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Notes 
 
 
(i)  The fiscal year (FY) of the Government ends on 30 June. 
 
(ii)  In this report, “$” refers to US dollars.



MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 
• Despite severe floods and external shocks, economic 

performance remains solid. 
 
• The economy is expected to grow at 5.3% in fiscal year (FY) 

2005, only marginally lower than that recorded in FY2004.   
 
• Despite considerable pressures, the fiscal and current account 

deficits are expected to be moderate. 
 
• The current revenue collection has fallen short of target. There 

is an urgent need to increase revenue-GDP ratio, this is 
essential for increasing public investment needed for propelling 
the economy on a higher growth path for achieving the 
millennium development goals (MDGs).  

  
• Inflation edged up mainly due to higher domestic food prices 

and increase in fuel prices.  
 
• The external sector shows robust performance with steady 

increase in external trade, and workers remittances.    
 
• Several policy initiatives and infrastructure developments are 

needed to face the challenges of the termination of multifiber 
arrangement (MFA). 

 
 

2004 Floods  
 

1. Extensive flooding and rainfall affected Bangladesh 
between July and September of 2004. The floods, affecting 
approximately 38% of the country, caused extensive damage to 
crops, infrastructure, and livelihoods of an estimated 36 million 
people. Flood damages are estimated at $2.3 billion or 4% of 
GDP.  This includes  $1.4 billion in asset loss and $0.9 billion in 
output loss. The floods caused considerable damage to transport 
infrastructure affecting about 2,970 km of the primary roads and 
25,000 km of the secondary roads. In terms of water resources, 
some 2,537 km of embankments, 555 km of irrigation-drainage 
systems, 45 km of riverbank protection works, and 435 water 
control structures in 331 schemes were damaged. In urban 
municipal infrastructure, the damage included 2,277 km of roads, 
80 km of drains, 1,559 meters of bridges and culverts, and other 
structures. While the damage was quite severe, the adverse 
impacts on the economy will be offset by a strong rebound in 
exports and workers’ remittances, and flood rehabilitation 
measures.  

Flooding affects the 
economy 

 



  
 

Agriculture  
 

Foodgrain Production
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2. The devastating flooding seriously affected the agriculture 
sector, particularly food crop production. The aus production was 
1.5 million tons, a 17% decline from the preceding year. The 
flooding, together with incessant rainfall, also damaged the aman 
crop in many regions.  The Government has launched a 
rehabilitation program to address the flood damage. Despite this, 
the aman production is estimated at only 10 million tons or less, as 
against 11.5 million tons in the preceding year, implying a 13% 
year-to-year decline. Offsetting this decline is an anticipated 
bumper boro crop due to a significant expansion in crop areas. 
The farmers, encouraged by higher food grain prices, are 
desperate to compensate for the loss of aman crop. In addition, 
the Government’s massive flood rehabilitation program and good 
weather have contributed to the bounce-back in the boro season. 
Overall, 
food grain 
production 
during 
FY2005 is 
currently 
estimated 
at 26.3 
million 
tons, just 
4% lower 
compared 
with the preceding year. Despite flooding, the production of maize, 
potatoes and vegetables is expected to increase in the year. 
Agriculture growth during FY2005 is estimated at only 0.4%, down 
from 2.7% in FY2004 

Aman crop suffers a 
setback 

 
Industry 
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3. Industrial production has maintained its upward trend, 
primarily due to steady growth in export-oriented manufacturing. 
The adverse 
impact of 
flooding was 
localized and 
limited to 
small-scale 
enterprises, 
particularly in 
the rural 
areas.  
Output of the 
large and medium scale manufacturers rose by 6.7% in the first 
half of FY2005, compared with the first half of the preceding year.  
The output of food and beverage, textiles, garments, chemicals, 

 

Industrial production 
shows upward trend 
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leather, non-metallic products, machinery and equipment and 
metallic products recorded steady increases. Output of small-scale 
manufacturers rose by 7.5% in the first half of FY2005, with growth 
led by the food processing, textiles, leather, garments, wood 
products, paper, printing and publishing, metal products and 
machinery and equipment sectors. The construction and energy 
sub-sectors are continuing to exhibit solid performance, due in part 
to rehabilitation related spending. Improvement in law enforcement 
has also had a positive influence on economic activity, and 
particularly private construction activity.   Largely driven by export-
oriented manufacturing, the overall growth in industrial production 
during FY2005 is estimated at 7.8%, higher than 7.7% in the 
previous year. 

 
Services 
 
4. The services sector is likely to show broad-based 
expansion in FY2005 with a growth of 6%, from 5.7% in the 
preceding year. Improvement in transport and trade services, an 
increase in the recruitment in public administration and surging 
profitability of private sector banks are expected to lift the service 
sector. 

Services sector shows 
robust performance 

 
Economic Growth 
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5. GDP growth in FY2005 is estimated at 5.3%, slightly lower 
than 5.5% in the preceding year, mainly due to the adverse impact 
of the July-September, 2004 floods. The growth will be 
underpinned by the expansion in both domestic and external 
demand. There is a clear sign of steady increase in private 
investment 
as indicated 
by the surge 
in credit, 
particularly 
to industry 
and 
agriculture 
sectors, an 
increase in 
imports of 
capital 
goods, and 
most 
heartening, an upsurge in foreign direct investment (FDI) inflows. 
External demand remains buoyant, as the immediate fears of a 
post-MFA withdrawal scenario on textiles exports begin to recede.  
External risks do remain---a sharp depreciation of the US dollar, a 
sharp increase in US interest rates and higher petroleum prices 
could have adverse knock-on effects for Bangladesh.    

 

GDP growth is 
estimated at 5.3% 

 



  
 

6. The economy continues to face a number of medium-term 
risks. These include the longer-term consequences of the MFA 
phase-out on competitiveness in the garments industry, a possible 
increase in hartals (general strikes) especially in the run-up to the 
January 2007 elections (Box 1), and weak governance. The 
Government needs to accelerate its commitment to economic 
reform and to making progress on the development agenda in 
order to mitigate some of   these risks, and to move the economy 
onto a higher growth path. Boosting private investment is key to 
this process, and that will require major efforts to upgrade 
infrastructure, improve governance and deepen sector reforms. To 
realize the potential for the higher export-led growth, significant 
improvements are also required in infrastructure provision and 
operations, including in the ports, road, rail and the waterways and 
in the provision of energy.  

Several 
downside 
risks 
remain 

 
 

Box 1: The Economic Impact of Hartals 
 

• The average cost of hartals to the Bangladesh economy during the 
1990s was 3 to 4% of GDP. 

• In the formal transport sector, earnings on hartal days were 50 to 
60% less than normal. 

• In the informal transport sector, most auto-rickshaw drivers cease 
operations during hartal days. 

• During hartals, most transport workers find it necessary to borrow 
money to meet daily needs. 

• In the export sector, small factories in residential areas remain 
open and continue to pay their workers during hartals, but close 
down and suspend wages during prolonged hartals. 

• Even when factories stay open, major losses result from missed 
shipments and lost orders with disgruntled buyers deciding 
purchase elsewhere. 

• In the retail sector, losses vary depending on goods carried. 
• Street-side hawkers and vendors earn 50 to 60% less than normal 

on hartal days. They also face significant risks of physical assault. 
• Public sector industries are less affected by hartals, because of 

better security measures. 
• Women are more affected by hartals because of greater security 

problems. Women comprise most of the workforce in the garment 
sector, one of the worst affected by hartals. 

• One major economic impact of hartals on the population is higher 
prices for essential goods due to transport shortages, which affect 
the poor to the greatest extent. 

• Rural communities are badly affected by hartals, suffering from 
price hikes, lower earnings and difficult access to health facilities. 

 
Source: Beyond Hartals: Towards Democratic Dialogue in Bangladesh, March 
2005, United   Nations Development Programme, Bangladesh. 
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7. Bangladesh is pursuing an export-oriented pattern of 
economic growth. Effective and efficient management of the 
Chittagong port is essential to the long-term viability of the export 
sector, and to the competitiveness of the economy as a whole.  A 
number of initiatives have been launched to improve performance 
at the Chittagong port, while modernization and reform of the port 
is a complex challenge (see pages 14-16 for detail discussions).  
 
8. The health of the labor force is one of the most important 
long-term determinants of both growth and poverty reduction.  
With rapid increases in urbanization, and many urban poor 
classified as being amongst the poorest of the poor, it is 
exceedingly difficult for the Government to provide healthcare for 
all. New, innovative approaches through public-private 
partnerships in health care delivery have been mounted in urban 
Bangladesh, with the assistance of ADB in recent years.  New 
evidence is emerging to show that the use of alternative health 
delivery systems, even in the poorest urban slums, can be cost-
effective in providing quality health care to the poor (see pages 17-
22 for discussions on the cost-effectiveness of this novel approach 
to investing in the urban health care sector). 
 
9. Competitiveness is a growing concern.  According to a 
recent Japan External Trade Organization (JETRO) survey, while 
Bangladesh has several strengths, it has also weaknesses, which 
make it less competitive compared with other Asian countries (Box 
2). JETRO’s survey finds that Bangladesh faces relatively high 
costs for broadband Internet service, connection fees for fixed 
telephone line, container transportation cost, corporate tax rates, 
etc. The cost of transportation from Chittagong Port is higher than 
in other countries, partly because the large container ships cannot 
come to Chittagong Port due to its shallow draft and, therefore, 
transshipment of containers becomes necessary either at 
Singapore or at Colombo. Although the costs of water and 
electricity are lower than in other countries, their stable supply is 
not guaranteed.  Another negative factor is that it takes a very long 
time to secure the required permissions from the government 
agencies to conduct businesses, and there is no fixed schedule for 
completing the permit approval processes.  

Bangladesh has 
several weaknesses 
in investment 
climate 
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Box 2: Investment Climate in Bangladesh – 

Strengths and Weaknesses 
 
Compared with many Asian Countries, Bangladesh has several 
strengths in the investment climate. The favorable points include the 
worker’s wages, office rent, rental of industrial estates, water and 
electricity charges, monthly basic cost for fixed telephones, rate of 
personal income tax etc.  The procedural matters have also improved 
over the years. One of these aspects is the “Work Permit for 
Foreigners” (previously handled by several Agencies/Ministries) which 
is now issued by a single Agency i.e. the Board of Investment (BOI) 
within a very short time. Another good aspect is issuance of the “Visa 
on Arrival”. Since the end of 2004, the Government of Bangladesh has 
opened the “Visa on Arrival” for the visitors of a few developed 
countries. As a result, the number of visitors is increasing gradually 
and this system will hopefully contribute to the increase in foreign 
investment in due course. 
 
However, Bangladesh lags behind in several areas. Compared with 
other Asian countries, Bangladesh is less competitive in the areas like 
monthly basic payment for broadband (512 kbps) Internet service, new 
connection fee for fixed telephone line, new connection fee for ISD 
mobile phone, container transportation cost, cost of passenger cars, 
rate of corporate tax, etc. Specially, the monthly basic payment for 
broadband Internet service in Bangladesh is the highest in Asia. The 
charge for the low speed narrow band (56 kbps) Internet service in 
Bangladesh is not the highest in Asia, but it is also in the higher range. 
Regarding telephone service, the charge per call stands around the 
middle range among the Asian countries, but the new connection fee 
is quite high. However, due to the emergence of several new private 
cell phone operators, the new connection fee for mobile phones, 
especially for mobile-to-mobile ones, has become less expensive. 
 
Regarding container transport, a survey has been made for the routes 
from 21 Asian cities (Chittagong Port in the case of Bangladesh) to the 
ports of Yokohama and Los Angeles.  The results show that even after 
offsetting the proportional cost due to geographical longer distance, 
the cost of transportation from Chittagong Port is higher than that from 
Mumbai Port. One of the reasons for this is that large container ships 
cannot come to Chittagong Port due to its shallow draft and, therefore, 
transshipment of containers becomes necessary either at Singapore 
or at Colombo. Due to the increase in import duty for passenger cars, 
Bangladesh has become one of the most expensive countries in Asia 
for vehicles. The corporate tax in Bangladesh is also one of the 
highest in Asia. Although the costs of water and electricity are lower, 
their stable supply is not guaranteed.  Another negative factor is that it 
takes a long time to secure the required permissions from various 
government agencies to conduct businesses.  Another drawback is the 
lack of continuity of government policies. 
 
Source: Based on “Investment-Related Cost Comparison in Major Cities and 
Regions in Asia”, March 2005, JETRO (Japan External Trade Organization). 
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Fiscal Management  
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10. Fiscal management has come under strains due to a 
shortfall in revenue collection. Although progress has been 
achieved in the fiscal reform agenda, these efforts are yet to result 
in revenue gains. Revenue collection under the National Board of 
Revenue (NBR) during the first three quarters of FY2005 
increased by 11.7% over the corresponding period of FY2004, 
which is 63% of the target set for the fiscal year. NBR revenues 
during the first quarter increased by 12.5% but growth moderated 
to 6.4% in the second quarter before rebounding strongly (16.3%) 
during the 
third quarter of 
the fiscal year. 
With 37% of 
the targeted 
revenue 
required to be 
collected 
during the final 
quarter of the 
fiscal year, 
aggressive 
revenue mobilization efforts and improved monitoring and 
supervision measures will need to be mounted. Given the lower 
than projected revenues, the fiscal deficit in FY2005 is expected to 
be higher (4.7% of GDP) than what was budgeted (i.e. 4.3% of 
GDP). Despite the likely shortfalls in Annual Development 
Program implementation---only 35% of the targeted amount spent 
in the first seven months--higher expenditures due to flood relief 
and rehabilitation and partial implementation of the new civil 
service pay scales are expected to boost public spending for the 
year as a whole.  

Revenue 
collection falls 
short of target 

  
11. Performance in revenue collection has varied amongst the 
different tax bases.  During the first nine months of FY2005, high 
growth was achieved in the collection of income tax (19.9%), 
domestic VAT (17.9%) and import stage VAT (16.5%). Moderate 
growth was achieved in customs duty (8.9%) and domestic 
supplementary duty (6.3%). Import stage supplementary duty (-
1.1%), excise duty (-9.6%) and other taxes (-23.7%) posted 
negative growth rates.  
 
12. Systemic reform of the tax system is urgently required to 
raise the revenue-GDP ratio from the current low level of 10.2% of 
GDP (tax-effort is 8.2%). This is essential for increasing public 
investment to the level envisaged in the PRSP, and for propelling 
the economy on a higher growth path required for achieving the 
MDGs. More revenues are also needed to provide improved public 
services including improved law-and-order to create better   
conditions conducive to enhanced private sector economic 
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activities.  Higher revenues would also enable Government to 
improve public sector salaries, and in so doing, to reduce some of 
the incentives that drive corrupt practices. Some progress has 
been made in tax administration reform, including the expansion of 
VAT large taxpayers’ unit (LTU) to cover more than 50% of 
domestic VAT collections and the joint audits of large VAT and 
income tax payers, but these measures have yet to generate 
increased revenues. A more in-depth examination of tax policy and 
tax management issues is needed, with the aim of expanding the 
tax base, modernizing tax systems, simplifying assessment and 
payment of taxes, and bringing more transparency and 
accountability in tax administration.  In the medium-term, there is 
an urgent need to raise the tax-GDP ratio to levels comparable to 
the countries in the region (tax-effort in India is 15.1% of GDP in 
FY2004). 

 

 
13. Alongside strengthening revenue performance, the quality 
of expenditure management needs to be enhanced coupled with 
improvements in capacity for ADP implementation. The 
introduction of simplified project documentation and approval 
processes needs to be replicated in other areas to improve the 
pace and quality of public expenditure management.  This is 
particularly urgent in the area of economic infrastructure and social 
service delivery.  
 
Monetary Developments 
14. Monetary policy stance has become expansionary and 
accommodative to private sector credit. Broad money (M2) 
increased by 8.0% in the first eight months of FY2005 compared 
with 6.6% during the corresponding period of the previous fiscal 
year. The higher growth (18.7% compared with 12.1% in the 
previous year) in net foreign assets during the period was 
reinforced by the higher growth in net domestic asset of the 
banking system. Credit to the private sector during July-February 
FY2005 rose sharply by 11.3% compared with only 5.9% growth in 
the previous fiscal year. Credit to the public sector during the 
period, however, declined by 2.3% compared with an increase of 
0.9% in the previous year. Net credit to the Government also 
declined by 0.9% compared with a decline of 1.4% in the previous 
year. Due to the higher growth in net foreign assets, reserve 
money grew by 6.2% compared with 4.9% in the first eight months 
of the previous fiscal year.  
 
15. Over the 12 months ending February 2005, monetary 
policy accommodated growing private sector demand for credit. As 
a result, private sector credit recorded a robust growth of 20% 
compared with 9.1% growth in the previous 12 months. Supported 
by higher growth of reserve money, broad money grew by 15.4% 
in the 12 months up to February 2005 compared with 12.9% in the 
preceding 12 months.  Expansionary monetary policy, while 
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Broad Money Growth
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stimulating private sector activity and supporting rapid growth of 
imports, fueled inflationary pressures in the economy, in addition 
to putting pressures on the exchange rate (below). The weighted 
average 
yield on 28-
day treasury 
bills 
remained 
stable at 
around 4% 
during 
January-
February 
2005, but 
rose to 
5.1% by end 
March. The central bank conducted regular repo and reverse repo 
operations alongside the treasury bills auctions to manage 
liquidity, with the repo rate ranging between 6-10% and the 
reverse repo rate ranging between 2.75-4.5% during January-
March 2005. The call money rate exhibited considerable volatility 
during January-February 2005. The rate reached up to 70% from 
the normal level of 5-7%, despite injection of fresh cash by the 
central bank through its repo operations.  The rates have returned 
to normal levels since early March 2005.   

Call money 
rates exhibit 
volatility  

 
16. The health of the banking sector showed some 
improvement, with a reduction in gross non-performing loans 
(NPLs) ratios to 17.6% at the end of the October-December 2004 
quarter from 22.5% in January-March 2004. The NPLs net of 
provisions declined to 9.8% in October-December 2004 from 
13.9% in January-March 2004. The NPLs of the nationalized 
commercial banks (NCBs) have, however, still remained high at 
25.3% on a gross basis and at 17.6%, net of provisioning. The 
risk-weighted capital asset ratios remained higher than the 
regulatory requirement of 9% for the foreign and domestic private 
banks and the specialized banks but were substantially lower for 
the NCBs. Bank-by-bank resolution strategies for the four NCBs 
are making steady progress, with the Government nearing the 
finalization of the information memorandum to be issued for the 
privatization of Rupali Bank. The management advisory teams at 
Sonali Bank and Agrani Bank are working towards improving the 
operations of these banks, with a management advisory team 
expected to be in place at Janata Bank in the next couple of 
months. For protecting interests of the depositors and restraining 
credit growth, the central bank raised the cash reserve 
requirement (CRR) for the commercial banks by 0.5 percentage 
point to 4.5% effective 1 March 2005, keeping the statutory 
liquidity ratio (SLR) unchanged at 16%. The central bank also 
reduced the single borrower exposure limit of banks on large loan 
facilities by 15% from 50% to 35% to help improve risk 

NPLs ratios 
decline  
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management in the banking sector and to encourage syndication 
financing. In an attempt to decentralize responsibility and reduce 
its workload, the central bank has allowed the banks to declassify 
bad loan cases without prior approval of the central bank.  
 
Balance of Payments 
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Export Import

17. Exports during the first nine months of FY2005 were 
$6,097 (f.o.b. basis) million, and had registered an increase of 
12.5% over the identical period of the previous fiscal year. Starting 
with the high growth rate of 28% in July 2005, the year-on-year 
growth of exports declined as the year progressed, reaching 
10.5% up to January 2005, before rebounding to 12.5% in March 
2005. Although the growth up to March 2005 is 1.8% lower than 
the target 
for this 
period, it is 
in line with 
the target 
of 12.7% 
growth for 
the fiscal 
year. Two 
major 
items, 
knitwear 
and woven garments, account for 78% of the export earnings for 
the period. These grew by 38.1% and 3.8% respectively. While 
knitwear exceeded the target set for the period by 13.2%, woven 
garments fell short of the target by 4%. Other notable items 
registering positive growth include home textiles (17%), chemical 
products (43.9%) and leather (7.8%). Amongst the other main 
export items, frozen foods (-39%), other manufactured goods (-
7.5%) and jute goods (-3%) recorded negative growth during the 
period.  

Exports show 
12.5% growth  

 
18. The initial impact of MFA phase-out effective January 2005 
has been quite modest.  There are very few reports of factory 
closures or job losses, although it may be too early to judge the 
evolving outcome.  The Government is adopting several measures 
to boost competitiveness in the sector including allowing FDI 
outside the export processing zones (EPZs), simplifying the 
regulatory environment for trade in textile and garments, improving 
port facilities with ADB assistance and seeking duty-free access 
for Bangladesh readymade garments into the United States 
market. The Ministry of Commerce has set up a fund for Taka 200 
million to train and rehabilitate retrenched workers. The Ministry is 
also preparing a post MFA action plan worth $40 million, which will 
contain a roadmap of measures aimed to support product 
diversification, improvement of design, exploration of new markets 
and modernization of handloom fabrics.  
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19. Imports have been growing robustly, with year-on-year 
imports (c&f basis) for the first seven months of FY2005 increasing 
by 21.3% to $7.0 billion. Analysis of import data for the July-
February period of FY2005 indicates increases in consumer goods 
imports by 29.4%, intermediate goods by 63.2%, capital machinery 
by 55.8% and petroleum products by 50.6%. The high growth of 
food grain imports was caused by the lower production of rice in 
the country due to the adverse weather conditions while the sharp 
increases in intermediate goods and capital machinery imports 
reflect a rapid pick up in industrial activities. The higher import bill 
for petroleum can be explained by the upsurge in global petroleum 
prices.  Based on LCs opened during July-February of FY2005, 
imports increased by 24.3% over the corresponding period of the 
previous year, large increases in the imports of food grains, 
intermediate goods, capital machinery and petroleum products are 
expected during the remaining period of the fiscal year. Oil imports 
exceeded the original target by about $300 million at end-March 
2005, reflecting higher oil prices.  

Imports grow 
sharply  

 
20. The increase in imports during July-January of FY2005 
more than offset the increase in exports, causing the trade deficit 
to widen by a whooping 68.3% to $1.6 billion. Although migrant 
workers remittances increased by 8.3% during the period, the 
deficits on services and income accounts increased substantially.  
Consequently, the current account of the balance of payments 
(excluding grants) for the first seven months of FY2005  
registered a deficit of $142 million compared with a surplus of 
$570 million during the corresponding period of FY2004. 
Meanwhile, workers remittances increased by 14.7% during July-
April 2005 as against the same period of FY2004. 
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21. The surplus in the capital account moderated during July–
January FY2005 and a large surplus developed in the financial 
account compared with a deficit in the corresponding period of the 
previous year.  As a result---and despite a widening deficit on the 
trade account---Bangladesh has registered a balance of payments 
surplus of 
$456 
million 
compared 
with a 
surplus of 
$188 
million 
during the 
same 
period of 
FY2004. 
Gross official reserves have increased to $3,039 million (or 3 
months of imports) at the end of January 2005 from $2,593 million 
at the end of January 2004. The disbursements from the World 
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Bank’s Development Support Credit II, and IMF’s Poverty 
Reduction and Growth Facility and Trade Integration Mechanism, 
made a sharp hike in the foreign exchange reserves in August 
2004 and the reserve level remained at high level thereafter.  
External reserves as of end April 2005 were $3,127 million.   
 
Inflation and Exchange Rates 
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22. Inflation continues to remain on a rising trend.  On a point-
to-point basis, inflation increased to 7.9% in October 2004 from 
5.5% in August 2004, mainly due to a rapid increase in food 
prices. Thereafter, inflation declined to 5.5% in December 2004, 
but rose again to 6.7% in March 2005 with increasing trends in 
both food 
and non-
food 
prices. 
On an 
annual 
average 
basis, 
the 
inflation 
rate rose 
from 
5.9% in July 2004 to 6.2% in October 2004, declining slightly to 
6.1% in December 2004, and increasing to 6.2% in March 2005. In 
addition to the rapid expansion of domestic credit, the higher 
prices were induced by the high oil prices, and the rise in 
commodity and food prices in the aftermath of the July-September 
2004 floods. With the setback in rice production, inflation is 
unlikely to decline during the remainder of the fiscal year. 
Moreover, recent upward adjustment in fuel prices could also 
escalate price pressures in the coming months. However, the 
impact of higher fuel prices in international market on inflation is 
likely to be limited given the current government policy of partial 
adjustment of domestic fuel prices. 

 

Inflationary 
pressures 
accelerate  

 
23. The exchange rate in the formal inter-bank market has 
been under pressure for quite some time, rising from Taka 58.4 to 
a dollar in July 2003 to Taka 60.3 to a dollar in December 2004, as 
imports increased steadily during the period. The exchange rate 
rose sharply to Taka 63.2 to a dollar in February 2005 and 
stabilized at that level until the end of April 2005. The recent rise in 
the value of dollar against Taka has been attributed to higher 
import payments for oil, rice, fertilizer, capital machinery and 
telecommunication equipment. In addition, the NCBs, which had 
kept the exchange rate at a level around Taka 2.0 lower compared 
with the private commercial banks (PCBs) since the currency was 
floated in May 2003, revised the rate upwards and set it at par with 
those quoted by the PCBs. The rate correction by the NCBs along 

Exchange 
rates under 
pressures 
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with the higher import demand led to a depreciation of the Taka 
relative to the informal rate prevailing in the curb market. The 
differential between the inter-bank and curb rates has now been 
largely eliminated as the Taka depreciated in the curb market as 
well. To address the twin problems of rising inflation and currency 
depreciation, the central bank advised the commercial banks to 
raise interest rates. The central bank has also relaxed its 
regulations relating to swap transactions to encourage increased 
flow of funds in the foreign exchange market through allowing 
swap deals on the basis of a counter-party limit instead of a net 
open foreign exchange position. 
 
Political Developments  
 
24. Although there has been some improvement in law 
enforcement, the political situation remained confrontational, 
marked by frequent hartals (general strikes). A series of prolonged 
hartals has adversely affected the economy. Both the ruling and 
the main opposition parties were active on the streets. The major 
opposition political parties are now demanding reforms in the 
caretaker government system before the next general election. 
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IMPROVING CHITTAGONG PORT FOR TRADE FACILITATION 
 
 
Background 
 
25. There are three main ports in Bangladesh: Chittagong, Mongla, and Dhaka-
Narayanganj. However, 80% of the trade flows through the port of Chittagong, which is also an 
integral part of the subregional transport. The port of Chittagong is owned and operated by 
Chittagong Port Authority (CPA). CPA’s operating revenues in the last 6 years have grown at an 
average annual rate of about 10%, and foreign exchange earnings reached $42.3 million in 
2003, constituting nearly 49% of total revenues. Customs operations at the port are also an 
important source of revenue, which accounted for nearly 28% of total public revenue in 2002. 
Containers handled at Chittagong in the last 10 years increased at an average annual rate of 
approximately 15%. In 2003, it handled over 600,000 twenty-foot equivalent units (TEUs), and 
bulk cargo throughput reached approximately 21 million tonnes. Traffic is expected to reach 
43 million tonnes (with a container throughput of 1,678,000 TEUs) by 2016. Direct employment 
by CPA totals approximately 8,500 persons. The port creates additional employment for 6,200 
dockworkers, 5,300 merchant laborers, and 3,000 stevedores.  
 
Issues 
 
26. Despite the increase in throughput and overall performance in the past 8 years, 
productivity remains low, and the port has become a serious tangle in the supply chain. In August 
2004, asset utilization at Chittagong port averaged only 184 TEUs per berth per day and port stay 
about 2.9 days. Average container dwell time at the port has remained almost unchanged over 
the past few years at about 18 days compared with about 10 to 12 days at comparable container 
terminals in the region. Average transit time by rail between the port and the inland container 
depot (ICD) in Dhaka, including port-handling time, is about 30 hours and costs about $250 per 
TEU. However, import containers remain at the port for about 2 days on average from the time of 
arrival before being assigned a slot on a train. In comparison, it costs about $400 per TEU to 
transport by truck, but takes about 12 hours for door-to-door delivery, and mostly in break-bulk 
form. Under the manual methods now in place, documents pass through many stages, requiring 
48 endorsements, which, in addition to increasing dwell times, create opportunities for corruption. 
Likewise, the present manual container tracking system unduly delays container movements in 
the yard. Without the use of information technology (IT), berth productivity will further decline and 
add to shipping costs. Media reports claim that informal payments to expedite the flow of 
documents through CPA and Customs House of Chittagong (CHC) are on the rise. These delays 
and payments contribute to the higher maritime cost of Bangladesh’s textile exports to the US, 
compared with exports from the People’s Republic of China; India; Taipei, China; and Thailand. 
 
27. Even with a computerized port management system, certain customs processing rules 
now in force will continue to limit port capacity. One example is CHC’s rule related to off-port 
container freight stations (CFSs) and ICDs, which prevents newly constructed private CFSs 
from handling import containers. ICD Dhaka, the only facility permitted to handle both import 
and export containers, is poorly connected to the port both by road and rail. Consequently, only 
about 10% of the import containers are processed there, even though 70% of the import and 
export cargo either originates from or terminates in Dhaka. With the exception of another 
approximately 10% that are handled at nearby facilities, the remaining less than container load 
(LCL) and full container load (FCL) containers are unstuffed in the yards, thereby requiring 
additional vehicles to enter the port. Delays on the part of consignees taking delivery of import 
cargoes and CHC’s inefficient auctioning rules on unclaimed consignments also add to 
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container dwell times. Since the port is already operating at capacity, such rules compound the 
barriers to trade.  
 
28. At least one spill of oil or wastewater containing oil occurs in the port area every week. 
Consequently, water quality in the Karnaphuli River under the jurisdiction of CPA is low. The 
concentration of oil in the water samples taken in the port area was found to be between 30 and 
338 parts per million (ppm). Under the International Convention for the Prevention of Pollution 
from Ships (MARPOL 73/78), all ports are required to have adequate reception and treatment 
facilities for oil waste and noxious liquid substances as well as a clear management plan for 
handling other wastes in close coordination with the local government. It also sets out standards 
for the major categories of pollution from ship and port operations such as: (i) oil, (ii) noxious 
liquid substances, (iii) harmful substances, (iv) sewage, and (v) solid waste. Failure to comply 
with these requirements could result in possible embargoes.  CPA has met the basic 
requirements specified under the International Shipping and Port Security code. However, it is 
yet to meet all the requirements specified under the container security initiative launched by US 
customs. This initiative requires measures in place at the originating port to detect potential 
security breaches such as human and drug trafficking, and container scanners and automated 
tools for monitoring exports. 
 
Outlook 
 
29. The Government has initiated several capital projects at the port of Chittagong. CPA has 
procured 13 straddle carriers, 12 reach stackers, 22 trailers, six rubber-tired gantries, and other 
minor container-handling equipment in the last 5 years. Four gantry cranes will be installed at 
the Chittagong container terminal (CCT) by the end of 2005. A 1,000-meter container quay with 
a capacity of 500,000 TEUs (New Mooring container terminal or NMCT), which will be managed 
by a private entity under a concession agreement, is currently under construction. NMCT will be 
equipped with six to eight gantry cranes, and have a 220,000-square meter back-up area. 
These will help speed up container handling and lower ship turnaround times, which in turn 
would lead to lower freight rates. 
 
30. Procedural and operational solutions have been introduced to improve capacity and 
thereby enhance the competitiveness of exports and lower the price of imports. Under a project 
financed by the World Bank, a computerized customs management system (ASYCUDA++) 
developed by United Nations Conference on Trade and Development (UNCTAD) has been 
introduced at four inland ports, port of Chittagong, and the National Board of Revenue’s 
headquarters. CHC has shifted all its import groups into the customs hall room and under 
ASYCUDA++ operations. ASYCUDA++ modules cover most foreign trade procedures, and can 
handle manifests and customs declarations, accounting procedures, and transit and suspense 
procedures. Although all modules are not activated, the system permits about 50% of importers 
to clear cargo within 24 hours. Since 1 June 2004, extra penal rent is charged on containers not 
cleared within 45 days, which forces importers to expedite clearance. Additionally, a new ICD is 
being initiated at Narayanganj.  
 
31. The Government has plans to gradually reduce the labor force through an early 
retirement program, which began in May 2004, and outsource more activities to privately owned 
off-dock facilities. Those plans would allow the introduction of more mechanized cargo handling. 
The Government is seeking an immediate solution to the present capacity problem through a 
transition from the existing manual, paper-based operational system to a transparent, 
expeditious IT system. In addition to speeding up operations, the IT system would also minimize 
opportunities for corruption, which takes place in the form of informal payments for expediting 

 15 



  
 

document processing or altering cargo manifests. Moreover, given the volume of time-sensitive 
exports and increasing containerized imports, the Government is committed to meeting security 
requirements critical for maintaining delivery schedules. Better access to the port area, 
enhanced internal circulation, and guaranteed ship operations with minimal environmental 
impacts are also port sector priorities.  
 
ADB's support 
 
32. The objective of the new Chittagong Port Trade Facilitation Project is to increase the 
capacity of the container terminal at the port of Chittagong, and enable Bangladesh to meet 
international port security and environmental standards. The Project comprises three main 
components; CPA component, CHC component and RHD component. The CPA component 
comprises installation of a computerized container terminal management system (CTMS), 
measures to improve port area water quality, and improvements to the intra-port roads and 
bridges. The CHC component comprises activation of ASYCUDA++ with connections to the 
CTMS, and installation of container scanners needed to meet new security initiatives. The RHD 
component involves construction of an access-controlled link (connector road) from Chittagong 
port access road to the two container terminals at the port of Chittagong.  
 
33. The primary economic benefits of the Chittagong Port Trade Facilitation Project would 
be the lower overall costs due to shorter ship turnaround and container dwell times. The 
resultant reductions in overall shipping and port-handling charges will facilitate international 
trade and foster economic growth in the long term. Given that the port is an integral part of the 
subregional transport system linking four nations—Bhutan, India, Nepal, and Bangladesh, the 
Project, by increasing the port’s capacity, will serve as a catalyst for attracting a larger share of 
transit traffic to and from neighboring countries to Chittagong. Moreover, a proposed ADB loan 
for railway sector development will help increase the capacity and speed of Dhaka-Chittagong 
rail services, while an access-controlled Chittagong port access road, which is already under 
construction with ADB financing, will provide a direct link from the Dhaka-Chittagong highway to 
the port. The expected increase in land transport capacity in the corridor due to the rail and road 
projects will substantially enhance port capacity. However, further development is required to (i) 
enhance private sector participation in both port operation and management as well as in 
transport of goods to and from the port, and (ii) improve physical infrastructure in the Dhaka-
Chittagong Economic Corridor. 
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PUBLIC- PRIVATE PARTNERSHIP FOR EFFICIENT DELIVERY OF URBAN PRIMARY 
HEALTH CARE SERVICES 

 
Introduction 
 
34. According to the 2001 census, Bangladesh has a population of 132 million, of which 
approximately 23% (or 31 million) live in urban areas, including six city corporations and 282 
municipalities. The urban population is increasing by 6% per annum due to increasing rural and 
urban migration and because upazila headquarters are being declared municipalities. By 2010, 
the urban population is expected to be a third of the total population and is set to rise to 50 
million by 2030. About 25% of the urban population is very poor (consuming fewer than 1,805 
kilocalories per day) and lives mostly in slums and squatter areas and their numbers are 
increasing. The health indicators are worse for the urban than for the rural poor. Although the 
urban population has been increasing rapidly, the Government has addressed urban PHC 
seriously only in the last decade. The ADB-supported Urban Primary Health Care Project 
(UPHCP) and United States Agency for International Development (USAID)-supported NGO 
service delivery program, which contract out urban PHC to NGOs, are the only major urban 
PHC projects in Bangladesh, leaving significant demand for urban PHC unmet.  
 
Urban Primary Health Care Project 
 
35. The first Urban Primary Health Care Project (UPHCP) was implemented by the 
Government of Bangladesh (GOB) since 2000 with loan funds from ADB and the Nordic 
Development Fund and a grant from the United Nations Population Fund (UNFPA). The primary 
objective of the Project is to improve the health of the urban poor and reduce preventable 
mortality and morbidity, especially among women and children by increasing access to primary 
health care (PHC) services in the four largest cities in Bangladesh, namely, Dhaka, Chittagong, 
Khulna and Rajshahi. These services include immunization, micronutrient support, family 
planning, prenatal care, basic curative care, health education and assistance for women who 
are the victims of violence.  
 
36. The Project also aims to strengthen capacity of local governments in planning, 
managing, financing, coordinating and evaluating PHC services. The Project adopted a strategy 
for involving nongovernment organizations (NGOs) or provider associations (partners) through 
partnership agreements to provide services through competitive bidding. The project currently is 
financing 16 Partnership Agreement Areas (PAAs): ten in Dhaka, three in Chittagong, two in 
Khulna and one in Rajshahi. Table 1 lists the city, PAA number, and partner organization for the 
16 PAAs, estimated catchment population, total number of health facilities and average cost of 
contract for providing PHC by the NGO. 
 
37. Two of the PAAs are managed by the Chittagong City Corporation (CCC) while the other 
14 are under contract to NGOs. The 16 PAAs were implemented in two phases. The first phase 
PAAs, which included nine partners, started service delivery from September 2000 followed by 
a second phase of seven partners in early 2002. The Project Implementation Unit (PIU) located 
in Dhaka City Corporation oversees the entire project. Each PAA has 4 to 20 primary health 
care centers (PHCC), each covering about 50,000 people, and one comprehensive reproductive 
health care center (CRHCC). Most of the health centers are located near slums and other 
densely populated sites. Some were placed in two-story buildings of 225 square meters newly 
constructed through the Project, and some are in rented houses. Outreach sessions are 
organized by each PHCC on an average of one per day. A total of more than 6 million people 
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are estimated to be in the catchment areas of the project because of the highly dense and 
mobile urban populations in these cities. 

 

Table 1: Overview of UPHPC-1 Partners 
City/ 
PAA 
No. 

Partner Estimated 
Catchment 
Population 

Annual 
Standard 
Services 

Health 
Facilities 

Average 
Monthly 
Cost ($) 

Dhaka      
1 Bangladesh Women’s Health Coalition (BWHC) 303,000 679 7 21,259 
2 Bangladesh Women’s Health Coalition (BWHC) 450,000 428 10 15,043 
3 Bangladesh Association of Septic Abortion 

(BAPSA) 
393,000 752 9 15,044 

4A Population Services and Training Center (PSTC) 295,000 815 7 23,825 
4B Shimantik 237,000 473 5 10,262 
5 Nari Maitree 361,000 288 8 14,768 
6 Marie Stopes Clinic Society (MSCS) 309,000 967 7 23,361 
7 Unity Through Population Services (UTPS) 281,000 324 7 18,169 
8 Progoti Samaj Kallyan Potisthan & Poribar 

Porikalpana Sangstha (PSKP) 
226,000 604 5 12,068 

9 Unity Through Population Services (UTPS) 280,000 444 7 12,155 
Chittagong      
1 Chittagong City Corporation (CCC) 1,000,000 1,189 21 24,619 
2 Mamata 468,000 614 7 13,576 
3 Chittagong City Corporation  (CCC) 678,000 249 6 6,783 
Khulna     
1 Progoti Samaj Kallyan Potisthan & Poribar 

Porikalpana Sangstha (PSKP) 
309,500 553 6 13,091 

2 Population Crises Control & Mass Education 
Committee (PCC & MEC) 

186,000 185 5 10,787 

Rajshahi     
1 Ananya Samaj Kallyan Sangostha (ASKS) 269,300 501 5 16,908 
Source: Project Implementing Unit, UPHPC and Evaluation Studies. 

Cost Analysis  
 
38. Cost per Standard Service. An efficiency measure of partners for the provision of 
services is the cost of providing one standardized service unit, where standardized services are 
the value weighted number of actual services provided.  Standardized services allow output 
comparisons to be made for a wide variety of services. CCC-1 provided the largest number of 
standard services, by far, compared with all NGOs and the other CCC managed PAA.  The 

Figure 1:  Cost per Standard Service 
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annual cost of providing services by partner suggests, not surprisingly, that the largest suppliers 
of services incurred the largest total cost. These include PSTC, MSCS and CCC-1. Annual cost 
per standard service is illustrated in Figure 1.  It should be noted that while these unit costs 
appear to be large, because a standardized service is a weighted unit comprised of portions of 
different types of services, the cost per standard service unit is not easily interpreted. It does 
serve, however, to identify partners who are more or less cost-efficient in the provision of 
services compared with others. 
 
39. Three partners, Nari Maitree, UTPS-7, and PCC&MEC, have much higher than average 
costs per standard service. These providers have above average annual total costs, but provide 
below average numbers of standard services.  Large service providers, including MSCS and 
CCC-1, are found to have lower than average cost per standard service, suggesting possible 
economies of scale in the provision of services.   
 
40. Access Adjusted Cost per Standard Service. A second measure of performance 
takes the availability of services at health and outreach centers into account by weighting 
standard services by the access index (Table 2) and calculating the cost per these adjusted 
services. Because no partner had a perfect access index of the percentage of health and 
outreach centers having all services available, access adjusted standard services are lower 
than standard services for all partners (Figure 2). Certain partners have noticeably lower access 
adjusted services, however, indicating that a much lower percentage of services are available at 
health and outreach centers than other partners.  CCC-1, in particular, and CCC-3, PSKP/K and 
ASKS are seen to have lower than average services available. The adjustment made to 
standard services for the availability of services increases the cost of providing a standard 
service for all partners, but proportionately much larger increases are found for the four partners 
with low access index scores, CCC-1, CCC-3, PSKP/K and ASKS.   
 

Table 2:  Access Index 
 Available at Health Centers Available at Outreach Centers Access 
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Dhaka          
BWHC 91 92 61 91 71 97 100 83 86 
BWHC 91 89 54 80 20 100 100 100 79 
BAPSA 89 97 65 83 100 98 100 100 92 
PSTC 98 86 65 88 86 94 100 100 90 
Shimantik 97 94 83 100 60 100 100 100 92 
Nari Maitree 88 88 54 84 88 93 98 100 87 
MSCS 90 98 73 100 86 97 100 100 93 
UTPS 98 84 67 90 57 97 100 97 86 
PSKP 91 86 71 100 100 100 100 100 94 
UTPS 100 98 76 84 100 97 97 100 94 
Chittagong          
CCC 71 63 5 47 0 67 48 11 39 
Mamata 100 98 65 88 14 97 100 100 83 
CCC 79 71 12 56 17 90 53 20 50 
Kulna          
PSKP 88 83 40 83 50 90 83 20 67 
PCC & MEC 91 77 49 47 20 96 79 80 67 
Rajshahi          
ASKS 89 80 54 67 0 88 96 75 69 

     Source:  Source: Project Implementing Unit, UPHPC and Evaluation Studies. 
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41. The difference between cost per standard service and cost per access adjusted services 
is a likely consequence of an underlying relationship between the availability of different types of 
services at health and outreach centers and the number of services provided.  It is interesting to 
note one obvious outlier with the highest level of services and lowest access index is CCC-1, 
and suggests that if CCC-1 made more services available at health and outreach centers, it 
could greatly increase the level of services provided overall. 
 

Figure 2:  Standard Services and Access Adjusted Services 
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42. Quality Adjusted Cost per Standard Service. Similar to the adjustment to standard 
services for the availability of services at health and outreach centers, the quality index is used 
to adjust standard services for how patients are treated at clinics, whether physicians examined 

Table 3:  Quality Index 
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Dhaka           
BWHC 98 45 40 80 86 28 84 100 62 69 
BWHC 98 48 51 86 55 80 87 86 67 73 
BAPSA 94 35 52 60 50 40 80 65 50 58 
PSTC 100 37 79 87 85 50 83 100 79 78 
Shimantik 100 38 82 95 79 25 100 100 67 76 
Nari Maitree 100 54 77 85 74 22 99 91 66 74 
MSCS 100 62 62 82 60 100 85 97 70 80 
UTPS 99 52 71 92 88 0 96 86 69 73 
PSKP 100 34 76 91 59 43 97 100 67 74 
UTPS 96 42 54 74 54 11 88 78 63 62 
Chittagong           
CCC 91 45 54 56 77 13 88 75 50 61 
Mamata 100 57 72 84 64 50 96 97 65 76 
CCC 100 48 69 77 67 0 99 92 66 69 
Kulna           
PSKP 100 54 51 70 28 100 100 100 68 74 
PCC & MEC 89 37 40 67 77 0 79 97 47 59 
Rajshahi           
ASKS 100 23 57 69 46 0 96 96 62 61 
Source: Project Implementing Unit, UPHPC and Evaluation Studies. 
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health cards and screened for danger signs, etc. Standard services were weighted by the 
quality index and the cost per these adjusted services was calculated. The quality index lowers 
standard services for all partners and, similar to the access index, proportionally larger 
decreases in standard services are found for CCC-1, PSKP/K and ASKS. In addition, BAPSA, 
PSTC and MSCS have relatively large decreases due to lower quality index scores. 
 
43. The largest impacts on cost per service from the quality adjustment are seen for Nari 
Maitree, UTPS-7, PCC/MEC and ASKS. Even though CCC-1 and PSKP/K had relatively large 
decreases in standard services due to quality, cost per quality adjusted services do not have 
above average increases.  Similar to what was found for the relationship between the access 
index and standard services, quality of services appear positively related to the quantity of 
services provided by the partners (Figure 3).   

Figure 3:  Standard Services and Quality Adjusted Services 
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Changes in Health Outcomes and Health Equities 
 
44. Child Health. In all the 16 PAAs, there is a significant improvement in the percentage of 
fully immunized children, children receiving Vitamin A, children receiving oral rehydration 
therapy during episodes of diarrhea, children treated during episodes of acute respiratory 
infection, and children who were breast fed. The poorer half of the population did better than the 
population average in all the indicators, showing that the Project inputs not only improved the 
overall health outputs and outcomes among children, but also enhanced equity. 
 
45. Maternal Health. In all the 16 PAAs, care during pregnancy complications, antenatal 
care, use of modern family planning methods, and delivery attended by trained birth attendants 
improved in the overall population. Except for trained birth attendants, in all the other indicators, 
the poorest half of the population had better improvements. Like child health indicators, the 
Project inputs not only improved the overall health outputs and outcomes among children, but 
also enhanced equity in maternal health. 
 
Conclusions 
 
46. The results of the study show that PHC services can be delivered in a cost effective 
manner without compromising equity in Bangladesh urban primary health context. A number of 

 21 



  
 

 22 

factors might have helped the Project succeed, the most important being the synergic 
partnership between local governments and nongovernment organizations. The model 
supported by the UPHCP is different from the predominant model of public social service 
provision in the region. Most of the publicly subsidized social services—education and health—
in the South Asia region are government financed and government provided. Government plays 
the dual role of financier and provider. Incentivizing performance where financier is also the 
“provider” has been a historical challenge in the region, and the end results have been 
disappointing: poor quality underutilized public services leading to inefficiencies. The UPHCP 
model is public financing of private provision of high impact public good--primary health care 
services. The “financiers” in this case have greater leeway to encourage and enforce 
performance of social services provided by nongovernment organizations. The preliminary 
results show that the model had delivered results, and has potential for wider replication in other 
social sectors in Bangladesh, and other countries of the region. By increasing choices for 
consumers; tapping into the private provider resources through transparent and competitive 
market mechanisms; aligning finances with outcome-linked performance; and using market 
forces and competition to improve social service, the UPHCP model has demonstrated that a 
theoretically sound model is not only implementable, but has produced rich dividends. However, 
further data will need to be carefully analyzed to see the relative strengths and weakness of the 
model, and mechanisms to iteratively improve the model based on continuous learning should 
be institutionalized.  
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