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ABSTRACT

Bangladesh is a developing country so rapid indhlgtation is essential to keep pace with its depeient needs.
But the low rate of Gross Domestic Savings and $tment as well as low level of technology base tentipe expected
industrialization process. Foreign aids and graats been serving to overpass the gap. As the damglcountries are in
the process of graduating from being aid depeneemhomy into a trading economy, therefore, For&gect Investment
(FDI) is viewed as a major motivation to economiowgth in these countries. Despite some policiesrre$, Bangladesh
could not attract handsome flow of FDI as yet. Remnore, the major share of FDI is being repatliafédne main focus of
this paper is to make known some general featuré®g to observe the problems associated witraeting FDI and to
recommend remedial measures to overcome thoseepnebiThe paper analyses the trends of FDI inflow repatriation

as well as what Bangladesh is doing presentlytta@thandsome flow of FDI.
KEYWORDS: Impact of Foreign Direct Investment on Economic Elepment

INTRODUCTION

Bangladesh, a densely populated, agro-based, gengl&outh Asian country having per capita incorh&J8$
1190 and GDP growth rate around 6.13%, wants tcstbit® economic performance for better future. Badesh is
distinguished among the LDCs because of its redatuccess in economic and rural development. Attithe of
independence in 1971, Bangladesh inherited onipallstock of FDI, most of it by TNCs and gearediaod exploiting a
domestic market protected by the then prevailingartisubstitution policy. Since then Bangladesh basn trying to
attract foreign investment to underwrite its sagiigvestment gap as well as to redress its expgtit imbalance.
The country has over the last two decades dereglbatd liberalized its foreign investment regimbisThas been done
largely under a World Bank and IMF backed Strudtéxdjustment Policy (SAP) package. Moreover, withviaw to
encouraging the flow of FDI, EPZs were establish€de capital markets were allowed to receive fareiprtfolio
investments in both primary and secondary marKedis. Foreign Private Investment Act has also beartted to ensure
legal protection to foreign investment in Banglddemgainst nationalization and expropriation. ltoalguarantees
repatriation of profit, capital and dividend andiggble treatment with local investors. Intelledtpeoperty rights, such as
patents, designs and trademarks and copyrightspratected. Bilateral Investment Guarantee Agre¢snéave been
signed with a number of countries. Bangladesh & gslgnatory to the International Convention for tiBeatent of
Investment Dispute (ICSID), The Multilateral Invesint Guarantee (MIGA), and member of World Intdliet Property
Organization (WIPO) and the world Association ofdatment Promotion Agencies (WAIPA). Hence, propartd other

rights of foreign investors are safeguarded acogrdo international standards. Trade has beendlized and duties
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reduced. Customs and bonded warehouses assistargpéiree repatriation of profits is allowed, dhd Taka is almost
fully convertible on the current account. No prigproval is required for FDI except registratiorthvihe Board of

Investment (BOI). Despite such policies reformsn@adesh could not attract handsome flow of FDyeds
LITERATURE REVIEW

Mian, E. U. and Alam, Q. (2006), conducted an inwor study entitled “Foreign direct investment and
development: The Bangladesh Scenario”. They meatidhat Foreign Direct Investment is a determimdithe economic

growth and development of Bangladesh.

Keller. (1996), and OECD. (2002) conclude that EbBtributes to total factor productivity and incogrewth in
host economies, over and above what domestic imezgtwould trigger. The studies find, further, thgmlicies that
promote indigenous technological capability, sugleducation, technical training, and R&D, incretheeaggregate rate of
technology transfer from FDI and that export pramgttrade regimes are also important prerequisaepositive FDI

impact.

Reza, S., and Rashid, M. A. (1987) conducted aystnd defined FDI as investment by multinational
corporations in foreign countries in order to cohaissets and manage production activities in ticos@tries. Kumer, N.
(2002) find that Foreign Direct Investment (FDIstemerged as the most important source of exteesalirces flows to
developing countries over the 1990s and has be@significant part of capital formation in the ctryndespite their

share in global distribution of FDI continues tonan small or even declining.
OBJECTIVE OF THE PAPER

The major objective of this paper is to evaluat ¢bntribution to Bangladesh’s economic developmientine
with this objective, the paper focuses on the preseenario of FDI in Bangladesh, assesses thecimgda-DI on the
economy of Bangladesh, and suggests a few necestsgy to make the FDI more useful for Banglad@&sie. specific

objectives of the study are as follows:

* To study the importance of FDI in Bangladesh;

» To outline the major policies attracting FDI in Bgedesh;

e To compare the inflows and outflows of FDI; and

e To provide some modest suggestions regarding FBhaimgladesh.
METHODOLOGY

The paper is primarily based on secondary dataceldl from different websites, journals, books aedspapers.
By using these data, the study at first has figuredthe present condition of FDI of BangladesherEafter, these data
were analyzed to assess the impact of foreign tdineestment in the economic development of Bareghd Lastly, some
policies are suggested for the efficient and usefilization of FDI by removing existing obstaclesachieve the desired

level of economic development for the country.
FDI AND ITS CONCEPTS

The term FDI refers to investment that is madecquae a lasting interest in an enterprise opegadinroad, the
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investor's purpose being to have an effective vaitehe management of the enterprise. In other sjoFDI is an
international financial flow with the intention afontrolling or participating in the management of enterprise in a
foreign country. According to Balance of PaymentnMal, FDI refers to investment made to acquireirigsinterest in
enterprises operating outside of the economy ofrihestor. Further, in cases of FDI, the invest@Uspose is to gain an
effective voice in management of the enterprise fbineign entity or group of associated entities thake the investment
is termed as the “Direct Investor”. The unincorgedaor incorporated enterprise- a branch or sufasidrespectively, in
which direct investment is made- is referred toaddirect investment enterprise’. Some degree afitgcpwnership is
almost always considered to be associated withfiactive voice in the management of an enterprisethe revised
edition of the manual, IMF suggests a threshold @¥ of equity ownership to qualify an investor afoeeign direct

investor.

The World Investment Report 2002 (UNCTAD: 2002:284¥ detailed FDI as following: FDI is defined as a
investment involving a long-term relationship aredlecting a lasting interest and control by a restdentity in one
economy (foreign direct investor or parent entegyrin an enterprise resident in an economy ottar that of the foreign

direct investor (FDI enterprise or affiliate entesp or foreign affiliate).
NECESSITY OF FDI FOR A COUNTRY

FDI is no longer only a strategic option of corgaras; it also plays a key role in the national remmic
development strategies. Normally the benefits addrufrom FDI are inclusive of (a) Transfer of teology to individual
firms and technological spill-over to the wider Bomy. (b) Increased productive efficiency due tenpetition from
multinational subsidiaries. (c) Improvement in theality of the factors of production (d) Benefits the balance of
payments through inflow of investment funds. (&réase in exports. (f) Increase in savings andsimvent and (g) Faster
growth and employment. Thus, foreign direct investiris viewed as a major stimulus to economic gnawtdeveloping
countries. Its ability to deal with two major obdts, namely, shortages of financial resourcestacithology and skills,

has made it the centre of attention for policy-nmake low-income countries in particular.

FLOW OF FOREIGN DIRECT INVESTMENT
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Figure 1: Flow of Foreign Direct Investment

There is no regular trend in the flow of FDI (Figut). The flow of FDI increased at a staggering @ft64.45,
47.16 and 182.86 percent in FY 1997-98, FY 200@9d FY 2004-05 respectively than that of FY 199649 1999-00
and FY 2003-04. The flow of FDI totals at USD 603n8@lion, USD 563.93 million and USD 803.78 million FY
1997-98, FY 2001-02 and FY 2004-05 respectivelyte AFY 2004-05, the flow of FDI declined in the néhree fiscal
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years. The country received an increased amoudsaf 960.59 million in FY 2008-09 but witnessed & ifa FDI inflow

in next fiscal years.

It is to be noted here that FDI inflow to Banglauéss traditionally been lower, even compared witter South
Asian countries. Considering FY 1996-97 as the lyase, the statistics reveals that FY 2011-12 mdtreceipt of USD
806.52 million. If the current trend of FDI inflopersists, the country might receive USD 888.96iamillof FDI in FY
2014-15 and growth rate of FDI might be only 3.¥8gent. There was a significant jump from FY 20@3®FY 2004-05

but after that, the incremental growth rate ishm@itsignificant nor adequate.
FDI AS A PERCENTAGE OF GDP

Although the amount of FDI is increasing over tleans, FDI as a percentage of GDP is following diieg
trend after FY 2004-05. FDI as a percentage of @izReased to 1.33 percent in FY 2004-05 while GDE BDI flow
were Tk. 3707.0 billion and Tk. 49.34 billion respeely. Then FDI as a percentage of GDP declinetl &Y 2007-08
and the scenario changed only in FY 2008-09. Tlevtdr of FDI in FY 2008-09 was 24.96 percent higtiean that of

previous fiscal year and FDI as percentage of GigkReased to 1.07 percent.

After FY 2008-09, FDI as a percentage of GDP sthrtedecline sharply. In FY 2010-11, the amounkEbf and
GDP were Tk. 55.45 billion and Tk. 7874.95 billieespectively against Tk. 63.16 billion and Tk. 624Bbillion of FY
2009-10. The share of FDI in GDP in FY 2010-11 waby 0.70 percent, which is 21 percentage poirgs than that of

the previous fiscal year.
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Figure 2: FDI as a Percentage of GDP (in Crore Taka

If the current trend continues, the inflow of FDIthe current fiscal year might reach at Tk. 6(0kon and the
share of FDI in GDP might be only 0.67 percent,clthis 3 percentage points less than that of theique fiscal year.
Under the business as usual scenario, FDI in FM-2®L.might increase to Tk. 70.33 billion while F&8 percent of GDP
might stand at only 0.66 percent.

FDI AS A PERCENTAGE OF TOTAL INVESTMENT

There is no target of the contribution of FDI inaloinvestment in government’s Medium Term Macroewnoic
Framework (MTMF). The share of FDI in total investmh is following a downward trend. FDI as perceatad total
investment was the highest in FY 1997-98 while ¢batribution of FDI in total investment was 7.3 gamt. After then
FDI as percentage of total investment was the IsigineFY 2000-01 while the contribution of FDI iotal investment was

5.6 percent.
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FDI as percentage of total investment was 5.43Yir2B04-05 while the contribution of FDI in totalviestment
was USD 49.34 million. The share of FDI in totateéstment in FY 2008-09 increased after continuadining in three
successive fiscal years. In FY 2008-09, the sh&reDd in GDP was 1.07 percent. Global economic sst had an
adverse effect on the flow of FDI in the countrjeTshare of FDI in total investment was 4.41, &8 2.85 percent in
FY 2008-09, FY 2009-10 and FY 2010-11 respectivithe current trend of FDI inflow persists, thease of FDI in total
investment might stand at 3.03 percent in FY 2084-1
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Figure 3: FDI as a Percentage of Total Investment

SECTORAL DISTRIBUTION OF FDI

There have been several shifts globally in the eotration and composition of FDI among sectors.
Consequently, the country has also witnessed a bhiein sector-wise and country-wise flow of FiDl the current
decade. The first major compositional shift was hinit manufacturing from import-substitutes to exporiented

manufacturing. A more recent shift of FDI has beeen towards services.

No regular trend has been found in sectoral camtiob of FDI inflow in the country in the currenécade. In the
FY 2003-04 to FY 2006-07, FDI inflow in power, g&spetroleum increased due to the investment of 4Ashergy” in
Fulbari coal mining project. However, FDI in powggs and petroleum in FY 2006-07 was USD 229.98amibnd after
that year, it started to decline and might followiacreasing trend in the fiscal year with an FiIM of only USD 128.40
million. The receipt of FDI in telecommunicationcsar in calendar year 2008-09 was the highesténctivrent decade at
USD 579.62 million because of entrance a new talecompany named “Warid/(Airtel)” but it declined @¥5D 445.99

million in the next fiscal year
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Figure 4. Sectoral Distribution of FDI in Banglade$
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If FDI inflow in Bangladesh in recent years is amzals, most of the FDI has gone to the transparstage and
telecommunication.

Comparatively, FDI in manufacturing sector is nighh This may be due to a perception that Banglades a
relatively small domestic market. One option mibktfor foreign investors are to choose Bangladeskitg at India’s
“huge” market. The problem is that there are mamifftand non-tariff barriers in getting accessltdia’s market from
Bangladesh. This problem may be a cause of disappent for such types of foreign investors. The papveen the
inflow of FDI in textile - wearing and telecommuat@n is increasing in recent years. It createsgative impact on our
economy. FDI inflow increases only in those arelaat tare highly profitable. At the same time, it ates lower
employment. There creates a lower opportunity oplegment in telecommunication sector than that ahaofacturing
sector. In FY 2001-02, a total number of USD 67/dilion and USD 20.71 million FDI inflow in textiland wearing and
telecommunication but in FY 2010-11 a total numbetSD 225.17 million and USD 52.41 million FDI lafv in textile
and wearing and telecommunication. There is a lafgenge in the flow of FDI by sectors between FY@01 and FY
2009-10. In FY 2000-01, the main sectors of FDIeveranufacturing power, gas petroleum, trade andnence etc.
However, in 2009-10, the main sectors of FDI werledommunication, banking, textile and wearing, gatoleum,
power etc. Total receipt of FDI in FY 2000-01 waSMJ 563.93 million in which USD 174.62 million in wer, USD
112.76 million in textiles and wearing, USD 139r#lion in gas and petroleum, and USD 29.22 millinrbanking. Total
receipt of FDI in FY 2008-09 was USD 960.59 millishich declined by 18.89 percent or USD 181.55iamlin calendar
year 2010 and reached at USD 779.04 million.

SECTOR WISE INFLOW OF FDI

* FDl inflows has shifted from manufacturing secmsservice sector over the last 10 years

FDI inflow 2000 FDI Inflow 2010
11% B Infrastructure 23% ® Infrastructure
6% 539% B Manufacture 49% B Manufacture
Service 28% Service

CONCLUSIONS AND POLICY RECOMMENDATIONS

In Bangladesh, FDI plays a very significant roleaichieving expected economic growth. FDI flows haeen
doing well in increasing GDP. At the same time, Fials also made a contribution in improving the meadlevel of
Bangladesh. FDI can ensure Bangladesh to realgteehgrowth by having the capabilities of usingtladl resources to the
fullest possible. There is an increasing trendoireigjn investment due to positive effect of theeimives provided and
changes in our economic policies. FDI has positwerelation with GDP, export and private investmdnt order to
sustain the economic growth and continue the ptestatus of FDI inflow, Bangladesh needs to mam&me effective

steps.
Quality of Bureaucracy and Governance

Appropriate reform measures are needed in the pgsinadministrative system. The bureaucracy needs
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reorganization in order to bring about a perceptibhprovement in its efficiency and productivityui®aucratic control

and interference in business and investment aiesvithould be minimized on a priority basis.
Improvement of Law and Order Situation

Law and order situation needs to be improved thnoasgpropriate reforms in law enforcement and inioiolg

other measures. A social accord is needed to estahk rule of law, avoid political confrontaticemd reduce corruption.
Development of Infrastructure and Human Resources

Both the government and private sector need to clmmeard to invest in infrastructure developmentr Ehe
purpose, appropriate policies are needed suchtlieaprivate sector can smoothly operate in progdimrastructure
services. Similarly, both public and private unsiBes should come forward in introducing coursesgpams that produce
graduates with technical and management skillsirediun modern industrial and other activities.this context, if the
government and the private sector work togetheimtplement effective economic reforms in a succdsefanner,
Bangladesh stands a good chance of being ablerticipate in the prosperity and growth that are poshensive the rest

of Asia.
Improvement of Port Services

Despite recent improvements, the efficiency of peetvices can be further improved through apprtgria
measures. Similarly, the custom clearance procedoam be further simplified along with improvementphysical

facilities and reforms in the labor managementesyst
Privatization and Further Reforms

The privatization program of the state owned emigeg needs to be geared up that would stimulateedtic and
foreign investments. Several financial instituticared some of the public utilities may be privatizedorder to ensure
better and more efficient services. The policiesuith encourage private sector participation in sgviey sectors like
agricultural processing, manufacturing, infrastmetincluding transportation, telecommunicationwpg port, and in the

production of high value added products.
Modernization of Business Law

It is important for Bangladesh to modernize ancarap all laws relating to business and investmespke in

view the international practices and requiremehtabalization.
Setting up of Industrial Parks

The development of new industrial parks can helgrigating a favorable environment of foreign invest.
The availability of ready infrastructure along withcure and enabling investment climate can aatpasverful catalyst in

attracting foreign investors for investment in jtadfle ventures.
Setting up of New EPZs

The government may come up with a phased prograseiting up new EPZs in order to extend facilities

export oriented investors. The private sector misy be encouraged to set up new EPZs.
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Improving the Country’s Image Abroad

Positive developments regarding the country’s enpnosociety, and future prospects, including theegeus
investment climate existing in the country and féglities available to foreign investors, shoulel &nticipated abroad in
an effective manner, especially among the potemtigstors. Such ‘image building’ efforts would beicial to disperse
the negative images that have persisted for lonlgdiscouraged the investors to come forward. Intexidto the above,

maintaining consistency in policies and actionsnigortant so that no ‘wrong signal’ is conveyedtie investors.
Policies Regarding Macroeconomic Stability

The government should implement appropriate paitdeensure macroeconomic stability in a sustamadner,
foster growth promoting and growth accommodatinticges, and undertake further actions to reduceepgvat a faster
rate. Bangladesh has already achieved notable ssidnethis regard and achievements in both econ@mét social
development should be actively publicized abroagrmmote a positive image of the country among ghespective

foreign investors.
Economic and Commercial Diplomacy

Strengthening economic and commercial diplomacy ikey factor in attracting FDI in the present world
characterized by rapid globalization and increasioigpetition. In this respect, improved bilatedhtions with potential
investor countries can act as a catalyst to inargaSDI inflows to Bangladesh. Moreover, it is inm@nt not only to
improve relations with countries that have alreadyested in Bangladesh, but also to identify pa&tntvestors in other

countries and start appropriate measures to attrant to invest in the country.
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