing flux, most producers settle down with 3-5 bcyers, 
while most buyers obtain products from several suppliers, so neither 
becomes excessively dependent on any one channel. Under the system of 
"back-to-back letters of credit," the manufacturer uses his order for final 
product to obtain credit from banks to buy raw materials. Working capital, 
then, comes from financial institutions to suppliers, with the loan backed 
by the credit of the buyer • 

.Subcontracting appears in a different way here as well. Some of th..: 
larger ffianufacturers receive mere orders than they themselves can fill. 
They then contract with other manufacturers to undertake some of this 
production en their behalf. This enables the smaller or newer firms to get 
o;tarted in this type of activity before they have developed sufficient 
buyer ccntacts to keep their facilities fi1lly occupied, and before they 
have developed the financial recognition required from the banks; it seems 
that even with firm crders, small or new prcducers do not find it easy to 
obtain the required letters cf credit for importing inputs. 

3.5. Pcssibl_e backwards linkages? Considerable thcught has been given, 
beth by prcd11cers and policy-makers, to thE development of possible 
backward linkages, invclving the use of local cloth and/or accesscries in 
garment ffian11facture. At the present time, all inputs fer export garments 
and v1rt1;ally all for those scld in the local market ar·e imported. A 
n:,r:.ber cf prod;;cers--part1cularly these selling dcmestically--have said 
that they are actively explcring local input supplies. They have looked at 
cloth from local factories as well as frcm h?•dlcom production, cotton as 
well as silk. They say that the best quality is at least equal to that of 
imports, and the price is fully competitive. The most frequ<ntly heard 
problems arise with regard to i) the maintenance of consistently hi~h 
q11al1ty, and ii) cons11mer accr:ptance. Many producers are optimistic that 
th2se problems are close to solution. When this happens, new oppcrtunities 
will arise fer expanded dr,iriestic pr0d11cticn cf clc~h. In partic11lar, there 
u.ay be oppcrt unities fer cci'trac~ produc;t ion of handlcJom cloth for 11se in 
~rir·m;:•nt rranufactur1ng. A prcrJl =m here cr,ay be handlocAn' s concentrat ic,n on 
100'.I cctt0n pr«,d11cts (and tc. a srr.::ill ext.=:nt, silk), while mcst e;arrr.ent 
C'cns<1rr.c'rs pr.::fer rr, i xed c0tton and polyester fi bE.rs; for some products, 
the.ugh, hand1ocm pr0ducts should be suitable a'ld acceptable. 

A d1fferE.nt range sf backward linkages ~oncerns acc0ss0ries. Some 
(lc,w q1ial1ty) b11ttc,n::; are reportF.:dly ffi::tde locally, and a new prcject to 
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produce higher quality products is under consideration by MIDAS. Some 
cardboard boxes are currently supplied locally, as are some plastic bags. 
The market is big enough--and growing rapidly enough--that one might hope 
for further growth of these ancillary industries. 

While it is not central to the question of subcontracting, it may be 
useful tv point out that changing tastes in clothing consumption may have 
important ramificaticns with regard to patterns of income earnings in the 
c:.;.mtry. If garments are rr:ade using imported cloth, then the net expansion 
cf employment in garment making may be substantially smaller than the gross 
expansion, and may even be negative, since the demand for the products cf 
weavers could be expected to decline. In such a situation, a shift from 
lungis to ready-made trousers, for example, would mean a shift from 
handloom weavers (generally rural, mostly male, often owner-operated) to 
small garment factories (generally 11rban, mixed male and female, with a 
heavier preponderance of wage labor). In thinking about an expansion of 
the d:.;mestically-oriented garment industry, whether based on subcontracting 
or net, one wo11ld need to recognize these shifts, perhaps locking fer ways 
of linking the displaced wcr~ers tc the newly expanding activities. Since 
this is a general p~oblem of development not tied specifically to 
Silbcc;ntracting systeIT's, these issues are not PXplored further here. 

3.6. G<:r:_.'!;ent~~Gene_!'£QQ_serv9ti0ns. I:i the metals ind;istries, a key 
force leading to s1;bcvntract1ng arrangerr,ents cc,ncerned the benefits of 
specialization, and the c0ncentration cf beth investment and skills which 
was p':,s:,ible when ddfcrent firms ccncentrated on d1ffen.ont activities c11t 
cf the total producticn pr0cess. A c0r0l lary of th1s w;:,.s the fuller 11se cf 
prodt1ctive capacity in partic11lar f,;ncti0ns. 

In the case of e;arrnent pr0dllction, the S'1me rcascning hc-lds true fer 
the r,cs1ery ind1;strf. Ind1v1d;;al firms sp2ciallze in partic11lar Lrnctlcns, 
increasing the level cf skills in a limited range cf activities. A firm 
scipplyrng a particular service (e.g. knitting cloth) can k€ep its r;;achines 
and w0rk f0rce f.illy v:c1~pied by ;cir:-:;i:;pting c.:,rders frcrn a variety cf 
b1;yers. For a ntLT.ter of activities handled on a s11bc0ntracting basis (e.g. 
c::ilendering, dyerng), the requir·ed lcHl of skills and of fixed investment 
is minimal, so this argument is r;ct a part1c11l2r:..y strong cne. The key 
cxplanat ion fc,r the dcvelcpment cf '.::,ubccntr·act ing arrangi::ments in these 
;:,.r.::t i vlt iJ:s may arise frrJm the entn_prcn.:-ur' s p~:rcEpt icn that he can E·arn a 
hie;ht:r r·d,irn by ccncentrating his L:r.1tE'd m2na;;.::ru"nt time and skills en 
the c1ff1c111t task of cccrdinati:.;n t;~•t"..;r:en f11nc;ti0ns, direc.tly rr:C'!naging 
cnly a fr;w prr:.ducti0n actlvitir:s r.1rr.self, rather than taking 0n the f11ll 
r:-.an:"e;cr•,.=·nt of all "-tccps of thE. prl...j11c.ti.·.=-r, µr0c;css. In an ecc:,ncmy where 
wc,rk ;~t>J';e lS at a prlo'~i,;m ;,nd is r1:.Jt .;:::::stly r:.:Jrkr;tc.:Jle, shiftrng the 
~·srv,sibility fvr f,ndi.ng 1..,i0rk s;:~ce tc s1;;>pl1er fir·ms (·..;he rr::i.y 3lr,_'ady 
r. :, v e a cc cs s t o tr-11 s - - "i:~ x c;;; s s ':: ci pa c i. t y i. n ,,; ·:; r k s p;:; '- e" ) r:.a y be an i mp c rt ant 

ccnsi~craticn as w0ll. 

In thE c;ase cf ether ready-ffiade gar~Ents, the 0r1gins of 
s.;ticcnt net i ng s.yst frr:s are quite cl ffd'o:,nt. F0r· e:~p0rt £;=ir·m(·nt s, the 
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genesis for subcontracting ~r se is clearly the low labor costs, made 
~ru1tful by local production management skills, comhined with product 
development, design, and marketing provided by the foreign ag~nts and 
companies who "manage the system." The passing on of orders from one local 
producer to another is based solely on the desire to fill orders beyond the 
(currer1t but expanding) capacity of the local manufacturing "parent" firm. 

In the case of (non-hosiery) garments for the domestic market, 
Pearsons' pattern cf operation clearly dces not rest on specialization by 
function within the production process (they as well as their suppliers do 
all steps of production); rather it is based on their decision to 
specialize in the functions that go along with manufacturing: in 
particular, in product design and de'< 0 1oprnent, and marketing. By focusing 
their entrepreneurial activities in these funct .. ns (while "keeping their 
hand in" by doing some manufacturing themselves), they are also in an 
important sense specializing, although this involves functions which reach 
beyond manufact11ring. Their succE:ss suggests that this type of 
spec1alizat:on ~ay be just as important as specialization within the 
prcduction pr0cess, narrowly defined. 

There is ~nether important impetus for subcontracting, for domestic 
garments as well as for exports, which arises when the level of demand 
oceeds -::urrent product ion capacity. In suc:h cases, firms supply orders 
from their cwn prcduc:tion first, only passing on crders to others if these 
ex:eed their own capac:ity. This means that "second hand crders" (those 
passed Gn by ether ccmestic ;r,anufacturers) are m-:;re variable than is the 
total cf orders receiv~d frcm abroad, or the total demand for garments in 
the d0mestic market. To avoid that in~tability, producers generally wcr~ 
hard to try to establ isr. their cwn contacts with buyers c;,r· their agents, 
only taking orders from other manufacturers to the excent that their 
prcductive capacity ex-:::eeds the ord8rS they can obtain direc:tly. 

Underlying ;ill of these is i'I c:ontinuing question of capital. The 
varying extent to which different firms face a c3p1tal constraint, and the 
ways in which they c:hoose to allocate the capital they have between fixed 
and working capital, is a key determinant cf the position of different 
firms in relation to subcontracting alternatives. Firms whic:h do 
everything themselves--i.e. do not use subcontrac:ting at all--m11st pr0v1de 
;:ill fixed as well as all working capital. Parent firms which de make use 
of s11bccntract tng require substantially less fixed capi t;:il (their suppl vrs 
are generally responsible for the work place and the machinery and 
eq11iprTJe~nt). In the garm;:;nt industries, parent firms which rr.ake use of 
subcr_,ntr;:.;cting generally ccntinue t0 s11pply the wr_,rking capital, since this 
is an imp0rtant aspect cf quality c0ntrol fer them. The parLnt firms' 
s~vings c,n fixed capital arising frcm a reli~nce en s~bc0ntracting are ~~re 
important fer s0me ac:ttv1ties (e.g. knitting) t~an fer others (e.g. 
washing, dyeing), alth011gh even in the latter cases th8 work space needs 
are stweJy net negligible. S11pplier firms i:se their limited r:apital rn the 
0pposite way: they prcvide the fixed capital th,mselves, but rely on the 
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buyers of their services for the raw materials (i.e. for the working 

capi t.:i.l) . 

Discussion with many garment firms engag~d in subcontracting either as 
parents or as suppliers might lead one to think that it is pri~arily the 
shortage 0f capital which has "for~Rd" them tc adept this system; that if 
chey nad more capital, they would cease to use it, producing everything 
therr.selve~.. Yet this argument is not entirely convincing. Pearsons 
Gar~ents--the largest supplier of the domestic market, in a very strong 
capital pcsition--still chooses to rely on outside suppliers for some 30% 

of its sales over the year, while some of the larger and more dynam\c 
Narayanganj parent prod11cers have chosen to expand their system using 
existing subco11tracting arrangements--i.e. to use any addit~onal funds they 
find as working capital, rat~er than undertaking the fixed investments 
which would be req1,ired if they were to produce everything in-hous8. 
Ccnversely, contract knitters in Narayanganj speak of a wish to buy yarn 
th.:'rr.S·?lves, S·"lling knitted cloth in the open market; yet the contin11ing 
ex~ansion of t~e industry based on a continuing use of subcontracting 
suggests that, when they do have more money available, they find it more 
profitabl8 to buy ancther machine--to invest in additional fixed capital, 
and continue to rely en parent firms to provide the working capital. All 
this susgests that the resulting specialization may continue to be the most 
profitable 011tc0me for both, and that increasing availability of capital 
may not significantly reduce the exti?nt cf subcontract prcdustion. 

4. LEArHSR SHOES 

In disc:1:ssi0n cf subc:ontractrng rn the leather shoe iridustry, 1jne must 
;:;tart by separting Bat a and its s11ppliers from the rest of the domestic 

shce i~.d1;stry. 

4.1. Bata. Originally a Czech c0mpany, with world-wide hea~~~arters 
currently-fnCar.ada, 3zita has had a far;tcry in Bangladi:'sh since 1962. Bata 
cff1sials estimate their share of the dcmestis market for leather shces tc 
be about 16$ ( 1983). Their new pr0d11c:t icn faci 1 i ty, to be fully 
o;_,erat i0nal by the end of 1986, should rr.ake possible a sharp :i.ncrease in 
that rr.arket share. Abcut half cf their sales are thro11gh their c·"'n retail 
:-,11tlets, with the rest going thr011gh cissoc1ated stcres, which sell Bata 
pr0rJ11rts as well as these cf other pr·oducers; these are s11pplied by Bata 
u-,rc_,,;e::h a ni:;t·..,r0rk of wh0li:::sale df;pots. 

E;:ita c1irTently obtains sur:cwhat ever 20% of their t0tal f0c,twear 
p:·v:.,r;;ts thr011gh s11bc-cntrar;;t p:irchases fr0m outsid8 Si!ppl iers. They 11se 
thi:: r;i,.;r,rwl fc,r rr::,re sp2c:1alized prr:,dw::ts with limited i..arkets wh1c:h w011l~ 
n':,t j11st1fy the 1;stab1 ishment of reg;1lar factory prod11ction rims. This 
si Lat ion is not likely to chci!1£E: tven wr1en thE:ir new plant is fully 
r.:-p8rat icnal; in the future, thl?y cxpr:ct tc, soritinlie tc buy appr0ximately 
the ~,arr.0 n,;rr;~er 0f sh0cs fr0m s;ibr;r:,ritract s11ppl iers (3b0ut '::i00,000 pairs 

per y~ar, in 1982 and 19f3). 
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They currently buy from 28 suppliers, in and arcund Dhaka. They 
operate on the basis of written ccntracts (the only such we found in all 
our interviews here); these specify quality, product types, delivery and 
payment terms. Within that framework, quantities are specified from time 
to time, for specific shipments. With miner exceptions, the supplier is 
responsi~le for all fixed and working capital; he must purchase the leather 
and other inputs on the or ~ market, using qualities specified by Bata. 
Bata supplies the sample ~·oes tc be copied, and a minimal amount of 
technical assistance tc ~· ~ure that the prcdu:ts supplied are of the 
required quality. The cu;.pany c::.aims to use no brokers, deal i.ng directly 
with the producers. The supplier is responsible fer transpcrtin~ the 
product to the Bata wareho~s~. Normal payment is by check, casha~le seven 
days after deli very of the iJ!'Oduct. 

Bata has a clear ,.,1derstanding that their SL'ppliers will not sell the 
same prcd1icts to other retailers (althcugh they can prcduce other products 
for other buyers). This agreement is not easy tc enforce; the approach 
used is tc try to monitor the products being sold in ...:ompeting retail 
stores. There is obviously a problem in deciding whether a product which 
is similar but not exactly the same has violated the agreement, as well as 
in determining whether it was a Bata stipplier er another prod~cer who made 
a close c0py cf a Bata product. The manager said he would like to take 
scme of his imitators to court. 

The Bata Managing Director says that, in general, he prefers not to 
imdie·rtake any such s1:t·contracting; he sees it as trarnir:g and enccc;raging 
pctential comp0titors. He continues to de it in selected cases because it 
wc11ld be ccstly in the shcrt-run to do other..;ise; but in principle he looks 
fer ways cf rr!inirnzing this type of subcontr·acting. (The n:asornng is 
precisely the sa~e as that cf the r~anaging Director cf ~1ln21rs Pc;mps, who 
stepped the full subccntract<ng cf pLlmps to Ispahani-t~arshall ;..rhen the 
latter was rE:turr.ed from p1;bl ic to pri ·;ate ownership. He felt no potential 
threat frcrr: a p11bl ic s.:·ctor s1:p~l 1er, who wo1ild mcst l 1Kely be uninterr:-sted 
in going into business in direct competition ~ith him; but in private 
hands, the same capacity was v1e~ed as a potential threat, so he adopted a 
different procedure of subccntra-::ting tc d>:al with it, na:r:dy, buying 
separate parts frorr. a variety c,f differE:nt s•1ppl1ers). On the other hand, 
the Bata :r:anager himself raised the possib1lity of developing a system of 
sill;ccntracthg for partic11lar stages cf the prod11ction pr0cess. Exa'T;ples 
he ~enticned i~clude the hand-stitching of t0ps of shces; tooling of 
l€ather patterns Gn sandal •ops; and machine stitching uf canvas sneakers. 
i-le s;,id hi:' wc11ld be qilite c;,.0n tc approaches from p0tential suppliers who 
rr:1ght i;:,r;.r't~cii<(· S\lCh tas":s. He is currently exp•~rirnr~nt1ng with simiL:ir 
Silbcc,ntr.::.ct p~·cci;cticn cf ~'.r,~rs'Jles. If tr.e syst"·m wr.1rks, it c011ld be 
;_'X t e'ld ;?d t 0 (:. ti".t:r 5 t .o·p s .,.,., i:-.rc :;;ass ;:;r·c.,.j ll'~ t i 0n us i ;ig mec•1;:" i zed ,:, '.:",s•.·rnbl y 
linr_s r .. ;s no partic1:lar adv:::r,'agcs. 

Therf;; is a c11ri0.1s iss;.e c,f tax•_s ....,hicr1 ar1~;cs hETe. The gcvernmi?nt 
cur-ri:;nt1y ir:-.~'~";rs a r;,;:nilfact,:rers' excise tax of 10% + 2'.i en all fact0ry 
sh'.Je p:--v::l<Jct1_0n. :)hers ccst'~r1g li:·c::.; th;rn Tk 100 pr;r pair 21re exempt, ::is 
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are all shoes manufactured in small or cottage industries. This means that 
the production of Bata's own factory is ~axed while the snces it purchases 
from its suppliers are not, nor are the shoes sold in competing retail 
stores (whith are virtually all made by s~all producers). This 
d1fferEntial tax clearly pro~ide~ some incentive to rely more on 
~ubcontract prodL1ction, as well as encouraging consumers tc buv from other 
outlets. Since Bata's retail pricing st~ucture aims to keep some balance 
between similar 3hoe type~ no matter what their source, the retail price of 
suocontracted shoes are pulled upwards by the tax, even though these 
products are not subject to the tax; this explains a part of the suppliers' 
frustration about what they see as Bata's unduly high mark-up on their 
pr0ducts (see below). 

One might argue that this different.al tax incentive in favor of 
Sl1bccntract production is appropriate and desirable to offset other types 
of discrimination which work against such s11bcontract suppliers (e.g. in 
terms of input availability, access to foreign exchange, ability to cc~pete 
for government orders, etc.). That might lead one to suggest tha~ this tax 
incentive should be generalized to other industries. The primary 
n-c;u1rt:rr:ent fvr this tc be feasible would be one or a few firn;s ldr·ge and 
v11ln.::-rable enough to be subject to a tax en their cwn cutput, frvm whi.ch 
~:;;;bcontract s11ppliers could be ex2mpted. The obvicus candidate is ready­
~ade clothing fer the domestic market, ex8mplif1ed by Pearsons Garments. 
On t:::lance, I would a:"gue that this would be a mistake. Rather than 
~tte~pting to introduce new distortions to 0vercome the effects of Existing 
cnes, it would be preferable to 1o10rk to eliminate the exist1~g cncs, 
s.::eking fer parity in that way instead. 

T1.irning frcrr: Bata itself tc the perspective .~f their s1;ppl1e:"s, these 
prcaucers seem quite pleased abcut most aspects cf their dealings with 
the1r "parent." Producers a:"P, particularly plE'ased te ue paid re,~;1larly 
and w1thcut delay. Prices are considered fair, in the sen~s cf ccver1ng 
c0sts and r:arn1ng a satisfactory return, al th0ugh they gr11mble ab0ut trie 
s;;bstantlal rr;ark-11p between their selling price to Bat a and Bat a' s r·r;ta1l 
price for the same product (fer example, Tk 240 gees te Tk 400 fer cne shoe 
type). The cverheads of Bata's extensive retail network are cbv1o;:sly 
s<:bstcintial. The prcducers' major ccmplaint, hcwever, is that then· are 
not enough orders from Bata, and that these ar·e seasonal, unpredi.ctab~e, 
a!1d unrdi:.ible. Of the triree Bata s11ppl1e;s we interv1c..;f'd, two were 
cc~pletely idle :.it the time of our visit, while the third was operating at 
C:!'::·o11t ha:;_f capac, ty. They co11ld r;ave pr-educed for ether buyers in the 
~c:.int1me, but shcrtage of wcrking CC:!pital and credit patterns in that ct~er 
:::;.rket cr.an.nel (see be1ow) made U-1at d1ff1c1ll t or impcs:::1bl~ fer t:--;cm. In 
o;h0rt, from the1r pr:crspective, it is a gv:.d system as L:ir as it e;v£3 --but 
t:--.. _:re is t'.JG l1ttle th,c;re tc, \a_;r;p t:-1crr: f11lly occ11piPd. 

4.2 . .Itie __ ~!:!~Beita_~stem. ThP chan:ids just d€:scribed cllrrE:itly s11pply 
l~~s than 21% 0f the Banglaaesh market for leather sh0es. An add1t10nal 
tin:r fragrr»:1t is met fr·om cne- or twv-p>:e;·son c0bb1ers, rr,aking sh,:.es on 
:Tdcr f0r 1nd1v1d1,al c•1stv: .. .:rs. The r•::::.a1:ider--cv•~r 80~ cf the t'.:.tsl--is 
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supplied by a vast network of individually owned, small retail stares, each 
of which buys either directly or through wholesalers from an equally vast 
network of non-mechanized factories and workshops, most of which are very 
small (5-10 workers) but a few of which may employ 100 or more workers. 

In a few cases, the owner of the retail outlet also operates a small 
shoe factory; in such cases, as described previously for ready-made 
garments, he normally obtains only a small portion of his retail supply 
from his cwn factory, diversifying his stock by buying on a regular order 
basis from several other factories as well. Conversely, only a small share 
of the factcry outp.it is ncrmally sold thrcugh his own retail outlet, with 
the rest (cften 90S or more) going out through a number of other retail 
stores which place orders with his factory. This complex network permits 
specialization in /reduction and diversity in Sctles, while permitting the 
ffia~ager to target his production activities based on a gocd knowledge of 
the skills of his own workers, production costs, 2nd the market in which he 
sells. 

Whethtr 0r not they are linked to producti0n facilities, n0n-Bata 
retail cutlets buy m0st of their stock fr0m outsiders. In a few cases, 
t~is purchasing is done thrc11gh wholesalers in Chaka; more frequently, 
there is a regular contract between a retail store and 6-10 small 
fact0ries, which produce 0n 0rder for that and perhaps 8-10 other retail 
st0res. Prcduct design c0mes from both sides. A number of participants 
reported that ever the last 10 years the market has grown rapidly in size 
and (particillarly) in pr0duct qt;ality. 

This ~rcducti0n and distribution system sec~s to wcrk quite 
effectively and well--with 0ne major exception. The standard pattern for 
sales from ~reducers to retailers is on credit. In some cases, this is 
rclling credit: the pr0ducer is f11lly paid f0r 0rder A when he delivers 
Grder 8; he is fully paid fer B when he delivers C; etc. This lS a 
mar-:ageable system fvr the producer!:', parti.c11larly since, while they rr::;st 
p3y cash fer miner inp11ts, they can usllally buy li:cather en the same rolling 
credit basis. In other cases, though, payment is more substantially 
dPlayed. SG1T1etimes the pr0ducer is not patd until the prr,duct is sold to 
the final consu.-ner. In even worse cases, sredit c11m11late...,, and may rE:ach 
two lakh taka er more. Sometimes this is paid off during the Ramadan feast 
er at the end of the year; in other cases, it may sarry ever even 8eycnd 
tr.at. Several prcdusers c0rr.pained that the resulting working capital 
sq11eeze has fr,rced them to clcse their dv0rs from time to time, until trieir 
capital pcs1ti0n irr.;:irc,ved enc,ugh so they could b1iy m0re l'dW materials. 

Prc,duc·-rs are dc•ply concerned ab0ut this credit sit11ati<Jn. 1ney v1ew 
it as dlsing frorr. a i'nghly c0mpetitive rr:ark• , beth at the retail level 
and even r:;orc scat thE~ pr0d11cticn level. Several eritreprcne11rs argued 
that with excess capc.c1 ty am0ng producers, retailers have bc'en able t0 gi::t 
away with i1T.p0sing q11ite unfavcrable credit terms on their suppliers. 
Cc,rr-.JJct1ti0n c.rr.0ng retailers in t1;rn has prc'>st=:d tr,-: ... ~ tv tai<e adv;:,nL1ge cf 
triis r,,pU1ing. ::ue;£csted policy prt:''.,cript10ns rr.ight indudi:> discc.iinging 

-· 
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new producers from entering this industry, waiting for the domestic demand 
tc grew, and searching for new markets (in particular, exports). 

There are several facts which do not fit with this general picture. 
First, the price of shoes seems to have increased rather sharply ever the 
past year er two. Second, most producers seem to feel that demand i~ 
growing rapidly. They say that if they can solve the working capital 
probl~m. they can get plenty of orders to keep them busy full time. (A 
sceptic r.1ght say: cf co~rse; there are always retailers ready t0 take 
shoes 0n consignment, and ev~n mere ready to take them if they never have 
tc pay f'cr them!) Perr.aps the mcst p,izzl ing aspect, though, is the 
continuing relatively high wages for work~rs in the industry. Employees in 
factorie~ and workshops supplying Bata were reported to be earning 
Tk 3-5,000 per month (when they work). Among non-Eata suppliers, where 
·..;ork S;:'err.s to be more re~ular t hrc ,gh the year, ... ages are roughly 
cc~~arable. One emp_cyer said he pays Tk 60-100 per day fer skilled 
wcrk~rs; in a seccrd location, skilled workers themselves said they earn 
Tk 100-125 per day; in a third, a group of skilled workers said they 
r~ceive an average cf Tk 3,000 per month. All of these are for "normal" 
~er10js, with hi~~1er pay fer cvErtime during perioJs of peak de~and. These 
are arr.c .. ng the h1ghc;st .,,-::iges we fc,,;nd ln any 0f the in,justries in which we 
d1d intErviews. The c0mpetit1ve structure of the shce industry seems not 
have reached back to drive these wages down. 

Even with all these qualifications, though, the ~ntrepreneurs' 
p.::rcept icns rr.ay be valic'.; the basic situation in the i_nd1:st:"y is cne of 
exct:ss capacity, which shc.;s in the system as ;::iressllre en prcdll<.>:crs to 
s;~;:,ply thE.'i:' prc,jlicts en •::'e1J1t. If this is thE' c::::e, the pr>:ssures will 
clearly increase when Eata's new facil1t1es co~E' or. stream. 

It is tempting tc think that one cculd help pr0d11cf.:rs deal with this 
sit.:atu:.n by prc·,riding them w1U-1 mere w:.rking capital. Indeed, such leans 
cc11ld be cf c0nsiderable help tc selected small producers, allcwing them co 
rr.aint."_1n a stcajier wc,rk pattern. Scrrie care ·..ic.uld be needed, thc11gh, to 
~nsure that this credit d1d not simply pcur into a bottomless pit cf credit 
dd::ar,cec of prcd•:cu·s >:,y r1Cta.ilers. If s•;ch lcar.s were limited tc 
;:,reducers wh0 Gp•_·rate ;.;ith rolling credit, fully paia up cnce a yECar, frcm 
their retail str,re buy.ors, this csuld be of consiaerable help J:~_!_hose 
_t1c_:~__si_.::_c_r::rs. It is a!..so tr'U€, "::-~;;f·ver, that t.he re'11 cc,nstraint on grcwth in 

pr·c,d11ct1cn ir. this inc .. stry :;s a ·..ihcle is the level cf fir.'11 d•)mand fer the 
prc,duct. Sinc:e a cred1t ;:_,rcgrarr: cf the type described would r1ave little or 
no i:-:ff~ct en th:.:t •_cr.s~:-;11nt, its only i:npact would be on whc gets tc 
V''.:-IJiJC(' fcr tr.at El'/C') ;".,:,;";,et, riot thE aggrc~ate l>:Vi"l of ~:.r·c,rj1,cti0n :::,r 
(':-:.;::· l :_,~.;:r_r-_:_!1t; as sLch, it ·~f·_.1i. ld .r:;t.rvr-; nc : .. 210ful purpc.se. 

C rw rr:i g h t a c~ k ·,; :. f ~ !'"1 c r t h i s ::: arr, f' r f"j s::. n l n g .-, ;. p l i cs t c, a ] l s: 1 pp 1 y - s i de 
ir,t.:_·;v,-:11t1::..ns in Silpp·.,rt r__,f .:-;11 ~;mall rnter;:;,r1s,:;s in Bar.gl:idf'Sh. That 
fTl<~ht if;:,d une to cc__,ncl1.c1e (wrr__,ngly, I b••licve) tr1at the c,nly :1s•:ful tf,inss 
tc de are 2ct1v1ti•~s 2,::J_'d at :''lising the l•.v;:cl c:,f d·:::2r1d fc:,r tr1e vi1tput of 
:-0'.'.".:::ill ;_;r·c,c11.cc:rs; anytr.ir.s r:':'.Jr; wo1:ld '3ff;:•ct cnly the .:i1Jc__,caticn cf a giv~:n 
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market amcng alternative sources of supply. Several counter-arguments may 
be advanced. (1) Efforts to help sma~l producers become more efficient in 
their production can have the effect of raising incomes earned in that 
sector, which is clearly desirable in itself; they can also result in 
reductions in ~rices of products made by small suppliers, which in turn 
should result in increases in the total demand for such products. (ii) A 
shift in the allocation o~ a given total demand so more is supplied by 
small f rrns can result in factor usa~e which is more appropriate: greater 
use of .abor, particularly unskilled labor, and lesser reliance on 
capital. Studies in ether countries, which are consistent with the 
findings of the RISP 3tudies in Bangladesh, make cl€ar that small 
enterprises use more appropriate factor prcp0rtions along these lines. In 
general, then, supply-side interventions designed to encourage small 
enterprise growth through subcontracting can be justified where they lead 
either to more efficient production in small firms or to a shift in the 
locus of supply to meE:t a given demand to s1ippliers using factor 
prcpo1·t1ons mere appropriate to the country. Neither of these would appear 
to hold in supplying credit to selected small shoe suppliers, since in this 
case :he nPt result would only be to shift the allocation of a given 
prcd11ct flo;; am::,ng similar srr;all enterprises. 

5. HOUSEHOLD LINKAGES THROUGH SUBCONTRACTING 

One of the gcals of thi::: consllltancy was to explore the extent tc 
which subccntracting systems reach back tc hc11scholds. This pattern has 
been widely observed in other countriE:s of S0uth and South-east As1a, and 
·..:as presumed tc exist in B;:ingladesh as well. Unfcrtunately, without a mere 
c::,mprehensive and systematic survey than we were able t::, do in the time 
available, one can only give impressions and examples of types of 
activities which are currently organized in this way in Bangladesh. 

The examples include considerable amounts of hand-loom weaving, with 
the yeirn advanced by rr,u'chants, ;.;ho may alsc supply designs; a gr<"at 
variety of craft prod11cts, rr.ade on oraer from retail stores in Dhaka er 
elsewhere; IJrc,duct ion in ht_,rr,es of simple hcusehold products s11ch as ::,r:-/.1ms 
and mats, where the production is done on ,rder from 10cal mershants; the 
making in h011seholds of sweets, on a regular order basis, fer sale in 
retail 011t1ets; and the rr.aking (rolling) in hcrnt.s cf "bidi" cigarettes, 
dcne in hc'.:',;S r_,n crder from a n-,;rnber cf diffen.:nt large-scale CtAT;pariies 
which pac~age arid sell these cigarettes. 

Iri :cu'.ie c2si;s, private v::,l;intc.ry crt:anizat1sns have att·•~;:;ted to 
d(vel0p syste~s of ~r0duct1on involving contract work 1n the heme. An 
e;.:arr:i.n;:,t i<..Jn cf twc, ~3dCh attF.::r.pts rr.ay help t'..1 clar'ify beth th• str.::n£tf!S ~,nd 
limitC:tt1c,ns cf s11ch an approach. Gne a-:.:tivity arr.;se r:;ut of a tr·ai.ning 
pr0gram fer wLm~n; the primary goal was to teach about child care, health 
and n11tritic11. An inc0me earning c0mpcnent w;:is adcied, since it was c:lear 
that this prcgram was w0rk1ng with very p00r w::,ffien who haie great ~eed for 
incr€a:>d l1-v0ls of inr;::,rr,e. The participants w.::r-e pl·1-::ed in cne 0f several 
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"st~cams," with different occ~~ational foct:ses: knitting, sewing, basketry, 
the rr:aking of bags and boxes. 1he latter activity involve1 showing women 
how to take large pieces of cardboard, cut them to shape, spread glue on 
the relevant tabs, then form them into boxes. The PVO contacted a number 
of retail stores in town, obtaining substantial and regular 0rders for 
t .ese boxes from three saree snops. At the conc1usion of the training 
period, the women continued to make the boxes in their homes, based or. 
these orders and arrangements. 

The problems with this arrangement were two. First, the contract 
~egGtiated by the PVO officials on behalf of the ladies specified that the 
wo~en would buy the cardboard themselves, on whatever terms they could 
~et. The price of the box was negotiated by the PVO, and specified in the 
contract. The agreed price was based on a costing for cardboard and glue, 
pl11s an estimate of the time it would take one person to rna~e one box; it 
lrr:plitd a return of one taka per box (it was estimated that one person 
cc1ild rr:ake 3-5 boxes in three hours of work). Soon after the agreement was 
reached, however, the price of the cardboard increased. With no provision 
for review of the terms of the agreement, the pay per box remained where it 
was; returns dropped fr'CT1 one taka to half a taka per box. The pc.int is 
that the terms of the agreement left all risk of changing input prices to 
fall on the shoulders of the women. Beyond this, no effort was made to 
lock for faster or more efficient ways of rr.aking boxes. The organizers 
see~ed to feel that cpeeding up the process would only mean fewer hours of 
work, or work for fewer women, which was to be avoided. The general 
attit11ae seemed to be tr1at any work, no matter h0w poorly paid, is better 
than doing nothing; that there is only a limited amount of work to be done 
(a l 1rr.i t"'·d rr.arket fer boxes, in this case), sc no efforts shc,iild be devoted 
to locking for ways of speeding up •he process, so return5 per hGur of work 
co1;ld be increased. 

This ·~xa~pli:: cGuld be c0ntr2sted with another inccme-generat ing 
activity (Jf anon.er PVO, invo~v1ng the production of dried, sl--iredded 
cu=Gnut. Work mg w1 th a gr0up of landl>:ess village women, the PVO dcvel cped 
a s1cr:ple ti-cchnology for grating, then 1:sing solar driers to dry the gratl?d 
cc,cGrnit. Again, marketing links ;.;ere d•;veloped with buyers in town: tins 
time, to cookie and b1scu 1 t manufacturers. The latter had not 11sed coconut 
in their products before. On being approached by the ?VO, they agreed to 
rJc the r1?quir•'d r.-.arket tests, which prcved to be quite positive; they 
r~ffered to buy all that -:::011ld t:,e s11pplied. With the simple grinders and 
s0lar driers--whcse total C'GSt ·..:as less than $20, and collld be bcugr.t with 
a lrJan fr·0m th~ PVO- -thE produc:t i0n pr0u:ss co1ild be speeded up 
c0:1siderably; working about 5 t1our·s a day, a woman co11ld ·~arn bctw(een 
Tk ')00 and 1,200 pE·r month, dlj:,·(·:.d1ng en her skills, how industrious she 
was, ~nd w ~th8r she cperated c,ne er twc solar driers. 

S0th of these ~x2rr:pl8s i~volved ccntract pr0duction, 11nk1ng w0men 
worki'1g in their cwn hc.,;;-,es tc the 1irban cc:onomy. y._t the results are 
d~·~_,:::at ic:ally oiff~rent in terms cf returns per hour of wGrk. While there 
ar.? a n;1r:-.t)cr of 2Spec:ts to the dtfferi:.•r,ces, pi::rhaps the pr1mary fact0r was 

-
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\ 
the emphasis on earning satisfactory returns per hour as a key 
consideration in dP~eloping such an activity. This led in turn to a sedrch 
for some simple and inexpensive technology which could speed up the 
process, and thereby raise returns dramatically. The second activi~y 
provides what all would consider--for rural Bangladesh--to be a good 
income. The first one could only be characterized as leading people into a 
low-income dead end. In both cases, production is based on orders from 
urban enterprises; without at least a minimum of technological upgrading, 
hcwever, the result could only be regarded as unacceptabie. 

These two examples of subcontracting linked to hcusehcld µreducers 
have beth focused on the activities cf PVO's. Clearly there are other sue~ 
links which have b€en established on a co~.:r;ercial basis. The craft 
products made particul~rly iu and around Ccmilla are examples here, as are 
co~mon household products (mats, brooms) ~o be found in smaller cities and 
towns throughout Bangladesh. In such cases, the links are made by 
merchants, who see an opportunity to have a product prcduced in a low-cost 
way, 1ising village labor and often local raw materials (bamboo, clay, 
wood). Disc11ssion with officials in government agencies engaged in these 
types of marketing activities revealed a fa~iliar· passive bureaucratic 
approach. If further expJorat~ry work is to be do~e in this ar8a (and I 
think it 1.1c,11ld he 11seful area for examination), I would suggest starting 
with cwners and ma~agers of private retail outlets in Dhaka (both fully 
cc,mmercial ones and those with a servi~e 0rientat1on), working through 
their supply char,nels back to the original prod1;c.::rs and then back to 
alt•;rna~1ve outlets. I regret that I did not have time tc pursue this line 
of explGraticn during my consultancy. 

6. SCJ:~E G~_;;ERALIZATIONS 

6. 1. ~1'._y__d0 __!'l_r·!Q_s engage in subcor~act_~ng? Answers can be gr,_ 01 ped 
into follr rr.ajGr cc.tq;ories. 

6. 1. 1 . .3hc,rtage of cap1_t_al? When asked why they engage in 

subcontract in,, rr,c,st firms will answer that this is primarily due to a " 
shorta~e cf ~apital. By sharing ri:ccsp0ns1bility for providing fixed and 
working capital a:c.c.ng several pr<Jdllcers, subcontracting systems make it 
pc.ssible to m0bilize dispersed pockets of c2pital which it wo11ld be 
difficult to put to productive use, in the absence of effective financial 
int2rmed121r1es tc cr:c.r,nel s11ch f;inds from savers to investors. Where much 
ind1:str1al Flcitiv1ty--srnall as wi?ll as large--takes place in closely-held 
f.:,r.11ly f1nr.s. tf,ue is limitE'd opp0rtunity for equity participation in 
grcA.;i~1g soc:t~r·s; s11ch growth .r.ay be limLted to tr.at which can be f1r.z,;,ccd 
fr0m tnt~rnally E~~erated fun~s. mc.ney ~va1lable from fa~ily er clcse 
frie~ds, and credit fr0m problematic fina~cial insit1tut10~~. 
SubCGi1tracting a.r·r;:,ngcments permit a number of different producF}rs, ic_c,ch 
l.'lth eicc0:js to partic:ulc.r sourc:f~S of funding, to contribute a share of the 
capital r,i_·•,·ds cf a -::·c;.r:1plex prcduct1on prc1c>_·'.-:>s by taUng f111l rcspcnsib1lity 
fer cne or a li:;·'fcd n.ir:1b€'r of stage:; cut of that c:c,mplete systPm. 
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One must pul this argument in perspective, hc,.rever. As discussed 
above, a continuing reliance on and even expansion of subcontracting 
systems suggests that, when producers do get more capital, rather than 
abandoning subcontracting in favor of fully integrated systems, they find 
it beneficial to use whatever funds they have available in an expansion of 
existing arrangements. Capital, after all, is always scar~e to some 
extent, and is allocated among alternative uses on the basis of perceived 
advantages of each, 1n terms of profits as well as othe1· cons1derat ions. 
Why, then, at any given level of capital scarcity, is subcontracting chosen 
ever alternative production a~rangements? 

6.1.2. Specialization. A key advantage claimed for subcontracting 
systems is that they facilitate specializatio~. There are three aspects of 
this. 

6.1.2.1. Spt:cializat:cn by function within a ccmplex 
pr·cd1~ticn proc~:~. By specializing in one particular step in the 
production process--foundry, fine machining, knitting, embroidery--a firm 
can develop p~rt1cular skills and invest in specialized machines which 
permit beth higher quality and lower c:ost produc:tion. Usi11g s•,eh 
fa~1ties for a m:mt;er of cj1fferent buyers facilitates this type cf 
specialization, enabling such a specializeo producer to keep mere fully 
occ:upied c0ncentr3tinF on a mere limited range of activities. 

6.1.2.2. -~ecialJ__zatirn _l2)_'__pr0duc_~_t~. Clcsely rela~0d, 
and making p~ssible the same kinds of benefits, is specialization by 
prcduct type. A shoe-rr:aker or garmE:>nt manufacturer can red•,ce ccsts and 
imprcve quality by c:cncentratlng on a limited range of scrr.1lar prcdi1cts. 
Subcontracting systems c:an fac:ilitate the marketing c,f prGdi.cts by small 
prod;u::ers wh1l? allowing them to engage in this type of prGdi1Ct 
specialization. 

6. 1 • 2. 3. ~pei:: ~a lJ_z_~i_()Q_as bet ween prc.,2~;_-:_t i_.:'.'..'1__0nd 
EJ:.irket i.~. There is nc ocubt that prcduct d~·velc;_,mcnt anc rr.arket ing is a 
very important skill, an area where scme entrepreneurs are far ~ore capable 
than others. Those ~ith limited ab1lit1es in this 2rca can find 
themselves trapped in a situat1on where they are selling a limited range of 
products in highly c:0mpet1tive and slowly-grcwing markets (Khalifa Petti 
pr<~duc:ers are a case in point). Establishing subcontracting links with 
oth• ... rs who are rr;c.re capable in prca.ic:t dt.:v!C'L:.r::.;_•nt and ::-.::rketing can .:'riable 
Sllch prc,dilcers to take fuller adv-"lntage of their .ti!__:_r,~1~_!icn sk1l1s while 
not being so ccnstrai~ed by th~1r market1ng 11mitat1c~s (5ata and PearsGns 
'.'1ippl lt.r'S are CciSes in pc.int). --------

6. 1. 3. ~'-"~~-- E_i!!__c_c,_:>!2· A 5.,bstant ial t'2nie cf s11ti•:::cnt ra•::t i.r:g 
21ctivitir:s arise bl=?ca;:se si1pplier firms !-:ave lcwer inpd r~c,sts-­

partici;larly, lcwer ccsts of labcr and c,f wcrk sr)acE:-·-t!-,an the pd.rer:t 
firms. Internat1cnal s;ibcontract1ng cf t:arrr.cnts is a clear case in p0int, 
b;;sed as 1t is en Bangladesh's low w~~e rates. The sa~e rc2soni11g applies 
to a };jr·ge dr~rr,estlc mam;factur..:~r· of C•_ntrifugal p11mps, ... ric says that labor 
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unions and generous labor policies mean that his own workers are much 
better paid than are employees of his suppliers. Similar reasoning may 
apply for work space, particularly if the supplier firm uses a wcrk space 
to which he has special (family-based, historical) rights which are not 
ea~ily marketable. 

6.1.ll. A fourth major source from which subcontracting a:"ises 
c· ncerns temporary demands which exceed own production capacity. This 
~-ppens in two contexts. The first is where the market is expanding 
rapdily, production is also increasing, but with a lag; those who receive 
orders may agree to fill those orders, then arrange to do this by 
subcontracting the orders to others: either new firms, or other who have 
expanded ahead of their own orders. Export garments are an example. In 
such ca~es, once the market reaches a more stable situation (if that ever 
happens!), subcontracting will cease. Another context for temporary 
subcontracting arises when prodilcers believe that the demand itself is 
temporary. This could be due either to seasonal patterns (garment and shoe 
sales rise sharply before the feast) or to expected ir1terventions (e.g. 
qu0tas) whish might reduce the potential fc,r exporting. As :::;uggested 
ab0ve, this raises the problem that variations in market demand m3y fall 
1.1ith parti<::11lar and magnified severity on s11bc0ntract suppliers. 

This situation is particularly likely to arise in situations where 
labor laws make it difficult for large firms to lay off permanent workers, 
wh11e smaller firms either are exempt from such laws or find it easier to 
circumvent them. This is certainly true in Bangladesh, and helps explain 
part of the pl'efer€'nce of parent firms for subc0ntracting systems tc mt:::et 
cc:;;and s;irges 1.1hich are vii:::wed as tcmpc.rary. 

Do these c~aracteristics taken as a whole mean that subcontra<:et1ng 
systems are desirable for developing countries in general, and for 
Bangladesh in partic11lar, from a national welfare point of view? The first 
tr,ree rioas0ns disc11ssed why firr.:s engage in subsontracti.ng (scarcity vf-­
and improved mobilization of--capital; increased specialization; and to 
•ake advantage of 10wer input costs) imply a clear positive answer. 
Insreascd specialization, improved rates of utilization of capacity, 
increased utilization of under-utilized labor, capital, and work spasA, 
impr0ved linkages between isolated producers and 0 dynamic markets, can 
all make a significant contribution to increasinE ~e. The imp11ed 
incr·.;,:,sed variability o~ employment in supplier f _an be a 
dis::idvantage, if it is seen as a way 0f sircumvent 1.v a desirable set cf 
lAbor Jaws, and if it is recognized that enforcing those laws may result in 
the less of that Sfasr,nal employment .::iltogether. Pc,tential pr0bl.o:ms of 
cxplo1tatic,n and d.::p<.:nd•_:nce are disc:ussed further below. 

6.2. £r:~t_l_ec_!Ti~~,~~~,<Jntrac_~.!_~8· The disc11ss1cn tc_, this pcint nas 
emphasized the advantages to oarent and supplier fir and to nations of 
~ .. b('(_,ntracting :cyste:r;s. Wriat are the limitatic_,ns, wcakn•-·S:J('S ;:,nd prvblcms 
i nvcl ved? 



6.2.1. For parent firms, there are two key problems. The first is 
one of timing and reliability of supply. Closely related is the question 
of product quality. Delayed delivery or inferior quality of a purchased 
input can mean serious loss, perhaps bankruptcy of a business. Parent 
firms sometimes find their suppliers to be so unreliable that they cannot 
risk their own future on the supplier's meeting his contract; to avoid that 
risk, they feel they must produce something themselves, even if doing so is 
mere expensive, perhaps involving capital costs which they could otherwise 
avcid. 

Successful s11bc0ntract1ng systerr:s must deal with this problem. Two 
ways have been found, often used together. The first is to develop a close 
working relationship with the supplier, to help him develop a management 
sys•em which will ensure timely delivery, maintain quality standards, and 
cverc~me bottlenecks as they arise. Often this ~fans assigning one person 
to work on a regular, perhaps full-time, basis, with each supplier. Tne 
seccnd approach is to buy from several different suppliers, sc that 
problems with any one can be compensated by increased purchases from 
cth2rs. The establishment of such a system is clearly not cost-free, and 
~ust be s~t a~ainst the cost-savings tc the parent firm in determining the 
pct ent ia '_ adveint agGs er di sad vantages cf sur)ccntract mg. As s•:ggested 
above, some parent firms have decided that the ccsts of establishing such a 
systEm--cr the remaining risks of operating while using cne -are too 
5ri:cat; thi;y h2ve drcpped subcontracting altcgether, shifting tc fully 
1~1tegrated prc,d•icticn. Based en their cwn rr.anagerr.ent skills, their 
ccntacts ~ith potential suppliers, their evaluat1cn cf risks and profits 
involved, and a host of ether ccns1derat1ons, different entreprEne11rs will 
reach different decisions here. 

There are two fllrthcr issues of quality which rr.ay be addrE'ssed here. 
The first cr,n<:et:,rns the technical ab.il1 ty of suppliers tc prod11ce good 
quality prcd,icts. The second is ciosely related; it ccni:erns the 
pr·e:;sures in the systi::rn either to maintain er net to mciintain a pe;rtic;:1ar 
l~·vel of qu2J 1ty. Tc produce a better q11ality pr·cdust almost ali,.;e:ys C'.~Sts 

rr,1_,:e. It rr.c.y require better q11ality (and more expensive) inputs; it will 
i~nerally rc.;u'tre more labor time. S;~vcral participants expressed tc us 
the viei,.; n-,at s;ibcontract suppliers are capable of producing m11ch better 
quality prc,dui:ts than they are currently m::ik mg - if there were an in•::ent i ve 
fc,r tlPm tc de so. At the pr»_,sent tir;;e, fer scme prcduct lines, the 
pr·•'sc:;irts ~!'Cm tG work the ether way. On the c-ne hand, buyers are quite 
tclerant ('.o:_:,:;;_~1m0s based en "side p2yc.e!lts") of lcw qL;,::,lity prcducts; en 
the oth•cr r.and, st rc,r1g c0mpet it lon bet ..... ecn s•~ppl lers puts pr0ssure on all 
tc i:·rcd:1c.:: 'hE' 1 ~~·..;cc st qual l ty product which is accept able to the t:.<1yers. 
In this :::,:..ct1cn, L:ir.:~nt::; cbvilt the lcw q11ality cf pt'Cdilcts available frc~m 

:;.;t)cr_,r1tract :::,11ppJ ters, r_,r t"'chn1cal assi.stc.nce ~·r>c~ra;ns airr,ed at t<:achi!lg 
trH~rri tc-, cc, t,E·tt0r work, may be quite misplaced. Only wtwn buyers insist on 
h1~h·-'r q;;al1ty stCindarrjs, C:1nd rec:cgn1ze that they will r1ctve tc pay a higher 
price tc L~ta1n it, will this vicicus circle be brcken. 
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Again, smoothly operating subcontracting systems must provide an 
effective way of deali~g with this problem. The buyer in such a system 
should know what quality standard is required for a particular part or a 
particular process; he should know where it is practical to economize, and 
where it is important to insist on quality. He is also in a position to 
insist on that quality standaro Many subcontracting svstems we have 
observed here seem to work that way--with the major ex~eption of those 
where the buyer is the public sector. What this suggests is a need to 
establish, maintain, and insist on a high quality standard, particularly 
fer purchases targeted for the public sector. 

It is in this context that one may best view a technical assistance 
program currently being cffered tc small producers by the Bangladesh 
Employers' Association. This program, funded by UNDP through ILO, has five 
technical experts working to raise skill levels, primarily (but not 
exclusively) in the metals areas. soi of their work is offered on a fee­
for-s~rv1ce basis to large firms which arF members of the BEA; the other 
20% cf their time is to be made available, either free or for a nominal 
fee, to small workshcps. Particularly for the latter ccmponent, the 
experience tc date has been a mixed one. Small producers often don't seem 
particularly int~rested in drawing benefit from these experts; they do not 
see the need for technical improvement. The large firms (public, private 
local, a~d multinaticnal) that are members of the Association reportedly 
see little prospect for rr.aking 1ise of local suppliers; cne of the reasons 
fer this is their belief that the suppliers are not capable cf rr.akrng the 
products they might wish to buy. In the absence of an effective system of 
quality c0ntrol, we are loft with a stalerr.ate, where small producers find 
no incentive to produce better quality µrcducts, wh1le p0tential buyers of 
their sLrv1ces arc ccnvinced that they are incapable of doing sat1sfactcry 
work. The problem is not primarily with the technical skills, bi1t with the 
11nka~c mechanisms. 

6. 2. 2. For s11bccntract s;iµpJ i e:--s, whether prcdi1cers or ( f0r 
intern'1t10nai sutJ·.:0ntractrng)countr1eS:-probl;cms arise under two rr:ajor 
headings. The first, already discussed, arises from the variability of 
crders. In some cases, it is possible to moderate this pr0blern by seeking 
orders frcm a diverse set of b11yers. Foundr·ies Ccin try to serve a ra'1ge cf 
parents, from a range of industries; export g~rrr.ent manufacturers can try 
to get orders frcJm s;cv.-_cral different rr.arkets (Western E1.rcp2, Middle East, 
USA). Fer firms s11pplying a r·a.tri2r st'a~cnal dorriestlc market (gc.rrr,•.'nts, 
shoes), this option is ~ct available; the prcbl~rr. se~rr.s tc be an 
1;n .vo1dable one. 

The rJUHcr probh:m fac:ed by '.:: :ppl Pers is c,ne :·clat lr;g tG pcss1ble 
r:hpcnrknce on b1~ycrs :ind r(·:sultic:g risks of txplc1tat1on. Th1s is a 
crA::;:ilcx 3r1d \.'.Gntr·ove;s1al issuc, cften w1 th ic.:·olc,g;.r:::,l -:-vcrtones. Pd.rent 
firms ~cn>;r"illy de have sup•;ricr skiJJs, partic11larJy in the rr;arkding and 
managPment areas, which often ptlt them in a strcnier b~rga1n1ng pcs1tion 
than their s11ppl iers; as a result, they are cften able tc cbta1n tf r:ns 
which are m0re f~v0rable to them. The strGnicst ~0fense against t~1s--and 

-



it is not always available--is to seek to deal with an array of buyers, 
from as diverse groupings (geographical, sectoral, firm type) as 
possible. Tr~ opportunities to do this will vary from case to case; but 
even for suppliers to Bata and Pearson Garments, where the bargaining 
strength is perhaps most unequal, suppliers can build links to other 
domestic retail outlets as well, only continuing to deal with their 
ngodfather" if it is preferable to the alternative of withdrawing entirely 
from that purchasing channel. Once again, "multilateralism on both sides" 
seems to be the jest defense available against risks on either side. 

6.3. Capital and Credit. The significance of capital shortage problems 
among subcontracting firms seems to vary sharply from industry to 
industry. Shoemakers see it as a serious constra~nt, particularly because 
of the credit arrangements imp~sed by non-Bata retail buyers. Among 
garm~·nt rr,anufacturers, Pearscns' strong capital position was cited as a key 
factor enabling them to establish themselvi::s as a major force in the 
market, buying (but paying cash) from several factories, for resale thrcugh 
their fc'xt<0nsive distribution network. In the metals industries, problems 
of capital she.rt age were m11ch less prominent in our convers2t ions. 

There are c~rrently surprisingly few credit links between buyers and 
suppliers in s11bcontract1ng systems, less than in ctr.er countries "here I 
have worked. ~e have heard of only a few cases where the parent firm 
provided any help with the purchase of capital assets: the "inside 
subccntractor" working for a pump manufacturer; Singer, which provides 
capit::i.l 10~1ns to its s11ppliers; and Bata, which occasicnally does the 
same. On the working capital side, in international garment 
s.;bccntract tng, tr1e "back-to-back letters c,f credit system" m.::-ans t:-iat the 
parent firm's 0rder· enables the supplier to bcrrow from the bank to finance 
the p11rch.::1se of inputs. In a few of the metals systems, as well as in the 
hosiery ind1:stry, parent firm provided the raw materials for processing. 
In all ether cases, th•~ s;:ppl ier had to obtain the 1nputs himself. In the 
case of deal tngs with p,1blic sector firms, we were tcld that when BMTF does 
•__:c,ntract ing wrJrk fer a private prrJducer, they re4111re 50% cash pay:r.ent in 
advance. Wr,en private producers do subcontract supplying to public· sect0r 
firms, on the other hand, delayed payment well after delivery of the 
pr0d1ict SF;erns to be the rule. In bGth types of transacticns, then, private 
:sc:ctor firms find that they must supply working capital to the public 
::oectcr part lcip;rnts, if they want to do business with tliem. S0me prod11cers 
sPlling :r.2r:h1nery ;ind parts to public sector textile mills reported that 
they mu11m1ze these pr0blems 0f delayed payment by wc,rking thro11gh agents 
er br·c:.:•~rs. n.e aFPnts p;;i.y a s11bstant ially lower price than one could get 
by entertn~ the tendering precess directly, to sell to public sectcr 
tJUJ'-'rs; but by d.:;al 1r.g thrcugh agents, enc avr:,i.ds ;:;11 U-,e has5C1 s wh1ch 
t•ndcrtng i•:vr_,}vcs, as WPll as the time-cr_,n~uming task of keeping after the 
b,;yr:rs, t0 p:"t.:3S them t0 "pay up." The ar;.c;nts can alsc, p;_:Tfr_,rm a useful 
f11nct10n in dlviding large crders into smaller lots which can be handled by 
a nilmuer of ::o:c::iJ 1 SL<f1pliers. The ;..;gents clearly take their c11t for all 
these sE·r·vLc•:s, tut several srr:;ill c;:;ppliE:rS St·emed to tr11nk it ;.;as WPll 
·.i0rth lt. 
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6.4. Risk. An important issue for a businessman is the level of risk 
he runs, in a particular production situation. It is important to see the 
ways in which particular contractual arrangements affect the level of risk, 
for vari0~s participants in the system. 

The largest risk for a parent firm is that the supplier will not 
~rovide the required product, with the required quality, at the required 
time. As suggested abcve, this is a real risk, which can be moderated 
scme~hat, but not eliminated. 

For suppliers, the key risk cf err,barking on a subccntracting. 
relationship is that he may invest in required machinery and equipment, 
only to find that his orders are not renewed. In a sense, this is the 
subcontracting counterpart of the standard risk all businessmen face: of 
creat1ng the capacity to produce something, then net being able to sell 
it. In a subcontracing system, that risk is born in the short run entirely 
by the parent firm; except in cases cf non-fulfillment of contract, the 
supplier is freed entirely from this risk. The long-run risk remains, 
thc11gh, that the supplier's contract may not be renewed, and he may be left 
~1th a useless and unprod11ctive i~vestment. The mcst likely way to seek to 
guard a~ainst this, once again, is to seek contracts with a diverse set of 
parent firms, to guard against the danger that all wiJl turn sour. This 
can help, but clearly the risk still remains; it is a risk, though, which 
is nr:.t inherent in subcontracting as much as in b1;siness in general. 

Reference w3s ffiade above to the risk that a product, once made, will 
not sell, and the allocation of that risk between parent and supplier. If 
the ~,iff•cnt firm is a t€tter judge of taste and is able tc use 
s1.bccntracting arrangements to tail0r prcduction to match market r.€1r.ands, 
that w011ld be important not only in the all0cat ion of risk but also in 
red11cing its c,verall size. 

A different type of risk arises when raw materials are spoiled in the 
co11rse cf the prod•iction proc€ss. In e;ener·al, even when raw materials are 
pr·ov1ded by the parent firm, this type cf risk w0uld be bcrn by the 
s1Jppller; this could be 0f considerable impcrtance to the parent firm, 
wni·:::h (Scapes in this way a potentially serious risk. Its serio11sness will 
vary from one production process to another. Fer a foundry, in the case of 
a bad casting, the material can be remelted, so the only loss is labor and 
fuel. F0r ·,.v_,c,d carving 0r garment making, a wr·ong cut c2n render a piece 
cf ra·,... r;:;"t-er1al 11n11seable. 

A ftnal risk relates to variat1cns in prices cf beth inputs and 
c11t;1·:ts. Tr:E: ir.-1p;.;ct cf this risk as br>twc•]n pare11t and s11ppl1er firms 
dept~~s crucially en the terms of the contract. If raw ~aterials are 
prc¥i~ed by the partnt firm, with the su?pl1ers paid en a piece-w0rk tasis 
fc,r t'1e1r vallle 21dded, then this risk is tc,rn entirely by the parent 
firm. If rz,w rr.aterial pr·0curer::ent is the r•:sµonsibil1ty of the supplier 
and ~r1c~s c,f the ftnal prcduct are determined in advance by the terms 0f 
thl contract, then this risk g~ts shifted entirely to the supplier (~t 
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:east fer the period of the contract). Both patterns can be found in 
Bangladesh; hosiery knitting exemplifies the first arrangement, while 
garment and shoe contracts generally follow the latter pattern. The 
difference can be quite significant. 

6.5. Public and large private sector participation in subcontracting. 
The discussion above mak0s clear that there are numerous problems invol~ed 
in subcontracting arrangements between public and private sector firms. 
Pllblic sector firms are under little pressure to minimize costs, or to 
increase the rate of utilization of their existing capacity. Procure:Tient 
reg11laticns generally require open tenders, which are cumbersome -.;ays of 
establishing subcontracting relationships. Many pur hases are required to 
use international tendering, which makes the process even more difficult 
for local suppliers. The government's persistent cash shortage means a 
perennial pr0blem of delayed payments. As s:;ggested abcve, government's 
lax erifcrce:Tient of quality standards results in widespread product 
devaluation, as s11ppliers attempt to save money--scmet1mes a.re forced to 
save money, to meet sharp competitive pressures from other potential 
s11ppl iers. In the absence of change in rr.3ny if nvt all these d1r::er.sions, 
it may be cv•~ropt1mistic to E:Xpt:cct a large increase in st:br_c,ntr2cting 
bE:tween public and private sect0r firms. 

One might add that, given a choice between importing or purchasing on 
a si;bccntr.::ict basis with a dcrr.estic supplier, s0r:Je large private sector 
firms might cho0se the import option, since it µrovides them with an 
oppcrt1mity, throllgh ovEcr:i.r:vc.icing, to rncve money cut of the Cvdntry. Sc:r.e 
r:avE argued that this is a sigriificant cv:si::!craticn fer a substant1al 
mmber cf large private sector prcducers. 

6.6. Qivc:.::::._~ity of experience. It is irr:pcrt:rnt to r1:>cGgmze the gre2t 
diversity ar.ic:,ng diff2rent b1:sinessmen, E:ven within a particular indilstry, 
in tr1e extent to which they cheese to make i:~e <~f sutc0:;t;act 1ng syste~~s. 
The crgariization of centrifugal purr1p manufeict,;r:i.:ig is ir:str11ctive. We 
interv1.;:wed six :arge private m:~nufact;;r,ors cf csntr1fuga: p:,mps. The 
m.::inagers of all six gave every indic~ticn of being capable and energetic 
entreprem:urs. Arr.ong these six, two rely 100% on subcontract1ng, 
purchasing all parts from other lccal manufacturers, doing only 0rgan1zing, 
ffiarketing and assembly work the~selves. Two others started 01,t relying 
~~:,t;:illy on subcv1tracted prrJ(J1ict 1on of pe:rts, bllt have new switched to 
rr.ak1ng ev2rytiung therr.selves; tt1ey fcund t!'",e c0ntrol of scr-1edul lrig c-ind 
q1;al l ty of inputs to be toe cc!:',plex to handle on a subcontract irig basis. 
"."r1e f1fth f1r·m subc,:,ntracts all fcundry w0rk, rr::::k1ng all 0tt-1er parts 
hir;:,;:::·lf. The sixth mc.kes a11 parts hirr.'."elf, brJt dGF.:S all the fc,;mdry 1-10rk 
c,n an "l'.~'''~e :c;;;bc:c,r.trac:t1ng" '.:,a'...>1s: hi:: ~,;r,v1d;:s tr.€ ..;~:,rk s;.,eice, c_::;111;_;;;-,;_nt 
and r~w rratcr1als, paying s~~esne on a ~1~c;-w0rk basis to hire and 
:;ilperv1se thi-c st.:iff and be fully r·t·::;pcns1bli:: '.0r i'!l l aspects cf the 
casting. PrF_s11mably the diversity ;;nong thcs.:c six produu:·rs reflE>cts 
differing skills, existing facilities which they c~rrently own, acc1ss to 
c0pital, a.-1d perceptions vf filture dec:ana fvr p .. :r.ps 0n the part of th;_se 
·:ntrE:prc:lr:i;rs. This sami:c d l v1:rs l ty •;as •;t-JS·~·:"ved a.:'.·:..ng prcd<.scrs of pr . .-,;e~· 
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lcorr.s in Dhaka and Chittagong, and among producers of hosiery products in 
NarayanganJ. An outsider would be foolhardy in the extreme to say even for 
a narrowly defined product that one pattern clearly and generally dominates 

all others. 

6.7. Is the current level of subcontracting in Bangladesh "too low" or 
"tee high"? In view of the widespread use of subcontracting arrangerr.ents 
in Bangladesh, one may ask whether one could say that its use should either 
be encourag~d or disccuraged. One might argije that, except to the extent 
that one can identify particular ur.pedirnents which prevent the market from 
r.:::aching an optirr.um outcome, the raticnality of the rr.arket will lead to the 
r;::siilt that ''whatever exists must be just right." The r;;aj n arguments for 
asserting t:iat the expansion of s11bt.::ontracti.ng should be encouraged, then, 
are based en the existence of irr.pediments which currently hinder the 
atta1n~ent cf that optimum. Scme of these have been identified in the 
previous discuss1on, and will be explored in more detail in the following 
section of this paper, particularly those centering around government 
pcl1c1es which stand in the way of expanded use of subcontracting. Aside 
from these pcl1cy-induced impediments, the primary re~scn for asserting 
that the curr.::nt 1;sage cf subcontracting is "too le,;.;" <irises from a 
jurjge;:-.ent that the prc,dlit.::tive capacity among srr:all pr'v::c:-::ers in the cc11ntry 
( inclild1ng hGi:sehcld prcd;;cers) is s;ibstant ially greater than current 
c:itput; that fer r;.any s;ich pr0ducers, the key ccnstrair.t hin,::!ering their 
expansicn concerns product development, and links to m0re distant b11t mvre 
dynamic markets; and that Siibccntract:i.ng can prcv1de a r:-.echamsrr: fur 
cverccm1ng these constraints. The following sections cf this paper disc1:ss 
the ways in which policy and ~reject interventions might be used to 
enccc:re:ge s11·::h an E:x~ans1on of s1ibs0ntracting syst~rns. 

II. POLICY ISSU~S 

T:-1"' ·:.cv1crr.y cf 22.::gladesh, like its p0l1t'lca~ and sv::1al str'11cture, is 
rr.;1de ur, of twc rr:ajcr cc.mp0ncnts. In the first of these, the key tc s11cccss 
is b;nlt around £a~C]"_!_0s~and special access: d1spens1ng it, Gr recuvrng 
it. At i::;s11e is .:;p~~ci;:il acc;::.:;s to credit, tc fc.r•'lgr. Excr .. -1;.:e, tc 11::enses 
.=ind qi;Gtas, tc a-::t1viti;:·s which are profitable as a r .. :~dt cf special 
rc211lati.0ns vr pr'chibi.ticns. The activities of me.st p;.)1ic ent•:rpr1srcs and 
rr.::,st pi!bl1c r'i''latc..ry i!g•~ncit:s C(:nter ar0und c;:1r,crt;~r,1t1cs c.;;:.ated by 
tr.>:se situat1::,r,s Gf fd.voriti~;rr. and spi?cial c.ccE':OS. Tr.;: ~;c;me is ;:-q.:"llly 
true c.f ;:-.e:ny 1 e:rie ;..r i ;;:it e sc:ct c,r pr0d11cers; rr.a:1y 0f t r.c~. g::..t where they 
arl?, .:ifter all, ~)'·'..:-, :s-~ t[,ey r.::id ::cpecial C;CCt'SS, ~''='r:,;;,,::,c; they knh•/ hew to 

play that s;s~0rr:. 

Thic.re is a ::J..:c.r_,nd side cf the Banglad•~sh eccnvr.y, r:-.ad8 up of 
lr1div1r:!1.:;;ls and r:ntt:rpr1~•;s that _cl_c;!1_'_!_2_a_V:.t_?_a~~~ss tc •r.at f:::vc,rit1sm­
~~~1n2ted s~i~~nt. This ::,0cc.nd t1er gives every 1n~1c~t1r:.n cf being 

-
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extracrdinarily dynamic, responsive, and creative. Many if not most of the 
producers in this segment are small enterprises; many are engaged in some 
type of subcontracting activity. It is hard to know how big this segment 
is in the aggregate; as described in the first section of this paper, it 

should be clear that it is alive and well. 

This raises the question as to whether ~he best thing to do for small 
enterprises in general and subcontracting systerr.s in particular is to leave 
t:--.em alcne. If they are doing reasonably well under a pcl icy of "benign 
neglect," there is clearly a risk that more interventionist policies may 
~~ke things ~orse rather than better. In particular, there is a great 
te~ptation on the part of government officials in Bangladesh to seek to 
extend the domain of gcvernment control and regulation--to extend the upper 
t1€r---so it incorporates more and more smaller producers, subcontracting 
systP~s and all. We will need to be particularly aware of this risk, in 

d1sc;;:::slng p~ssi.ble policy changes. 

011r dis·:1:ss1on of pol icy issues falls intc two major categories. The 
first ccr1cerns the fi1ture growth of firms i.n the lc·.ier tier, taken by 
t~:•,'.".>'l';.:s: p0liciE:s wh1ch currentlJ ccnstrain th.:: grc,wth of this grcup of 
fi.rr::s, ::_,r ,,.;hi·_::h rr:ight ':le rr.0d1fied to be mere ::.ipportive of dev"'10;:-ment 
h1thin this group. The seccnd a~ca ccnct_rns policies designed to link the 
lo..;.::r tier mere clcsely to the <:pper tier, so that any growtr1 dynamic in 
the latter will be carried ever tc the sr:ialler pr·odrJcers cf the fc.rmer. 

Ir. pr1nctph, there arE rr:a.ny q:,~;crt1init1cs fer est?.bl1shing 
s«t,'c:,cnt:·;,ctir.g links bet·...;cer. ::::.all producers in the 10'.ier tier and the 
~::r·~.:r pilblic e:.nc pr1vatE: sector fi.rrr.s in the u;:1per tier. These links r~an 
!2nd, tc sc~~ extent, do) go both ~e:.ys: small fir~s buy services and 
;:.;·c·:;,cts fr·(x:. lo.rger enterpr1ses, ei,1d larger firms buy inp;:ts frcrr: sr1aller 
~:.;;:,:i.:.rs. As explained in the first Si_·cticn c,f this paper, t:--:cse types cf 
1 tn~s heiv~ developed only to a limited extent in Bangladesh. There are a 
: ... '.':'':i:r c,f ;·, :1~j':,r.s f0r this, -,;r,lch prcv1de tr:c backgr·ci:nd fer a set cf 
pG'.ic1es j~s1ined tc enccurag~ mere dEvel0prr:ent alcng th0se lir.es. 

2.1. ,~'·'~c.:s_an~re."'11,:i_a~~ns_c~,~n-::_o::rn_i:''..S_,~"~~!jc.ned fil_"_fl!_~ It is an 
c;._rnd1!.i ci:eiractrcTistic of the system cf' ind11strial s;,nct ir:..r.s that a firm 
r~1;·:11!' ics f0r t.; n1?fi ts cnly on tr1"2 basis of ]_r1-h'.'~1~s1? pr0d11ct i.cn. Pr0bably 
th

0
c r;c.::t !"'..pc;.rtCint r::h'ir.ges in p0l1cy nc'ed~d tc encc;,;rage the grv..;th Gf 

,;:•v1tr2r:t1r1g 1n 2;:,nglad.::sh c.:'1ter ::.round an r:xtt..nsicn cf th•: .. se bi:.·n.c:!'1ts 
tc., ~,~vr t~1t_::. ;,:v,:-11l;ble fvr' 2~t1v1t1~s und.-_r~,::_~'Cn on a s11l1scntrr:t~ting 
t,} .. :-::~::15. T:~!~=-:r·.:-_; ctr~ ~>=-:VET·al {,i~IT.p}r·s here: 

? • 1. 1. ~_'_1_C:~~..1ar9 _l_ l r1_~_s _ _f_r·G~_,•'_xjir~! ln_~C)_t,J" ~-~:;i __ (_,~'. .. ~J3.:_!-'.d.l'ITJ•-:nt S): the 
:;r,r,.-;1,d ·..;'cl;'t..h•:,1;SE: cc-ystr:m h;;s pr'GVidrd nn effi:·~tive dn':J WGrkable set Of 
;:,rr/ .. >.~'1 :n:·:c; t0 p·:·rrrit the duty--fri::i= i:r,pcrt cf clc,U'i and ctht:r 1np11ts 1;~3i:~d in 
th;:; vv:J.,ct1r,,n c,,f g;;,r·:;,>nts fer C/.;:ic,rt. T!"1r· wv·d\ng Gf the re1::1;lat10n ln 
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the Bangladesh Gazette (No. S.R.O 306-L/84/864/Cus, June 27, 1984) implies 
that, from the point of view of the customs regulations, a firm could 
"integrate backwards," importing thread duty free, using that to weave 
cloth, which would then be used by that firm to produce garments for 
export. That has not happened yet, for a variety of reasons. On narrow 
legal grounds, industrial licensing is currently specified for a restricted 
set of prod~ction activities; if a firm were to attempt integrated 
production in this way, that would have tc be changed (to license a single 
firm, for example, tc prcduce both cloth and garments). More basically, 
though, proauction of these products for the export market is a highly 
specialized activity, requiring a high q~ality standard. Garment 
manufacturers are not usually skilled to that level in making cloth, and 
are not likely to become so. 

The alternative, then, is to have the cloth and the garments produced 
in separate enterprises. Tc some extent, this is already happening; 
several firms are currently established and 1 icensed tc produce clcth for 
export, based on duty-free imported thread, usi!1g the same bonded "'a.rehouse 
procedures bic:ing 1;sed for garments. Ser.ie of these firms are beg1m1i!1g to 
establish sales linkages with the export garment firms, which mfans that 
the back~ards linkages from garment exports are indeed being establis~ed, 
albeit in si:.:parate, sanctioned firms. For such b;o;ckward linkages tc reach 
to (non-sanctioned) small producers, the "parent firm" wculd need tc i~port 
the raw material and "r:.~ ic cut" for precessing before either exporting it 
directly or incorporating it in a product which is then exported. Such 
activities would currE:1tly be il1i:•gal; the regulations specifically say 
that the importer milst have "suitable -~f1::hc13se fac:ilit1es to rr.anufacture 
the gocds fer which the raw materials are imp0rted" (see the regulation 
sp>:'c1fied abovr>). A change in the w0rding of this reEulation wculd te the 
most straightforward way of rr;aking it possible fer such activities t 1~ be 
d0ne 0n a Si!bcontracting basis. 

2.1.2. Fo-rwar_~_l_i__.~ag~!rvm_ r:-~pc,rt~~i~tcJe~-~~~at_Qer): a 
limited but gr'cwrng nurr:ber cf Lrrr:s are prod"<ici!1g g:_:,od q11ality f1n1sr.ed 
leather for cxpurt. In principle, it sr:culd be pcssible for some cf this 
leather tc be prl~cessed 1ntc shces--or ~er'? likely, into lE:ather uppers fer 
shoes--and exported in that form. The problem is reported to be that the 
tanners and shoemakers are separate ent~rprises; tan~ers currently enjoy 
special benefits from their experts, which they wculd lc2e if they sold 
their leather to shoe~akers fer '?xport in that form. The Export Promction 
BLlreau is i:xploring alter~ative ways cf "sharing the benefits'' uf 
exporting, which wcllld be equitable for all. The sei:.ie lss11e has arisen for 
U-1e bcndi:::·d-..-eirer1\JUS8 E·xpr_:,rters Of clctn; they Cl1rr'U1tly Gbtain special 
incent. v.-,s fc,r their i:·xpcrted pn~d.1ct-::, ·.:h1ch they w011ld Iese if their 
cl 0th ·..iere triccq.ic:.,rated lntr_, Earrr.,_·nts for Sl,Lsr q1;ent expert. 

The pr0blem is a g~neral cne; having pr0vided special incentives for 
expr_,rters cf a~l types, c,r:e rr.11st alsc ";Jay CJttt:nt10n to the distributi.cr. of 
thosi::: t,cnefi ts amcng <:11ff.::rent pecple at d1ffcr .. :nt st :,g;_;s in the pr(J<:111ct ion 
pru::-ss. If all the benefits an; capt;.r'ed by the final 'XP()rter (the l~st 
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person in the chain), then each person will try to have the chain end with 
him, prcv1d1ng a clear incentive against forward ~inkages. Of course a 
good free market economist would say: no need to pay special attention to 
that; benefits at the end cf the system will automatically work their ~ay 
back through to earlier participants in a production/distribution system. 
The problems with this reasoning are first that we are not dealing with a 
free market (the thing that raised the problem in the first place, after 
all, is a special government-induced intervention program aimed at 
pr0viding special 1ncent1ves for exporters); beyond that, we are also not 
1je:iling with very flexible markets, so while th.::re surely are p:--essures fer 
su•:h thi!lgs to work their way back through the systerr:, they move O!'lly 
slowly, and do inhibit forward linkages in the meantime. 

A more t,risi•: and direct approach would involve the abol it icn of 
s~ec1al expert promotion incentives entirely, moving towards a Gnified free 
iarket exchange rate. Few eccncmists would disagree that this is the best 
target to te ~0rking for in the long run. In the sec0nd-best meantime in 
which we all live, some adjustment in the allocation of benEfits of export 
inc.:nt1vcs clearly seems called for. An appropriate apprcach to work 
tc,.;ards here ~ight be the allocation of benefits from exporting b2sed on 
vri1t:e add-:;d at a partic;1lar stage of the prcductivn pr0cess. This is 
analytically correct, but not easy tc implement. 

2.2. l!:'._:erT,_~t~~nal Tu1ders. A large sr.are (p<?rhaps as rruch as 8S%) sf 
Rc'!EL~'-''-"'n' s 1.:.a;:,i.tal forrr,aticn is externally funded, on terrr:s which require 
cntcrnat1cnal c''"'.iJetitive bidding. Gorr,estic flf'mS entering that bidding 
prc-::.::;s r,;:,ve tr.E' right to use a bonc1ed ,,.ari::h0use system to obtain tax- and 
ta.riff-fr·~€ i::.;:.ic,rts to prcA1.ice products w1".ier such c0ntracts, since 
pr'Od1:cticn asa1·~st f0req:\n exchange payr;:ent is rightly rec::Jgni.zed as being 
the equivalent of export production. There are problems w1th th~se 
arrang~rn.,nts, i:c,wever, part ic11L:..rly from the point cf view cf brea>< ing Lp 
thtse tender crders--many of which are very large--1nto s~aller ccmpcn~nts, 
sc a n-.;rr.ter cf s;;ppl 1.-:;rs can pa.rt i.c ipate. There are nc prcc•:duri::s ·,.;he. eby 
a f'1•m (fcr·i:ign c,r dcmestic) c011ld s;ibc0ntract s0me part of the wcrk tc 
ether dcr:J:,st1c sup8liers. As currently specified, only the firm winn1!lg 
tht: bid has the rilht tG duty-frt:'e i<r.pr,rt of required inp1;ts. With a 
simple chcnge in reg111at i0ns, that firm wc,uld De able to irr:pcrt the 
r:.~,ter1als duty frf_'e and then pass them on tc s11'..Jc:0ntracting s;;ppl1ers for 
pr<:.c:c3sir:g; as s11ggr:sted ab0ve, that prc.cE:·jure is illegal 1;nder current 

r-: ~1:J at l c,ns. 

2.3. !::cali.:i_~~-"'_!_!~P~b_1:1c __ ~'°!(:;tvr_!'~r_r:.s: tht:re are a ::1:r;ter of' a:;pec:ts 
uf ;::.11bl1c se•.::tor firm bfO>heivicr which 11m1t the r:,;.;portun1t1es for li'.",V·"!~•:s 
'.:l•·t·..;,,en th··se ana private sect0r firms. 

2. 3. 1 . ~1-!2.U c __ '.:;~-'.'= t_c~ ~-~s a_s _~_ll::!.' ~-of Sd' vi '>~s: p;; t: i c s•,c t '..Ir 
f1rr::s ore n0t reli;:ible si.ppl1ers of ::;erv1u:s, in the s·~nso::: of timely 
ft11f11lrr,':'nt cf cv1tracts; they rAten fall well !:Jehind their premised 
rj;,llv.c:·ry ·~cr,~·d11lcs. Private fir:-:-,s Lave no rtc0;1r.se, in Cii::YE:S cf ncn-
f1:lf'1: l:.r·'lt Gf cr,ntr,:ict. In ~;plte of thlS ;:,or.:,r r•c'Cvrd, p11blic s-_c:tc.1r fH';;:S 
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generally require that private sector buyers make a 50j advance payment, in 
placing orders with public sector suppliers. In general, public sector 
firms have been quite uninterested in selling services, parts, or products 
to private sector manufacturers. 

2.3.2. Public sector firms as buyers of service~: three major 
problems arise here: a) the government must use a tenderir.~ process, with 
many opportunities for side payments and special deals; it is frequently 
the c2se, for both public and private sector tendering, that by the time 
the tendering process is officially started, behind-the-scenes negotiations 
have already determined whc is to win the contract; b) on delivery, 
government freq\,ently delays extensively in payment; and c) put>lic sector 
buyers use lax quality controls for delivered products, resulting in 
ccmpetitive degradation of the product. 

2.3.3. Limited pressllres on public sector firms: fer both buying 
and selllng, a key reason for the lack of development of effective 
ccntracting mechanisms is that public sector firms are generally under no 
pressdre tc c11t ccsts er to increase profits. When oppoi'tuni ties arise to 
sell prcducts or services, thereby improving on the distressingly low rate 
of utilizat1on cf their productive capacity, ccntracting mechanisms with 
the pri~ate sector are sc Cl~berscme and re~ards systems so distorted that 
these opportum t i;:'s are net pursued. 

What all of this suggests is the need fer increased attenticn to 
improved ffianagement techniques among public sector firms. This is easy to 
suggest, and is consistent with stated policies of the governrr.cnc (see 
edit0r·ial in the 3c,';glad€sh Observer, Feb. 27, 1985), but is not ec:.sy to 
i.rr.ple:r.ent. Appropriate approaches might incl11de the institution cf better 
acc:cl:nti::g and accc•mtab1lity prcceduri::s, training in enter>prise 
r.;2n2grn,ent, and the like. It should be recognized, however, that if those 
in charge are net interested in irnprcved procedures for public enterprise 
rr.anag~~ent, there is very little that can be accc~plished by even the test 
training or procedures. 

3. CO~STRAINTS ON EXPANSION WITHIN THE LO~ER TIER 

3. 1. Ir::por_:_Le_d in~. There is a secc,nd grcup of policies falling on 
s:r.aller firms which have not received any special privileges in the current 
system, i.e. those in the lower tier. One set of issues fer these 
prorjucers c:cncer::s their acce~~£ importe~c:i_w rr.at eriaJ s 11sed _~~ 
_r.:;~11fa'2_~,~~-'f°!B: __ in_~11_t_~. ProbJerr.s here c>?nter arcund irr;pcrt llcensing 
prccPdurr~ and tariff rates. There are currently three types of import 
l 1c:r'r.::or.·s: i_r-,rj1;r,trial l '.i:Jcnses, c:ommercial 1 ic:cnses, and fJage Earners' 
~cheme (~~S) licenses. Only sanctioned f1rms--th0se that have been 
"vF:tti:d" by a scrit's of g0verr,m.:::nt agenc1es--can be designated as 
tr1dustr1al i::.pcrt.:-:r-s. Other firms---th0se nc,t seinctic,ned--have two choices: 
a) they c:Cin biiy r~ateri3ls which r,cive been imported by cc:crnercial irr.pcrtcrs; 
0r b) U-i•_y can l!:'pt.,,rt directly t'r,;:·:r;selvcs, thrGL£h the WES. Each cf these 
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has its problems. Commercial importers may not know what product is needed 
(e.g. shoe manufacturers complain that merchant importers don't know ~he 
business, so they generally offer only the wrong kinds of glue), and charge 
mark-ups viewed as excessive. The WES imports require paying a premium for 
foreign exchange. More important, though, is the fact that for either of 
these two options the import does not qualify for tariff cor.cessions which 
are available for industrial imports (i.e. lower tariff rates which apply 
if the same materials are imported by a sanctioned manufacturer). The 
difference can be substantial. The manufacture of trolleys fer tube wells, 
for example, requires the use Jf steel plate, which is all imported. A 
registered manufacturer who gets a license to import these plates can bring 
them in with a 151 duty, and with no sales tax. For anyone else--a 
commercial importer, or a non-authorized manufacturer 11sing the WES scheme­
-the iffiport would be subject to a 50S duty plus a 20S sales tax. 

Fer sanct icned m3nufacturing firms, the whole importing procE:::c~re is 
ct~bersome and distorting. Import quotas are allocated ad~in1stratively on 
the basis of work plans which often only loosely correspond with what 
actually takes place. With approvals often del3yed and with cpport1mi ties 
to bcriefi t from the lower tariff rati::s for ind1:strial impcrts, there is an 
incentive to exaggerate needs. The main thrust of the syste~ seems to be 
to provide a stro!1g differential be:iefit to firms which are large eno11gh to 
justify both going through the s;;nct lvning process and impcrt mg 
directly. Small firms generally find it uneconcmic to import their raw 
materials tr.ernselves; the fact that they must pay a higr.er duty for 
irr,pcrti::d inputs is a sericus hindrance to th('ir growth. 

The mcst distorting aspect of this system is the differential tar1ff 
impcsed en importers with different types of import licenses. If th1s 
differential were abolished, it would bring s1gn1ficant ben~fits to small 
prrJd11ci::rs. This dces not necessarily imply 1mifcrm1ty acrcss products; 
that wG11ld be dcsirabli:: in itself, but is a different point. It ccncerns 
1ir11 fcrmi ty fer all typE:s cf importers, for any g1 ·:en prcdllct. The current 
s1stem cf differential tariffs ~~s reportedly ad0pted to overcome a pr0b:em 
of srr,1iggl ing cf imports through 5;;ngl adesh into India. I ts 21 iminat ion 
w01ild req<nre s'~me cc,nf1rJf:'nce on the ;:iart of the government that this 
illicit trade can be kept under cJntral. As currently yracticed, the 
system constrains the growth of s~all rranufacturers by raising the price 
a~d lcwering the availability of i~pcrted inputs. 

3.::i. ~lt_iJ_i_!ies. If srr.all, nGr1-sar1CtH,ned ec1terprises s;ffer in ti::!rms 
cf their c0nstrainPd er price-distGrted access tc impcrted ~anufact11ring 
lnputs, thr: ~:;C1me is ''lso true with r•_ce=ilrd to their access to ut1lltics. 
There are c0ns1der~tle delays in obtaining h00k-11ps for electricity, water, 
a:1<j t·::l·.phc:.cs. Wr11le all prr,duccrs suffer from th<::sc dela;s, the l:-irger 
fir·ms ,:an ge:-1t:r·ally tiring mc:,r·e infli:uice to bi::ar, '.50 they tend tc get 
sErvr_:d first. Again, failure tc sclve this prcblem c0uld exert a sev.;;re 
constraint 0n the future pr~to:nti.al t:r·0·wth of '.::rr,.cill r:nt.:.rpr1sr;s in g>cw~rcil. 
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A related issue concerns the reliability of the electricity supply, 
and the costs imposed by shortages. Again, the shortages fall originally 
on all; but larger firms can more readily afford stand-by generators, which 
are unrealistic for small factories. Furthermore, the injunction against 
production each day from 6-9 PM hits roost seriously on firms seeking 
efficient, multiple-shift patterns of production, such as the contract 
knitters of Narayanganj. What all this suggests is that easi1.g the 
shortages on utility supplies could be of considerable help to small 
producers, particularl) those engaged in subcontracting; conversely, a 
continuing shortage may seriously impede the further growth of this group 

of firms. 

3.3. Tariff anomalies. There continues to be negative effective 
protection fer most producers of locally-manufactured capital goods; for 
pcwer looms, rice mills, tran~formers and lathes, tariff rates 0n imported 
inputs are higher than those of finished products. This set of tariffs 
seems tc be designed with the interests of the "upper tier" producers in 
mind; they want cheap capital goods, and are happy to import them from 
overseas at low tariff rates. In some cases, the damaging effects of this 
tariff stru-:::ture are supposedly cvercome by a pr0hibi tion Ciiarnst certain 
i~ports (e.g. smaller lathes), but these prohibitions are frequently 
circumvented in practice. Since these pr0ducts are frequently produced in 
small and medium-sized workshops which make extensive 11se of 
subcontracting, the tariff structure is a clear hindrance to the expansion 

of this group of firms. 

4. OTHER SUGSESTED AREAS Of POLICY INT~RVENTION 

The discussion to this point has fc,cl!sed primarily on charactenst ic:s 
of existing laws and regulations whic:h inhibit the devel0pment of 
subc:cntrac:ting involving smaller pr')dll'::c:rs. There are other pvlic1cs ;.;hic:h 
r-.ave been s«gg0sted by officials of the Banglaaesh g0ver~ient which might 
cpen ;1p ne;; opportun1 ties for subcr-Jntract systems. 

4. 1. Prc_duct ~tandardization. In a number of product lines, 
partic11larly for metal pr0ducts, the establishment of standard size:;, 
str·erigths, vr capacities rr.ight make it easier fc-.;r many si1ppl1ers to 
participate in mere integrated markets. This happens already to the ~xtert 
that large buyers establish and Rnforce standards fvr the products they 
P•Jrcr:ase, as when BADC establishes standards f0r p•1mps and _ri5ines, or the 
?cwE.cr Develcpm•;nt Beard sets standards for _ artic11lar elecc,~ic:al pr0dw~ts 
it buys. It has been argued that more widespread pr0d11ct standeirdizat1on 
wsuld make it pcssible fer small prccucers to expana their ::;dles, p•:rr,cips 
w::,rking on a s11br:Gntrac:ting basis. 

Tr,r_:rc :":'8 puzzh:s abcut this prcpr.;:' .. al. Producers with wr1':.-m ·.ie rr.c:t dtd 
net find it impcrtant. This may be bec:ause thE.c firms interviewed were in 
prcduct lines where standardization either has already been achieved, or 1s 
wJt H.pc,rtant; 0r it may be that they judi:>'d ·.ir0ngly. As suge;e5ted, 
;.;r•,.j;ic:t sta:.rJ;;:rdn:at1on is alrr2ady being enfc.;rci::d where t~,ere are one or a 
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few major buyers; where this is not the case, one wonders how one could 
enforce the establishment of uniform standards. This p~oposal would seem 
to require more thought and more precise spec1f ication of products to be 
covered before it could be seriously considered. 

4.2. Design3ted product lines for subcontracting. Another general 
policy approach would i nvol v-e designation of particular product lines as 
cnes where subcontract production is particularly fruitful. Based on such 
designation, one could ~ake special efforts to promote the use of 
subcontracting: through the collection of lists of pottntial buyer and 
Silpplier firrr.s; through te·::hrncal assistance, targeted to help suppliers 
meet buyers' require~e1.ts; through efforts to inform parent firms about 
potential b~i1efits of subc~ntracting, and possible ways of organizing the 
system to minimize the risks involved. Scme of these are discussed more in 
the third section of this paper; they are mentioned here since they involve 
a policy of designating certain product lines as being ones where 
s1;bcor1tracting seo:erns particularly appropriate, and channeling project aid 
primarily (although not exclusively) to those designated areas. As long as 
tht'se are sp2c;.fied as areas where s11bcontract1ng is particularly 
~pprcpriate, so efforts to prcmot~ it are concentrated primarily there, 
t'.lis ,::p;:iroach has mucfi to •:c1r;rr,end it. Care must be taken, though, tc 
r11sc;re that this does not lead to a reguir~ement that subcontracting be used 
in these areas, er to limiting any benefits only to producers in these 
designated product lines. 

li.3. £'_r'~::'_:~d11pli__'~a_!j~f] __ ~r_s_?cilities. Some have are,uea that t~.e 

icx1stence cf c.noerutilized prljdu::tion facilities in the country requires 
strong steps to prcvEnt the ccnstru~tion of new p:ant and equipment which 
;;011ld duplicate that which is already in ex 1stence. Trie idea behind this 
is that these ~he need certain prcducts or services fur which there already 
i:.:•xists dc,mcstic pr0011cticn capacity should be fc,r"Pi to make tr rf that 
i:::xi.sthng c:;pi:>city rather than Lsing the ccuntry': li_mited for rxchange 
tc create new f;;cili.tics. Many cf thc:'se existing 1mcerutilized ,.lities 
are in pi1bl1c si:>ctcr f1rms. As sugfested in the first secticn of this 
~aper, there are severe problems cf contracting mechanisms, in trying to 
'1rrange for publ i.c sectc,r firms to Slipply inputs to other buyers. The fact 
that the physical fctc' - i ties are there and that otrier prcd11cer.s n0ed their 
~erv1ccs are net by themselves sufficient to ensure ti.at thesf contracting 
pre,'.'_~ •rns wi 11 be re; solved. Unless concurr•:nt and effective steps are taken 
tc cverccme these contracting prcolems, then policies fcrb1dding the new 
c:,r:str11cticn of similar facilities will rTJ>:an a seri011s r:indrance tc the 
l:;d\lstrial grc;.;th of the cc;rntry. 

4. 4. ~st_"~}_:_~~.:: ;:ont __ ~!_(3. __ sys t -:_rn _ _s;j' __ ~c \'~r:-I1rL':_:':''_t __ cor1 t['~l _fsw 
_su:J':':~t_'.'_'a~t~g. A n;imtEr of g0·1f rnr.ent Gff'ic1als :1.:::ve expressed the n•:ed 
fer rri::-re .-:ff~ct1ve and c0nsistr:nt policies tu,,;ar'ds subccntri:icting, ;1lcng 
with a tetti::r rnstit11tir_,nal fra<::t:w<Grk for impl"!mi::,nt1ng these policies. 
~h1le this view has ~een repc~ted in several cf cur interviews d.nd written 
at ~~~e lzngth in the r~port cf the gcvcrnrri~nt committee on li~kages and 
: :u'_r_,ntract1ng, the si;gEi'stions ;:ill d'•al .nth prv::r:dural raLn13r than 
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substantive issues. There is a constant reiteration of the need to develop 
a~d implement an effective policy in this area, but little consistency of 
view as to the content of such a policy. 

At a most basic level, the issue which needs to be faced here concerns 
whether Bangladesh seeks to facilitate the growth of subcontracting, or 
whether they wish to force firms to use it. Pushing subcontracting by laws 
and reg11lations involves requiring its use for certain production processes 
or in the making of certain parts (following the Indian pattern). Several 
officials with whom we met expr€ssed an emphatic view that little is 
happening in terms of subcontracting involving small producers; they 
attribute this to a iack of a government system of regulation and 
control. They argue that once the government establishes such a system, 
then things can begin to move. One is tempted to believe that they are 
trying to expand the "sphere of influence" of the upper tier to include 
r'",ore sff,all prc,d11cers, partic11larly these who are e:,gaged in subcontracting. 

There are two major reasons for resisting this approach. The first is 
that the dev1?lcprnent and imple:nentation of such a system of control 
req11i ~es a high lcvi:>l of technical ccrnpctence as well as administrative 
efficiency. In Bangladesh, the record on impartial and effective 
administration of regulations and controls is surely c~1;se fer concern on 
this score. Sec0ndly, and of eq::al importance, our interviews suggest that 
the desir·ability of subcontracting, even in partic11lar narrowly-defined 
prcduct lines, varies from cne producer to another, depending (among Gther 
things) on the producer's existing facilities and skill levels, both 
technical and managerial. E,quiring a 11niform degree cf reliance on 
subcc,ntracting in s11ch sit11at10ns ·..iould clearly result in a misall0catlon 

of resources. 

This s;;1:;c;<.sts that a mere apprcpriate approach to subcontracting w011ld 
involve pol ic:ies dE-sisned tc fa~_i_lj_tate and enc:_~~rage its use, rather thar, 
req1~_i!ing it. This has been the ff,a1n thr11st of the policy s;ige;estions put 

forward in this paper. 

5. CONCLUDING CO~MENT 

1rlhile many of the p0licies disc1issed here could be described as aimed 
at the encolH'L18~lment of s1;t,,r_r.,,r1tracting syst>::ms ~_se, c,thers are mere 
general in their fccus, designed to pr0v1de assi~tance to small 
enterprises, mc,re brcadly defined. The d1sc11ssicn ri2re has net been 
1 im1 ti:::d to cnly tr1ose pcl ic ic s ·..ih1ch impinge d1r•.:ctly on s•ibsc,ntre:ct ing 
arrang•~~.r nt s; since a J ari:;e nurrber of s:-r.al 1 producers are eriga£ed in 
s11br.:·vntrc.ctrng, thi::re is e: high degree c,f cvt:rlap between the two target 
1:.:r·::;,.ps, so by pr:_,viding er1•.:-cur:.i:;~·'.'.;o:·nt tc small prcd11cers- -i:-;rtisularly in 
SilbSPctcrs :;ur:h as rr,achin!:' tcsls where sub·::cntrac:ting is widely practi:;cd-­
._,ne facilitc.tcs the cxpans,0n · f 511bcontrC1cting arrangements tr1•Jmselves. 

:.ne :..;::culd ;;gain r·eccgnize the dangr;rs, parti.culc.irly in the Rang1adF;Sh 
UJntot, vf r;'.Jlllng cittE::nt1cn tu an efft:CtiV•'.'ly Gpcr·ati'lg but larg8ly 
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uncontrolled and unregulated segment of the economy; by doing so, one runs 
tne risk of inviting outside intervention, thereby making things worse 
rather t~an better. In this regard, more general policies, which fall with 
a broad brush on a wide range of enterprises, may have advantages over 
projects, which of necessity focl:s more explicitly on selected producers 
and prcduct types. If the pol1cies suggested here are adopted, they could 
be quite important in opening new opportunities for "lower tier" producers 
to expand through the use of subcontracting systems. 

III. PROJECT IMPLICATIONS 

1. BACKGROUND 

1. 1. 100 milli0n people? In disc1:ssion of projects fer Bangladesh, one 
tends to operate under the shadow of the country's over~helming population 
prob~em. That is understandable, and in some ways is correct; yet it is 
important to keep this question in perspective. A project which is good in 
terms of cost/~eneflt relationships wo11ld be good whether it were operated 
in Jam~ica, with its 2.1 million people, or in Bansladesh, with its 100 
million. The main qualification to this 1.10111d ccrne from the limited 
ability of the AID staff to process and monitor projects; yet the pressures 
to find projects wnich reach lots of pe0ple are there in all countries. It 
~ay be unrealistic to think that there are good pr0jects which will reach 
masses of pe0ple; just because there arc so many pecple out there needing 
help d0cs not necessarily imply that there are ~ere projects with greater 
spread effect in Sanglades~ than in Jamaica. It is easy tc have cne's 
priorities 1Hstorted, if 0ne pays too rr.<1ch attention to 100 millicn p€cple 
J00~1ng ever one's shoulder all the time. Spread effects are clearly 
c.::::: ir·able, and should be s0ught wherever pcssible; but even in the pr('Sence 
of Bangladesh's large population, it may be that the best projects are ones 
tr.at use f>:'wtT resources and reach a smalier ni,mber cf ;;ecple in an 
effective and targeted way. 

1.2. ~mall Entecprise Projects and their Lim1taticns. Over the past 20 
ycars--and r~ven more so over tirn past 5--cc,nsiderable th011ght has b12en 
given aroirnd the world to the fcrmulation of projects for the enc:c,1.ra,:'.e;:ient 
of sr:o~ll enterprises. While a few cf n,cse projects r,ave teen q•:1 te 
succr·ssful, it is also true that thr}re have been a great many failures. 
The fact is that this is a difflc11lt arfc'a in which to work triro11gh 
lnd1vid1:al projl?cts. Scme have g0ne so far as to say that the b•;st that 
can bE: done in this area re1atr;s n0t tc prc,jects but tc poli,:ics: runc,ving 
c1,n:otrc1ints, and prv:iding an eitmcsphcre C(~nd11cive t0 the gr",wth of s::.all 
~:nt•;rpri::;es. I p.:ers,c,nally w0uld n0t go that far; ,.;r1ile I agree tr.at 
µol ic1r=s are of ~;aramo;mt imp0rt<ir.ce, I alsc bel u;ve t:---.ctt UH:r'e art:' 1;:~»ful 
things to be dGne at a prGjl?ct level. C:-1rc sh<J11ld reccgn1ze, th0ugh, that 
the prcject uPfJOrt1m1ties rr.ay be limitl?d in fr_,cus c:rid in fr.pact; the 
pr·oject-rPsponsive nE:(dS in this area pr·0Lat-Jly Cire net cf a typr:: tr.at they 
could be cx~J•:•-=:ted to n;ach m1l l ir_,ns of pr·od .. cu·s. 
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1.3.Small Enterprise Development: a General Focus. Project questions 
aside, a central aspect of development of small enterprises concerns the 
establishffient of linkages between dispersed small producers and dynamic 
mar~ets. A central fact which appears in strong highlight in Bangladesh as 
in numerous other developing countries is that there are large numbers of 
small and dispersed producers--whether small enterprises or individuals-­
whose pre.duct ion skills are far more advanced than their marketing 
skills. For this group, a central need concerns the development of 
effective linKage mechanisms for joining dispersed producers to dynamic 
markets. There are three central aspects to this linkage. The first 
ccncerns simply the establishment of a marketing ctannel--finding ways of 
reaching out to new markets. The second concerns product design and 
dEvelcpment: the adaptation of the product, so there is a match between 
·.,rhat ls prcd11ced and what the buyers wish to purchase. The third ccncerns 
prod,:ct1cn controls, aimed at maintenance of consistent quality and the 
r;:ducticn cf ccsts, to make sure that the product is ccmpetitive with 
alterr.ative (cften modern sectcr) scurces of supply. 

~h~re they work, the beauty of subcontracting systems is precisely that 
they deal with these three aspects. The marketing channel is itself an 
inherent part of the subcontracting relationship. For the other two 
aspects--prcduct develcpment, and prcduction control--subccntracting 
syst•::::s prcvide a mechanism through which small producers come to 
•1nd0rstand the importance of changes along these lines. They also provide 
a channel through which the required information can reach the producer. 
The parent firm has as much of an interest in these aspects as does the 
s11pplier, arid i.s often in a pcsiticn to make up for the limited ::ibilities 
cf the St1ppli.er in this area by providing advice, assistance and direction. 

1.4. ~S~_?__cc.,ntracti_ng vs. Linkages. This reasoning suggests that a key 
~eed for dtsp~rsed small producers concerns imprcved linkages. 
Subs0ntrasting is 0ne tecrrni.que which has often worked tc prcvide such 
l 1r.ka~· s; t~,ere are ether techniques. An interest in s1:bccntr'act ing, then, 
can test be seen as a part cf a larger interest in the establ1shment of 
lmprcvrd l lc1k::;gF•s, which in turn is part of an even larger goal of 
·~c1c011r:::iging the growth cf :orr.;:ill >:>nterprises. Of course this is alsc a 
means tc an end relating to emplcyment creation and improved distribution 
cf inccme. For the purposes of this paper, we draw the line in our 
disc1;ss1cn at a point relating to the establishment of irr:prr,ved linkc:,ges 
fr:,r srr::ill pr0dw:ers. This means it is s0mewhat L:H'ger than s11b•J,ntracting 

J·e_!" se, but '.:m.al ler than a discussi0n of small enterprise prcjects in 
gt·nera 1. 

1 • S • ·~ • ~ t,: ~,!i i_r_:a_'~_t _i_r'.E _Sj'_.5_!._C ms ;is_ 1 r1 t _e_c_!'5'._'.!_~_i_0~ Pc~~ t s • Be fer e 1 (.:,c.,in ng int G 
~he details Gf prcjects fer B2~i:~~rsh, it may te h0lpful tc; su~marize 
tr1efly thf maj0r ways in which subcc~tract1ng arrangements mi~ht prcvide 
r_,ppcrtt.n1t1<.s fer prc,jec:t and p0l icy intervent icns. This is a brief 
:.;i;~:~.C1ry c,f ;:i mvre ext•:nded dis·~ussic:,r, presented elsewhere; fc,r more 
~0ta1ls, the rEad~r is referrred tc the c,ther scurce. 1 
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Areas of intervention can be thought of as falling under two major 
headings. The first concerns activities aimed at facilitating the expanded 
use of subcontracting, while the second uses subcontracting systems as 
channels for providing assistance to small producers. The first category 
would include the establishment of subcontracting exchanges; the 
restructuring of tax systems to encourage su~contracting; publicity aimed 
at informing potential participants ?.tuut the benefits to be derived from 
subcontracting, and ways they might seek tu solve problems associated with 
s11ch systems; and the training of agents, who sometimes play a crucial role 
in ~aking the system work. The second category wc1 ~ include finance 
channeled to participants of subcontracting systeffis; assistance in product 
development and design; assistance relating to production controls; 
technical u~grading of suppliers; and other kinds of training, particularly 
in the area of management skills. Again, these are d1scussea in more 
detail elsewhere, and are presented here as a checklist for asking whether 
there are other project c:,pportuniti.es besides these discussed in this paper 
~hich ~ight be considered. 

2. ~IEAS: A FOCUSED ACTIVITY AIMED AT BUILDING L~~YAGES? 

2. 1 . Sc:-::e _ __i!•Y1.:>rcJ l __ C!:' i n.c _i_pl € s for _J:l_J DAS i-;_v_rk in this _A_!: ea. F Giff 15ene ral 
principl•?S rr,ay be offered as backgr·0und for thin•nng about work by MIDAS in 
this 3rea. 

2.1.1. Lcok for situaticns ;.;hich show geed prsspects of sprrading 
t,1'y(/1d c:,.~ ir:d1v1c11a~ suppli.:.:r estabLsr,1ng rr.ari<et ::.inks ·,nth cne buy€r. A 
ri:c.::nt pr·cpcsal f0r an ,~xte!1sion of MIC·AS states t.h1s in te;ms of a 
''r:-::::is0~::=:blio· pr:~s;:,ect ... trat t"'ic -~stablisL:~,ent e:'.1d s:;cr~r·ssful functioning c.f 
one b:;si::-~ss will iT1ck.c. pcss1tle c,r trig~er the ;:;stabl1srm:ent of a s€r1es of 
r>:'lated u1isincssE:'s." nns might r.appcn th:0ugh::; s1tLati0n ;.;!',ere triere are 
l 1:1kc:iges '-'hlsh r.::ach r..a.ny d1ffi:_:rent Sc:ppl i,:;ors (and :1opo?fully, a nw:;ter vf 
b11yers as wr.:11). Alternatively (er pref.:-r:ibly, in .:.ddition), c,nce a 
certain type of relat10ns~ip is d~~onstrated as being profitable, it can 
spread on its C'-'n by ferce cf exa~ple ~1thcut :equir1ng ~ddit1onal 
a:s1st~nce. Exam~les are given below. 

2.1 .2. Look for ways of helping establish 11nkages between s:r.all 
pred11cers ctr.d dy:-nmic rLa6-:cts. As s;;gg;;sted abcve, this is the br0ad 
frc.rr,,_,...crk fer thP activity; it insl,~des lt'1;.:-"g•'S '.;h1c:h are specifically 
rs~iJ":,21s•,r1j thr'~•Jgh s;.br;c::tr<:!cting SiSt•,:r.s, but i::; not limited te that. 
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2.1.3. Charge for the assistance that is offered. There are valid 
analytical as well as procedural reasons for suggesting that assistance 
offered here should be subsidized (i.e. some part of the costs covered by 
outside grants); but it is also important to establish from the start that 
these are activities for which the beneficiaries must pay a part of the 
cost. This will help focus the assistance to those enterprises that are 
really interested in receiving it; it will establish high standards for the 
assistance: it will avoid spoiling small producers with the "special 
access, free hand-out" syndrome which has so distorted the activities of 

many large firms. 

2.1.4. In activities of this type, credit is likely to play only a 
supporting role. Many of MIDAS'S recerit activities could be characterized 
as essentially credit activities. In the type of endeavors proposed here, 
credit will sometimes be needed to facilitate the establishment of 
particular types of linkages, but the credit would be seen as secondary, as 
instrurr.ental in achieving that end. 

2.2. Examples of Areas of Oppcrtl11!._~· In the ccurse cf cur field 
wcrk, a number cf opportunities were identified for activities of the type 
discussed above. These are presented here as ill0strations of possible 
areas of work. Closer examination might reveal that some of these have 
geed prospects, others not; they should be treated as examples more than as 

spc2ific suggestions. 

2.2.1. Producers locking for a market: Narayanganj knitters, 
wishing to explore possibili tiesOr exportTng. As discussed· in the first 
section of this paper, this group of producers have established a clear 
drnnnance in the d0mestic market based en efficient prcd11ction systems 
making wide use of subcontracting. Some of these producers would like to 
establish new market links overseas, tc enable them to cxp0rt their 
prcducts, but do not knew how to go abcut it. If '~ne or a few could begin 
selling abroad, this would open up imp0rtant ne;.: cpport1in1 tics fer liir'ge 
n;x.bers of preii!cers and 'workers. 

One might ~dd that similar issues of assistance to sm~ll prcducers in 
establishing new ~arketing links in expert markets arise for several other 
industries or product groups as well. Small shoe manufacturers raised the 
same qu~sticn with us, as did producers of (non-knitted) gar~ents and scme 
specialty metals products. In each case, they were locking f0r assistance 
in establishing new market links, with all that this entails including 
pr0dilct dev~'lc,pmo::nt and prcductlon controls. 

2. 2. 2. £.r:.'..:'_ducET~_.1 u;kl_ng _!_c,r_ ? .. _rr;a~_v~:'t _:_ ~~1_1 fci__Pctt.Lp_r_s,.9~C·~r~, 
lcLk1ng for better domestic marketing channels. As described in th€ first 
~;ec:tien, this grcup of 300 er s0 prr,d11c12rs, •.mpl0y1ng s:..rne 3000 w:.,rk.;.,rs, 
are currently selling thrc;ugh market channt~ls which they fir.d tc be 
stagnant; they thcrnsPlves ~ish to find tetter arrang0~onts which will 
;::r,:;blE' thPrr; to ci"Jar;e;e their prGd•JCt '.1•signs, if n>C'<::ossary, c.:1d s;:arch out 
now IT;"1rkets. As s1;g~c.sted Earlier, the cc;ntract prc,dll':t1cn ;.:att8r'nS 
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between small garment factories and ready-made garment retailers may be an 
appropriate model, in helping them develop more effective marketing links. 

2.2.3. Pr0ducers looking for a market: household producers wishing 
to produce in their home for sale in outside markets. The experience of 
PVOs working in this area, discussed previously, suggests that there are 
useful things to be done in this area (see section 2.3 below), although 
there are also risks of establishi~~ quite unsatisfactory systems as 

well. 

2.2.4. A product locking for suppliers: Hewer pumps are a simple 
but eff1cient type of hand pump. The technology was developed by ensineers 
fro~ the Mennonite Central Committee; manufacturing patterns have been 
perfe:ted by MA'..JTS. It now looks like the demand for these pumps may ji;mp 
s~a~ply, with World Bank a~;istance; the Bank has agreed to finance the 
prccure~ent of no less than 400,000 pumps, many of which will probably be 
er the Ro·,..,cr type. There is an effective o:·t;anizat ion in place tc handle 
an expanded distribution of these products (International Development 
E!lter~pns<'S); but a prcdust1cn systt-rr: fer cbtaining s•ich large numbers does 
net yet exist. ~1th some care, perhaps wcrking through MAWTS at least in 
pa.rt, it wc•ild be pcss1ble to i::stabl1sh a prujucticn netwc;,rk t:ased en small 
pr0d;J1:;ers cperating in the c0nsuming areas of the 1:cuntry. If based en 
s~bc0ntracting, several different enter~rises might be involved in eash 
area. This wrn1ld rake pcssible the establishment cf engineering workshsps 
thrc•;t;h':.-llt the cc1rntry capable cf :r.ak1ng v,.r.ps and parts as well as dcing 
c.thcr r.'°tal }Jrvd11ct rr.anu!'acturing and rc~:2:cr w0rk. 

2.3. \·:hc __ s_h_c:;~ld d0_·..,,r,~~._ts:i_make __ tr1is h32pen? Once crpcrtun1ti.es cf 
trtis ty;::e r.e:ve been identified, what ;-,·;ppens next? Whc sh011ld have 
rcspcnsibtlity cf ~crk1ng with these cases, to make sure that potential 
r_,ppcrturii ties are brought to a fruitful ccnclusion? There are several 
poss1ble "n.~xt steps;" the appropriate rEspcnse pres.lmably will vary frcm 
case tc case. A~cng the pcssibilit1es are !he fellowing. 

2.3.1. Pass it to a ?Gverri~en~ 2i!'ncy. In the case of the 
explcraticn cf expert :r.arkets, The Export ?rcmction Bureau cf the 
Gcvern~ent cf Bangladesh has beth responsibilities and a prcgram cf 
activitl•;)S in this area, with funding frcm the World Bank, fer a variety of 
act1v1t1es. One r8spc 3e, then, on ~ncover1ng an area which seems t0 have 
g,_,c.d ;oxi:«._,rt prcspF:'cts if the right links can be esta'.ll 1sh•:d, :..i0uld be to 
p::.::;s this tc the Sx;:;crt Prcmct10n Sur.:cau frJr further act ion. In s11sh 
s1t11·"t10ns it wc•11d be impcrtant tc fc.llcw the c.::ise, to be sure that it ,..,as 
net sirr.ply all0-.;ed to sit en tr.e :;~;i::-lf a·..;a1t1~1g ?.St10n by an c,verbur·ct:n•_d 

t1;..1rCd11cr~t. 

?.3.2. £_2:_S_S_]_~ _ _!_'._) _a __ ~Q· 1'1 ~.r_,r:-.r~ ,_-iSOS, the fr)llcw-;;p ·,..;~_,6: san be 
rjr;,nc by a PVO. T~ere are ::;Fveral c.f these available who might play 
s1gn1f'ir;ant rc:,les in this type cf w,rK. Ir1t,;r·nat i<,nal Dcvelro;:.rr . .:cnt 
Enter~ri.s~s w~s rr~~ti0ned above as an cri~1izati0n interested in "~ar~et1ng 
::;~,r1_,;,r1rit• t.:cLr1clc,gy," tc r~uc,te frcor: q-,e1r p1,b1icity rrat.::rrial. 1~1".'riTS r,;:;s 



played a rr.ajcr rcle in the encouragement of subcontracting in the metals 
1nd1:str1es, and (with qual1f1cations discussed in the first section) could 
de this en a brcader scale. The Bangladesh Development Services 
Ccrp~raticn has acted as intermediary in a few of MlDAS's leans. It should 
be reccgnized, on the other hand, that what is at issue here is really a 
set of entrepreneurial functions that involve the development cf new 
markets and new marketing systems. In general, PVO's have not been very 
effective in briniing abcut these kinds cf changes. One of the original 
~cals cf MIDAS ..-as tc rielp tr,ese ae;enc1es undertake this task rnure 
effectively; tc date, they have net had great success at this. 

2.3.3. Pass it tc a private firm. In a sense, what is involved in 
this ... hcle area cf wcrk is the uncovering of profitable busi:.ess 
c~pcrt11nities. Cnce these have been identified, one might try tc find a 
pr i vat<? e:.t:'e;:•c:nclir '"he ..-culd be interested in moving into the field, as a 
t;.sincss venture. The problem with this approach may arise from the uneven 
t.areairnng ~,cs1t1on cf an 011ts1de, mc.dern and pi:c'.I'haps large enter~:"ise, 
d;:aling with s~3ll and less well inf0r~2d suppliers. At the very least, 
this su~~ests t~e ~eed fr0m ccntin11ing monit~ring of the relati0nship, to 
~J.~e su;e it is ~lJ:"'i<i.ng i!1 ~·::iJ·s ·~ . .-!1ich are 2'.:·:::~;_,t3t.le tc all. An 
ait.:::rr.atlvi:: ·.:011ld ":::·E' tc try to ir1t.=:iESt rict c:--.E: ~::...:t a n1i<..ber of 

entrt::;_.ii .. t~!'i~·t~rs, i.e. 

2. 3. 4. Pass_i t -~ ~ _ri_1·=~~r:_ _ cf __ d l ff_~rer~t_r: i _l,;'_3 _1:f?__f J_r~rr.s, t c get 
::;;:·v.:-;ral inv0lve·d, sc ;:acr . .o;:pplit.:r r,as a c:--10Ee cf several bilytsS w1tr-1 -..:hem 
tc ai::al. This is sirr.ilar tc th€ pi>_:ced1ng apprc_,.::ich, but atr~.s at the 
creation of a n~t-..:sik cf linkages rather than ~;i~t b1late<al rel~tionships. 

2. 3. 5. _l-i:w:_ :~~~£.S ~·~.'!_dt_ake t~_ e:1!=:_e_.-:_f'._1:'.2-'_-n'-11~__!,~_!ur1c _!_ l w __ d i.<_'::_C_tly, 
p-crr.e:ps 1n c00i>cr':it10n with Alther· pr1·.-ate f1rr:s c,r PVOs. 

2.4. 1. T~~~y~·?~ __ 0f i_i.~c:~t_l_(?~~· Tne r~;~s::Jri1:1,g :-:~;ove Si1ggr::sts that 
th~re are two se~~•ately ident1f1aole ty~~s of act1vit1es in which ~IDAS 
mie;ht b•~ .:_::.:"-£8d, i.:, ~iilS area: >>:nt1fying <:;::pcrtiln1ti>';S f::;r establishing 
ne·,; li11k::ges, ;:;nd act1;ally ·l;r1di:.rte:king the r-ste:b1i~;hm<'·nt and devE:>lop~i?nt cf 
s•1c:r1 iT.arket l 1nks. It is p•.r'haps .~;~s1•c:st tc agr•0 e that MIDAS should 
1. n c <? r ~ a k e t he first cf t '": ;, s e , i . e . t .-i e i 1-J e ri t i f 1 c: at i 0 n - type .:is ti v i t l es . 
'.-':iVF>S rLni:: U·,at, t'.e r;c.xt :-:;tcig€ .:ill pr·~tably vary c:cno:iccr.:::~ly frcrn '>'Se 
tc c~1si::. ::.-r·r-,:~~·s th,; c~•arest thing to be said is that thl? s<':cr,nd 
r1:r.~_},_:;-_;r,tat1·.:n) ::.';:,ge is just as i:::pc~rL1nt as trie first (ic'.8nt1f1cati.<Jn) 
~art; ~IDl.S W(J;Jlc :•c:•'G tc st.:iy i.r.v·.-:,lvcd '"ith a particlllar ai:_a 1i:,til it w::is 
~.~tisf1~d ~ l tr~~~r t:.~t the Lrr.;·~;_~.---ntat irJn pf~ds.:; nJ.s :;3t ~:_:,f2c:tcrtly jj!'Jtjer 

~ay, er that it ~;:;d ~a"j~ a mist~· ~nd the ;:;ctiv1ty is net r~ally viable. 
7!'-:is ~:1t·;1:is tr,1t ·";~.-.~;--l~r the "':.j}.J}.J~:....rt 1 jn1ty'' i.: ;_,;:~~~:i.-_d i~lcr1g to a gc:,'(;rrJ:-111--;nt 
::~enc:y, tc a PVO, c,r tc cne or ::;._ "·r·.~l priv1t€ ;.,;·r,.--J;ic:~•s, ~JlLJl.S ste:Jff '..J':.11Jd 
n<,,j tc, rr.cn1t,,r t!-.'~- f·_,J.lv,..·-up r:stcv1+:1e:.: tc ,-::-,;re tr-1.:,t tt ts nc,t simply 

put en t!-1< s~_0lf. 
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2.4.2. Staffing. This in turn s 1 1ggests a staff with two types of 
responsibilities: for locating new opportunities, anG for pursuing ones 
which have previously been identified. One could argu2 whether it is 
better for the same people to undertake both functions sequentially, or for 
different people to work on the two types of a~tivities. Since the skills 
i~volved are quite similar, it seems appropriate to have the same people 
involved in both identification of opportunities and in follow-up work. 
One possible operating procedure might be as follows. If four people could 
be allocated to this type of work, they might be divided into t~o different 
sectoral groups, with two peo~le working on each. Within each of these 
g;oo11ps, two people might then work t(~gether in identifying new 
cppcrtunities, until one such opportunity were identified; then one of the 
two would shift over to the "follow-up mcde," working in that area until he 
er she felt ready to move on. The sec:ond person wo11ld continue seeking out 
new oppcrtunit1es until one was located, then work with that until it could 
~eve on its own. Different cases would require d1fferent lengths of time 
f0r nurturing; they would also require differing levi::ls of ccntinuing 
attention over longer periods of time, as longer-term follow-up. Each 
p...:rscn wculd presu::.ably be involved in a back-and-fcrth cf searching for 
:1e"' c~p0rtuniti1?s, attempting to establish new linkages in art'aS which are 
i<jent if1ed, and ccntinuing mcni toring of syst,_ms he er she previ0;1sly 
wcrked ·,;1th. This de-es imply that MIDAS sh011ld a::sign a srr.all group of 
pecple (perhaps foilr) to work primarily 0r exclusively in this area of 
linkage identification and development. 

2.4.3. ~ec·_t_ors~ 10ok a~~_!:_ic_st. The field work on the basis of 
which this report is written foc11sed primarily on three sectors of the 
eccnomy: metals and engineering, garments, and leather shc0s. Each of 
these clearly d€serves further follow-up work. In additicn tc these three, 
several pccple have indicated t~at there is substantial subccntracting 
going en 3.m(~ng plastics prod;1cers. Beyond this, in other countries, 
prGdilCticn is cften tasea GD SllbCGntracting nelaticnshipS in the furniture 
ind11stry. F!nally, reference shc11ld again be cr.eide tc subcentracting 
:Oj'Str?ffiS linking back te hcusehcld prodllC'.?rS. il'ith this lcng a rr.i::nu, wr,ere 
sh'.~11ld cne start? The rr:spon:c<? depends te sc:r2 extent en the nur.-1bers of 
j)ecple •.;ho will ·.;ork on the activity, their :.:ac:kgrcunds and ir1t...:rests. If, 
as s1:ggcsted aticve, four pe0ple "ere involved, then it rri£r1t rr.ake s>:cnse to 
grc1ip them, with two wc,rking en gar·mcnts and li::ather shc.i:;s, and twe otriers 
en rr;.:;tais and plastics. There are advi::r:t:.:ie;Ps tc be dErivEed .'.'r0m indiv[d;jal 
sect0ral specialization, but also from an exchange cf viE;.;s t~t..,.cen ~e0ple 
wcrking on the same tcpic in related f1Elds; this suggest,:d ~pprcach 
rlprcscnts an attlmpt to capture beth of these two gcals. If m0re people 
·.;1;re invc:!.VFcd, th0n w:~rk could also be Jene 0n the h01Jscr:c~ld prr.ducers. 
Furn1 ture rrcght U-1F'n be kept in rr:scrve, f0r · . .;~.en c1nl': cf the (:,tc1cr sectsrs 
c;.-,.T:~d tc r::,ve r·:;,ched a ~,r,int of dtm1n1shing reti1rns (i.io. wh.:ore enough 
;.;.:;s knG·.;n at,c,ut it s0 f;wth.::r cxpl,_,r;it1v1s s<.• rn•Jd n0t tc be fruitful). 

2.4.4. _Cr::i._t_~ria t:_v_r:_~rc9d ~f_f_er::~_2· It WC:S S<lo"!:l;Stf'd .:1DGVF2 thC1t 
a:~s1st;-,nce in this activity shcilld nut bE srcn as pr0·1idrng :1n:.·,Gcs c,nly 
tr_, indiv1dLal f1r'.1'.S, b11t sh(:,uld lc:,c,k fer c:.,pp0rt1initlcs · .. nth ;.lc:,t1.:nt1al 
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spreao effects. In the "exploration" phase, then, it would be helpful to 
establish criteria fer saying, this opportunity has the potential for 
involving enough enterprises to justify moving into the implementation 
phase, wcrking with that group to help them establish new marketing 
links. Such criteria would need to be considered as rules of thumb, to be 
adjusted over time; yet they would serve to remind analysts of the 
necessity to limit "implementation" activities to situations with a 
r~ascnably large pay-off. This might best be expressed in terms of a 
~inimum number of workers invc:ved ln all pctent1al participating supplier 
e'.':erpr1ses, i;erhaps 1;s1ng '.:JOO as a usual minimum. 

Other targets may be needed with regard to numbers of "opportunities" 
ic•.ntified, and rnw,ber of situations brought to a stage where producers are 
effectively linked to new markets. The prec1se timing on these cannot be 
c~ntroll~d or pr0dicted. A reasonable tdrget might be for each person 
i~vclved in this activity to identify six situations wor·thy of further 
w::..,rk, ar,d to rcllcw up fcur of tht:se either to the stage wr,ere the links 
have bern t.stablished and a new system is working, or where it is 
j~t;rrTl~~d th3t further wcrk in that area is not fruitful. 

2.4.5. Cr•.cdit. It '-'cS Siiggested abcve that in this type of 
iictiv1ty, ·:r·dit i,.;c,illd t;;rn ciit tc hav8 a su;::;pcrtrng r".:ther tiHn a '~·~·ntral 
rcle. Rdurning to the exa::;plics given above of the types of 0pportunit1es 
·.;•,1ch rnght bt-c the f:.:,cus of wcrk here, it s2erns clear tr1at in sc;rr;e ca5ics 
cre,jit rr:J.y tc rJ:t.,:e.j: to er,able the Kr.al1fa Pc,tti prr,.d«cers to rr:od.::rnize 
tr,eir e·.~1;iprr.<nt, tf sc,rr:e u~e;r.3.di..ng c,f pn:.,·J .. ct is f01,nd tc be r:t.edt:'d, as 
t~ . .:·y sell in d1ffcr"~:it rr.::irksts; to prc,vide the fixed ca;ii tal ne€dE'd to hPlp 
;_.:::'.1blis:-1 s:~all ·..i:~f'KSfiG;JS fc,r ti.e prcduction or Ro-..;<;r ;-,.;rr:;:-s; tc pr·0vide 
W:,rking ca~1\.tal fGf' t~XpGrtt?rS, '.-:he face lcn~er /.3j:T;~;r,t di::·lays fer ::Ohiprr.t,nt 
o·;,_rs•.as. Tr,r pcir1t ls triat tht' credit is i.1t1rr,ati::ly c:/.ilected with a 
;oe:rtic;;lar sc:t of :::1::11:'/S in prc,auc:tie,,n and ;riarketlng systems which is 
J·-~g~d tc te pst•rit12l:y benef1c1al, but '-'hlch requires m0re capital if it 
is to be put intc 0ffect. It is in this s~~se that credit ~ec0mes a 
': .;..v,rti:1g f•,c;t ire Cf the ;,ct LVity, r,ot its C2ntral characteriStlC. 

?.4.S. Iti_e __ rr:::_::,_':_rl11;:il_g'.,Pst10.'.:'__of ?_\/_()__2ssi~_t_9ric.::. At the time it 
~aJ est~tl ~shed, 0ne of the key foc11s~s fe,,r VI~AS ccncerned helping PVOs 
[,•·c:c,r:;e m(~r'e Pffl':'ctive in the purs1nt or inccrr.e-genc:rating activities. Mcst 
\..'c:1;1d ;..ir"~bct.<ly i:li,r'>-e t:,at !~ID.ftS has nc,t bcr:n SilC'J·ssful in mr·et1ng that 
('.c,.::il. Tr:.:- d;:::c:«:~;'C\(_;r: tn the fir0t sec:tirJn cf this pa;:ier :T:O:k•_'S it cleeir, en 
~•,e ctr, . .r !'12rirJ, t'.at ·..;i th the right ;,;_,J.;rc3ch, PVOs c::in play an irr.r)0rLrnt 
r~'._.:2 1n ;,.__-·lpi:1g ~·sta~;l 1sh s11i:h links "c1€:t·., . .,;,_en hr_,iJ::--(hGld ~1 r·rJ.Jii'.>~-·rs ::::.;1d 

(_,,,r.s:di:. ::.·,r''"··~ts. Theit is not ;;;:~s1ly G::-ne, thr,il.~h; ·or:f0rt:· f':T,~.;,rk!ng <Jn any 
·..;~:·k z,l'~'ig t~,,·;r 21r,r_s, ~JnE: w011ld '""c"it tc i~:sist tr.at i~[=;AS Jc::.rn t0 do 
tr.i:.~ l t'~.elf'. Tfi(, :~.c..'-Jt fru1 tf1l1 ri;:,r1r~_,-~c:h ht'I t?, ;-:is lr. '...:;G r;,any ctn'"_r th1:-.,~3, 

1 s tc. t <:k<:c ,:, r::1 '.~:;r; 1 c,ck cit t:--,e s.,c,:r :::-;"s. Th•,,re ;.ire PVCJs in i".i:,r:2:1 ::idr:-;h 
·.;'.11sh ar·e ::,.rr•J1tly 1j'..:,1ng this we,,rk Y•c:ry F.:ffrc·ctivcly. A ccir·e:'1Jl ]1,c,k at a 
f;_w (,f tr.<.Se, ;:JS W'Jl C:S at c:c:,m8 ·.;hl':f1 are }.;~SS ::uc:cc::.,c;f«1l, r:;r.:,;J]d 'Je VF.:ry 

>fft·CtiVE; 1n r.r<r·tn£ t)-,r: ~-1iuAS staff think thrGut:h tr,c i',ir·f'·dld1tS Gf 
5,.'~C:''"S in this d1ffi 0 1;1t e:ri::a. 
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2.4.7. MIDAS as investor. Scme have argued that MIDAS missed a 
golden opportunity by not getting in on the ground floor of the garment 
expert boom. Presumably what people have in mind here is that MIDAS should 
have participated in the equity finance of some early garment exporters, 
thereby obtaining for itself some of the profits, which could then fund 
future activities for the rest of the century. If this is part of MIDAS's 
mission--not only to uncover opportunities and turn them into actuality, 
but share in the benefits that result--then MIDAS ~hould be looking for 
opµortun1ties to participate as part ~wr.er in at l~ast some of the firms 
which they r.elp. This rcay seem like a pec;1liar argurne0t to rr.ake, in a 
~ontext where most financing institutions are facing substantial defaults 
in the repayment of principal; yet if MICAS does its job right, it will be 
urisovering situations where returns could be expected to be quite high. It 
sc2rns eritirely appropriate for the rules of the game to be structured in 
s;,.::;h a way that MIDAS shares in those gains. 

2.5. _!_r:_:p_l_~:itions for AID. The first implication is that, if AID finds 
this ty;.::e cf activity to be a worth while undertaking for MIDAS, it would 
::2-:d to hi:'lp finance the activity. The r'e'.;uired b11dget wculd include trie 
~;:i:ary of perr.aps four prcf·::-~sicrials, plc:s lo-.::al t;c.vel 0ind e:.ssociated 
Lv~rhPad (office S?ace, secretarial suopcr't and supplies, tele~hcnes 
etc.). Since scme activities rright involve calling on qualified outsiders 
fer tcchriical er other specialized a~sistance, it w0uld be a~propriate to 
incl.:de fcmds fer the t11ring of (local) cor,sultar.ts. Eeycrid this, rr.oney 
wculd be nci::di:'d fer any ass::iciat;cd credit facilities. 

It ..-as s;~~~r:sted i::arl1er that t.::ri.::ficiarics frcru this ty;:,e cf activity 
sh0;lld ;-;ay ;;2rt of the costs tr:.::::-.selvcs. This might be incor;.1ocated iri the 
bi;Gget pl6'.,ning as follcws. First, prcs•ir:ably the full cri?d1t f,rnc ·..;c:.iild 
':Je suppli.ed frcm C.UtSide assistance; it \.,'OUld hc,pefully '2G!IStitute a 
revolving fund, to be used for later relending, out of repay~erits. Second, 
it is not realistic to think that activities relating to the iaent1f1cat1on 
cf rJp;:icrtuniti.es could be paid for on a f;c:e-fcr-service basis; these ·,.c;ild 
r.e;cd to be fdly f;.nded frc,rr: AID. Of the other type of work-­
"implementat10n"--perhaps half the costs might be recoverable frvm ctarges 
lcvi~d on the tc~ef1ciaries. If the activity ;.;ere originally funded for 2 

twc-ycar trial period, then the first six months might be fully devoted to 
1dentificat1cn cf c,pp0rtunitii:'s. Fur the r;;-r;,aining 18 months, one might 
~;ost11la:e t~.at SJ% of the ti;n• would be t.:sed in that type of activity (all 
AIC-f;rnc:ed), ·,.;1th tr.e cth8r half 11sed fer frJllc,.;-up w:.rk, half of which 
..-· uJd te p'>i.d f(:,r by the tr_~,•cf1ciary; this w0uld im;:ily 100% of thE' bucget 
,., ,;ild bi::: '.:'.-•c_ri:;d by .n.ID during the first six r,cnths, and 75% theri:aftcr. 

Prrs;;~~.:,~ly AID ;.;auld •·:"nt tc specify sc::;e gr,rils i1!1d ~cir.-:;ets fr~r the 
'ic.'i.Vity, t::, ;:;r'.-V!Cle a st:,':'.c1rd ;,gainst ·.,'-'•lCh vne r~c,1Jld ~atcr :r.C3:3i.Jr'8 its 
SiJ'_crss. :::;sed on t-:lDAS's p.,_:nc:,us re'~<Jrd, a first req<J1r;:1..r~nt rr:ii:;ht 
cv:c._.r'n tf1L' r11r1r1g cf '.;i:aff; a rr,;;sc,n.::Jble r•:q;iirem.;nt might be that fc.ur 
prcfc~s1c~als te ccsignated and start work on this activity within three 
rr,<~riths cf tf'i;_; ~.i1::ning vf tr11; ;,5;c.c:r.<_r1t. If t~liJAS chcc:::.~s tc, undertake this 
·,.;0rk '.Jy u"Hir~ srJm~; c,f their exi'.:3t1r1g stCiff (·,.;r,1cr1 wculd 1..akc scr:se), then 
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the requirement would be that within three months these designated people 
should have been fully freed of previous responsibil1t1es. The quality of 
the staff recruited is also of crucial importance here. The ::ent:·al point 
is that these ~mployed for this task would have to have some 
entrepreneurial know-how. Normally, this would rule out people whose sole 
prior experience .,as either in the civil service or in academic studies. 
It is not easy tc identify people with this type of skill (although it is 
not difficult to identify people who clearly de not have it!). One might 
also ponder w~2t~er it would be possible to recruit such people to work fer 
MIDAS; if they are geed at it, they are prc~ably out ~ak1ng lots of money 
.joing it! This i.s indr?ed a prctle:n; b•1t if cne is 2.~·are cf the nature of 
one's needs, it is pcssible to find people with the r1~ht skills. 

A pr(· ;:csal has reciently been present Ad to USA ID by the Bang:ddic·sh Sr::al l 

and Ccttage Industries Corporation, d~signed tc encourage the expanded use 
cf ::;1;tc(~ntractlng by r:stabl isriing a crtc'dlt fac1l1ty b.3.sPd en the 
disccunting of c~ders placed by reccgni2ed parent firms. It new app 0 ars 
tr1at this prc:,pcsal h?.s run intc d1fficultil'.'s as a r'IC"'•llt of d1sagr£·:nents 
ccncerni'lg inter'est rates tc be charged. I incl'1de my ccmrr,t:nts on the 
criginal prcpcsal, since this ~ay be revived in revis~d fcrm at some time 
in the filture. The pr·rJpcsal is te be cc,::.::-.ended en twc. iSrc1,nds. i) It 
:o;~ci<s tc ":I~.:::.urag!::. ctnd [.'.3_c~!_1~!~ the i::xv-,r1dcd c.se cf s;ib•.::'...>ntract mg, 
:'atr1er tfi:;n c .. ~S..1_!__1:_C_i_ng it. ii) The cn:dit fr,c1lity itsPlf is ·...;;:-11 d• .. :3igr1ea 
and spc:c1f1ed. 1-.'hlle somr:: tanks are repc,rted tc r.2vi:' s:«:::r. a L:icll1ty 
al:-.,~ady, these are clearly nc,t widely krLwn er ·,,.-ic.":.:; .:sed, sc tr,e pn ... ~·.v;,·d 

activity is a desirable ccntribution. 

ThE main l!~it~ti.on cf the prcpcsal as currently :::~Eclf!cd ls tnat 
trJ~re lS V irt1.1ily nc,thl rig ln l t ·,;r1 ich ',,c.:,:;ld fe.:ike a'l ( z~,an<Jed 1.:::e c,f 
s.hc1Jntr.1ctinE ~c,r;c lnteresti.ng fr,r ~:::r•:.'lt fcr':TJS. Tr.e:,; are th<:c cn•·s ·.;fie 
wlll ulti::.at;.>ly d.:c1di:· ..;heth.o:r tc r.c:·;rJ'..r a f·-drt1::11:ar c:SL.v1ty by !'1 1~:~r:·,,,,,d 

pr'c.,d;1cti0n lns1di? their c.-.,,n firm c.,r by c:Jntract1ng it r,:it tc cthr~rs. 
;::x~,1nded 1;se :~f suuccr.tractirig will t:ike p~ace if a:1': v1ly lf •r11? :attcr 
cpt1cn ~e::L~~s m0re prcf1t3ble and/er ~Lre f0~s1ble fer the parent firms. 

Th c ~: c y }Jr· r_,'~,: ~ m f (_, r d n y :::-1 J ~Jc(; '.l t rd r.: t L r: g : r r :.: :.e;r ~ . ~ r ~ :::; ~ ~le ~' 5 t ;_l ~) l 1 '._"', f. :T; t~' n t 
cf a s:,:stcn ,r~s1:r1ng a r··~'E'.11L::1r flew cf pr0·J,,r;tc; :r.•_r:t1:1_;:: r.,,.,~1.1r•cC q1;al ity 
stctn.:cr·:1s. It ts the ,j1ff1i:i~lty Gf 1:··st-=.i~J:1.~Yi1:1g ~,..r_:~i ~ syst;_::n wh1sh ~iaS 
1r::id ::;err . .::· pr·(_j(~1.c-=-~rs in S2r.gl :=_itj~:sh ts st'_,p tJ~ir.g s;;~·,r_::.~__,r:t:'dc.:t Lng, a~;d rJth( ~·s 

tc r.:.~rr(·.!~r1 f'rr ... m ::;~~:t l'.1£. Gt her f lf':-::s, 0n tr1~_; ',:_;:,_r ~.j:td, ~-1d.V(' fc,1,r1d ''f"W"~'f~J 

<Jf r._·~r .. lv~~1,..~ t~_;·sr_ rjtt'f1cult·Lt-'S. f'(r:.,~;s ~~p~; :-''..1')t :.::.;_,'__,rt,-:lnt lfi1ng ·--.·'. i;h 
C:'_,111d t.r_, 1 i'---~.e t:--_,. ~;,:~r::nd t~~C i.~_-,(· Gf ::i.~·C'r.,,:r-1tr·1 1:t ~~-1g ·..;, __ 1ild bs- tG fi• :~, ~ t_·nt 
f l f' :T. S I; r1 rJ • r · :0 t :1 r, d .-i r ·at re i l :·; t tJ e d <.Jn ( t ~ '. ·, ',] V >c t i'il S '.-j f; t . , f j.J r. vi_., 1 Cr'...: , ,':Jn d 
).;r·r,:jps tc hE:1p fc.r1d the 1 :stc.ibl i:;hc-·:nt r.Jf ;.,~·,cf. 111r•:; ·.;r:1ch wiJ 1 ·:·,lve 
~h~-m. Sr~vr:.ral tf1t:--igs ~~,3.Y b~ s::~~e:r-~,t'"_,a: 
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a) Education: potential parent firms need to understand that they 
must establish ~~~ective procedures for maintaining qualitf and regularity 
of product flows. Intense competition between suppliers can mean that, 
unless the parent firms insist on high standards, quality will 
deteriorate. This means, among other things, a recognition by parent firms 
that higher quality will generally cost them more. 

b) In every case of successful subcontracting, the parent firm has 
a person tc supervise the technical work and logistical relations with each 
su~pl1er. This person plays a key rcle not only in maintaining quality but 
also in training suppliers in production techniques, introducing new 
prGduct types, etc. This person must be someone who is trusted by the 
parent firm, probably someone from the parent firm's own staff. In the 
esta:~ ishtr.ent of new s1Jbcontracting systems, AID might ccver the cost of 
sllch a perscn for each new relationship (each new parer.,, for each new 
S1Jpp:_.:cr), severing 100'.t of the person's salary for the first year, 66'.t in 
the se:cnd year, 33% in the third year, and none thereafter. 

c) People learn best, and are the most fully convinced, by locking 
at 5,;c:esses. There are some good sucsesses in this area in Bangladesh. 
If these people are willing (and I suspect they would be), I would susgest 
takine; sroups of 5-8 pctEcntial new parents to talk to those who are running 
these susc8ssful systems, to let them ask questions and see hew they have 
solve~ the proble~~ and benefitted from the increased specialization which 
subcc~tracting systems a'low. 

d) Lists of pctential s11ppliers and pctential parent firms. This 
is the core of the UNIDO apprc.ach tc s11bccntra-::ting, going under the 
general heading of "subcontracting exchanges." This infcrmaticn can be 
tJ'.sef11l in making it possible for buy8rs to reach out to mc,re suppliers, and 
fer potential Solppliers tc identify a variety of different buyers cf their 
:services. F0r this fe:..ility to be useful, it wo11ld need to include mere 
than just a l 1st cf firm r:2mcs; there would also need to be scme 
specification cf interests and a~ilities, both as spes1fied by the firms 
therr.selvi::s and as evaluated by an outside observer. In the UNIDO approach, 
a ~ey c~erating procedure of tt1e exchange is for the exchange rr.anager to 
rr.ake regular visits to both supplier and buyer firms, to d1ssuss with each 
the cperaticns of the system, problems met and potential ~ays of overcoming 
them. The establishment of such exchanges could be a very usef11l activity. 

The BSCIC credit propcsal is restricted to the metals 2nd engineering 
ind1;stries. This r.akes g0od sense, as a start'ng pc,1nt. If such an 
activity were est~bl1shed and turns out tc wcr~ well, then cne might 
ccc1siccr <xt;;ndir,g it tc C~rier lnd11str1PS, perhaps starting ·,.;1th thGS8 
·..;hich r:!cal pr,r1;_,r,t..rally ·,;ith tr,e eng1nceririg industries, such as plastics 
and wc,r,d pr·0ducts. For ex:::mple, S1n:-;er Sewing Ma-:::hine c1;rTt:ntly buys 
wcodt:n tablr;s arid wc,oden rr;:,chine cc>er·s 0n a subc:cntract1ng basis from 
lu::al furn1 ture r..anufasttirers. Mak1;rs cf Rcwer piimps buy plastic parts on 
::i o:.1'bc:cntracting b.=isis from small firms in Dr,:-.,ka. Thrc.;ugh links s11ch as 
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these, it would be straightforward to extend the area of coverage of the 
activity beyond engineering products, narrowly defined. 

4. OTHER LINKAGE AND SUBCONTRACTING ACTIVITIES 

While these two projects are the primary ones which have been brought 
forward for USAID consideration in the subcontracting area, there are 
others which might be considered at a later date, or if these run into 
probleffis or delays. 

4.1. Work with Business Association5. Bangladesh seems to be a country 
of Associations; everywhere one looks, there are associations of producers 
of this and that. A number of commentators have remarked on this, and on 
the potential role which such associations might play in bringing 
i~provement~ to particular s2ctors of the economy. For example, in their 
study of the shoe industry, the TIP team called attention to an association 
of sffiall shoemakers, as a possible or~anizing focus for establishing a 
subcontract s11pply system. We met ·.ii th a few cf the m.:::-r.'Jers of that 
2ssociaticn, and also with the officers of the hosiery manufacturers 
association in Narayanganj. The fact of the matter is that these 
asscciat1ons, as currently structured, are very weak and amorphous 
gr·.::,ups. They have no autriori ty and no t€nefi ts to offer to their m<C•mters, 
sc the m€mbership lists are virtually ~Eaning'es~. On the ether hand, the 
C'.)Untry dcr;s have a tradition cf f0rming suc!1 associations; in many parts 
of the eccncmy, the asscciat10ns t:.crr.se~ve~ are alro::ady in place, even if 
they r.ave had 11 t tle tc offer up tc now. 

·..:hat this m2y sdggest is that, if ~IDAS finds a particular 1ntenent ion 
oppcrt1rni ty in a certain industry er afT10'lg a certain grcup cf prcd;1cer 3, a 
logical approach ln seeking to respond to that opportunity might be to see 
if there is an association already ex1sting which might be a channel for 
~erk in that area. Tc start from the ether end--looking to see where there 
,:i,re assc:,ciations, tr.t:n 10okir1g for "21ys of vitalizing trJern and 11sing them 
to effect cha~ge--1s ,:i,Jso a possibility, but it seems more likely to lead 
only to special pleading for special benefits for members of part1c11lar 
prcdt.ct gr:~11ps Gr 5LJt::>~ctors of the eccncrny. 

4.2. Exp_vrt Prcmct ion. The discussior. above has rr,aC'.~ several 
r·:f<:'f'•_~ie.ec; to r,pptJrt11nities for small producers to mcve intc expert sales, 
if thEJ can cstabl1sn effective links with fcre1gn buyers. We fcund this 
tc be 2lr[ady happEning ln a number c,f ~ases; mere cculd be dcne, w1th the 
r1g~t Kin~ cf assistance. As indicated, lhe World 6a~k is already active 
in tnis area; there are ethers (such as UNIDO er the ITO) who might be 
w1ll1r:g tc oo more, if ~ere ~5sistance iS n~eded, so this dces not se~m 
l1K•.: e:r. :::r";:·a •,.,ihu·e AID nr:ecjs t:o try to b1~crorr.e 1nvclv>:>d. It d'.,CS seem 
ir.pc.rtant • nc;1gh, on the other hand, tc ~.»1sc:c3t that this ;;,n:a be k~pt 
;;r:der r·eviFw, to r:.ake sure that the prc.grarr:s b•;ing GF·S1~r1,_;d ;:i:1d impl.:·m•.:nted 
arr.: -,,_:_·t1r1g th€: n.:r·ds of sm:::;ll prcdw::ers, partic1J1arly th'..,,SC wh1ch rely on 
e1th•;; ::-.. ;r:: fact.wing er c.crr.::.0rcial s11t>c0r1tract1ng. 
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4.3. Singer Sewing Machine's Cottage Industry Program. Singer Sewing 
Machine is an interesting company which, around the world, has developed 
some forward-looking production and marketing strategies. As indicated in 
the first section of this paper, their production patterns in Bangladesh 
include use of subcontracting in the production of stands and covers for 
their machines. They are considering expansion in a variety of directions 
in Bangladesh, including television sets and bicycle assembly. Their 
general manager told 11s that they use subcontracting be-:au~e it is cost­
effective; they don't want to spend their time making tables or covers for 
their sewing machines, because "they have bigger things to do!" 

Singer has also developed a program which they call their Cottage 
Industry Pre.gram, which has been quite successful in other countries, and 
which they would like to introduce in Bangladesh. The goal for Singer is 
clearly to spread the demand for their ~~chines. They do this through 
s~les of machines to people who will 1;sc them ~0rking in their own home. 
Along with the sale of the machine, Singer offers a training program, to 
teach people to use the machines they sell. This is fairly standard, in 
Bangladesh as in the USA. The thing that makes the Cottage Industry 
?rogram special is that Singer also pays considerable attention to the 
specification of products which village ho11seholders can ~ake using their 
machin<s, and also helps in the marketing of these products. In some other 
countries, this h3S involved embroidery machines, and the making of fancy 
embroidered dresses for export; in Bangladesh, they judge that the first 
efforts should be aimed at making simpler products, for sale in the 
naticnal ma;nket. Their packc.ge proposal includes rr.arket res;:arch airr:ed at 
specifying pr0ducts for which there is a market, either dv<~estic or exp0rt, 
followed by the establ1shmen· of marketing channels wh1c~ will link 
hcu:sehcld prGdi1cers with thc:::.e identified rr.arkets. 

The Singer General Manager is relatively ne~ en the job. ~hen we met 
him, he was just beginning to get his feet on the grc,ur.1. He she·..1cd 11s a 
proposal along these lines which had been developed for 2arg~adesh by 
pecple who had run similar activities in other ccuntrics. It involves 
rairly substantial AID funding. I did not eval11ate that prop0sal in 
detail. The weakest link of it appears to me to be the marketing 
arra0gements. These are correctly identified a~ a key problem; I am not 
convinced that their propesal has provided a satisfactory way of solving 
that probli?m. It does seem to be w0rthy of Ci.ireful c:ons1dcTat ion, though, 

when it is presented. 

5. CONCLUDING co~~ENT 

P,;,ngladesh is unus·,;al in that t:-ie gc,vcrnn-.ent h.as irj;:;nt1f1ed 
sutcontr·actir1g ::is an ar•a c,f ir,tu·est a:id f0cus. A h1gr.-l•;vel cvr.mittce 
nas been ap~cinted, with respGns1bility for d~velaping a prcgram of work 
relating to subc0ntract ing arid l 1n(.cigl:'s. Unfortimately, U1e government 
se~ms to have a particular pers~ect1ve en the ~ays of moving forward in 
this area, inv0lving expanding the arPa of g0vernment control and 
ri::g;ilat i0ns to force prcdw:ers tG rely on :::;ubcrJntract: mg. A wel 1 f0c1ised 
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a\d program could be instrumental in directing the positive aspects of this 
interest into more productive directions, aimed rather at encouraging and 
facilitating the use of s~bcofitracting systems in cases where entrepreneurs 
find it profitable to do so. With the selected policy and project 
interventions discussed in this paper, it should be possible to do some 
effective and useful work along these lines. 




