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1 Introduction

Asda, for some time now, has been amgjor influence in the global economy.
South Adia, however, lags far behind in comparison despite its huge potentid.
Opportunities abound in terms of prospective investment in the South Asian
countries snce they offer different sorts of incentives. Many countries do not
show any discriminating attitude towards foreign investors and they are
alowed to take home their profits. In fact, over the last few years, countriesin
South Asia have come to adopt Foreign Direct Investment (FDI)-specific
regulatory frameworks to support their investment-related objectives. These
have been reflected in recent trends of the FDI inflowsin South Asa, which
increased by 32% as awhole and amounted US$ 4 hillion in 2001 while globdl
FDI inflows plunged by 51%. South Asan countries received US$ 3 hillion as
FDI in 2000.

UNCTAD's World Investment Report (WIR) 2002 revesled thet globa FDI
inflows, after reaching US$1492 hillion, record high in 2000, declined sharply
to US$ 735 hillion in 2001. Such aplunge, for the firg time in a decade, was
mainly the result of weakening of the globa economy, notebly in the world's
three largest economies, al of which went into recession. A consequent drop
in the value of crass-border merger and acquisitions, US$ 594 hillion,
completed in 2001, was only hdf of that in 2000 happens to be another reason
aswdll. Asaresult, the downturn in FDI in developed countries was 59%
agang a 14% drop in developing countries.

FDI inflows into South Asiawent up by 32% as awhole and amounted US$ 4
billion in 2001 while South Asan countries received US$ 3 hillion asFDI in
2000. According to the WIR 2002, FDI inflowsto Indiawent up from US$
2319 million in 2000 to US$ 3403 million in 2001 which is a47% increase.
Pakistan, too, experienced an increase in FDI inflow, where it reached US$
385 million in 2001, a 26% increase over US$ 305 million in 2000.

But FDI inflows into Bangladesh declined by 72% in 2001 and reeched US$
78 million againg US$ 280 million in 2000. The dragtic decline of FDI inflow
in Bangladesh atributed to the events of September 11 and its aftermath is
quite plausble.

However, the Board of Investment (BOI), the regulatory body to facilitate
foreign investment in Bangladesh, claimed that Bangladesh received FDI
worth US$ 328.22 million in 2002, more than four times the amount received
ayear ealier.

In fact, there are many negative factors, mostly related to administrative and
legidative matters, which add to the "transaction cost” of doing businessand
discourage foreign investors in countries of South Asia Therefore, declinein
FDI inflow is nat awonder. This paper higHights these negative factors more
specificdly known as adminigrative barriers. Though most of the examples
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have been drawn from the experiences of Bangladesh, in abroader aspect
these are d'so common in other South Asian countries.

Absence of the proper infrastructure fecilitiesisamgor problem in South
Asian countries. Foreign investors are getting increesingly interested in
infrastructure investment such as eectricity, fud, road, ar and sea
communications and segports. Investment is aso risng in the manufacturing
sector, which uncharacteristicaly features more regiond investors compared
to other sectors. Due to many indudtrid technicalities, countries like Koreg,
Japan, Singgpore and Hong Kong are linking their industries with many
devdoping countries. Leading cement firms of theworld are investing in
emerging Asan economies due to strong activitiesin their congdruction sector.

But there are problematic factors ongside these opportunitiesin Ada,
especidly in South Asa Thereis awide oread dissatisfaction over the hiatus
between policies per se and their implementation. Corruption and bureaucratic
bottlenecks are the main reasons. Palitica uncertainty and law and order are
adso held respongible for investment hurdles, as these raise the cost of doing
business. Understandably, these reasons are not equdly applicable for all
countries.
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2 Administrative barriers to FDI:
The bureaucratic tangles

As| have mentioned earlier that despite substantial changes in government
policy, Bangladesh has failed to attract satisfactory levels of FDI and reasons
for thisfailure can be identified quite easly. Government policy is obvioudy
an important factor influencing inflows of FDI. But, there are other, equaly
important factors.

So far asthe investment related policies of the government are concerned,
these are fine in spirit, but their actua implementation continues to creste
obstacles for both locd and foreign investors. An inefficient and not-too-
honest bureaucratic system is primarily respongble for this problem. All the
adminigretive barriers are in fact generated from this non-invesment-friendly
bureaucratic system.

Extent of the barriers: Policy legislation and
Implementation

In this context, the extent of the adminidrative barriersisquitelongwinded

and dso inter-related. Poor policy design and implementation, competitive
weskness, sructurd impediments, low qudity of infrastructure and skills,
week inditutions, poor governance and adminidrative hasdes represent the
administrative barriers that discourage potentia FDI. But the main drawbacks
in the bureaucratic system are inefficiency and corruption, turning the whole
adminigrative functionaries into a harassng experience.

Adminigrative barriers are d o trandaed in different forms and vary from
sector to sector. In Bangladesh, we are used to face barriersin different
regulatory bodies in the form of their policy, legidaion and functions.

National Board of Revenue (NBR) and Board of Investment (the Investment
Promotion Agency) are two important agencies directly related with FDI
operations.

Cost of inefficiency is high indeed

The governance and management of the government entities has been largely
inefficient, ineffective and unresponsive.

The cogt of economy of inefficient services of state-owned entitiesin energy,
telecommunication, ports, raillways and other public utilities and banking, in
terms of increased cogt of doing business has been high indeed. Power outages
and voltage fluctuations, shortage of gas supply particularly due to limited
network, limited telephone services, inadequate urban water supply, and the
high incidental and transaction costs associated with these services have
imposed congderable costs on entrepreneurs.
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In fact, the activities of the public sector utility service providers have been
inward-looking and have not worked well, while the rationae for ‘public
provison has been weak or missing in many areas. And much of the shortfdl
in thelr performance can be linked to ineffective and inefficient management
and unresponsive governance.

Corruption is a disguised form of taxation

Reasons for the extensiveness of officia corruption can be numerous. Many of

these are culturd or sociologica, but the more important ones are
organization-rdated and economic policy-reaed in nature.

Corruption thrives in an environment of pervasive bureaucratic and regulatory
controls. Extensive discretionary powersin the hands of the officids and
wesknessin the legd framework aso induce corruption.

Though corruption afflicts different sections of the society in diverse ways, its
cogtsfal heavily on the investors, entrepreneurs as wel as the business
community. For them, corruption is a disguised form of taxation. When
regulations and controls are pervasive, and effective means of obtaining
redress through legd or adminidrative procedures are absent, businessmen
end up bribing officids to overcome them. Many companies regard bribery as
just one of the costs of doing business and show these payments &s legitimate
business expenses.

Policy discrepancy

Bangladesh offers generous opportunities for investment under its liberdized
Industrid Policy and export-oriented, private sector-led growth srategy and
the rdevant policies are d o dtractive in paper. But, there are severd policy
discrepancies that are quite enough to discourage FDI.

Differential treatment

Although exigting regulations provide for equa trestment of domestic and
foreign investors, cartain discriminatory rules ill continue with regard to
foreign investment. Sanctioning requirements for particular categories of
foreign investment, redirictions againgt capacity expanson, specid regulations
for supplier’s credit and pay-as-you-earn-schemes are some of the areas of
differentia trestment.

One stop service of BOI

In Bangladesh, the Board of Investment (BOI) has created acdll to provide al
types of services and assistance to private investmentsincluding FDI. But,

offering one Stop sarvice to the existing and progpective investorsin real terms
isyet to materidize. The officias of severa state-owned utility service
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providers, working for BOI one stop service, are less cgpable and less powered
to provide necessary service.

Dictated regulatory authority

To fadlitate investment and business activities, there are some government
agencies working as regulatory authorities for the respective sectors. Though
these regulatory bodies were supposed to enjoy operaiond autonomy, in
practice their autonomy has been limited. This has affected their &bility to
respond effectively and quickly through prompt decisons catering to demands
and necessity of the entrepreneurs and investors.

For instance, supervisory control over the Public Finance Ingtitutions (PFIs)
by the Ministry of Finance, rather than Bangladesh bank (Centrd Bank), has
weskened their autonomy and politicized their management. As aresult,
required services from PFls become less effective and time spending.

Legal paradox

Thelegd procedure is very cumbersome in most South Asian countriesand
laws are not properly implemented. The archaic laws and regulations are not
supportive of the policy incentives to FDI. Judicid dispensation processis
mosily too lengthy and & times takes more than a decade in handing out a
judgment. Thisis discouraging for investorsin generd and foreign investorsin
particular.

Protection of Intellectual Property Rights (IPR)

It is being observed that Bangladesh is not moving quickly enough to ensure

that the country's laws and regulations are in conformity with the WTO
Agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS).
Although there are existing lawsin the country for IPR protection, these are

not adequate.

It iswel known that there exists a direct relationship between incressed
foreign direct investment and PR protection and in the backdrop of declining
FDI flow, governments of South Asian countries must take immediate steps
for protection of IPR.

Lawsuits

There are many lawsuits by taxpayers againg the government and maority of
which the government loses. But, due to cumbersome legd procedure such
lawsuits become inconvenient for the businessmen.
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Hassles in implementation

The mgor quandary of adminidrative barriers liesin the gap between
investment and trade rdaed policies, and lack of co-ordination between
various government agenciesin the implementation process. As aresult,
investors face hasdes and the cost of doing business goes up.

Discretionary authority of tax officials

Tax officids have enjoyed the discretionary power and it gppears that they
exercise it to harass businessmen and investors. The discretionary authority of
Tax officids made many of them corrupt. Some time, those who are willing to
pay taxes are not able to pay even the amount assessed by tax officids
themsalves as the corrupt officids seek a'percentage from taxpayersin lieu of
reducing the assessed vaue.

Registration complexity

The procedure for registration with the sponsoring agency has been an
annoyance to entrepreneurs and does not serve any useful purpose. With
regard to regigtration with the 'Inspectorate of Factories and Establishments
the rules governing the role of the ingpector seem to provide ample
discretionary power and put indudtries in a disadvantaged Stugtion.

Lack of coordination among state entities

Thereisaserious lack of co-ordination between the policy implementing
agencies of the government and because of this investor's suffering goes up.
Thisinduces lot of hasdesin the implementation process and creates barriers
for the investors in getting due incentives offered by the government and

ultimately discourages foreign investors to proceed on.

Fiscal policy changes

Any changein thefisca change after passage of Finance Act serioudy
disturbs any business plan and discourages FDI in particular. In Bangladesh,
quite often policies are changed through issuance of Statutory Regulatory
Orders (SROs).

Lengthy customs processing

It takes something like 25 signatures to release a consignment from customs.
And it takes more than the stipul ated time to release a consgnment supervised
by an authorized PSl firm even when the consgnment is not sdlected for
physcd ingpection.
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Infrastructure: also linked with administrative
barriers

Theleve of infrasiructure development is another factor that affects the level
of foreign investment and it can be hardly claimed that South Asian countries
have reached aleve of infragtructure development that will satisfy foreign
investors. Thisis again the adminigtrative and bureaucratic inefficiency that
failed to increase proper infrastructure support.

Restricted telecommunication access

Bangladesh's td ecommunication sector lags considerably behind compared to
most other developing countries of the region and the sector strategy has been
highly inward looking. Restricted access to telgphone connections, non-
competitive pricing and poor qudity of services, linked to the inefficiency of
old telephone exchanges and transmission links and public monopoly in fixed
lines, have imposad ahigh cost on the economy. This has raised the cost of
doing business.

Power supply

Bangladesh has one of the lowest per capita consumption of power and
coverage of dectrification anong developing countries. System losses in the
power sector have often exceeded 40 per cent of gross generation.
Involvement of the government in the power sector has created an overlgpping
and confusing Stuation regarding responghilities.

In fact, inadequate and inefficient power supply continues to impose ahigh
cost on the economy. The extensive load shedding from time to time,
paticularly during peek hours, has disrupted industrid production thus
affecting the country's externa competitiveness.

Expensive port

The cogt of inefficient cargo handling & the Port has been particulaly high,
thus affecting the externa competitiveness of the economy. There are
numerous workers unions at the port, dl of which are crucid for handling
cargo. In case that one of these associations decides to call a strike, the whole
system comes to a sanddill. There are, of course, the hidden unofficid costs
for clearing cargo, beit for import, be it for exports. In fact the port happensto
be one of the most expensive ports (container wise) intheworld, sngularly
due to these "unofficid" payments, to which the authorities concerned are
comfortably oblivious, evidently to their benefits.

Ancther factor isthe inefficiency and bureaucretic logjam, which increases the
lead-time for shipments. Hence, even if aforeign client isinterested in
ordering from Bangladesh, the company is compelled to procure the products
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from dsewhereif it is quite urgent. Not only do the entrepreneurs lose, the
government also loses its due tariffs and levies from the port.

Experience of BOC Bangladesh Ltd.

BOC Bangladesh Ltd. has been operating in Bangladesh for severa decades
now starting from pre-independence time and has been facing the exiging
adminidrative barriers which the company finds managegble with difficulty. If
these barriers were not there, the company'’s profitability would increese. It
may be mentioned here that in light of the globa position of BOC,

profitability in Bangladesh is quite impressive.
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3 Recommendations

Overcoming the barriers

One can now look for the ways to overcoming the barriersto FDI as| have
mentioned above. Here, | would recommend following measures thet the

authorities concerned might consider:

Ensuring good governance

Good governance denotes a desirable state of affairsand so isthe key to
success of al thereforms. Political and bureaucratic accountability are the two
principal components of good governance, and without ensuring them, good
governance is not possible. Securing progress on this front is the highest
priority as continued difficulties pose a serious threet to the sustainability of
even the development achieved dreedy. Establishing the rule of law isin fact
a pre-reguidte to ensuring good governance.

Accountability and transparency

Accountability and trangparency continue to remain the twin eusive pre
requigites for the overall development of the country. Private sector
invesment and FDI inflow are severely hindered by the adminigtretive barriers
that arise out of alack of trangparency and accountability, which logicaly
leads to inefficiency and corruption. Competence and efficiency, which are
both appdlingly lacking in the bureaucracy, will both become achievable
gods with the infuson of trangparency in decison-making and governance.
Thiswill dso greetly reduce what is commonly known as "redtgpism’” or
"bureaucratic wrangling” since thetiers of the decision making process are
bound to become fluent and responsible if they are held accountable for their
work.

Co-ordination among state agencies

Without reducing the utter lack of co-ordination among the Sate agencies, the
services and functionaries cannot be efficient. Assuring proper co-ordingtion
among minigtries, departments and regulatory bodies and faster decison
meaking in the implementation process will enhance the flow of investment.

Strengthening the regulatory authority

Government agencies respongble for facilitating invesiment need to be more
active. In thisregard, full autonomy to the agencies like the centra bank,
investment promotion agencies, telecom regulatory authority, energy
regulatory authority, securities and exchange commissons etc., isapre
requiste.
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Rightsizing the government

The sze of the Sate organs is quite large and thus mogtly inefficient,
unproductive and hezardous. So, rightsizing the government isimportant. By
reducing the number of officidsin the decison making process in vaious
date organs, trangparency and accountability of bureaucracy can be
established. Offering a reasonable compensation package to the officias
retained is aso one of the key factors in ensuring transparency and
accountzhility.

Judicial and legal reforms

A sound judicid system, which isamug for good governance, is possible
when thejudiciary can exerciseits authority independently. In this regard,
Ssepardion of the judiciary from executive branch of the government is
essentid as influence of the executive on the lower judiciary continuesto be
exercised. Thereis need for capacity building in thejudicid system in order to
ensure speedy disposd of cases. Archaic laws, especidly those rdated with
trade and investment should be updated in line with the needs of the day.

Tackling corruption

Tackling corruption in banking, power, other Sate-owned enterprises and tax
adminigration ought to be an urgent priority. A comprehensive resolution of
the corruption problem in banking, power and other state-owned enterprises
will require privatization aong with independent regulatory bodies
functioning in the public sector.

Fiscal reform

Regarding tax adminigtration, reform option includes establishing an
autonomous tax inditution with proper incentive and accountability. Countries
of the region can learn from the internationa experience of a number of
countriesincluding the Internal Revenue Service of the USA.

Thereis, however, aneed for further deregulation of authority. Itisdso
necessary to establish a coordinating mechanism to take decisve and
continuous seps in resolving problems identified in relation to project
implementation.

Infrastructure reform

The main policy chdlenge is to redefine the role of public sector in
infrastructure development by gradudly alowing the private sector to play a
bigger role. Public sector's role should be regtricted to regulatory functions
only. Mention may be made here that, Bangladesh's existing Industrid Policy
includes infragtructure as a thrust sector acknowledging alead role of the
private sector supported by specia incentives and the Finance Minister of
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Bangladesh, in his 2002 budget speech, stressad the need for more private
sector participation in infrastructure development of the country. The
Infrastructure Investment Facilitation Center (11FC) of Bangladesh has been
interacting with the private sector to attract private investment in this sector.
Other countries of the region could take lesson from Bangladesh in this regard.
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4 Conclusion

In conclusion, it could be said that experiences referred to as above are based
on the same encountered in Bangladesh. But, these are more or less the same
in other countries of the region. If the respective governments do not take
appropriate measures, it would be difficult to attract the expected leve of FDI.
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