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Abstract
Man’s efforts to fulfill his desires are the sources of all economic activities. All economic activities move in circular flow, starting from the household and again ending up in the household. Non-farm economic activities take place in urban areas to avail of the ‘opportunities of concentration’ and ‘trade’, to take the benefits of low transportation cost and individual skill. Agglomeration of population in a small domain creates economies of scale that help investment in industry and business. Economic base theory explains that interaction between basic and non-basic sectors produces an urban economic multiplier which is the central to the explanation of urban growth. Informal sector economic activity is a part and parcel of the urban economy in developing countries. Common economic problems of secondary and small urban centres in Bangladesh are, small market, lack of infrastructure and services, lack easy access to capital, lack of basic sector activities, lack of proper utilization of remittance, lack of good connectivity with larger urban centres/economic hubs, and backwash problem. A country to have balanced urban economic development need to create spread effect in backward regions, develop infrastructure and services, adjust fiscal policy, provide soft credit for investment, promote SME sector, promote informal sector, create avenues for productive investment of remittance money, increase urban local government revenue, encourage public-private partnership for development, utilize state owned enterprises, arrange training on entrepreneurship, adopt enabling strategy to promote private sector, develop human resources and create connectivity with national economic hubs.

1. Sources of Urban Economic Activities
Sources of all economic activities lie in the man’s effort to fulfill his desires. Man has unlimited desires that turn into demand when it is backed by affordability and willingness to spend for the desired. All the activities concerned with fulfilling the desires (non-evil) are economic activities. There are some basic economic activities. These are,

· Production : means the use of economic resources for creation of goods and services to satisfy human wants.

· Consumption: using up of goods and services by the consumer or in the production of other goods.
· Employment: the use of economic resources for production and engagement in economic activities.

· Income generation: revenue earning and spending to a maximum level during a particular period without being worse off.  

Circular Flow of Economic Activities
The basic economic activities move as circular flows as shown in Fig.1. There are two circular flows, one clockwise and the other flow moves anti-clockwise.
                         









                         Figure-1: Circular Flow of Economic Activities
All activities start from the household and again end up in the household. In the clockwise circular flow households supply all factors of production-land, labour, capital and entrepreneurship- to the business sector for production of goods and services. The business sector makes payment for the factors that go as income (in the form of rent, wage, interest and profit) to the households. In the anti-clockwise flow of activities demand for goods and services comes from the household that are produced and supplied by the business sector. The households make payment to the business sector for the purchase of goods and services they consume.     
2. Why Urban Areas are Attractive Places for Non-farm Investment?
Urban and rural areas have distinctive spatial and socio-economic features, but the rules of circular flow of economic activities are common irrespective of the area. Urban areas demonstrate some particular characteristic features to generate economic activities that are more vibrant and dynamic in nature than those in rural areas. Obviously, these activities are non-farm in nature.  

There are three main reasons for concentration of non-farm economic activities in urban areas :

first, to avail of the ‘opportunities of concentration’ and ‘trade’, 

second, to take the benefits of transportation cost, and
third, to take opportunity of individual skill.

These main factors combine to make cities and consequently generation of non-farm economic activities. 
‘Opportunities of concentration’ means the benefits derived from agglomeration of population in urban areas.  If the individuals did not want to trade, there would not be any reason to be in contact with each other. ‘Trade’ here refers to all kinds interactions. Even if they wanted to trade and there were no cost of transportation of goods or people, there would be no reason to live together. Urban areas are particularly important for availability of a wide variety of skills. It is  also a place where entrepreneurs are available to take  business initiatives. There are institutional lenders who can supply capital for investment. For non-farm products urban areas are the places were markets are available for finished goods. Easy access to labour, capital and market encourages the entrepreneurs to undertake commercial and industrial ventures. Taking all together the urban area offers as the best place where investment in non-farm activities can be undertaken with ease and profitability. These opportunities are the blessings of agglomeration of population that offer opportunity for producing goods and services of vide variety.  

Agglomeration of population in a small domain, easily accessible area with high density creates economies of scale for investors in industry and business. Economies of scale is a situation when cost of production per unit of product decreases, as production increases. The average cost of production falls as output rises. Economies of scale is realized through operational efficiencies. With the operational efficiency the producers go for large scale production with low cost and reap greater profit by selling more.  Transportation of goods involves cost that increases with distance, so, both the suppliers of raw materials to the industry and the purchaser of finished goods prefer to locate their establishments closer to the source of production.
The advantages in urban areas from which the economies of scale is generated include, proximity to marketing goods and services, better  transport and communication, easy access to raw materials, easy access labour, capital and services. These advantages help create economies of scale for producers that finally leads to reduction in the cost of production giving a greater margin on profit. 
Economies of scale are the benefits that accrue to all the industries in an area as the population expands. So large population is an important source of economies of scale. Larger the population greater is,
      -
the range of skills in labour force,

· the greater the market for output produced,

· the greater the range of available goods,

· the more economical the public utilities are, and so on. 
The advantage of economies of scale is the main driving force behind investment in urban area. Every new investment generates new employment that in turn leads to further investment in infrastructure and services to support increasing population and economic activities where again new employment and income are generated. 
A famous quote of Adam smith, the father of economics, is relevant here. He stated, 
“ The division of labour is limited by the extent of the  market.” The efficient division of labour can not be achieved if the labour market is small. The size of labour market depends on the size of production and the size of production relies on the size of consumers (or the size of market), that is the size of population. 

Thus economies of scale in production combined with low transportation cost encourage investment in urban areas which in turn helps agglomeration of population in urban areas. Thus population and investment are cause and effect to each other. This is also the reason why big cities grow bigger and bigger when there is no counteracting forces to disable the persistent growth of large cities.  

3. City Size, Growth and Location

The same two basic forces that create cities-benefits of concentration and transportation costs- also determine the size, shape and location of cities. Benefits of concentration make possible economies of scale, specialisation, diversity, choice, and competition leading to excellence in product and lowering price of goods and services for consumers. All these advantages are generated in high density and populated cities. 

However, with the advent of development, the environmental qualities have been deteriorating in high density areas. People in advanced countries now dislike congestion in the main city and prefer living in fringe area with large space. So they migrate to the city fringe where there is no congestion, easy to come to the city with easy transport. In fringe areas they can have large areas with low cost. In developing countries the tendency is still towards the city centre. Thus we observe two conflicting tendencies- one towards centralisation and the other toward decentralisation. 
4. Basic and non-basic Economic Activities: Sources of Urban Growth  
One of the fundamental questions raised in urban geography is why people choose to live in urban centres and how these centres grow. The benefits of economies of scale and the social benefits derived from concentration have already been highlighted in the previous section. But there is other side of the story as well. Congestion, pollution, lack of services and facilities and crime suggest that urban areas are not unmixed blessings. But why people in developing countries still flock to urban centres ? It is the employment and income that drive thousands towards towns and cities despite all the ills of living in big urban centres. 

There are theories of urban growth that try to explore and identify the forces that draw large number rural migrants to thrive in small localities in urban areas. Economic interpretation of urban  growth has been explained by economic base theory. Economic base theory states that an urban economy is comprised of two basic sectors-basic and non-basic. The basic sector activities and employments are concerned with the production and sale of goods and services outside the city. The manufacturers and service providers who ‘export’ their goods and services across the city boundary. Urban based seed, fertilizer, agro-equipment sellers serving rural areas are actually doing basic sector activities. On the other hand non-basic sector is consist of those activities that supply goods and services for the city’s own consumption. Examples are, retails shops, municipal services, education and health services, police, fire, ambulance. The interaction of both, the basic and the non-basic sector activities cause investment and employment that lead to the growth of the city. 
Interaction of Basic and Non-Basic Sectors and 
the Urban Economic Multiplier

Basic and non-basic sectors are functionally interdependent to each other. Any change in the size of one sector will cause change in the size of the other. For example, any expansion in the basic sector, like, garments industry in Bangladesh, will lead to increase in the number of workers that will cause growth of retail shops, housing, education and medical services in particular areas that are all non-basic sector activities. There are, however, differential changes in the two sectors. Any change in the basic sector will have greater effect on the non-basic sector. For example, suppose a city has a basic-non-basic ratio of 1:3. Now if basic sector employment increases by 10, the non-basic sector will yield 30 employment giving a total employment increase in the city as (10+30) 40. 






                                         





                      Figure 2 : Basic and Non-basic Components within Urban Economy
The interaction between basic and non-basic sector produces an urban economic multiplier which is the central to the explanation of urban growth. It is a mechanism created with the increase in the volume of external trade and hence the size of basic sector, resulting in a corresponding growth in the non-basic sector. Both together cause an increase in the overall growth of the city through increase in the size of employment and population. 

It is evident from studies that the size of basic sector decreases as the urban population shows upward trend. For instance, in a town with 10 thousand population have been found to have two thirds of its labour force employed in the basic sector, while a city  with 15 million the size of labour force engaged in the basic sector is approximately one fourth. Findings also show that the size of economic multiplier also proportionately increases with the growth of population. The economic multiplier has a value of 0.75 for a city of 200,000, while it is close to 2.00 for a city of six million.

Two important findings follow from the above study.

First, as the city grows its dependency on basic sector reduces, its future no longer depends on external market.

Second, external trade that is activities of basic is critical for small and medium towns for their growth. 

Third, economic multiplier operates more rapidly in large urban centres to expedite their growth. A small increase in basic sector leads to a large increase in th non-basic sector. 

The study findings also show that a city with a population of 250,000, growth becomes self-sustained propelled by the non-basic sector. The large cities receive their energy for growth mostly from employment in public sector services, industrial management and administration and service sector activities. However, the negative side is that large cities become vulnerable to economic collapse whenever there is a sudden meltdown in the basic sector.          

5. Role of Informal Sector Economic Activities in Urban Areas 

In developing countries like Bangladesh informal sector economic activity is a part and parcel of the urban economy. ‘Informal sector’ economic unit is a small scale enterprise either producing or selling goods and services. They are largely consist of independent and self-employed usually operate in urban areas where they find markets for their products. The major characteristic features of the informal sector enterprises are,

- low level of productivity,

- low and irregular income,

- highly unstable employment,

- unorganized and beyond the scope of action of trade union, 

- not protected by labour laws.

The actors in the informal sector are ‘informal’ in the sense that these enterprises are unregistered and unrecorded in the official documents and statistics. They have no or little access to formal market, to institutional credit, to formal education and training facilities. The people engaged in informal sector activities generally live and work in appalling and unhealthy condition. 

The presence of informal sector activities is more prominent in large cities than in small and medium ones. Because due to large population they find greater access to their markets in large urban centres. They sell their products and services to the low and lower middle income people who constitute the largest segment of the urban society. The most important aspect of informal sector is that the actors in this sector create their own jobs and the means of survival. In some countries they contribute as much as 16 % in the national GDP. In a country with large population and huge unemployment, there is need to promote informal sector activities for survival of the teeming and impoverished millions. These teeming millions are uprooted rural poor who come to urban areas to manage their livelihood. When government is unable to provide employment to large number of job seekers the informal sector people are managing their own livelihood themselves. So they deserve cooperation and support instead of eviction and deprivation. This is necessary not only for the survival of the large number of urban poor (constituting about 40% in many large cities), but also to keep the urban economy going on.     
6. Local Urban Economy and its Problems in Bangladesh
General Characteristics of Local Urban Economy

Urban economy is primarily composed of non-farm economic activities with a wide range of enterprises, more concentrated on the manufacturing and the service sector activities. Urban local government and the service giving agencies provide all support services to enable the economic activities going. Actors in urban economy comprises, public sector development and service giving agencies, private business sector, public sector enterprises, and the household making up the supplier of resources on the one hand and the consumer of goods and services produced on the other. 
The characteristics and extent of a local urban economy may vary depending on such factors as, population size, available opportunities within the urban centre and its hinterland, facilities and services available, fields of specialization, etc. Population size alone is not enough to determine the size of an urban economy. A large illiterate population with less purchasing power will never cause an urban economy to thrive on a strong footing. Due to lack of purchasing power sale of goods and services will be fewer that will not cause enough money to roll and help move the economy forward. Again, the opportunities offered by a port city will not be the same as a non-port city. The characteristics of an administrative town and the facilities available therein will be different from that of a commercial town.  In Bangladesh a significant part of the urban population is distressed migrants from poverty stricken rural areas, who come to the urban area as the last resort for survival. They are mostly illiterate and live in staggering poverty. As they are not educated, they are not skilled. They can contribute only unskilled labour to the urban economy. Since they have very little purchasing power they are unable to contribute in creating effective market for goods and services for urban based producers. 
7. Problems of Local Urban Economy 

As the nature and size of an urban economy vary depending on its characteristics, ao the problems of local urban economy vary from city to city within the same country. But there are some common features of economic problems that are akin to all urban centres. We can analyse these problems in the context of Bangladesh. 

Common economic problems of secondary and small urban centres in Bangladesh are,

· small market due to low income of the people, 
· lack of infrastructure and services, 
· lack easy access to capital for investment,  

· lack of basic sector activities, 
· absence of investment plan for remittance, 
· lack of good connectivity with larger urban centres/economic hubs; and 

· backwash problem. 

Lets make a short analysis of the problems pointed above in the context of medium and small urban centres of Bangladesh. 

Small Market
Secondary and small urban centres of Bangladesh are dominated by population who have inadequate purchasing power due to low income. Such situation also prevails in the hinterlands of the urban centres with undeveloped rural environment and a large impoverished population.  This situation is not conducive to create a large demand for goods and services to attract investment in small and medium urban centres. Low income generates from lack of employment and low level of remuneration. Lack of capital affects investment and hence employment. Another source of small market is the small size of population in these towns. Migration, which is the main source of urban population growth, is stagnant due to lack of employment opportunities. The rush of migrants is more towards larger towns that offer better sources of employment and income.  
Lack of Infrastructure and Services

Most secondary and small urban centres suffer from inadequate infrastructure and services that are necessary to attract investment in productive enterprises. These include, lack of power, water, drainage, waste management and road. Lack of services and facilities discourage investment. In absence of investment there is lack of employment which leads to low rate of migration and hence population does not increase to create more consumers that make up demand for goods and services.  
Lack of Easy Access to Capital for Investment

Easy access to capital is a precondition for investment in productive enterprises. Mot intending entrepreneurs are, to a large extent, do not possess enough wealth to offer as collateral for institutional credit, so they don’t get loan to start a business. Micro credit has been found too small an amount for a business that can create employment. So due to lack of capital adequate investment can not be made in small and medium urban centres to create employment and income. As a result income of the people remains low that keeps the purchasing power of the people low.   

Absence of Basic Sector Activities 

We have already learnt that development of basic sector serves as a propulsive force to generate non-basic investment. Without development of basic sector growth of local economy will be very sluggish. In medium and small urban centres of Bangladesh investment in basic sector is highly scarce. This is a major reason why these economies are not showing upward trend like larger urban centres of the country.   
Absence of Investment Plan for Remittance Earners
Over eighty lakh NRBs are working abroad who send home about $12 billion annually as remittance. Where do all these money go ? A  part of the money is spent in consumer goods and services. A large sum of the remittance is invested in land as it has been found as a safe investment. Low interest rate in banks and absence of other sources of profitable investment the remittance earners put their money in lands whose value hardly depreciates. This has led to rise of urban land value even in remote small towns. This huge money could have been channelised into productive investment had there been appropriate policy and programmes.
Backwash Problem 
‘Backwash’ and ‘spread effect’ are the two important theories of development propounded by the Nobel laureate Gunnar Myrdal in mid seventies. The theories explain why there are local, regional and international disparities in development and how to overcome the obstacles. Backwash affect theory states that as any particular region or urban centre develops overwhelmingly it leads to unbalanced regional development. The developed region pulls all kinds of resources from the backward region and enriches itself, while the backward region plunges into further backwardness. The theory is very much in effect in Bangladesh as resources from all over the country are being pulled by Dhaka and Chittagong. These places are not only the most important sources of employment but also where one can find best education, medical facilities, administrative services and entertainment. This situation is leading to an unbalanced regional development on the one hand, and aggravating the problems in these cities.       
8. Approach to Urban Economic Development

Economy is the life blood of any urban centre. Ups and  downs of urban areas are determined by the condition of local urban economy. Prosperity in any urban centre leads to the prosperity of its zone of influence. 
Why Urban Economy should be Developed

All human civilisations are urban based. Urbanisation is the symbol of prosperity and civilisation. Urban areas are the places wherefrom the highest political decisions are made, wisdom and knowledge are nurtured and spread. They are the seats of quality learning, where culture is flourished, new ideas are born, technological development and innovations take place. Urban areas are the ultimate destinations of surplus rural labour force as agriculture is unable to provide employment to ever increasing rural population. A unit of urban space generates more output, revenue and employment than the same area of space does in rural areas. In Bangladesh over 64% of the foreign exchange is earned by the urban based enterprises. Contribution to GDP by urban sector enterprises is on continuous increase. There is limitation to agricultural development as production in land is subject to the law of diminishing marginal return, while there is no limit to urban economic development based on non-farm activities. Urban areas are the focal points  wherefrom development radiates to its undeveloped zone of influence. Therefore, development of urban area means development of the entire region and ultimately the country as a whole.
Short Term Measures
A country should have balanced urban development to ensure balance in regional development and reduce pressure on selected large cities. The following short and long term measures may be adopted to ensure development of small and medium towns. 
Creation of Spread Effect in Backward Regions
In Bangladesh there exist regional imbalance in development, primarily, because in some regions some urban centres are flourishing in a better way than in those others. To create balance in development there is need to create spread effects in backward regions. This can be done by giving development priority to urban centres of the backward regions. Spread effect can be achieved through creating better infrastructure, services, living and investment opportunities. Spread effect will attract investment and generate employment and prevent draining of resources from backward regions.   
Investment in Infrastructure and Services
Development of infrastructure and service facilities is a precondition for any investment in productive enterprises. Most small and medium towns of the country suffer from a host of problems relating to infrastructure and services. Poor drainage, lack of piped water supply, lack of power supply, unorganized and substandard road network are some of the major infrastructure and services problems in these towns. The problems of infrastructure and services of the urban areas must be redressed before inviting investment.   
Fiscal Policy Readjustment 

Government has already adopted liberal policy for investment in backward regions. This policy has to be more liberalized. The period of tax holiday should be further extended to attract investors in backward regions. Other levies on manufacturing may also be reduced.  
Provision of Soft Credit 
Due to low savings, there is severe scarcity of capital in this country. Intending entrepreneurs are unable to undertake business initiatives for lac of capital. Credit has to be supplied to the prospective entrepreneurs on easy and soft terms to start a new enterprise.   

Promotion of SME Sector 
The largest number of entrepreneurs belong to small and medium category. So SME sector should be considered as the thrust sector for quick economic uplift. All necessary measures should be taken to promote SME sector investors.    
Promotion of Informal Sector

Informal sector is playing an important role in the urban economy of Bangladesh. People enaged in informal sector create their own jobs and manage their own livelihood.  They provide service to the low and lower middle income people, supply manpower for urban development and contribute to the national GDP. Their engagement in income earning activities relives the urban society from social unrest and crime that arise from unemployment. Considering importance of the sector they should be provided with necessary support. This has to be done with a compromise not disturbing the urban amenities and services.     
Creation of Investment Opportunity for Wage Earners 

To tap huge remittance money and channelise them to productive investment, opportunities must be created for safe and profitable investment. Government already has many such programmes, but for lack of proper publicity and mobilization the opportunities are not reaching the beneficiaries.   
Increase Urban Local Government Revenue 
Urban local governments in Bangladesh are not financially equipped. Their own sources of income is not sufficient to meet all their expenditures. Tax revenue collection is very poor which causes them to depend upon central government funding to execute their development projects. Such dependency makes them subdued to the central government. Inadequate fund allocation by the central government often affects their infrastructure development and services providing responsibilities. To make the urban places attractive for living, working and business they have to be provided with quality infrastructure and services. For this purpose the urban local government’s financial capacity must be enhanced. This is only possible when they will be self-relient financially through collection of enough income from revenue and non-revenue sources. 
Public-Private Partnership Development Initiative
In view of constraints of public fund for infrastructure development and investment in productive enterprises, more projects should be undertaken based on PPP. Innovative ideas need to be evolved for undertaking projects in different sectors of development. 

Utilisation of State Owned Enterprises 
Many state owned enterprises are lying unutlised in many urban centres of the country. Proper use of these facilities should be made to accentuate urban economic activities. These can be rented or leased out to the private for running industries or business or can be  utilized on PPP basis.This will help promote investment and employment.  
Training on Entrepreneurship

There are many potential investors in the country who can not take initiative for lack of experience in running enterprises. Government can arrange training programmes on various issues concerning management of enterprises. This will help newcomers in taking initiatives in business and industrial concerns.  

Long Term Measures :  Policy Intervention
Some  long term measures are also necessary to make the urban centres economically vibrant and attractive places of investment.  
Adoption of Enabling Strategy 

Government’s role in economic development should be only limited to an enabler. It should provide all opportunities and necessary services to enable private sector economic activities function uninterruptedly. To make the strategy effective necessary policies and legal measures will be needed. Government should adopt liberal policy and promote  private sector business. 

Human Resources Development 
For sustainable development there is no option to promotion of education. Education will create ingenuity and creativity among people and make them find new ways and means to livelihood. Development of personal skill will help find better jobs and create self-employment. Export of skilled manpower will fetch  greater remittance.  

Connectivity with National Economic Hubs

Since large cities of the country are serving as the national economic hubs, all urban centres must have good connectivity with them for movement of goods and passengers. Efficient mobility will reduce pressure on  large cities and promote economic activities of the small and medium towns as cost of living and business in higher in large towns. 
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