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ABSTRACT 
 
Unutilized capacity of industrial units is a great concern for entrepreneurs because 
it is a hindrance in achieving expected profit for failure in operation in economy of 
scale, even for some firms producing below the breakeven level of production. 
Though rich in remittance and raw materials, Sylhet is backward area in industrial 
field. As SMEs are the labor - intensive and contributing more in the economy by 
employment generation and Industrial estates are the home of small scale 
industries, the authors intends to examine the unutilized capacity in industrial 
units of BSCIC industrial estates of that region. By using selective sampling in 
order to keep representation from all group of industry, this study was conducted 
by using questionnaire for collecting data from the entrepreneurs and owner -  
managers of 20 units. Using simple statistical techniques, the researchers 
attempted to come to the conclusion and recommended for market assistance, 
distribution of basic raw materials, necessary fund without much formalities, 
providing training facilities and other measures and expecting the scenery would 
be improved if these measures are taken.     
 
Key word: Unutilized capacity, economy of scale, breakeven level, market 
assistance scheme.  

 
 
INTRODUCTION 
 
The performance of industrial units in BSCIC industrial 
estates of Sylhet division hampered by severe problems 
faced by the enterprises time to time. The problems may 
differ from time to time, from place to place, between one 
industry group to another and between one occupational 
group of entrepreneurs and like that, even the difference 
may be from enterprise to enterprise or entrepreneurs to 
entrepreneurs. Major problems are related to 
underutilization of capacity due to problems in raw 
materials, marketing, power, labor, finance, technical and 
managerial guidance and policy of the government. All 
these affect the performance of a unit or an industry. The 
better performance is the index of fewer problems.  

For any single product capacity can be measured by 
estimating the total amount of production on the basis of 
assumption about supply of sufficient inputs (Gold, 1955), 
or on the maximum production per unit of time (Johansen, 

1968).  For multi-product firm, the capacity utilization is 
the price weighted sum of output to maximum possible 
level of output (Gold 1955, 1976). According  to Eilon and 
Soesan (1976) capacity utilization can be measured by 
observed output to maximum output on full capacity 
envelope curve, assuming the output mix as constant. They 
used linear programming method to construct that curve. 
Färe et al. (1989a, b) suggested variant of the data 
envelopment analysis (DEA) linear programming method to 
construct a maximum capacity envelope curve.  

The extent of using installed production capacity by 
production unit is referred as capacity utilization. It is the 
ratio of actual output and potential output in given capacity, 
other fixed output and state of technology. Efficiency 
focuses on profit maximization or cost minimization, so 
capacity utilization focuses on efficient utilization of 
resources.  The more the capacity utilization, the less the
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cost of production as the fixed cost is considered as a major 
factor of production (Hosen et al., 2011). 

Frequent under utilization of capacity is a de-motivating 
factor for potential entrepreneurs. In order to achieve the 
goal of efficiency and utilization of capacity, production 
units face two types of environment: micro like frequent 
technical problem, and shortage of skilled labor etc and 
macro like low demand, shortage of raw materials etc.  The 
elements of micro environmental factors can be controlled 
by management but the macro environmental factors 
cannot be controlled but the firms have to adjust with the 
changes. Macro environment can affect the cost of 
technology and reduce the economic growth (Berger and 
Udell, 1995), availability of credit, business entry cost 
(Aghon et al., 2006) etc.  SMEs depend on the macro 
environment and the capability of management to cope 
with its essential (Chikan, 2006). Capacity utilization also 
depends on the micro environment.  In this research the 
authors are going to examine the most important factors 
like the low demand of products, shortage of raw materials, 
competition, shortage of finance, lack of skilled labor, 
power scarcity, frequent technical problem, lack of interest 
of the entrepreneurs, and other reasons.  

Located on the north east corner of Bangladesh Sylhet 
division covers 8.54% of whole area of the country and is 
home to nearly 6% of country’s population. Its population 
density is 700 per km (BBS, 2012), with high population 
density in Sylhet metropolitan area. Sylhet is the foreign 
remittance flooded area and is the feeder of commercial 
banks’ fund (Aziz, 1994). Special agricultural products of 
Sylhet as tea, orange, pineapple, shatkora, jackfruits etc and 
mineral resources as gas, fuel, and stone, sand are 
contributing in national economy to the great extent. 
Besides wood, grass, bamboo etc forestry products are 
supplying sufficient raw materials for food, chemical, 
construction, petro-chemicals and other industries. Out of 
74 industrial estates of Bangladesh for small and medium 
scale industries’ production units, five of them are in Sylhet 
(one of the 6 divisions of Bangladesh). 

The sufficiency of foreign remittance and abundance of 
raw materials and fuel could not take the industrial 
development of Sylhet Region at the satisfactory level.  
BSCIC industrial area of Sylhet division is the home of only 
6.67% industrial units of the total industrial units of BSCIC 
industrial areas of Bangladesh. The sick industries are 18% 
of total industries of BSCIC area of that region. The existing 
units are not operating at their optimum level as the total 
capacity utilization is 48.34% only (BSCIC, 2005) though in 
Bangladesh the overall capacity utilization in 
manufacturing sector is 84% (Enterprise Survey, 2013). 

 
 
Objectives of the study 
 

The main objective of the study is to examine the capacity 
utilization of SMEs in BSCIC industrial estates of Sylhet.  To 

 
 
 
fulfill this objective the researchers need to examine: 
  
a. The present scenery of capacity utilization by the 
selected units of the industrial estates.  
b. The capacity utilization by estate wise.  
c. The reasons for underutilization of capacity as mentioned 
by selected entrepreneurs.  
d. The number one reason for underutilization of capacity 
by the line of manufacture.  

 
 
RESEARCH METHODOLOGY 
 
Sampling 
 
The study utilizes the questionnaire survey approach with a 
selective sampling technique where the entrepreneurs and 
owner-managers of small firms in Sylhet divisional 
industrial estates are selected as target population. The 
sample respondents in this study include both the 
entrepreneurs and owner-managers of industrial units of 
BSCIC industrial estates of Sylhet division. The respondents 
are identified from the list of industrial units owner from 
different sector of the estates as the estates are divided into 
9 sectors as food and allied, chemical and pharmaceutical, 
tannery, leather and rubber, paper, printing and packaging, 
cloth and textile, jute, wood, glass and ceramics and others. 
Table 1 shows the units selected from the different estates 
of Sylhet BSCIC.  

Table 2 shows the units that were also selected from 
cross section of different industries. 

 
 
Data collection method 
 
Data collected based on survey questionnaire on 
entrepreneurs and owner-managers of 20 selected 
industrial units. The respondents were contacted via 
mobile phone in order to inform them about the study. The 
secondary data are collected from the publications and 
websites of BSCIC and others.  

 
 
Variables 
 
The questionnaire consists of different variables like the 
installed capacity, utilized capacity, demand of products, 
availability of raw materials, competition, availability of 
fund, skilled labor, power, technical problem, interest of the 
entrepreneurs, and others. 

Data analysis techniques: The descriptive statistical 
analysis is used to summarize the respondents’ problems in 
operating the business.  From these analyses the 
researchers came to the conclusion and provided 
recommendations.  
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Table 1. Shows the units selected from the different estates of Sylhet BSCIC.  
 

Estates Total units Units selected for survey 

1. Gutatiker, Sylhet 61 05 

2. Kadimnagar, Sylhet 64 06 

3. Dulaikhal, Hobigonj   24 04 

4. Giasnagar, Moulabibazer 31 04 

5. Sunamgonj 3 01 

Total 183 20 

 

Table 2. Shows the units that were also selected from cross section of different 
industries. 
 

Industry Units selected for survey 

Food & Allied  05 

Cloth 01 

Jute   01 

Forestry 01 

Paper, printing, and packaging 02 

Tannery, leather & rubber 00 

Glass & Ceramics 01 

Chemical & Pharmaceuticals 04 

Engineering  03 

Others 02 

Total 20 

 
 

Table 3. Distribution of average unutilized capacity. 
 

Annual average utilized Capacity (%) No of units Percentage 

Below 25 6 30 

25-50 8 40 

50-75 4 20 

75-100 1 10 

Total 20 100 
 

(Source: Field Survey) 

 
 

Table 4. Capacity utilization status of 5 industrial units of BSCIC, namely, Gutatiker, 
Kahdimnager, Giasnager , Sunamgonj and Dualikhal of  Sylhet. 
 

Industry Units Capacity utilized (%) 
1. Food & Allied  44 50 
2. Cloth 14 42 
3. Jute   00 -- 
4. Forestry 01 18 
5. Paper, printing, and packaging 00 -- 
6. Tannery, leather & rubber 01 33 
7. Glass & Ceramics 01 30 
8. Chemical & Pharmaceuticals 12 70 
9. Engineering  21 33 
10. Others 06 72 
Total  100 48.34 
 

 (Source: Compiled from product directory, BSCIC). 
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Table 5. Estate wise analysis. 
 

Estates 

 

 

Year of 
establishment 

Average age of their 
units 

Mean unutilized capacity* 
change (%) 

Total 
units 

Gutatiker, Sylhet 1975 23 50 61 

Kadimnagar, Sylhet 1995 09 80 64 

Dulaikhal, Hobigonj   1995 07 60 24 

Giasnagar, Moulabibazer 1995 07 45 31 

Sunamgonj 2000 03 25 3 

Average  9.8 52  

Total     
 

(Source: Field Survey)  

 
 
 
Findings 
 
(i) Unit wise utilization of capacity: Underutilization of 
capacity is the index of problems in some aspects also. So it 
is appropriate to measure the underutilized capacity to 
know the severity of problems. Table 3 illustrates the 
utilization of the capacity by the units under study.    

Unutilized capacity of an enterprise is an index of its 
problems faced by an enterprise boil down to 
underutilization of industrial capacity. Table 3 gives data 
relating to annual average unutilized capacity (in 
percentage) over the years since inceptions for all the 20 
units under survey. Only one unit reported utilization of 75-
100% of their capacities from the time of their 
commencement till the year of survey. The rest 19 units had 
utilized capacity to their extent of less than 75%. On the 
other extreme 12 units had utilized capacity of 25-75%. The 
utilized capacity range of 0-25% is found in 30% of the 
units (6 out of 20).  

Now it is to analyze the underutilized capacity in estate 
wise in order to know the magnitude of the problem in 
specific estate. Table 4 shows the unutilized capacity of the 
units of estates by the side of their age to illustrate the 
problem more.   
 
Estate wise analysis: From the information collected and 
complied by BSCIC in their published product directory, the 
authors complied and make necessary calculation to come 
on the scenery of capacity utilization status of 5 industrial 
units of BSCIC, namely, Gutatiker, Kahdimnager, Giasnager , 
Sunamgonj and Dualikhal of  Sylhet as shown in Table 4.  
The weighted average capacity utilization is found as 
48.34% in running 100 production units of the surveyed 
industrial estates of Sylhet. The highest utilization is found 
in Chemical and Pharmaceutical Industry (70%) and the 
lowest in Forestry (18%). Though there are abundant of 
raw materials for Forestry Industry in Sylhet, the unit may 
suffer from managerial or other problem. The second 
lowest utilization is found in Glass and Ceramic Industry 

because of low market access from north corner of 
Bangladesh at high transportation costs and other 
infrastructural problems.   
Estates wise mean unutilized capacities are shown in Table 
5. The mean unutilized capacity is found 25% in Sunamgonj 
estate. The mean unutilized capacity is highest for the 
enterprises in Kadimnagar followed by Hobigonj and 
Gutatiker. The mean unutilized capacity is more than the 
average (52%) for all the estates. 
 
Causes of underutilization: After examining the average 
unutilized capacity of units under study and also the estate 
wise analysis, it is essential to examine the causes of 
underutilization in the viewpoint of entrepreneurs. Table 6 
is arranged to show the causes of underutilization. 

Reasons given by the entrepreneurs for underutilization 
of capacity, their weighted score, their rating and ranking 
on the basis of weighted score etc. are given in Table 6. 
Among the reasons that have resulted in the 
underutilization of capacity competition is ranked highest, 
followed by slackness of demand and scarcity of raw 
material, power scarcity, other reasons, shortage of finance 
and skilled labor. Lack of wholesome interest appears to be 
no matter of major concern for the enterprises since their 
rating is insignificant. Even shortage of finance is not a 
major headache. It is ranked sixth. Besides other reasons, 
the seasonal demand, product acceptability, mechanical 
breakdown, inappropriate machinery, non materialization 
of proposed public sectors under takings, natural climates, 
quality of finished products, transport bottleneck etc are 
the reasons of underutilization. Among the reasons the 
competition ranked as number one. It is followed by 
slackness of demand, scarcity of raw materials and power 
problem etc. Entrepreneurs ranked competition as number 
one problem because it is difficult to compete with the 
products of large scale operation.  

To analyze more it is necessary to examine the reason for 
underutilization of capacity by industry wise information as 
every industry may has the unique problems. The following  
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Table 6. Entrepreneurs’ reasons for underutilization of capacity. 
 

Reasons 

 

Entrepreneur’s ranking of reasons 
Weighted score Rating (%) Rank 

Number one Number two Number three 

Scarcity of raw materials 2 3 3 15 12.50 3 

Competition 6 4 5 31 25.83 1 

Slackness of demand 3 4 2 19 15.83 2 

Shortage of finance 2 2 2 12 10.00 6 

Lack of whole time interest  1 1 1 6 5.00 8 

Want of skilled workman 2 2 0 10 8.33 7 

Power scarcity 2 2 4 14 11.67 4 

Mechanical problems 2 2 3 13 10.83 5 

Other       

Total 20 20 20 120 100.00  
 

 (Source: Field Survey) 

 
 
 
table demonstrates the number one reason in the eye of 
entrepreneurs by the line of industry to point out the 
reason sharply.   

Fifteen units are not facing the problems of marketing, 
are chemical, technological, paper, forest and textile units 
(Table 7). A significant proportion of the total units of food 
and allied, glass and ceramic industry group (three out of 
five in case of food and allied and one out of two of glass 
and ceramics) is facing the problem of competition as the 
number one reason of underutilization.  In other words, 
marketing problems are fewer in the industries other than 
food and allied, glass and ceramics and other category. 
Slackness of demand is another problem cited by many 
entrepreneurs, may be confused of problems of competition 
as competition is one of the reasons of slackness of demand. 
The researcher thought that the slackness of demand might 
be related with jute and jute products as there are sufficient 
substitutes. But in case of textile, glass, ceramics and 
chemical, it might be confused with the actual problem of 
competition. 

Turning to the problem of want of skilled workmen, of 
the 4 units having the problem, they are from the three 
industry groups, namely, food and allied, chemical and 
pharmaceutical (one each) and two units of technological 
group. 

Three of the units suffering from the problem of raw 
material are forestry, paper, printing and board, and 
chemical and pharmaceutical units (one each). Fewer 
problems of raw material might have in other groups. 

The groups of units that have complained of power 
problems are food, chemical and technology (one each). 
Thus significant numbers of those groups encountered the 
power problem. 

The problems of finance and interest of entrepreneurs 
does not have much impact on the growth of the units as 
shortage of finance is mentioned by only one unit as the 
main reason of underutilization. 

 
 
Conclusion and Recommendation 
 
From the analysis, it can be recommended that: 
  
1. BSCIC may introduce market assistance scheme for small 
enterprises. In this scheme, the enterprises may register for 
assistance. The scheme should carry out marketing 
program for the registered firms in domestic and 
international market specially in supplying the 
commodities to Govt and big enterprises.  
2. Before allowing a firm in BSCIC industrial estates for 
operation, the authority should study the demand and 
supply position of the product/s. 
3. The authority should priorities the power supply in 
industrial estates for solving the problems of power 
scarcity because of employment and livelihood of many 
persons and families. 
4. As the industrial units are in the boundary of Estates, 
BSCIC can arrange special fund for assisting during the time 
of need without formalities and monitor the utilization of 
fund by the units.   
5. BSCIC may design and arrange special training program 
for workers and managers according to the need of specific 
industry in order to make the resources more efficient.  
6. There may be repairing facilities in the industrial estates 
as providing such facilities to many industrial units can be 
operated in economy of scale that is not possible for 
individual unit and for repairing of machinery operation 
are regularly halted as most of repairing facilities are not 
available in that region.   
   
Smooth operation of industrial units mostly depends on the 
utilization of capacity. Because failure in utilizing the 
capacity, many firms are unable to produce in Break- even 
level that ultimately reduce the interest of entrepreneurs in 
manufacturing activities. So the authority should consider 
different measures in assisting the SMEs in solving their
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Table 7. Entrepreneurs’ Reason number one for underutilization of capacity by line of manufacture.  
 

Entrepreneurs’ 
Reasons 

Line of manufacture 

Total Food 
and 

allied 
Cloth 

Jute and 
jute 

products 
Forestry 

Paper 
printing 

and board 

Tannery, 
hide skin 

and rubber 

Glass 
and 

ceramic 

Chemical and 
pharmaceutical 

Technological 
Miscellaneous 

products 

Scarcity of raw 
materials             

   1 1   1   3 

            

Competition        2      1   2 5 

            

Slackness of 
demand 

 1 1    1 1   4 

            

Shortage of 
finance  

1          1 

            

Lack of whole 
time interest 

          0 

            

Want of skilled 
workmen 

1       1 2  4 

            

Power scarcity 1       1 1  3 

Other reasons           0 

Total 5 1 1 1 1 0 2 4 3 2 20 
     
Source: field survey    

 
problem for the sake of huge employment in these 
industries and rapid industrialization in this 
country, especially in this resource-rich region 
regarding remittance and raw materials.    
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