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1. Introduction

“If the government offices do not have copies of laws,
regulations or circulars then how will they help us? And
where would we seek help in solving our problems?”
This expression of exasperation from a poultry farm
owner in Rajshahi illustrates the frustration that many
local business owners feel about not receiving the
services and support that they expect from their local
authorities.

Governments at all levels can help or hinder private
sector development and economic growth through their
policies and actions. They can help by improving the
business climate—pursuing business-friendly policies,
removing unnecessary regulations, creating business-
supportive infrastructure, and providing quality public
services in adequate quantities and in a timely manner.
They can also hinder private sector development by not
being responsive to the practical needs of the business
community in terms of policies and provision of quality
public goods and services.

In Bangladesh, a dynamic and healthy private sector is
essential for long-term economic development. As in
many developing countries, the private sector,
particularly Micro, Small and Medium Enterprises
(MSMEs), represents a dominant source of employment
and, therefore, of poverty reduction for the population.
Unfortunately, the private sector is often severely
limited in its ability to grow and create jobs because of
institutional barriers and constraints. Although national
level policies and decisions are crucial to the country’s
overall economic environment, the decisions and actions
taken at the sub-national level also play an important
role in shaping the business environments for MSMEs. In
Bangladesh, government agencies at the upazila (sub-
district) and district level are the principal public
interface for small business operating at local levels.
Their capacity and willingness to respond to the
demands of the local private sector can vary
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tremendously from one district to another. Accordingly,
it is important to better understand how businesses
interact with government at the local level and how the
quality of local governance varies among districts.

It is for this purpose that the Bangladesh Investment
Climate Fund (BICF) and The Asia Foundation have
developed this first edition of the Bangladesh Economic
Governance® Index (2010 BEGI). The Economic
Governance Index (EGI) is a tool that helps to facilitate
an understanding of government-influenced constraints
to private sector development and economic growth at
the sub-national level.

This first edition of Bangladesh EGI covers 19 districts,
ranking them on the quality of their enabling
environment for private enterprises. Based on a
verifiable methodology that relies largely on the
perception of the business owners, EGI provides valuable
data to assist both public and private sectors in
improving the local business environment.

The economic governance sub-indices that underlie the
overall EGI indicate particular strengths and weaknesses
within each district. The EGI thus serves as a useful
guide for local officials, the private sector, and other
stakeholders to compare the performance of their area
with that of other localities, and identify the strengths
and weaknesses of their respective business
environments. The public sector can then use the EGI as
a practical tool to map out an actionable policy agenda,
in consultation with the private sector.

3 In this context, economic governance refers to the complex of
government initiatives—including policies, rules, and regulations,
design and execution of public infrastructure, provision of public
goods and services—that affect private sector growth and
employment; or the nature and practice of economic management,
regulation and development.



In-depth analyses of the overall EGI results and the
various sub-indices in different districts will be carried
out by District Public-Private Dialogue (DPPD) fora that
are being established and strengthened through the Local
Economic Governance Program—Enhancing the
Sustainabhility and Stakeholder Ownership of Investment
Climate Reforms in Bangladesh—implemented by The
Asia Foundation with BICF funding and partnership. On
the basis of this joint analysis, government officials,
businesses, and other stakeholders will be better
positioned to build strategic public-private partnerships
that improve the enabling environment by addressing
weak links and advocating for priority reforms. Districts
will also be able to share good practices and lessons
learned.

2010 BEGI

Although the 2010 BEGI is tailored to the country’s
environment and specificities, it was inspired by similar
indices The Asia Foundation has conducted with various
partners in other countries such as Indonesia, Vietnam,
Cambodia and Sri Lanka®.

* For more information on the Economic Governance Indices, including
EGI reports, plus raw EGI survey results and data from some
countries, please see —
http://asiafoundation.org/program/overview/economic-governance-
index



2. The Bangladesh EGI: Design and Methodology

2.1 A Composite Index of Ten Sub-Indices

The Bangladesh Economic Governance Index (EGI 2010)
is a composite index measuring the economic governance
of 19 districts® and ranking them against each other
bhased on a 100-point scale. Like other Economic
Governance Indices conducted in Vietnam, Indonesia,
Cambodia or Sri Lanka, the Bangladesh EGI is composed
of 10 sub-indices (See Box 2.1)—developed from the
academic literature on economic transition and
growth—that capture the key elements of the local
business environment that can be influenced by district
regulations and public service delivery.

The EGI scores for each sub-index are generated from a
combination of “soft data” from survey questions posed
to local business owners and “hard data” collected from
government sources and other published materials.

These data are grouped into 10 broad sub-indices
(categories), which are then assessed on a comparable
1-10 point scale. Added together, these 10 sub-indices
create an un-weighted 100-point overall score for
economic governance. To acknowledge the fact that
some sub-indices are more important than others and to
make it more relevant and useful to policy-makers,
weights are statistically determined for each sub-index.
This weighting is based on the correlation of each sub-
index with a question on firms' plans to expand. The sub-
indices that are most strongly and significantly with
positive responses are given greater weight (see
Appendix 1A). The overall score is then re-calculated to
obtain a final weighted index.

5 The survey was conducted in the district headquarters of each
district and in a 3 km radius around each district headquarter. The
results do not reflect the situation in other areas of the district.
However, for the sake of convenience, in this report, we will just
refer to them as “districts.”

2010 BEGI

Box 2.1: The 10 EGI Sub-Indices

1. Entry costs: A measure of the time it takes to register and
receive licenses to start a business and the official costs of
obtaining all licenses/permits.

2. Access to land and security of tenure: A measure of the
formal rights to business premises and the security of tenure
once land is properly acquired.

3. Transparency: A measure of whether firms have access to
the proper planning and legal documents necessary to run their
business, whether those documents are equitably available, and
whether new policies and laws are communicated to firms and
predictably implemented.

4. Time cost of regulatory compliance: A measure of the
amount of time firms spend on bureaucratic compliance and
waiting periods, as well as how often firms must undergo
inspections by local regulatory agencies and the duration of
inspections.

5. Informal charges: A measure of how much firms pay in
informal charges for firm-level operations as well as for obtaining
public procurement contracts, and whether payment of those
extra fees are predictable and result in the expected results or
"services."

6. Participation: A measure of whether firms are informed about
existing laws or consulted in the process of relevant public policy
making affecting business, and whether their interests are
represented in policy discussions by business associations.

7. Law and order: A measure of explicit costs incurred by firms
due to property lost or stolen as a result of crime, as well as the
implicit costs of preventing crime by paying security and
protection money.

8. Tax administration: A measure of the administrative burden
imposed by tax regulation in the district, extent of compliance
and informal arrangements.

9. Dispute resolution: A measure of the confidence firms have
in the fairness and equity of the legal system, their extent of use
of local formal dispute resolution institutions, and the satisfaction
they have in the outcomes of formal and informal modes of
dispute resolution in the area.

10. Local infrastructure: A measure of the quantity and quality
of local infrastructure (managed locally and centrally).




Table 2.1: EGI Districts Figure 2.1:
Barisal Dinajpur | Kushtia Rajshahi Map of Bangladesh with 19 EGI Districts

Bogra Dhaka Mymensigh Rangpur

Comilla Faridpur Noakhali Sylhet

Chittagong Jessore Pabna Tangail AT T
Cox’s Bazar Khulna Patuakhali v o

Another important aspect of the Economic Governance ..
Index is that the ranking of districts is based on how -
these districts perform relative to each other, within the A y
country. Therefore, the scores are not comparable to

scores in other countries or to an idealized, external
measure of governance. Rather, the sub-indices should
be viewed as measures of comparative achievement of
districts in the Bangladeshi context. For a more detailed

explanation of the complete diagnostic and indexing
methodology, see Appendix 1.A of this report.

HOULVIBAZAR

SIRAJGAN) KISHOREGAN  HABIGANS

MADA

PUR
(GOPALGA
BARISAL)

PO
BRGERAAT | JHALAKATH

RANGAMAT!

BN (HLLTRACTS)
Ui
BHOLA
BARGUS

2.2 Choosing the 19 EGI Districts ey
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As Table 2.1 above shows, the 2010 BEGI covered the
headquarters of 19 districts throughout the country,
including four districts where BICF and The Asia
Foundation currently implement activities and facilitate

Public-Private Dialogues —Barisal, Bogra, Rajshahi and 2.3 The EGI Research Strategy

Sylhet. The 2010 EGI is based primarily on a firm-level survey
The other districts were selected to ensure that the administered from October 2009-January 2010 in the
survey would cover the 19 district headquarters which 19 EGI districts. Sophisticated business listing, sampling
are the largest urban centers in the country. These 19 and weighting techniques were used to ensure that the
districts are the most important districts from a political survey accurately represented the conditions in those
point of view, have better developed infrastructure districts.

compared to the other 45 districts (there are 64 in total)
and house many regional offices of the Central
Government. The survey was conducted mainly in the
city corporation or municipal area in each of the district
headquarters and within a 3KM radius around the city.
For more information on how districts were chosen for
the BICF-TAF Public Private Dialogue and the 2010 BEGI
see Appendix 1.B.

The research strategy consisted of three main steps:
First a listing of enterprises (similar to a census) was
conducted to obtain a district-level sampling frame for
the survey. A stratified random sample was then drawn
from this listing. Second, face-to-face interviews were
conducted with sampled business owners to capture
their perceptions and experiences of doing business in
their district. Third, the findings from interviews, focus
group discussions and published data were assembled to
complement the perception survey.

04

2010 BEGI



2.3.1 EGI Survey Instrument

A survey instrument was developed to ask firms their
perceptions of their business environment and
experience in doing business at the district level, in ten
key areas of economic governance outlined in the sub-
indices. The instrument also asked general questions
about the firms and some detailed questions on firm
finance.

2.3.2 Survey Sampling

Using the sampling frame from the business listing, a
stratified random district-level sample of 3,800 firms
(200 per district HQ) was drawn. The strata were based
on sector (manufacturing, trade and services) and size
(number of employees). Since the EGI analysis is focused
on growth-oriented firms, rather than subsistence firms,
only firms with at least 3 employees were included in
the survey.
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In addition, the research team found that using a
straightforward stratified random sampling methodology
would yield too few medium and large firms in the
sample, making statistical confidence in their answers
unreliable. Therefore, the team devised a strategy to
over-sample such firms for the survey. Since large and
medium firms were intentionally over-sampled in the
survey, it was necessary to use sampling weights,
calculated from the listing data to reweight the raw
survey data back to its district sampling breakdowns
(Appendix 1.D).

2.3.3 Secondary Data

In addition to primary survey data, the EGI exercise also
uses secondary data from a number of sources. The
secondary data includes information on local taxes and
user charges, infrastructure data, as well as
macroeconomic data.



3. The Listing: A Profile of Bangladeshi Firms

across Districts

The credibility of the Economic Governance Index lies
not only on the construction of the indices but also in
the manner by which the sample of firms was selected.
The 3,800 business owners interviewed for this survey
were selected from a listing of 55,736 MSMEs. In order
to select a reliable, representative sample of firms, the
EGI research team conducted a business listing exercise
(similar to a census) of enterprises in selected localities
of business concentration in the urban headquarters of
the 19 selected districts, through a cluster sampling
method called Probability Proportional to Size (PPS). The
survey respondents were then chosen from this listing,
according to size and sector, through stratified random
sampling (See Appendix 1.C for a detailed description of
the business listing methodology).

This section provides a general overview of the larger
population of enterprises in the 19 EGI districts, based
on key information collected from the listing exercise.

3.1 Dominance of Micro-Enterprises

One of the most interesting features of Bangladeshi
enterprises is the overwhelming presence of small firms.

Figure 3.1 Distribution of Enterprises by Number of Employees
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Nearly 79% of the businesses have a maximum of 3
employees in addition to the owner of the firm, and 16%
of the firms have 4 to 6 employees (Figure 3.1). More
than 97% of Bangladeshi enterprises employ less than
10 workers, which are defined as micro-enterprises by
the Bangladesh Bureau of Statistics. The findings of the
listing reveal that less than 1% firms have 20 or more
employees. The listing clearly highlights the
disproportionate presence of small enterprises in the
country.

3.2 Dominance of Commercial Activities

As shown in Table 3.2, nearly 70% of the firms covered
by the listing are concentrated in wholesale and retail
trade activities. Except for a negligible percentage of
firms engaged in agriculture, the remaining 30% firms
are concentrated in manufacturing or service oriented
businesses.

Table 3.2: Breakdown of Firms by Sector

Sector Number Percentage
Services 7,294 13.09%
Manufacturing 9,748 17.49%
Trade 38,610 69.27%
Agriculture 84 0.15%
Total 55,736 100.00%

In addition, although the trade sector dominates
throughout Bangladesh, there is considerable variation in
sector breakdowns by district. As Figure 3.2 illustrates,
larger cities like Khulna and Sylhet have a larger share of



trade firms while the smaller district towns of Kushtia
and Tangail have larger percentages of manufacturing
and services. While this makes sense because these
cities are densely populated, more expensive and may
lack the industrial land and facilities for large scale
manufacturing, it is important to note that making
generalizations about sector breakdowns based on town
size is difficult because it is not the only factor that
determines sector distribution.

Figure 3.2: Distribution by Sector and Districtt
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3.3 Disappointingly Low Number of Women
Entrepreneurs

Less than one half of one percent of firms covered by
the listing are owned by women (Table 3.3). Even the
capital city of Dhaka, which has the greatest presence
of educated, working women, is not an exception in this
regard. Apart from Jessore (1.17% female owned firms),
all other district towns less have less than 1% of firm
ownership by women. Furthermore, there is significant
variation in the proportion of female owners across
districts as Figure 3.3 depicts. In the most extreme case,

6 . . . .

The term agriculture covers firms engaged in growing of crops, market
gardening, horticulture, growing of vegetables, horticulture specialties,
nursery, farming of cattle, goat dairy farming and (d) animal farming,
production of animal products etc. This percentage represents small farmers
selling their products in the city. These activities are not the focus of this
study and were excluded from the sampling pool for the survey.
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Table 3.3: Female-Owned Firms

Gender Total Number of Firms | Percentage
Male 55,477 99.54%
Female 259 0.46%
Total 55,736 100%

the proportion of female ownership is more than six
times higher in Jessore than in Sylhet. More gender-
focused research is required to better understand the
multiple barriers to female business ownership in
Bangladesh.

Figure 3.3: Ratio of Female-Owned

Firms by District
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3.4 Prevalence of Young Enterprises

Bangladeshi MSMEs are relatively young and nearly half
of the enterprises covered by the listing were
established in the last 4 years (2006 to 2009). Just over
one-tenth of the enterprises (11.5%) are older than 20
years. Given the recent trend of steady industrialization
in the country, this finding is not unexpected.’

Firms have an average age of 9 years, but average firm
age varies considerably across districts (Figure 3.4).

7 From FY90 to FY09 share of manufacturing sector to GDP has increased
from 15.4% % to 17.8%



This high rate of young enterprises has important
implications. On one hand, a high number of new firms
might be interpreted as a reflection of business
dynamism and could indicate an improved business
environment. On the other hand, and in view of the very
small size of enterprises in Bangladesh, it might also
reflect a high enterprise turnover rate (a high rate of
creation and destruction of firms) related to a difficult
business environment. In terms of implications for the
economy, a large number of micro and young enterprises
indicates lower capacity to invest and grow. Most of
these enterprises remain at survival level only, are very
vulnerable to external shocks, and have a very low
capacity for investment and productivity, which
constrains their ability to increase employment and
foster stability.

Figure 3.4: Mean and Median Firm

Age by District
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3.5 Presence of a Large Number of
Unregistered Firms

The large number of MSMEs created in the last 3 to 4
years may have contributed to a large number of
unregistered firms. The listing data reveals that almost
one-fifth (19%) of the enterprises covered by the listing
do not have any trade license, VAT certificate or TIN
certificate®.

8 TIN: Tax Identification Number — VAT: Value Added Tax.
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This finding indicates a lack of formalization of MSMEs
in Bangladesh.

The most common type of registration in Bangladesh is
the trade license. However, despite the fact that all
firms are required to possess trade licenses for their
operation, 19% of the firms listed do not have one. Many
of the enterprises covered by the listing have neither TIN
nor VAT registration certificates. VAT and TIN
registrations were obtained by only 32% and 30% of
firms respectively. Fewer than 1 out of 4 firms (23%)
had completed all three of these basic kinds of
registration (Figure 3.6).

Figure 3.5: Registration Status of Firms
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Figure 3.7: Registration Status by Size
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The data shows that registration is correlated with
firms' age and size (Figures 3.7 and 3.8). Firms that
have acquired all three types of registration are higger
on average (4.2 employees) and have a higher average
age (11.7 years) than firms that had not (2.6 employees
and 8.3 years). Firms that have at least one type of
registration are on average 9.8 years old with 3.2
employees, while firms with no registration are on
average 6 years old with 1.9 employees. A similar
pattern holds for firms acquiring any registration.

3.6 Clear Dominance of Proprietorship

In terms of legal status, the Bangladeshi business
community is quite homogenous, with nearly all MSMEs
being sole proprietorships. Less than 3% of the firms
operate under a different status such as partnership (the

[
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second most used status), private limited companies, public
limited companies, cooperatives or trusts (Figure 3.9).

Figure 3.9: Firms Legal Status
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In summary, Bangladesh's private sector is dominated
by young, micro enterprises, owned or managed by men,
and engaged mainly in commercial activities. The
information gathered through this exercise has several
important implications. It shows a dynamic
entrepreneurial activity, illustrated by the large number
of young enterprises. This might be interpreted as
indicating relatively high business confidence and
supportive business environments. However, the
prevalence of micro enterprises with no more than three
employees that are unregistered and concentrated in
trade related activities is more symptomatic of a narrow
and weak base of formal industrialization. In addition,
the dearth of women entrepreneurs in Bangladeshi
MSMEs is a worrisome sign in terms of both the
business environment and women's opportunities. It is
therefore important to understand in greater detail the
impediments as well as facilities of conducting business
in Bangladesh.



4. The 2010 EGI Rankings: Explanation and Analysis

4.1. Overall Rankings

Figure 4.1 and Table 4.1 present the overall results of
the 2010 BEGI. This is the sum of the district scores on
all 10 weighed sub-indices®. Since 10 points are possible
for each sub-index and the sub-index weightings add up
to 100, the final rankings are on a 100-point scale. To
achieve a perfect score, a district would need to have
the highest score on each sub-index. Faridpur, Dinajpur
and Kushtia are top-ranked and can be considered as the
best performing districts in Bangladesh in terms of
business environment.

It is important to remember that the rankings are relative
and based on the best practices in Bangladesh, not
against an arbitrary, external or idealized standard. In
addition, since districts can receive similar scores (often
within 1 point), it is more useful to interpret the results
in terms of “tiers” rather than just the standard
rankings. These tiers are created from the natural
“breaks” in the overall index based on point scores. For
example, Faridpur, Dinajpur and Kushtia form the “High”
tier comprising scores from 75.7-73.3, which naturally
breaks from the “Medium-High” tier comprising scores
from 69.2-66.1 (Sylhet, Cox’s Bazar, Mymensingh and
Comilla). Each tier comprises a group of districts that are
within approximately 3 points of each other. The
“Medium-Low" tier comprises 8 districts, all with scores
within 3 points of each other, so we can think of them
as having similar economic governance conditions
overall.

While there are clear “High” and “Low” performers on
the overall index, approximately 42% of firms in the EGI
are tightly clustered within a 3-point range (60.3-57.1)
in the “Medium-Low" tier, indicating that with little
effort, these districts could climb quickly up the rankings
in future surveys.

9 See Appendix 1A for weighting procedures. Also see Appendix 2A for Unweighted
Overall EGI scores.
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Table 4.1: EGI Rankings and Tiers

SYLHET 69.23 Medium-High
COX'S BAZAR 67.26 Medium-High
MYMENSINGH 66.30 Medium-High
COMILLA 66.10 Medium-High
RANGPUR 60.34 Medium-Low
PATUAKHALI 60.30 Medium-Low
DHAKA 59.51 Medium-Low
JESSORE 59.47 Medium-Low
KHULNA 59.43 Medium-Low
BOGRA 58.89 Medium-Low
PABNA 58.80 Medium-Low
NOAKHALI 57.13 Medium-Low
TANGAIL 55.71 Low

CHITTAGONG 54.79 Low

BARISAL b4.15 Low

RAJSHAHI 53.02 Low

4.2 Consistency in Rankings

As noted, within the overall rankings there are distinct
tiers. The results suggest that the districts on these
tiers are performing consistently across the majority of
sub-indices. Appendix 2.C shows the rankings of the
districts relative to one another across each of the sub-
indices. They are ranked with the highest scorer at the
top and the lowest at the bottom and broken into 4
quartiles. Using this table, it is simple to identify
districts which consistently performed well and those




Figure 4.1 EGI 2010 Overall Rankings
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Box 4.1 Consistent Good Performers

- Faridpur was placed in Quartile 1 seven times. It did not
appear Quartile 2. Faridpur placed in the Quartile 3 three
times and was never in Quartile 4.

- Dinajpur placed in Quartile 1 six times. It placed in
Quartile 2 twice and once in each of Quartiles 3 and 4.

- Kushtia appeared 4 times in Quartile 1 and 5 times in
Quartile 2. It was in Quartile 3 only once and never in
Quartile 4.

that consistently performed poorly. The consistent top
performers were Faridpur, Dinajpur and Kushtia. These
three districts constituted approximately 16% of the
districts surveyed, but accounted for 42% of the places
in the top quartiles and only 0.25% of the places in the
bottom quartiles.
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Box 4.2 Consistent Poor Performers

- Rajshabhi failed to appear in Quartile 1. It appeared three
times in Quartiles 2 and 3, and four times in Quartile 4.

- Barisal appeared once in Quartile 1, twice in Quartile 2,
three times in Quartile 3 and four times in Quartile 4.

- Chittagong appeared twice in each of the Quartiles 1 and
2. It appeared three times in each of Quartiles 3 and 4.

- Tangail appeared once in Quartile 1, twice in Quartile 2,
three times in Quartiles 3 and four times in Quartile 4.

Rajshahi. Barisal, Chittagong and Tangail comprised the
consistent poor performers. These districts made up
about 21% of the districts surveyed. However they
account for 37% of the districts in the bottom tier and
only constitute 1% of those in the top tier.



4.3. The Special Case of Dhaka

Among the high and low performers, the capital city of
Dhaka represents a special case. As Appendix 2.A
shows, Dhaka ranks a relatively low 16 on the
unweighted index. However, on the final weighted index,
Dhaka ranks in 10th place (Appendix 2.B). The primary
reason for this result is that Dhaka scored relatively well
on the most highly weighted sub-indices in the overall
weighted index. For example, Dhaka scored in the top
quartile of districts on the Law and Order sub-index,
which accounted for 15% of the weighted overall sub-
index. It also scored in the second guartile on
Transparency, which accounted for 12.5% of the
weighted index, and Dispute Resolution and Land
Access, each of which accounted for 10.5% of the
index. On the other hand, many of its lowest scores
were on low-weighted sub-indices such as Entry Costs
(5.5% of weighted index) and Participation (2.5% of
weighted index).

Thus, comparing the overall weighted and unweighted
indices highlights the fact while Dhaka is struggling
overall, it is doing relatively well in some of the most
important areas of economic governance.

However, Dhaka did score poorly on two important and
heavily weighted sub-indices—Infrastructure (10.5% of
weighted index) and Informal Charges (15% of weighted
index). To some extent the Infrastructure sub-index
ranking is a direct result of Dhaka's urbanization and
population density. As the largest city in Bangladesh,
and the center of economic and political activity in the
country, it has the greatest infrastructure needs and
faces enormous challenges in meeting them. This
problem extends to other large cities in Bangladesh as
well, as evidenced by the similarly low rankings obtained
by Chittagong and Khulna on the Infrastructure sub-
index.

However, Dhaka's poor Informal Charges sub-index
score cannot be explained by urbanization alone,
indicating that governance issues are at the heart of
Dhaka's low ranking. Indeed, approximately 76% of
firms in Dhaka, the most of any district, reported having

2010 BEGI

to pay bribes in their line of work. For the foreseeable
future Dhaka will remain the mainstay of the
Bangladeshi economy with the most investment activity,
the largest share of business activity, and the most
educated population. By continuing and intensifying
efforts to improve its business environment Dhaka could
play a more dynamic role in economic growth and take
full advantage of its position as the nation's leading city.

4.4 Relationship between Economic
Governance and Business Expansion

All Bangladeshi districts have an incentive to improve
their local business environments to create conditions
for business expansion, economic development and
overall growth.

Figure 4.2 below shows the relationship between
economic governance, measured by the 2010 EGI and
the probability of business expansion or decline. The
blue line shows that the estimated probability of
business expansion is associated with increases in the
overall index scores. In fact, a 10-point increase in the
overall index (roughly the difference between Sylhet and
Khulna) is associated with a 6% increase in the
probability that a business will expand.

Figure 4.2: Relationship between Economic

Governance and Business Expansion
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5. Results by Sub-Index

5.1 Entry Costs: Entry Cost Reform

The reform of the business entry processes is the critical
first step towards improving the business environment
and promoting a healthy private sector. In Bangladesh,
entry costs represent a severe barrier for firms seeking
entry into the formal business arena. The 2010 Joing
Business Report ranks Bangladesh 119 out of 180
countries on "Ease of Starting a Business", a 5-point
decline from the 2009 ranking of 114, Administrative
and bureaucratic complexities as well as lengthy
government procedures have made the process of
setting up businesses cumbersome, expensive and time-
consuming.

Since business entry costs represent monetary as well
as time costs to entrepreneurs, the Entry Costs sub-
index reflects true "opportunity cost" and incorporates
both dimensions. The former costs reflect the price of
acquiring essential legal documents for setting up a
business; the latter is associated with the time required
to obtain all such documents. The Entry Cost sub-index
is divided into these two dimensions and includes seven
indicators (See Appendix 3).

The final results for the Entry Costs Sub-Index are
shown below in Figure: 5.1 with longer bars indicating
lower entry costs (See Appendix 1.A for rescaling
equations). Two Barisal division districts, Patuakhali
(8.47) and Barisal (7.61) received the highest sub-index
scores. Dhaka (3.36) received the lowest score, right
after the Western district of Bogra (4.39). The survey
data statistics (Appendix 5) show that firms in
Patuakhali and the South-Western district of Faridpur
have the lowest median time costs, with neither district
making firms wait more than 3 days for a trade license,
TIN certificate or VAT certificate. The lowest ranked

10 World Bank Group, Doing Business 2010: Reforming Through Difficult
Times. Palgrave Macmillan, September 2009.
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districts in terms of the Time Cost Dimension are the
Western districts of Kushtia and Bogra with both
districts making the median firm wait 15 days and 20
days respectively for a TIN certificate.

As for Monetary Costs, firms of the Western district of
Jessore reported incurring the lowest expenses with
median fees of 200 Taka for a trade license, 160 Taka
for a TIN certificate and 1200 Taka for a VAT
certificate. While second- and third-ranked Barisal and
Patuakhali both have marginally higher trade license and
TIN certificate fees, they also have significantly lower
VAT certificate fees at 350 and 500 Taka, respectively.
Firms in Dhaka face the most monetary costs paying
1000 Taka for a trade license, 2200 Taka for a TIN
certificate and 2400 for a VAT certificate. Mymensingh
fares only slightly better with firms paying only 400
Taka for a trade license, but also paying over 2000 Taka
for a TIN certificate and 2400 for a VAT certificate.

In relative terms, Patuakhali's experience across both
dimensions highlights the fact that firms in this district
face weaker barriers to entry.

In Dhaka, firms must pay very high entry fees while
experiencing relatively low wait times. This may reflect
firms' higher willingness to pay middle men to help
obtain business licenses (which is reflected in higher
trade license fees, as many firms do not separate the fee
for the license and the fee for the middle man) in a large
city like Dhaka in order to save time. Ironically, such
firms may just be paying for the middleman, as wait
times in Dhaka are relatively low for the median firm.

Improving registration and licensing in terms of costs,
time and user-friendliness is an area where district
authorities could easily have some significant impact. It
is also an area where best practices could easily be
shared among districts for quick results.



Figure 5.1: Entry Costs Sub-Index 2010
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5.2 Land Access and Security of Tenure:
Improved Land Access and Security of Tenure
are Key to Economic Confidence

Land access and land tenure refer the ease of obtaining
and securing property. These are important for
businesses not only because they reduce the prospective
risk of doing business, but also because they are often
related to access to financial services or commercial
transactions.

As one of the most densely populated countries in the
world with nearly 1200 citizens per square kilometer,
Bangladesh has ongoing problems regarding access to
land and land tenure. For entrepreneurs, particularly in
urban areas, land scarcity is reaching almost crisis
levels. According to a 2007 study'?, Dhaka has seen an
unprecedented rise in land prices in recent years. While
this undoubtedly has to do with the pace of development
in the capital, an outdated land record system and
difficult land transfer procedures have also contributed
to the problem. The study highlighted that there were
entire wards of the city where there were almost no
recent land transactions because of this confluence of
factors.

B Ishrat, I., Mitra, S. K., Sholiag, M. A. N and Rahman, M. A. (2007) Land Price in
Dhaka City: Distribution, Characteristics and Trend of Change, Urbanisation in
Bangladesh: Pattern, Issues and Challenges, Jahan, S. and Maniruzzaman, K. M. (ed.),
Bangladesh Institute of Planners.
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In addition, security of land tenure is important for
entrepreneurs to leverage their land investments. As
Hernando de Soto's seminal work on property rights and
land titling (1989, 2000) has highlighted, legal and
secure property rights can encourage individuals and
firms to increase investments in fixed assets by using
land titles to obtain capital.

For firms seeking to buy land or expand existing spaces,
land scarcity and insecure tenure represents a hard
constraint on their growth. For firms that rent land, it
can drive up rental costs and incite fear that they could
be dropped from their leases if other tenants are willing
to pay more in rent. Taking these various constraints
into account, the Land Access and Security of Tenure
sub-index (Appendix 3) encompasses these two
important dimensions of property rights across four
indicators.

Figure 5.2 below shows the results of the sub-index. As
the data in Appendix 5 shows, Faridpur (10) received a
perfect score across both dimensions. On the first
dimension 100% of land owners in Faridpur say they
have a registered dalil, which is the single most
important document of land ownership in Bangladesh. In
addition, no firms reported that dalils were difficult to
obtain or that there was high expropriation risk. On the
second dimension less than 2% of renting firms report
that there was high rental expropriation risk. Dinajpur
(9.6) with similar results, scored a close second, only
differing on rental expropriation risk in which 12% of
firms reported that they felt rental expropriation risk
was high.

Figure 5.2: Land Access and

Land Tenure Sub-Index
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On the other end of the spectrum, Chittagong (4.1),
fared poorly across both dimensions, with only 86% of
firm owners reporting they had a registered dalil, 49% of
firm land owners reporting that it was difficult to get a
dalil registered and 23% of renters reporting that rental
expropriation risk was high. Khulna (5.0), the
penultimate district, also received relatively low score
across all dimensions, with the lowest number of land
owners reporting that they had registered dalils (75%).
These scores likely reflect the problems in the housing
market in large, highly urbanized areas like Chittagong
and Khulna, which claim higher land prices and more
competition for land. It also may reflect a lack of
administrative resources to get dalils registered in a
timely manner.

5.3 Transparency: Information is Instrumental
to Economic Freedom and Trade

It has long been known that efficient and equitable
functioning of markets depends heavily on the
transparent flow of information. However, in many
developing countries, basic information on the laws and
regulations governing businesses is often unclear and
difficult to obtain, making firms vulnerable to operating
outside of the law.

Experience in facilitating Public-Private Dialogues in
Bangladesh has shown that access to information about
business regulations is often mentioned by the business
owners as one of their top recommendations to improve
economic governance. Improved access to legal
information is very often the easiest and fastest way for
local authorities to improve their business environments
without making huge investments or engaging in major
reforms.

In the Bangladeshi context, asymmetric information can
result in market failure and lead to distributive
inefficiency.'2 For MSMEs, the absence of transparency
makes it difficult for new firms to enter into business,

12 Florini, Anne M. (1999) Does the Invisible Hand Need a Transparent Glove? The
Politics of Transparency. Paper prepared for the Annual World Bank Conference on
Development Economics, Washington, D.C., April 28-30, 1999.
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imposes additional expenses on the existing firms and
might encourage unfair practices within industry.
Ensuring greater transparency through access to official
documents and through greater predictability and
consistency in upcoming policies and regulations is a pre-
requisite for good economic governance.

The Transparency sub-index not only examines access to
information but also looks at the predictability and
consistency of regulations (See Appendix 3). Dimension
1 deals with ease and equity of obtaining information
while Dimension 2, measures the predictability and
consistency of laws and policies. Dimension 3 is an
independent observation of the ease of obtaining
information from three government offices. Rather than
relying solely on firms' perceptions of transparency, the
research team traveled to all 19 districts, and posing as
entrepreneurs trying to start a business, attempted to
obtain applications and information about registration
from the Trade License Office and about taxes from the
Tax Office and the VAT office.

Figure 5.3 shows the results of the full Transparency
sub-index, The Western district of Kushtia (7.92)
obtained the clear first place ranking, with South-
Western district of Faridpur (6.76), and the North-
Eastern district of Sylhet (6.72) in second and third
places, respectively.

Kushtia scored very high on Dimension 1 with a nearly
61% access to documents rating and more than 50% of
firms indicating that they were well informed. However,
the district did not score well on Dimension 2, where
firms were affected by the changes in laws but were not
able to predict these changes well. Thus, Kushtia's poor
performance in terms of predictability and consistency
was compensated for by its greater accessibility scores.
Second- and third- ranked Faridpur and Sylhet scored
high on the independent observation dimension, each
receiving scores of 4 for trade license offices, while
performing average in terms of the other two
dimensions.

Among the poorest performing districts were Chittagong,
(3.69) Mymensingh (3.66) and Rajshahi (3.60).



Rajshahi's low score was driven mainly by the difficulty
faced by its firms in accessing documents and its high
percentage of firms (32%) that feel that they need
relationships with government officials to obtain
information. It should be noted that the seven lowest-
ranking district scores were all within 1 point interval
(between 4 and 3) reflecting that the lack of
transparency in doing business is common to many
localities in Bangladesh. This indicates that a plurality of
districts needs to improve their transparency and access
to information across the spectrum of dimensions.

Figure 5.3: Transparency Sub-Index
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5.4 Time Costs of Regulatory Compliance:
Simplified Paperwork Means More Time
for Business and Less Costs for the Public
Sector

The role of the public sector at the national and the local
level is to ensure that rules and regulations are
implemented and followed.

In many countries, however, complicated, bureaucratic
business regulations have multiplied over the years,
creating situations in which the time cost of regulatory
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compliance has become unbearable for local MSMEs and
are a major constraint for business development.

Across Bangladesh, entrepreneurs face an array of
bureaucratic transaction costs that represent significant
opportunity costs in terms of time. While businesses
everywhere must spend a reasonable amount of time
complying with necessary regulations, burdensome
policies can cost a firm in terms of lost management
time, human and financial resources and sales. In 2007,
the Bangladesh Business Environment and Enterprise
Performance Survey (BEEPs) survey reported that
Bangladeshi senior managers spend 3.2% of their time
dealing with government regulations. While this is lower
than the total average of 8.6% across a number of
developing countries, it is much higher than Asian
regional leaders such as Thailand where senior managers
spend less than half a percent (0.49%) of their time
dealing with government regulations. Increased time on
regulatory compliance is more likely to affect SME
owners who cannot easily delegate such tasks.

The Time Cost of Regulatory Compliance sub-index has
one dimension comprised of three indicators highlighting
the time cost associated with two of the most common
types of regulatory compliance, and capturing a general
picture of this administrative cost (Appendix 3).

Figure 5.4: Time Cost of Regulatory

Compliance Sub-Index
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As Figure 5.4 shows the top three performers on the Time
Cost of Regulatory Compliance-Dinajpur (9.38),
Mymensingh (9.35) and Sylhet (9.21)-have very close
scores. As Appendix 5 illustrates all of these districts
reported having less than 2% of firms spend more than
15 days on regulatory compliance and none of them
reported spending more than 25 days to obtain a
registered dalil. The median number of minutes it takes to
complete a VAT inspection is relatively similar across
districts, grouped around the national median of 10
minutes. This means that in most of the districts, not only
is the time it takes to get a VAT inspection short (10
minutes), but that it is also fairly predictable across firms.

The lowest ranking district, Bogra (3.4), was driven by a
very high median waiting time to get a dalil registered
(365 days). In addition, more than 10% of firms in Bogra
spend more than 15 days on regulatory compliance. Both
of these factors deteriorated Bogra's position on the
sub-index and its score is nearly a full point lower than
the second lowest ranking district, Rajshahi (4.9).

5.5 Informal Charges: Adding Costs to Costs

In developing countries like Bangladesh, the real cost of
doing business is often several times higher than the
official documented costs associated with the operation
and administration of businesses. This cost includes not
only expenses in the form of time costs devoted to
various bureaucratic procedures, but also bribes and
other forms of informal payments. Such informal
payments discourage potential entrepreneurs, negatively
affect the functioning and profitability of existing
businesses and distort incentives for both groups of
entrepreneurs.

Corruption is often cited as one of the biggest obstacles
for the development of the manufacturing sector of
Bangladesh'3. Corruption faced by MSMEs most often

13 The country has been ranked 139 among 180 countries in the 2009
Corruption Perception Index of the Berlin-based Transparency International.

2010 BEGI

arises in the form of offering bribes and gifts to
government officials or political parties to obtain required
documents or to win contracts for public projects.

The Informal Charge sub-index is comprised of two
variants of corruption across seven indicators (Appendix
3) Dimension 1 examines firm-level corruption, while
Dimension 2 studies systemic corruption in the overall
business environment.

As shown in Figure 5.5, Dinajpur (7.96) scored the
highest followed by Faridpur (7.07). Dinajpur's
performance was driven by its high score in Dimension
1. Only 28% of Dinajpur's firms reported that informal
payments occur in their line of business, significantly
below the median among all districts of 60%. In
addition, almost all of the business enterprises in
Dinajpur claim to know about the amount of such
payment and most of the firms said they received the
service with payment (96%). Not only is the extent of
corruption in Dinajpur low, but the predictability is very
high, indicating that the corruption that does occur is at
least efficient.

In Dimension 2, the experience of Dinajpur is rather
mixed, with all firms indicating that they think that the
public procurement process is unfair, but also stating
that they do not think that personal connections with
government officials or parties are important or very
important to procure public contracts. While this finding
is curious, upon reexamining the raw survey data, it was
found that although no firms indicated such connections
were important or very important in public procurement,
58% of firms in the district believed connections with
government officials were moderately important and
42% of firms believed that connections with political
parties were moderately important. Thus, while firms in
Dinajpur do not indicate that firm connections are
strongly important, they do believe that these
connections are moderately important in being able to
win public procurement contracts.

Due to these mixed results in Dinajpur, Faridpur scored
the best on Dimension 2. In comparison to other
districts, firms in Faridpur attach less importance



to connections with government officials and political
parties and a relatively high percentage of firms (32%)
find public procurement contracts transparent and fair.

On the lower end of the spectrum, the Western district
of Pabna's score (2.51) is almost half of that of the next
low-scoring district Dhaka (4.08). The survey data
shows that not only did a substantial percentage of
firms (66%) report that they had to pay informal
payments in Pabna, almost half of these firms did not
receive services after such payments (34%). Thus,
corruption affecting firms in Pabna is shown not only to
be widespread, but also inefficient. In addition, a large
number of firms noted that public procurement contracts
are neither transparent nor fair and in many cases
personal connections with government officials or
political parties play an important role in public
procurement. Nearly 90% of business enterprises in
Pabna found political connections important.

Firms in the capital city of Dhaka also suffer from such
corruption but in Dhaka, corruption is primarily at the
firm level (Dimension 1).

Figure 5.5: Informal Costs Sub-Index
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5.6 Participation: Consulting Business
Owners About their Needs

Much literature on democratic and economic
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development has emphasized the important role that civil
society groups play in helping to keep government
accountable to its citizens through formal and informal
associational participation.

In Bangladesh, civil society is exceptionally diverse and
rich. The large variety of civil society organizations
(CS0s) found in Bangladesh include business
associations, professional groups, trade unions and
worker organizations, all of which can potentially impact
the business environment. Unfortunately, such groups
have not always been successful at influencing MSME
policy due to limited opportunities for participation and
strong patron-client relations between large businesses
and the government.!*

However, participation and dialogue between the business
community and the local authorities has proven to be an
efficient way for enterprises to foster a business
environment that supports their development. BICF and
The Asia Foundation have facilitated discussions between
business owners and public authorities at the district
level, which have led to tangible improvements such as
reforms aimed at facilitating access to finance,
simplifying the licensing process and limiting red tape.
These experiences have highlighted the importance of
participation as an engine for policy reforms and
economic growth. District authorities that bring the
private sector into the policy-making process are more
likely to make changes that are both efficient and
workable and will encourage job creation and improved
livelihoods. These Public-Private Dialogues have helped
build trust and better understanding among the different
private and public economic actors at the local level. BICF
and The Asia Foundation have conducted Public-Private
Dialogues in four districts and the program may be
broadened to cover more districts.

The Participation sub-index consists of 1 dimension and
3 indicators that measure not only associational activity,
but also the level of participatory engagement among
firms (Appendix 3).

"Davis, Peter R. and McGregor, J. Allister (2000) Civil society, International
Donors and Poverty in Bangladesh, Commonwealth & Comparative Politics,
38:1,47-64



The Participation sub-index results (Figure 5.6) show
that the Southern districts of Patuakhali (7.8) and
Noakhali (5.8) performed the best. However,
Patuakhali's score is nearly two points higher than
Noakhali's with 53% of firms belonging to a business
association and nearly 10% of firms saying that local
government were engaged with them when new laws
and policies were introduced. In addition, firms in
Patuakhali seemed to be the most informed when it
came to knowledge of existing laws, with nearly 5% of
firms indicating that they were very or reasonably well
informed. While Noakhali and third-ranked Cox's Bazar
(4.8) each received relatively high scores, neither of
them received Patuakhali's consistently high scores in all
three indicators

Figure 5.6: Participation Sub-Index
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The 10 lowest-ranked districts scored within only 2
points of each other. Mymensingh received the lowest
score (1), with only 26% of its firms belonging to a
business association and no firms indicating that they
engaged with local government or knew anything about
existing laws. Although many of these lower ranking
districts are at or only slightly below the national median
of 37% participation in business associations, many of
these low scores are driven by the fact that most of the
firms reported not being engaged in local decision-
making at all. This indicates that businesses in many
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districts in Bangladesh do not have enough opportunities
to participate in the decision-making process equitably
and easily.

5.7 Law and Order: The Economic Cost of Poor
Law and Order Enforcement

The cost of crime can be a major constraint for
businesses. According to the World Development
Indicators, in 2002 nearly 40% of firm managers
reported that crime was a major constraint for doing
business in Bangladesh.

Even repeated petty theft and vandalism can take their
toll, causing entrepreneurs to divert resources from
other productive investments into clean-up or
replacement activities. Further compounding this
problem, MSMEs often lack access to authorities to
report these crimes, leaving them without options for
recourse or reparative action. In addition, even if a firm
is not the direct victim of a crime, local instability can
act as a major obstacle to the development of private
sector in a given locality. Deterioration of the law and
order situation in an area may force some business to
relocate to safer, less crime-ridden areas.

The Law and Order sub-index deals with two important
dimensions of the cost of crime for business across four
indicators (Appendix 3). Dimension 1, measures the
explicit loss from crime and Dimension 2 looks at implicit
losses from security spending.

On the Law and Order sub-index (Figure 5.7), the top
districts of Faridpur (9.7), Khulna (9.2) and Dinajpur (9.1)
all score within 1-point interval of each other. Faridpur
scores well across both dimensions, with the lowest
average monetary loss as a percentage of total sales of
any district at 2% and no firms indicating that they paid
any protection payments to the local police. Similarly,
Dinajpur performs well with scores below the national
medians across all indicators

While second-ranked Khulna does not score as well as
Faridpur and Dinajpur in Dimension 1, these districts



score very well on Dimension 2 with less than 1% of
firms indicating that they pay protection payments.

Figure 5.7: Law and Order Sub-Index
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Barisal (4.8) is the lowest ranking district by more than
1-point behind Jessore (5.96) and Patuakhali (5.97).
Barisal scores relatively low across both dimensions,
with nearly 26% of firms reporting that they have

experienced crime in the past year and firms spending
nearly 1% of total sales on security spending.

While Jessore scored above the district median across
the indicators in Dimension 1, on Dimension 2 a
relatively high percentage of firms are paying protection
payments (4.5%). The opposite is true for Patuakhali,
which has a low Dimension 1 score with, nearly 38% of
firms indicating that they experienced crime in the past
year. This finding suggests that explicit losses from the
law and order situation are higher in Jessore, while
implicit losses from security spending are higher in
Patuakhali.

5.7.1 Relationship between Percentage of Firms
with Any Fixed Assets and the Law and
Order Sub-Index

The scatter plot below shows the correlation between
the percentage of firms with fixed assets in the district
and the Law and Order sub-index. This plot suggests
that when firms live in a safer and more secure
environment, they are more likely to invest in their
businesses.

Scatter Plot 5.1: Relation between Percentage of Firms with Any

Fixed Assets and Law & Order Sub-Index
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5.8 Tax Administration:
Finding the Right Level for Taxes

While paying taxes is an inevitable and necessary part of
doing business, cumbersome and complex tax
administration can impose undue costs on firms, making
it difficult to pay taxes or to pay the right amount of tax
on time. While some firms will always try to circumvent
the tax system, research has shown that firms are
willing to pay relatively higher marginal tax rates as long
as the tax administration is not perceived as
burdensome. Conversely, when tax administration is
burdensome, it is correlated with increased informal
activity in the economy.® In short, when the tax
system is difficult to navigate, many firms simply choose
to remain outside the formal system. For these firms, it
may be more efficient to pay off individual tax officials
with bribes or find other ways to avoid payment rather
than to deal with the hassle of legally paying taxes. This
not only deprives firms of the henefits of formalization
(such as access to formal credit), but also implicitly
divests revenue from national and local governments
needed to provide quality services. This further degrades
the business environment, as firms have to face poor
infrastructure and sub-standard services which
adversely impact their development.

Figure 5.8: Tax Administration Sub-Index
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The Tax Administration sub-index addresses the
relatively burdensome Bangladeshi tax system through
one dimension and four indicators (Appendix 3). The first
two indicators deal with the efficiency of tax collection,
while the final two indicators are measures of the
arbitrary nature of the tax system. If taxes are not
predictable for firms or if taxes can easily be avoided
through informal payments to individual tax officials, it
reflects the arbitrariness and inefficiency of the system.

The results of the Tax Administration sub-index (Figure
5.8) show that Khulna (9.3) received the highest score
by nearly two points over second- and third-ranked
Jessore (7.73) and Chittagong (7.75). As highlighted in
Appendix 5, Khulna received the highest score on three
indicators, with 81% of firms reporting to pay some
taxes, 71% of firms paying VAT or turnover taxes and
nearly 70% of firms considering the tax system
effective. Khulna also received a relatively good score on
the last indicator, with only 19% of firms reporting that
negotiations with the tax authority are a normal part of
doing business. Jessore and Chittagong received
similarly strong scores across all of the indicators. These
findings illustrate that for these districts, the tax system
is relatively more efficient and less arbitrary than that of
many other districts.

Cox's Bazar (3.4) received the lowest score on the Tax
Administration sub-index, more than 1 point lower than
the penultimate finisher Sylhet (4.5). Cox's Bazar had
relative low scores across the first three indicators, with
only 54% of firms paying any taxes, 23% of firms
paying VAT or turnover taxes and less than 20% of firms
reporting that the tax system is effective or very
effective. The district received its best scores on the
last indicator with only 21% of firms indicating that
negotiations with the tax authority are part of doing
business. Sylhet had similarly low scores, with the
lowest percentage of firms (50%) reporting that they
paid any taxes. These results show that the efficiency
and arbitrariness of tax administration varies greatly
across districts.



5.8.1 Relationship between District GDP Per
Capita and Tax Administration Sub-Index

The scatter plot below shows the relationship between
district GDP per capita and the Tax Administration sub-
index, which is clearly and positively correlated. This
plot indicates that there is a strong relationship between
the quality of tax administration and district GDP.

disputes for private sector development. Proper contract
enforcement and dispute resolution mechanisms reduce
risk and uncertainty in commercial and financial
relationships by assuring firm owners and investors that
their contractual rights will be upheld by the courts.
When contractual or other types of disputes cannot be
resolved in a timely and cost effective manner by the
courts, firms tend to rely on informal or traditional

Scatter Plot 5.2: Relationship between District GDP Per Capita and

Tax Administration Sub-Index
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5.9 Dispute Resolution: Fair and Affordable
Dispute Resolution Systems as a Key Element
of Business

A key component of the business environment is the
government's ability to enforce contracts and resolve
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dispute resolution systems, which function at varying
levels of efficiency. In a situation where firms cannot
rely on a system they trust, firms are less likely to take
on investment risk or enter commercial agreements for
fear that their rights might not be upheld or that it will
be unduly costly in terms of time and money to go to
court.



In Bangladesh, many prefer to resolve disputes out of
court or to use alternative dispute resolution
mechanisms like the traditional Shalish system, in which
a local Shalishkar adjudicates local cases outside of the
formal court system. While this system has functional
problems-most notably bias on the part of the
Shalishkar-many Bangladeshis still prefer it to the formal
system.

The Dispute Resolution sub-index measures use and
satisfaction with both the formal and informal systems
across two dimensions and four indicators (Appendix 3).
Dimension 1 deals solely with firms' confidence in the
legal system's ahility to uphold contracts. Dimension 2
deals with firms' use of and satisfaction with various
formal and informal institutions.

Figure 5.9 below describes the results of the Dispute
Resolution sub-index with Sylhet (9.0) more than two
point intervals ahead of the second- and third- ranked
Patuakhali (6.9) and Kushtia (6.8). As illustrated in
Appendix 5, Sylhet received the second highest overall
score on Dimension 1, with nearly 91% of the firms
reporting that they considered the process for disputing
contracts fair.

Figure 5.9: Dispute Resolution Sub-Index
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Sylhet also received the highest score in Dimension 2,
with the highest percentage of firms using local dispute
resolution mechanisms (75%) and 96% of firms
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indicating that they were satisfied with the dispute
resolution mechanism of their choice. Patuakhali and
Kushtia also received relatively high scores across both
dimensions, although both districts had markedly lower
use of local institutions- 25% and 22% respectively. In
these two districts, while use of local institutions is low,
satisfaction with other dispute resolution mechanisms is
relatively high.

Tangail (3.05) received the lowest overall score, driven
primarily by its score on Dimension 1, with only 27% of
firms believing that contracts will be upheld and 35% of
firms thinking that there is a fair process to dispute
rental contract changes. The results for Dimension 2,
however, were mixed as no firms use local institutions
for dispute resolution, but 93% of firms are satisfied
with their chosen method of dispute resolution. This
highlights the fact that while much of the dispute
resolution that occurs in Bangladesh may be private and
informal, firms can be highly satisfied with such
methods.

5.10 Infrastructure:
Building Structures for Growth

Infrastructure is comprised of the basic installations that
support a country's daily living and economic activity. A
country's infrastructure helps determine the success of
manufacturing, commercial and agricultural activities.
Investments in water, sanitation, energy, housing, and
transport also improve lives and help reduce poverty.
Additionally, new information and communication
technologies promote growth, improve delivery of health
and other services, expand the reach of education, and
support social and cultural advances.

Infrastructure development in Bangladesh is a challenge
due to its unique geographical location and climate
pattern. Situated near sea level and often called the
"land of a thousand rivers" much of the country is
flooded annually by monsoon rains. While such rains are
necessary for agriculture, they often wash out roads and
interrupt power, imposing implicit costs to firms and
occasionally disrupting normal operations.



The Infrastructure sub-index deals with two important
dimensions of infrastructure provision-quality and
availability-across six indicators (Appendix 3). The first
indicators across both dimensions utilized factor analysis
to create scores of quality and availability.®

Figure 5.10 below shows the results of the
Infrastructure Sub-Index with Kushtia (8.1) receiving the
highest score over second- and third-ranking Comilla
(7.5) and Faridpur (7.3). While Kushtia did not receive

Figure 5.10: Infrastructure Sub-Index
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18 Factor analysis is a statistical tool for reducing several highly correlated
variables into a small number of uncorrelated variables, which are called
"factors.”
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the highest score in Dimension 1, it received a relatively
good score largely driven by its high infrastructure
quality factor score and its high percentage of paved
roads (77%). Kushtia received the highest Dimension 2
score with the most kilometers of road per square
kilometer (0.27 KM) and the most kilometers of paved
road per square kilometer (0.206 KM). Comilla and
Faridpur received relatively balanced scores across all
indicators on both of the dimensions, indicating that
these districts are doing relatively well in both
infrastructure quality and availability.

While the South-western district of Patuakhali (3.76)
received the lowest score, it is interesting to note that
Bangladesh's largest cities-Dhaka (4.1), Chittagong (4.3)
and Khulna (4.2)-also received similarly poor scores. For
all of these cities, the factor scores for both quality and
availability are negative and Dhaka has the lowest
percentage of paved roads out of total roads (60%)
among all districts. These mega cities face multiple
challenges related to their size and rapid urbanization,
which undoubtedly contributed to their low rankings.
Being the centers of business and investment, it is
critical their governments invest heavily in the
development of infrastructure given that they will be the
engines of growth and development for Bangladesh for
the foreseeable future.



6. Concluding Remarks and Policy Implications

The 2010 Bangladesh Economic Governance Index
presents detailed research based on firm-level data on
district business environments. It provides information
on how local business people understand and perceive
the environment in which they start and operate their
businesses; what aspects they find most constraining;
and how they feel regarding the performance of their
local authorities.

The EGI is meant to serve several important purposes.
First, it draws attention to the importance of the private
sector in local-level development and the need for
supportive business environments at the sub-national
level to ensure greater local economic competitiveness.
Second, by highlighting the strengths and weaknesses of
each district on each key sub-index, the EGI provides
practical information for actionable steps that can
improve the business environment. Finally, the EGI can
create opportunities for greater understanding between
the public and the private sectors.

6.1 The EGI as a Tool for Reflection

The EGI index ranking is meant to inspire the desire for
improvement and act as a practical tool for officials to
use in developing an actionable policy agenda in
consultation with the private sector.

6.2 The EGI as a Tool for Policy Reforms

By focusing on economic governance, the EGI
emphasizes policies, initiatives, and performance of the
district authorities, thus setting the stage for needed
adjustments and reforms. An important function of EGI
is to serve as a policy analysis tool for national and sub-
national governments to help diagnose and address
economic governance. As mentioned previously, the EGI
is a useful tool for local officials and business people to
compare the performance of their district to the
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performance of other districts. The data and
information provided by the EGI provides guidelines that
then need to be analyzed in greater detail to better
diagnose problems, target reforms and isolate the
impacts of policies and programs. Such research-based
evidence is crucial for implementing policies and
programs that can increase economic growth and
improve the quality of life for the Bangladeshi people.

Another useful EGI application is the identification and
dissemination of practical examples of best practices at
the district level. By identifying the best performing
districts in key economic governance areas, the EGI
offers an opportunity to identify initiatives and
potentially applicable best practices that may be
implemented in their own districts.

6.3 Building Public-Private Coalitions for
Improved Competitiveness

Studies conducted by The Asia Foundation on the sub-
national business environment reveal that most affected
enterprises tend to take economic governance constraints
as a given, seek little assistance from local government
officials or other actors, and do not initiate opportunities
to engage with these officials. A principal aim of the EGI
is to help build broader stakeholder support for policy
reform using the EGI's empirical information on the
business environment at the sub-national level. Building
on the findings and recommendations of the EGI and other
research, BICF and The Asia Foundation will continue to
facilitate the development of communication platforms
between the private and public sectors in the four
program districts. District-level dialogues can provide the
platform for the private and public sectors to raise issues,
identify solutions, prioritize areas of reform, disseminate
information, and determine and implement a series of
practical interventions for an improved business
environment.



The EGI can play a catalytic role in fostering a more
open and constructive relationship between the public
and the private sector, at the district level through the
following suggested steps:

1.

Developing a culture of dialogue and participation
among the private sector, public authorities and
civil society;

Using the EGI to set local priorities based on the
strengths and weaknesses of each district;

Conducting in-depth diagnostics of priority areas
and identifying problems;

Setting key recommendations and action plans to
implement these recommendations;

Identifying and learning from other districts' best
practices; and

Broadening dialogue and ensuring information
dissemination.
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The EGI can also be used at the national level to foster
beneficial change by:

1.

Streamlining the regulatory process and
disseminating clear information on the regulatory
environment and ongoing reform processes;

Ensuring that national level policies and reforms
are adapted to the local level and then
understood and implemented;

Strengthening linkages between national and the
sub-national levels for increased transparency
and efficiency; and

Improving interaction among the different levels
of government for a better coordination of policy
reforms that benefit a large portion of the
country's business community.



APPENDIX 1.A

Indexing Methodology

The indexing methodology for the EGI is well established
from other Asia Foundation EGls, including Vietnam,
Cambodia, Indonesia and Sri Lanka. In short, the EGl is a
collection of indicators assembled from the EGI survey
data and hard data that are then standardized to a 10-
point scale and compiled into theoretically-relevant sub-
indices. Those indices are then compiled into unweighted
and weighted overall indexes.

1.A.1 Choosing Sub-Indices and Indicators: The sub-
indices and indicators for the Bangladesh EGI were
carefully chosen to be highly relevant in the Bangladeshi
context. The process of choosing the sub-indices and
indicators was ongoing throughout the life of the EGI
project and required constant refinement. The multi-step
process begins with the survey instrument and ends
with running sophisticated diagnostics on the final
survey data.

1.A.1.1 EGI Survey Instrument: The process of
choosing sub-indices and indicators for the EGI started
with the creation of the survey instrument. The sections
and questions on the survey instrument were carefully
crafted by The Foundation and the IFC to capture
information that was relevant to Bangladesh's business
context.

1.A.1.2 Research Team Meeting and Feedback: Once
the EGI survey data was compiled and cleaned, the
research team met to compile a list of sub-indices and
potential indicators from the survey. The team went
through a long list of potential sub-indices and evaluated
their theoretical and contextual relevance for
Bangladesh. The team finally came to a consensus on
the final 10 sub-indices as fulfilling both criteria.

During the process, the team also chose the
"dimensions" of each sub-index. The "dimensions” of a
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sub-index highlight important theoretical aspects of that
sub-index with indicators grouped under each. For
example, the Access to :Land and Security of Tenure
sub-index, has two dimensions: 1) Access to Land; and
2) Security of Tenure. Each dimension has 2 indicators.
It was important to group indicators under such
dimensions in order to keep them theoretically distinct.
While not all of the sub-indices have more than one
dimension-either because there are not enough indicators
to justify more than one dimension or because there is
no theoretical distinction between the indicators-the
majority do have more than one. Within any given sub-
index each of the dimensions is weighted equally (i.e. in
a sub index with two dimensions, each dimensions is
worth 50% of the total sub-index).

1.A.1.3 Hard Data: While the preliminary choices for
the sub-indices, dimensions and survey indicators were
being made, the research team also made a preliminary
list of the hard data needed for the "hard data"
indicators. Hard data indicators are important because,
like "directly comparable answer"-type guestions from
the survey, they help ameliorate perceptions bias.

1.A.1.4 Data Diagnostics: After the preliminary
choices for the sub-indices and survey indicators were
made the research team performed two additional
diagnostic tests to further ensure that the final sub-
index and overall index scores would be driven by
differences among districts rather than by firm-level
factors. First, the standard errors around district
indicators had to be small enough, so that district scores
at the 75th percentile of a particular indicator were
significantly different from provinces at the 25th
percentile. This check was important, as it means that if
a sub-index were to be replicated on a hundred separate
samples of firms, ninety-five of those times, the same
districts would be at the top end and low ends of a
particular score.



Second, the research team used regression analysis to
ensure that the differences in particular indicators were
not primarily by variation in the type or size of firms
concentrated in particular districts. This test helped
ensure that rankings resulted from universally applicable
governance factors and not as a result of attributes of
particular firms in particular districts. For example, one
might worry that registration procedures take longer for
manufacturing firms and districts with a
disproportionate share of such firms would fare worse in
the rankings. When possible, such indicators were
eliminated altogether from the EGI. When it was not
possible to eliminate these indicators because that
would result in too few indicators being included in the
sub-index, the research team would restrict the sample
to a reasonable set of firms for the analysis. For
example, in the Participation Sub-Index it was clear that
trade firms were more likely to be members of business
associations than manufacturing or service firms and
that this effect was differential across districts,
meaning that districts with a higher concentration of
trade firms would get higher scores than those with
lower concentrations of trade firms. Therefore, the
research team restricted the analysis on this variable to
only trade firms, so that no matter the differing
concentrations of firms across districts, the analysis
was comparing like firms.

1.A.2 Indexing Methodology: Once these theoretical
decisions and diagnostics were complete, the research
team narrowed down its final set of sub-indices,
dimensions and indicators and proceeded with the
indexing methodology.

1.A.2.1 Normalizing Indicators: Once the indicators
were finalized and their district means or medians were
obtained researchers standardized those statistics
around a ten-point scale through a simple normalization
process, using the following formula:

District; — Minimum
Maximum — Minimum

9%

Where Districti is the individual district value, Minimum
is the smallest district value among all of the districts,

28

2010 BEGI

and Maximum is the largest district value among all of
the districts. For some indicators, a large number has
negative interpretation. In these cases, we reversed the
index by subtracting the entire quantity from eleven. An
example of a negative indicator would be the number of
total inspections experienced by each firm. Such an
indicator would use the form:

District; — Minimum
Maximum — Minimum

1T-@%( )+ 1)

There are three principle reasons the research team
normalized the indicators. First, it allowed researchers to
transform indicators into a value that is based solely on
each districts score in comparison to other districts.
Second, the process of normalizing scores allowed
researchers to combine data from different indicators,
which are often in different units, into one sub-index. For
example, it allows researchers to combine an indicator
which is expressed in 'average number of days' with an
indicator which is expressed in 'average number of
firms'. Third, normalizing the data facilitates a
comparison of EGI scores across years throughout
successive iterations.

1.A.2.2 Constructing the Sub-Indices: After the
indicators are normalized, the sub-index scores are
calculated by taking the simple average of indicators. If
a sub-index contains multiple dimensions, the average of
the dimensions is used instead, so that dimensions
receive equal weight. When hard data is used in a sub-
index, the general rule is that the indicator must account
for 40% of the total sub-index. If hard data is used in a
sub-index that has multiple dimensions, however, the
rule is adapted so that the hard indicators account for
only 40% of the particular dimension, so as not to
distort the overall meaning of the index.

1.A.2.3 Constructing the Final Sub-Index: Once the
sub-indices are all constructed, the final unweighted sub-
index is compiled by simply summing up all ten sub-
indices. For the 2010 EGI, the research team also
decided to weight the final version of the sub-index to
ensure that it was highly policy relevant. Weighting each
sub-index in terms of importance signals to local officials



how to best prioritize their reform interventions for the
biggest impact.

The weighting process uses regression analysis to
determine the sub-index weights. First, the research
team regressed the binary variable "Plans to Expand”-
which indicates whether a firm is planning to expand or
not over the next two years-on each sub-index,
controlling for firm and district level characteristics.
These analyses use probit models for which the marginal
effects are calculated.

The research team was able to use the coefficients from
these regressions to help create weights for each sub-
index. As Table 1.A.2.3.2 shows, the regression
coefficients gave the research team the marginal
probability of a business expanding based on a 1-point
improvement in any particular index. For example, a 1
point improvement in the Informal Charges Sub-Index
leads to a 4.06% increase in the probability that a
business will expand. Since this coefficient was highly
significant at the 0.01 level, the team gave the Informal

Charges Sub-Index a very high potential impact rating
with a final weight of 15%. All of the other sub-indices
were weighted accordingly in terms of marginal
probability and significance. It is important to note that
the Participation Sub-Index has a high negative
probability-indicating that more participation in the
district negatively impacts a firm's marginal probability
of expansion-and is highly significant. The research team
noted that this was likely evidence of "capture" at the
district level, meaning that only highly connected firms
are able to benefit from participation at the expense of
less well connected firms. While the research team
believes that participation is a normative good that can
help MSMEs in the long run, these results indicate that
the type and the quality of participation for firms in
Bangladesh at the moment is very poor. In this way, the
District Public-Private Dialogues (DPPDs) and other
efforts to encourage quality participation by MSMEs are
important tools for improving how participation impacts
firms in Bangladesh.

Table 1.A.2.3.2 Weights for Final Weighted Economic Governance Index

Sub-Index M&r:;::Il:l";l_’::::::‘:n:fr:::;':ﬁs;“? r:::;;ln Potential Impact Final Weight
Informal Charges 4.06%"** Very High 15%
Law & Order 3.41%** Very High 15%
Transparency 2.81%*** High 12.5%
Time Costs 1.98%*** High 12.5%
Dispute Resolution 1.33%* Med 10.5%
Infrastructure 1.26%* Med 10.5%
Land Access & Tenure 0.28% Med 10.5%
Entry Costs -0.16% Low 5.5%
Tax Administration -1.1%* Low 5.5%
Participation 2.2%*** Very Low 2.5%

that coefficient is significant at the 0.01 level

*Indicates that coefficient is significant at the 0.1 level; ** Indicates that coefficient is significant at the 0.5 level; *** Indicates

:
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APPENDIX 1.B

District Selection

1.B.1 Choice of 4 Public-Private Dialogue Program
Districts from the 64 districts: The BICF-Asia
Foundation program aimed at improving the business
environment at the district level was originally
implemented in four pilot districts headquarters. The
choice of these program districts (Bogra, Barisal,
Rajshahi and Sylhet) was based on the consideration
that they are politically and economically important
district towns, have a relatively strong SME bases with
large potential for growth, and have a greater chance of
being taken seriously in national level dialogues
concerning regulations and policy making for SMEs. The
final selection was also purposively driven by
considerations relating to logistics and ease of
management oversight. While districts housing the seven
divisional headquarters (these are all headquarters of
former greater districts) are suitable on the basis of
these considerations, it was observed that Dhaka,
Chittagong, and Khulna districts have urban population
proportions (UPPs) of more than 50 percent which is
atypical of the rest of the country.. In fact, 52 districts
have UPPs less than 20 percent, and all the selected
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program districts (except Rajshahi) fall in this set. The
choice of Rajshahi (which has an UPP of 34.1 percent) is
based on the fact that it has a relatively low UPP,
houses a divisional headquarter, and has a good SME
base. Barisal and Sylhet districts also house the
respective divisional headquarter, while the outlier,
Bogra, has traditionally been a strong SME growth area
and was also the seat of a former greater district
(Greater Bogra district). All four districts have relatively
similar SME supportive infrastructure and none of them
have piped gas connections with the national pipeline.

1.B.2 Choice of 15 Comparison Districts for the EGI
Survey: With the four program districts being the seat
of the district headquarters of former greater districts,
comparability requires the other comparator districts for
the EGI to be seats of former greater district
headquarters as well. While former subdivisions were
upgraded to districts, their headquarters did not develop
as fast as the former greater district headquarters.
Consequently, it was logical to designate as the other
comparator EGI districts those which house former
greater district headquarters as well. This yields 15
comparator districts.



APPENDIX 1.C

Business Listing and Sampling Frame

This first baseline 2010 EGI initiative in Bangladesh
covers 19 districts throughout the country. The survey
was conducted in the City Corporation or municipal area
of each district headquarters.'”

In 2003, the Bangladesh Bureau of Statistics (BBS)
conducted a national census of fixed business
establishments (updated in 2006). Of the total 3.7
million enterprises recorded in the census, approximately
85,000 employ 10 or more workers (10+
establishments). Enterprises are classified as permanent,
temporary and household premise-based. The EGI survey
confined itself to permanent establishments, defined as
those having fixed location and permanent structure (i.e.,
lasting more than a year). There are about 1 million such
establishments of all size classes in all the municipalities
and city corporations of the country. 18

Data International (DI) had access to BBS's
computerized dataset of the 10+ worker
establishments. However, BBS decided not to make their
census data on enterprises employing 10 or less workers
(10- establishments) available for general public use.
Even if the complete data on all enterprises were
available, the question would still remain as to whether
this database (which was updated in 2006) could
reliably be used in 2009. It was therefore considered

' Unions adjoining each city corporation/municipality area would also be
included. This would allow for inclusion in the survey of enterprises located
just outside the city limits.

'8 The following sub-sectors in the BBS census were excluded: mining and
quarrying; bank, insurance and financial institutions; real estate and renting;
public administration and defense; education services; health and social
works; and community, social and personal services. Included are
manufacturing, construction, wholesale and retail trade, hotel and restaurant
services, and transport, storage and communication services. Agricultural
production activities would remain excluded except for commercial fisheries
and associated industries (for example, hatcheries), and commercial poultry
and livestock farms.
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necessary to conduct a business listing (similar to a
census, but not as large in scope) of SMEs in each of the
19 district towns from which to draw the sampling of
enterprises for the EGI survey.

1.C.1: Business Listing: Conducting a complete
census of enterprises in the 19 district headquarters
would have been too costly in terms of time and budget.
Therefore, it was necessary to pick a sample of areas
(henceforth called “primary sampling units” or PSUs)
within each of the 19 district HQs for the business
listing. The PSUs had to reasonably reflect the
composition of firms within each city. However
traditional sampling methods—purposive sampling and
simple random sampling—had drawbacks. Purposive
sampling in a given district based on firm characteristics
such as firm size could have biased the sample for the
listing from the start, as research has shown that firms
choose their locations at least partially on the basis of
their own characteristics. On the other hand, randomly
choosing certain areas of a city for PSUs would run the
risk of not capturing areas with many firms, as the
number of firms varies from area to area.

The research team decided to use a method called
Probability Proportional Sampling to Size (PPS) to avert
these problems. PPS is a cluster probability sampling
method that takes into account the population of firms
in any given area, so that areas with more firms are
more likely to be selected into the sample. Once the
PSUs within each city are selected, enumerators were
sent out to each of the selected PSUs to field the census
questionnaire to all firms within that PSU. The specific
steps taken to implement the PPS methodology are
described in detail below.



1.C.2 Steps in Implementing the PPS Methodology

1.

Identification of PSUs: The district headquarters
are administratively divided into a number of wards,
and each ward is comprised of a number of
‘mahallas/paras’ or neighborhoods, which served as
the PSUs. DI collected lists of all mahallas/paras
from the Economic Census 2003 (and 2006 update).
This list was then matched with the mahallas/paras
listed in the BBS Population Census 2001 database.
DI prepared a comprehensive list and field
investigators subsequently made physical visits to
cross-check on the information. An updated list of
mahallas/paras was then prepared to reflect the
current position. [n many instances, the
mabhallas/paras reported in the Economic Census had
to be split into several segments as they were found
to be too generalized.

Estimating the Population in each PSU: DI sorted
the BBS 10+ data from the 2003 Economic Census
and 2006 update to get the population of
enterprises in each mahalla/paras. However, to
identify the number of enterprises in each
‘mahalla/para’, use of the available BBS data for
10+ enterprises alone would have been misleading
since a ‘mahalla/para’ observed to have only a very
few 10+ enterprises might have a more than
average number of 10- enterprises and consequently
may have higher enterprise population than that
indicated by the BBS 10+ data alone. To justify use
of the BBS 10+ listing to obtain enterprise
concentrations in each sub-ward would require the
assumption that 10- enterprises are more or less
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equally distributed across all ‘paras’, which was not
a reasonable assumption. To supplement the BBS
data on 10+ enterprises and to estimate the
population of 10+ and 10- enterprises in each
‘'mahalla/para’ of each district town, DI obtained
valuable information from various Business
Membership Organizations (Chambers of Commerce,
business associations, local
governments—municipalities, unions) as well as from
knowledgeable persons.

After completion of the above two steps, the
'mahallas/paras’ that had relatively low business
concentration (such as residential areas) were
dropped from the listing. Soon after finalizing the list
of business concentrated areas, teams from DI
visited each of the listed area and compiled rough
estimations of the number of enterprises in that
location. Attempts were also made to count the
number of 10+ enterprises in each of the locations.

Using Probability Proportional to Size (PPS) sampling
technique, a minimum of 8 locations or 10% of the
identified business concentrated areas, whichever
higher, was selected for census listing.

Once the PPS lists were complete, DI conducted a
census of all enterprises in the sampled
mabhallas/paras to serve as a sample frame for the
EGI survey. Teams from DI visited all visible
enterprises in selected locations and recorded
information on their employment, type of business
and legal status.



APPENDIX 1.D

Sampling for the EGI Survey

1.D.1 Stratification Design: For the EGI survey
sample, the research team took a stratified random
district-level sample of 3,800 firms (200 per 19
districts). In total there were nine strata comprising
sector type and firm size. Sector type was divided in
three strata: (i) manufacturing; (i) trade and (iii) services.
Size class was defined in terms of full-time employment,
and was also divided into three strata. However,
microenterprises with less than three workers were not
included in the sample of firms to be surveyed. 19

1.D.2 Oversampling Strategy: The study sample
design limited to 200 the number of enterprises to be
interviewed in each district headquarter due to resource
and time limitations. The objective of stratification by
sector and size warranted a minimum acceptable
coverage of each of the 9 strata to draw inferences
about the population characteristics from the sampled
firms in each stratum. Based on the Business Listing
information, usage of a completely random sampling
approach would yield a very high representation from the
3-b worker sized enterprises and too few from the large
size classes. As Table 1D.2.1 shows for Barisal, the
population breakdowns yield very low percentage of

Table 1.D.2.1 Strata Breakdown

Subsector Jtob 6to9 10-99
workers | workers | workers
Manufacturing | 23.8% 5.7% 4.2%
Trade 35.1% 2.8% 1.9%
Services 19.5% 4.3% 2.7%
Total 78.4% 12.8% 8.8%

19 The sample is restricted to firms with three employees or more because
firms smaller than this level have very little interaction with the government.
The size classification of enterprises follows BBS’s definition in the Economic
Census; BBS defines enterprises with up to 9 employees as micro, those with
10 to 49 employees as small, and those with 50 to 90 employees as medium.
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larger size classes For example, under these strata, with
200 firms sampled, fewer than 4 trade firms with 10-99
employees would be sampled. Thus, the research team
decided to devise an oversampling strategy that would
allow enough units from each strata to be reliable.

For the oversampling strategy, it was argued that the ‘3-
5" workers enterprises were completely different in
nature from the ‘6-9' and 10+ enterprises. Accordingly,
the expedient course was to treat them as different
universes and pick 100 from the '3-5" enterprises (Group
A) and 100 from the '6-9" and '10-99' enterprises (Group
B). Once the proportion for the two enterprise universes
(i.e. Group A: 3-5 workers and Group B: 6-99 workers)
was calculated, actual numbers of enterprises to be
interviewed in each strata were estimated. Group B had
two size classes — Group B1 and Group B2, representing
firms with 6-9 employees and 10+, respectively. As an
illustration, by splitting the 200 firms for the sample
evenly between the two groups as Table 1.D.2.2 shows
,the percentage of Group B firms sampled increases,
successfully oversampling such firms, while the
percentage of Group A firms sampled decreases.

Table 1.D.2.2 Oversampling Strategy
Subsector Group A | Group B1 | Group B2
Manufacturing |  30% 26% 20%
Trade 45% 13% 9%
Service 25% 20% 12%
Total 100% 59% 4%

1.D.3 Sampling of Firms: Once the stratification and
oversampling strategies were finalized, firms were
selected from their strata. DI then conducted face-to-
face interviews with these 200 firms in all 19 EGI
districts. Since it was imperative to obtain 200 firm
respondents from each of the 19 districts, DI created a
5% additional sample for each strata and group as a
replacement sample in case of refusal or unavailability.



The response rate for non-replacement for the total
sample was 89.4%, extremely high for face-to-face firm
interviews. Table 1D.3 shows the response rates by
district, which were tightly grouped around the overall
mean of 89.4%, indicating that differential response
rates were not a problem.20

Table 1D.3: Response Rates by District

District Mean District Mean
Barisal 81.5% Kushtia 82.5%
Bogra 89.0% | Mymensingh | 90.0%
Chittagong 82.0% Noakhali 100.0%
Comilla 97.5% Pabna 89.0%
Cox's Bazar| 87.0% Patuakhali 90.0%
Dhaka 83.0% Rajshahi 97.0%
Dinajpur 95.0% Rangpur 89.5%
Faridpur 97.5% Sylhet 94.0%
Jessore 93.5% Tangail 99.0%
Khulna 62.5%

Mean District Response Rate | 89.4%

1.D.4 Post-Stratification Weights: Once the data was
collected for the 3,800 firms, it was necessary to
reweight the sample back to the original Business Listing
district breakdowns, since medium and large firms were

20 The one outlier was Khulna, with a below average non-replacement
response rate of 62.5%. However, in robustness tests, response rates were
not shown to affect the scores of the overall unweighted index, indicating
that low response rates did not affect the EGI rankings.
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oversampled. In order to calculate the post-stratification
weights the research team used the following standard
formula for each stratum in each district:

(Prop.Population)/(Prop.Sample)

This equation creates the post-stratification weights by
dividing the proportion of the population (from the
original business listing) in the strata by the proportion
of the sample.

1.D.5: EGI Survey Sample: Table 1.D.5 below provides
descriptive information on the firms that answered the
survey. Three samples of firms are compared. Column 1
assesses the original sample of firms in which medium
and large business are oversampled at the district level.
Column 2 looks at the reweighted samples that are
representative at the district level and were used for the
EGI analysis. The last column looks at the data
weighted for a national-level analysis. By stratifying on
the district-level the EGI tends to underestimate large
districts like Dhaka and Chittagong. To provide national-
level analysis Column 3 reweights answers using the
national population proportions from the business listing,
so that the importance of large districts like Dhaka are
accurately reflected.



Table 1.D.5 Profile of the Sample Firms

Respondent's Position in Firm

Owner 57.26% 60.07% 59%
Owner without Management Responsibilities 15.87% 14.02% 14%
Manager 26.87% 25.91% 27%
Establishment Year

2006 to 2009 27.09% 28.95% 28.22%
2002 to 2005 19.43% 19.65% 19.55%
1998 to 2001 15.67% 15.77% 15.94%
1994 to 1997 10.51% 10.27% 10.22%
1990 to 1993 7.14% 6.83% 6.66%
Before 1990 20.17% 18.54% 19.41%
Size of Firm (Number of Full-Time Current Employees)

1t03 23.92% 36.12% 37.32%
4 to 6 41.87% 49.22% 49.29%
71010 20.92% 8.95% 8.34%
11t0 19 9.61% 4.14% 3.67%
20+ 3.68% 1.58% 1.39%
Primary Sector

Manufacturing 32.84% 28.47% 24.91%
Services 21.50% 19.96% 14.67%
Trade 45.66% 51.57% 60.42%
Legal Status

Sole proprietorship 90.24% 92% 91.64%
Partnership 9.29% 8% 8.05%
Co-operative society 0.18% 0% 0.15%
Private Limited Liability Company 0.24% 0% 0.13%
Publicly Listed Company 0.05% 0% 0.03%
Plans Over the Next Two Years

Increase Size of Operations Considerably 19.96% 18.33% 18.25%
Increase Size of Operations 55.89% 57.13% 57.07%
Continue Operating at Present Size 21.62% 22.01% 22.00%
Reduce Size of Operations 1.50% 1.48% 1.57%
Reduce Size of Operations Considerably 0.18% 0.23% 0.22%
Close this Business 0.84% 0.82% 0.88%

I
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APPENDIX 3

Description of Sub-Indices and Indicators

1. Entry Cost Sub-Index

Dimension 1: Time Costs — a measure of the length of
waiting periods for required licenses.

a) Median number of days firms wait for a trade license;
b) Median number of days firms wait for a tax
identification number certificate;

Median number of days firms wait for a VAT
certificate;

d) Percentage of fully formal firms in the district.
Dimension 2: Monetary Costs — a measure of the
expense that businesses incur for each required
document.

e) Median fee for a trade license;

f) Median fee for a tax identification number certificate;
g) Median fee for a VAT certificate.

c)

2. Land Access and Security of Tenure

Dimension 1: Land Access — a measure of the ease of

purchasing or renting land for business purposes.

a) Number of firms with a Dalil (land title);

b) Percentage of firms stating that it was difficult or
very difficult to obtain a Dalil.

Dimension 2: Land Tenure — a measure of the security

of land tenure for business purposes.

c) Percentage of firms rating expropriation risk high or

very high in their district;

Percentage of firms rating the risk of changes in

rental contracts high or very high.

d)

3. Transparency

Dimension 1: Access and Equity of Information — a
measure of the ease and equity of obtaining government
regulatory information.

a) Percentage of firms that had easy or very easy
access to a series of important informational
documents for their firm;

Percentage of firms that said they were very or
reasonably well informed about existing laws and
policies.

b)

£
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Percentage of firms that stated that a relationship
with a government official is always or frequently
necessary to obtain documents;

Dimension 2: Predictability and Consistency — a
measure of the predictability and consistency of laws and
policies.

d) Percentage of firms that said that there are always
or frequently changes to laws and policies that
materially affect their business;

Percentage of firms that stated that they were
always or frequently informed about such changes.
Dimension 3: Independent Observation of
Government Offices — an independent rating of the
ease of obtaining information from three government
offices to start a business.

f) Rating for Trade License Office

g) Rating for Tax Office

h) Rating for VAT Office

c)

e

4. Time Costs of Regulatory Compliance

Dimension 1: Time Costs of Regulatory Compliance
— ameasure of time spent on government regulatory
compliance

a) Median number of minutes it takes to complete a
VAT inspection.

Median number of days it takes to obtain a dalil;
Percentage of firms whose senior management
spends more than 15 days dealing with regulatory
compliance issues.

b)
c)

5. Informal Charges

Dimension 1: Firm Level Corruption — a measure of
monetary payments for getting services delivered:

a) Percentage of firms that reported that informal
payments occur in their line of business;

Percentage of firms that stated that they always or
frequently know that the amount of informal
payment;

b)



Percentage of firms that said that they always or
frequently get expected service with additional
payment.

Dimension 2: Systemic Corruption — a more general
measure of corruption which is routinely observed for
public projects:

d) Percentage of firms that consider public procurement
contracts are always or frequently transparent.
Percentage of firms that believe that public
procurement contracts are always or frequently fair.
f)  Percentage of firms that find personal connections
with government officials important or very
important.

Percentage of firms that find personal connections
with political parties important or very important.

c)

e)

9)

6. Participation

Dimension 1: Participation — a measure of
associational activity and engagement with state actors.
a) Percentage of firms in the district that are members
of at least one business association;

Percentage of firms that said that local government
always or frequently engages with them when a new
law is introduced;

Percentage of firms that say that they are very or
reasonably well informed about existing laws and
policies.

b)

c)

7. Law and Order

Dimension 1: Explicit Loss from Crime — a measure of
the scope and intensity of explicit losses from crime

a) Percentage of firms in the district that experienced
losses in the past year due to extortion, theft,
robbery, vandalism or arson;

Monetary loss due to crime as a percentage of total
sales (monetary loss/total sales).

Dimension 2: Security Spending — a measure of the
implicit opportunity cost of crime though security
spending

c) Percentage of firms in the district that make
protection payments to police officers or local
mastans;

Monetary spending on security equipment and
protection payments as a percentage of total sales
(security spending/total sales).

b)

d)

40
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8. Tax Administration

Dimension 1: Tax Administration — a measure of the
burden of tax administration.

a) Percentage of firms paying any taxes (profit, VAT or
turnover);

Percentage of firms paying VAT or turnover taxes;
Percentage of firms that said that tax collection is
effective or very effective;

Percentage of firms that said that negotiating with
the tax authority is a normal part of doing business.

b)
c)

d)

9. Dispute Resolution Dimensions

Dimension 1: Confidence in Upholding Property
Rights — a measure of firm confidence in the state’s
ability to uphold property rights.

a) Percentage of firms that have confidence that the
legal system will uphold contracts;
b) Percentage of firms that believe that there is a fair

process to dispute rental contracts.
Dimension 2: Satisfaction with Dispute Resolution
Mechanisms — a measure of the use of local institutions
(formal and informal) as well as satisfaction with dispute
resolution mechanisms.
c) Percentage of firms that used local institutions in the
past year to resolve disputes;
Percentage of firms satisfied or very satisfied with
their dispute resolution mechanism.

d)

10. Infrastructure

Dimension 1: Infrastructure Quality — a measure of

the quality of infrastructure.

a) Factor analysis of infrastructure variables (quality);

b) Median number of power outages per day;

c) Proportion of paved roads out of the total number of
roads (paved roads/total roads).

Dimension 2: Infrastructure Availability — a measure

of the score of infrastructure available.

d) Factor analysis of infrastructure variables
(availability);

e) Kilometers of road per square foot of the district;

f)  Kilometers of paved road per square foot of the
district.



APPENDIX 4
Results by Districts (Strongest to Weakest in Descending Order)

Unweighted Sub-Indices Barisal

Entry Costs
Land Access & Tenure
Time Costs
Transparency
Tax Administration
Law & Order
Informal Charges
Dispute Resolution
Infrastructure
Participation

0 2 4 6

8

Unweighted Sub-Indices Chittagong

Tax Administration
Time Costs

Law & Order

Entry Costs

Informal Charges
Dispute Resolution
Infrastructure
Participation
Land Access & Tenure
Infrastructure

0 2 4 6

Eu
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Unweighted Sub-Indices Bogra

Land Access & Tenure
Law & Order
Infrastructure
Dispute Resolution
Tax Administration
Informal Charges
Entry Costs
Transparency
Time Costs
Participation

0 2 4 6 8

10

Unweighted Sub-Indices Comilla

Land Access & Tenure
Infrastructure
Tax Administration
Law & Order
Transparency

Time Costs

Entry Costs

Dispute Resolution
Informal Charges
Participation

0 2 4 6

8




Unweighted Sub-Indices Cox's Bazar

Land Access & Tenure
Time Costs
Law & Order
Informal Charges
Entry Costs
Dispute Resolution
Infrastructure
Participation
Transparency
Tax Administration

0

Unweighted Sub-Indices Dinajpur

Land Access & Tenure
Time Costs
Law & Order
Informal Charges
Entry Costs
Infrastructure
Transparency
Dispute Resolution
Tax Administration
Participation

o

Unweighted Sub-Indices Dhaka

Law & Order
Time Costs
Land Access & Tenure
Dispute Resolution
Tax Administration
Infrastructure
Transparency
Informal Charges
Entry Costs
Participation
0 2 4 6

2010 BEGI

Unweighted Sub-Indices Faridpur

Land Access & Tenure
Law & Order
Time Costs
Infrastructure
Informal Charges
Entry Costs
Transparency
Dispute Resolution

Tax Administration
Participation

0 2 4 6 8 1




Unweighted Sub-Indices Jessore

Tax Administration
Time Costs

Land Access & Tenure
Entry Costs

Dispute Resolution
Law & Order

Infrastructure
Informal Charges
Transparency
Participation

0 2 4 6

8

Unweighted Sub-Indices Kushtia

Time Costs
Infrastructure
Transparency

Law & Order

Land Access & Tenure
Dispute Resolution
Tax Administration
Informal Charges
Entry Costs
Participation

0 2 4 6 8

43
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Unweighted Sub-Indices Khulna

Tax Administration
Law & Order

Entry Costs

Informal Costs

Time Costs

Dispute Resolution
Land Access & Tenure
Infrastructure
Transparency
Participation

o
N
S
@

Unweighted Sub-Indices Mymensingh

Time Costs

Law & Order

Land Access & Tenure
Tax Administration
Dispute Resolution
Infrastructure
Informal Charges
Entry Costs
Transparency
Participation

C,A
[\
S
(=)




Unweighted Sub-Indices Noakhali

0 2 4 6

Unweighted Sub-Indices Patuakhali

0 2 4 6 8

Law & Order

Time Costs

Entry Costs
Participation
Transparency

Land Access & Tenure
Informal Charges
Tax Administration
Dispute Resolution
Infrastructure

Time Costs

Entry Costs
Participation

Dispute Resolution
Tax Administration
Law & Order

Land Access & Tenure
Transparency
Informal Charges
Infrastructure

2010 BEGI

Unweighted Sub-Indices Pabna

Law & Order

Land Access & Tenure
Time Costs
Infrastructure

Entry Costs
Tax Administration
Transparency
Dispute Resolution
Participation

Informal Charges

o-
[N
S
@
©

Unweighted Sub-Indices Rajshahi

Law & Order

Dispute Resolution
Land Access & Tenure
Infrastructure

Tax Administration
Informal Charges

Entry Costs

Time Costs

Transparency

Participation
0 2 4 6 8




Unweighted Sub-Indices Rangpur

Land Access & Tenure
Time Costs
Infrastructure

Law & Order

Entry Costs

Dispute Resolution
Transparency
Tax Adminstration
Informal Charges
Participation

0 2 4 6

Unweighted Sub-Indices Tangail

Land Access & Tenure
Time Costs
Infrastructue

Law & Order

Entry Costs
Tax Administrtion
Informal Charges
Transparency
Dispute Resolution
Participation

0 2 4 8

8
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Unweighted Sub-Indices Sylhet

Time Costs

Dispute Resolution
Law & Order
Infrastructure

Entry Costs
Transparency

Land Access & Tenure
Informal Charges
Tax Administration
Participation

o
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WORLD BANK GROUP. International Development

To implement the first edition of the Bangladesh Economic Governance Index (BEGI),
The Asia Foundation has received financial support from the Bangladesh Investment Climate
Fund (BICF). The BEGlI is part of the Local Economic Governance Program — Enhancing the
Sustainability and Stakeholder Ownership of Investment Climate Reforms in Bangladesh.

The Bangladesh Investment Climate Fund (BICF) provides advisory services aimed at
improving business operating environment in Bangladesh. BICF is managed by IFC,
in partnership with the U.K Department for International Development and the European
Union. Its objectives are consistent with the Bangladesh government’s strategic vision for
private sector development within its poverty reduction strategy. Government agencies and
BICF—in close collaboration with the key stakeholders in Bangladesh—jointly design and
implement programs to institute business friendly policies, laws and regulations, and
strengthen the institutions that implement them.

@ The Asia Foundation

The Asia Foundation is a non-profit, non-governmental organization committed to the
development of a peaceful, prosperous, just, and open Asia-Pacific region. The Foundation
supports programs in Asia that help improve governance, law, and civil society; women'’s
empowerment; economic reform and development; and international relations. Drawing
on nearly 60 years of experience in Asia, the Foundation collaborates with private and
public partners to support leadership and institutional development, exchanges, and
policy research.

With 18 offices throughout Asia, an office in Washington, DC, and its headquarters in
San Francisco, the Foundation addresses these issues on both a country and regional level.
In 2009, the Foundation provided more than $86 million in program support and distributed
nearly one million books and journals valued at over $43 million.

For more information, visit The Asia Foundation’s website at: www.asiafoundation.org

Cover photos by: Jon Jamieson and Hafizur Rahman Dipu, The Asia Foundation; ® @&igalive < by Jayanta Debanth
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