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Terms of Reference (ToR)
“Study on Future Direction of SME in Bangladesh” Project

Position /Level : Consultant Firm (National), Duration : 6 months

1) Project Background :

Accelerating growth and reducing poverty, income inequality and regional disparity are the
overarching goals of the current development paradigm in Bangladesh. The main strategy for
achieving these goals include creation of productive employment in the manufacturing and
organized service sector and withdrawal of labor force out of the low skilled and low return
agricultural sector and informal activities.

Considering the importance of industry sector for Bangladesh economy, the Industrial Policy
2016 was formulated. Some notable features of this policy are: (i) to increase production of
industrial goods to meet the increasing demand in the internal market, (ii) to identify existing
and probable impediments in creating export market and to solve these problems, (iii) to reduce
dependence on import of industrial products and to increase availability and use of local
raw-materials with an aim to sustainable industrialization and diversifying manufacturing
industrial products. This policy has given emphasis on strengthening the coordinated attempt
of the public and private sectors to develop small and medium enterprises in the country.

Development of small and medium enterprises (SMEs) is envisaged as a key element in this
development strategy. For achieving double digit growth in manufacturing, matching
development of SMEs is considered critical. Enhanced micro, small and medium enterprise
activities in the rural and backward regions constitute a key component of the strategy for rural
development and reduction of poverty and regional disparity (GOB 2011).

Small and Medium Enterprises (SMEs) are treated as the engines of growth and drivers of
innovation worldwide. They play a significant role in driving economic growth and generating
jobs. In Bangladesh, the sector is actually changing the face of the economy. SMEs are playing a
vital role for the country's accelerated industrialization and economic growth, employment
generation and reducing poverty.

SMEs now occupy an important position in the national economy. They account for about 45
percent of manufacturing value addition, about 80 percent of industrial employment, about 90
percent of total industrial units and about 25 percent of the labor force. Their total contribution
to export earnings varies from 75 percent to 80 percent. The industrial sector makes up 31
percent of the country's gross domestic product (GDP), most of which is coming from SMEs.
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The total number of SMEs in Bangladesh is estimated to be 79,00,000 establishments. Of them,
93.6 percent are small and 6.4 percent are medium. The 2003 Private Sector Survey estimated
that there are about 6 millions micro, small and medium enterprises, with fewer than 100
employees. About 60 to 65 percent of all SMEs are located outside the metropolitan areas of
Dhaka and Chattogram.

The country's SME sector has created 15 lakh jobs between 2009 and June 2014. Now, private and
foreign banks disburse half of all farm loans and a third of these are going to SMEs. Every year
about 2 million young people join the country's workforce. Half of them find jobs at home or
abroad. So, it has become a challenge to create more jobs so that the rest can be employed. SMEs
can be an answer to the problem.

SME can reduce the urban migration in the capital and other major cities, increase cash flow in
rural areas, and thereby enhance the standard of living of the rural people. SMEs are widely
distributed all over the country which means developing SMEs will play a major role in bridging
the urban-rural income gap and contribute towards inclusive growth. In a way, inclusive growth
can only be achieved through a vibrant SME sector in a country like Bangladesh.

In Bangladesh, contribution of the industry sector in GDP is continuously increasing. According to
BBS in the financial year 2015-16 contribution of broad industry in GDP was 31.54%. According to
the provisional estimate of BBS in 2016-17 this contribution has reached 32.48%. Contribution of
manufacturing subsector is highest in the contribution of industry to GDP. Considering the
industry sector as an important sector for Bangladesh economy Industrial Policy 2016 was
formulated. Some notable features of this policy are: (i) to increase production of industrial goods
to meet the increasing demand in the internal market, (ii) to identify existing and probable
impediments in creating export market and to solve these problems, (iii) to reduce dependence on
import of industrial products and to increase availability and use of local raw-materials with an
aim to sustainable industrialization and diversifying manufacturing industrial products. This
policy has given emphasis on strengthening the coordinated attempt of the public and private
sectors to develop small and medium enterprises in the country.

The Small and Medium scale industries are considered as a promising sector to eradicate
poverty through creation of new employment opportunities and thereby addressing the
significant portion of SDGs. This sector is making praiseworthy contribution in achieving
economic growth through encouraging expanding business activities and taking part in earning
foreign exchange.

2) Objectives

2.1. General Objective:

The purpose of the study is to assess the current situation of SMEs in Bangladesh economy and
evaluate the means to integrate the SMEs as a dynamic sector in the economy by overcoming the
existing constraints and by articulating proper strategy for facilitating the development of the
SME as a thrust sector to contribute effectively to the objective of growth and equity in the 7th
Five Year Plan.
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2.2. Specific Objectives:

The specific objectives of the research study on SME are:

3)

To scan the present situation of SME subsector in Bangladesh as source of employment,

poverty alleviation and contribution to national economy;
To investigate the sources of funding of SMEs;

To estimate the volume of foreign exchange earnings through export of SME generated
products and services;

To find out the existing constraints and challenges of SMEs of Bangladesh;
To forecast the growth of SME subsector for the years from 2018 to 2030;

To develop strategies to make SME as a thrust sector towards sustainable development of
the country.

To delineate and suggest relevant policy issues to promote SMEs in Bangladesh.

Scope of the Study/Survey:

The Consultant firm shall conduct a Survey on SME across the country, its subsector,

productivity and Sectoral Investment as well as future projection on behalf of Planning

Division. The findings and outputs will help the government for evidence based policy making.

The study investigation will cover the following issues:

Identifying different types of resources produced in various parts of the country and
assessing needs to develop small and medium scale enterprises based on comparative
advantages of each area.

Making use of SME clusters identified by SME foundation in different parts of the country
and gathering facts about their operation, management manpower, HR development needs,
marketing of products, promotional activities and sources of finance.

Identifying entrepreneurial potentials to develop SME based entrepreneurial capacity
development of women. Collecting data on needs of women entrepreneurs. The study
should adequately cover the trends in involvement of women entrepreneurs in
development of SME sub-sector in Bangladesh.

ICT based entrepreneurial development potentials among young women and men.

Mobile phone utilization based application systems to provide services in different day to
day activities.

Agri-processing based small and medium scale industries to produce food items for
household consumption.

Reviewing the existing sources of financing of SMEs and to find out ways for widening the
financing sources.
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