
June 2005

Quarterly
Economic
Update

June 2009

BANGLADESH



Bangladesh Resident Mission
Asian Development Bank

All rights reserved

Bangladesh Resident Mission
Plot E-31, Sher-e-Bangla Nagar
Dhaka 1207
Bangladesh

adbbrm@adb.org
BRM website:  http://www.adb.org/BRM
ADB website: http://www.adb.org

Asian Development Bank
June 2009

The Quarterly Economic Update (QEU) is prepared by the Economics Unit of the Bangladesh Resident Mission, Asian Development
Bank (ADB). The views expressed in the QEU are those of the authors and do not necessarily reflect the views of the ADB or its member
governments. The QEU is published in March, June, September and December.



 

 

 
 
 
 
 

BANGLADESH 

Quarterly 
Economic  
Update 
 
 
 

 
 
 
 

 
 
 
June 2009 

 
 



 

CONTENTS 
 

Page 
MACROECONOMIC DEVELOPMENTS 1 

Highlights 1 
Sector Performance and Economic Growth 1 

Agriculture 2 
Industry 4 
Services 7 
Economic Growth 7 

Inflation 9 
Fiscal Management 10 
Monetary and Financial Developments 12 
Balance of Payments 15 
Exchange Rate 17 
Capital Markets  18 

THE FY2010 BUDGET 20 
Revenue Measures 22 
Fiscal Measures 22 

Income Tax 22 
Import Duty Structure 23 
Value-Added Tax 24 

Expenditure Measures 25 
Social Safety Net and Empowerment 26 
Public–Private Partnerships  27 
Fiscal Stimulus 28 
Agriculture and Rural Development 28 
Power and Energy 29 
Climate Change 30 

Fiscal Deficit and its Financing 30 
 
 

NOTES 
 

(i) The fiscal year (FY) of the Government ends on 30 June. FY before a 
calendar year denotes the year in which the fiscal year ends, e.g., 
FY2009 ends on 30 June 2009. 

 
(ii) In this report, “$” refers to US dollars and "Tk" refers to Bangladesh taka. 

 
 
 
 
 
 
 
 
 
 

Vice President X. Zhao, Vice-President, Operations 1 
Director General K. Senga, South Asia Department (SARD) 
Country Director P. Heytens, Bangladesh Resident Mission (BRM), SARD 
 
Team leader  M. Z. Hossain, Head, Country Programming, BRM, SARD 
Team members S. Rahman, Economist, BRM, SARD 
   M. G. Mortaza, Associate Economics Analyst, BRM, SARD 
   B. K. Dey, Assistant Economics Analyst, BRM, SARD 

 



 

MACROECONOMIC DEVELOPMENTS 
 

Highlights 
 

• Bangladesh's near-term growth prospects remain 
subdued due to the effects of the global slowdown.  

 
• Macroeconomic management remains prudent, 

underpinned by well-coordinated monetary, fiscal, 
and exchange rate policies. 

 
• Agricultural growth is robust due to favorable 

weather conditions and strong government support. 
 

• Industry and service sector growth slowed because 
of the effects of the global recession.  

 
• Investment needs to be increased to enhance 

longer-term growth prospects. 
 

• The FY2010 budget is designed to tackle the 
effects of the global slowdown and implement the 
Awami League's election manifesto.  

 
• Attaining the revenue target is essential to minimize 

inflationary financing and avoid crowding out 
private investment. 

 
• Underutilization of the annual development 

program remains a major issue.  
 

• Aid absorption needs to be raised by building 
implementation capacity of the line ministries. 

 
• Exports continue to slow due to falling external 

demand. 
 

• Remittance inflows also continue to slow as the 
effects of the global economic crisis deepen. 

 
• Foreign reserves remain comfortable due to lower 

import payments and still healthy remittance 
inflows. 

 
Sector Performance and Economic Growth 
 
1. The effect of the global recession on the 
Bangladesh economy is significant. Growth of exports and 
inflows of workers' remittances started to slow from the 
second quarter of FY2009. Investor and consumer 

 



 

sentiment became subdued as people adopted a cautious 
approach to engaging in new ventures and spending. 
Growth of revenue collections also slowed. The growth 
rate of the gross domestic product (GDP) fell below 6.0% 
in FY2009, after several years of 6.0% plus annual growth.  

Figure 1. Agriculture growth and subsectoral contributions 
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2. Agriculture, aided by favorable weather and strong 
government support, recorded robust annual growth in 
FY2009. This good performance must be sustained to 
attain food security and support other productive sectors. 
Industry has been affected by the global economic 
slowdown, as annual growth decreased in FY2009. The 
country's weak investment climate along with growing 
power and energy shortages constrained sector growth. 
Services growth also fell in FY2009 due to the slowdown in 
remittance inflows, lower trade activities, and moderation in 
industry growth.  
 
3. Well-coordinated monetary, fiscal, and exchange 
rate policies contribute to macroeconomic stability. The 
FY2010 budget affirms (paras. 62–96) the Government's 
commitment to maintain macroeconomic stability and 
undertake institutional and policy reforms to address the 
global recession and promote inclusive, pro-poor growth. 
The Government needs to scale up investment in key 
strategic subsectors, especially in power, ports, and 
communications; and increase the effectiveness of 
spending in social infrastructure. To ensure timely 
implementation of development programs, the capacity of 
the line ministries needs to be enhanced.  
  
 Agriculture  

 
4. The agriculture sector, which accounts for 20% of 
GDP, grew by 4.6% in FY2009 up from 3.2% in FY2008 
(Figure 1). The crops and horticulture subsector grew by 
5% in FY2009 compared with 2.7% in FY2008. Growth of 
the livestock subsector was 3.5% in FY2009 relative to 
2.4% in FY2008. Growth of the fishery subsector 
marginally declined from 4.2% in FY2008 to 4.0% in 
FY2009. The Government, in line with its election 
manifesto, emphasizes the attainment of food security by 
2012 through sustained development of agriculture. 
Measures to speed up delivery of seeds, fertilizers, power, 
and credit to farmers were taken. In addition, the 
Government scaled up subsidies for fertilizer and power 
used for irrigation. In the FY2010 budget, top priority is 
accorded to agriculture and rural development.     
 
5. Food-grain production in FY2009 was 32.2 million 
tons, up from 29.8 million tons in FY2008, an increase of 
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8.1% (Figure 2). Production of aus (summer crop) rice was 
26.7% higher in FY2009, rising from 1.5 million tons in 
FY2008 to 1.9 million tons. The production of aman 
(monsoon) rice grew by 19.6% in FY2009 to 11.6 million 
tons. Production of boro (winter crop) rice is estimated at 
17.8 million tons in FY2009, marginally exceeding the 
record output of FY2008. Production of wheat was 0.9 
million tons in FY2009, up 1.2% over FY2008. Potato 
production experienced a modest decline from 6.5 million 
tons in FY2008 to 5.9 million tons in FY2009 because of 
unfavorable weather conditions. In addition, lack of 
adequate storage facilities affected farmers' incentives to 
expand potato production.  

Figure 2. Food-grain production
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6. To ensure stable food supply along with 
remunerative prices for farmers, procurement of food 
grains was raised from 0.9 million tons in FY2008 to  
1.5 million tons in FY2009, up 66.7%. Because of good 
domestic harvests and the sharp price rise of food grains in 
international markets, food imports declined from  
3.5 million tons in FY2008 to 3 million tons in FY2009, a 
decrease of 14.3%. Public distribution of food grains rose 
significantly, from 1.3 million tons in FY2008 to  
2.1 million tons in FY2009, up 61.5%. Food stocks grew 
from 1 million tons in FY2008 to 1.2 million in FY2009. 
 
7. The Government is beginning implementation of 
the National Food Policy Capacity Strengthening Program 
at a cost of Tk734.4 million, with a view to adopting an 
appropriate food policy, conducting efficient food 
management, and establishing a reliable food security 
system. The Government has drawn up a work plan for this 
program, which is being monitored by the 11 concerned 
ministries. The objective of food management is to ensure 
adequate food stocks, food availability at reasonable 
prices, and fair prices for farmers. To this end, the 
Government subsidizes fertilizer use to augment crop 
production. The Government has taken steps to procure 
boro paddy at fair prices. The procurement target for 
FY2010 is set at 1.6 million tons, which is the highest in the 
last 5 years. The Government is preparing an integrated 
program comprising food procurement, storage, and 
distribution; and is expanding storage capacity. For 
FY2010, the Government has allocated 400,000 tons of 
food grains for test relief, 550,000 tons for vulnerable 
group feeding, 375,000 tons for food for work, and 265,000 
tons for vulnerable group development to secure the poor's 
access to food and generate employment. To face any 
possible disaster, the Government is targeting a stock of 
1.4 million tons of food grains in FY2010.  
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8. The pattern of demand for food in Bangladesh is 
changing. Economic growth, rising incomes, and growing 
urbanization are combining to shift food demand away 
from traditional staples and toward higher value foods. In 
particular, consumers are buying more fish, meat, fruit, 
vegetables, and processed food products. Demand 
projections1 indicate that by 2020 Bangladesh will 
consume an additional 6.5 million tons of vegetables,  
0.7 million tons of spices, 1.6 million tons of fruits,  
1.9 million tons of fish, 1.4 million tons of meat and eggs, 
and 2.6 million tons of dairy products. The changing 
domestic demand is paralleled by growing global demand 
for high-value agricultural goods. This represents an 
enormous opportunity for food producers, processors, and 
sellers. Because high-value agricultural products tend to 
be labor intensive, they also represent an opportunity to 
generate rural employment and increase rural incomes. 
 
9. Despite the bright prospects, seizing these 
opportunities will pose formidable challenges. High-value 
agricultural products are generally more perishable than 
traditional staples, and require more advanced postharvest 
technologies, faster and more controlled transport, and 
efficient marketing systems. The promise of generating 
higher incomes and increased export revenue by 
accessing international markets is matched by challenges 
of meeting the exacting quality and safety standards that 
apply in those markets; and by the prospect of having to 
compete with high-quality imports from other countries. 
High-value agriculture requires substantial expertise, and 
much will depend on the development of human capital to 
produce and manage high-value agriculture. An enabling 
investment climate for agroprocessing industries is vital in 
this regard. 
 
 Industry 
 
10. Accounting for about 30% of GDP, the broad 
industry sector comprises (i) mining and quarrying;  
(ii) manufacturing; (iii) power, gas, and water supply; and 
(iv) construction. Growth of the sector declined to 5.9% in 
FY2009 from 6.8% in FY2008, as export production in the 
second half of the fiscal year slowed due to the global 
slowdown. Weak investor sentiment also affected 
manufacturing growth; as did slow implementation of 
power and energy projects, despite the new government 

                                                 
1  World Bank. 2008. High-value Agriculture in Bangladesh: An 

Assessment of Agro-business Opportunities and Constraints. 
Bangladesh Development Series, Paper # 21, July, Dhaka. 
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placing high priority on power generation and gas 
development, and weak construction activity. 

Figure 3. Growth of medium- and large-scale 
manufacturing production
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11. The slowdown in manufacturing activities is evident 
from the fall in the quantum indices of medium- and large-
scale manufacturing during July–March FY2009. Growth of 
the quantum indices fell from 13.5% in the first quarter of 
FY2009, to 4.5% in the second quarter, before recovering 
slightly to 6.5% in the third quarter (Figure 3). The following 
indices recorded a rise during July–March FY2009: basic 
metal products (16.4%); jute, cotton, apparel, and leather 
(12.6%); nonmetallic products (14.2%); fabricated metal 
products (5.8%); chemicals, petroleum, and rubber (4.9%); 
paper and paper products (3.9%); and wood products 
including furniture (2.1%). Indices for food, beverages, and 
tobacco declined by 1.6%.  
 
12.  The quarterly index of industrial production for 
small-scale manufacturing shows significant growth. The 
subsector contributes about 25%–30% of total 
manufacturing output. Subsector production mostly 
depends on indigenous raw materials and is generally 
immune to external shocks. The general index of small-
scale manufacturing rose by 8.1% during the first 9 months 
of FY2009—output growth in the first quarter was 7.1%, 
while the quantum indices for the second quarter rose by 
9.3% (Figure 4). Unlike medium- and large-scale 
industries, strong local demand means that small-scale 
manufacturing industries have not experienced any 
setback in output. The upbeat growth performance of 
various industries includes basic metal products (17.9%); 
textiles, leather, and apparel (5.3%); paper, printing, and 
publishing (6.5%); wood and wood products (11.3%); and 
food, beverages, and tobacco (6.8%). 
 
13. Growth in the power and gas subsectors dropped 
to 4.5% in FY2009, from 6.8% in FY2008. Power and 
energy shortages have severely constrained the country's 
industrial activities, limiting the country's growth potential. 
Only 42% of the country’s population is supplied with 
power. The country is facing an acute shortage of power 
supply with frequent power cuts and voltage fluctuations. 
Inadequacies in power transmission and distribution also 
require immediate attention to support economic growth 
and human development. The distribution system in 
greater Dhaka has struggled to keep up with rapid growth 
in demand. Low power factors worsen voltage problems, 
contributing to high system losses. The power subsector is 
also confronted with critical financial challenges. Many 
power system entities are financially insolvent and poorly 
governed; the subsector is characterized by low billing and 

Figure 4. Growth of small-scale manufacturing 
production
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collection rates, and high system losses. These continue to 
hamper subsector development and financial sustainability. 
 
14. The construction subsector accounts for about 
9.1% of GDP. Because of higher labor intensity, 
construction is a major source of employment for the 
formal and informal workforce. Cement, iron, and steel are 
major inputs. Domestic production of cement in the first  
6 months of FY2009 is higher than that of the same period 
of FY2008. National Board of Revenue data show that iron 
and steel imports during July–December FY2009 
increased over the same period of the previous year. On 
the other hand, public sector construction is likely to be 
lower due to under utilization of the annual development 
program (ADP). The construction subsector attained 5.7% 
growth in FY2009. 
 
15.  The FY2010 budget outlines the priorities of the 
Government in boosting the country's industry sector. The 
budget reflects the Government's objective of significantly 
increasing output and jobs in the sector. The Government 
is revisiting the industry policy to align it to the Awami 
League's election manifesto. The Government also 
attaches priority to developing agro-based and labor-
intensive industry. Sectors receiving special attention 
include agroprocessing; garments, knitwear, and the linked 
textile sector; leather goods; toys; furniture; consumer 
durables; drugs and pharmaceuticals; shipbuilding, light 
engineering goods; and information and communications 
technology. The Government plans to adopt strategies for 
developing sustainable technology-based, agro-rural 
industries, as well as information and communications 
technology industries, as a means to reduce poverty and 
create jobs.  
 
16.  The Government plans to create an investment-
friendly environment to attract more local and foreign 
investors and encourage expatriate Bangladeshis to invest 
in the country. It is placing emphasis on developing the 
tourism sector, raising the export of human resources, and 
ensuring more productive investment of foreign 
remittances. The budget rightly stresses that in a labor-
abundant country like Bangladesh, small- and medium-
sized enterprises (SMEs), cottage industries, self-
employment, and self-motivated economic activity are 
essential. The Government is trying to simplify laws and 
procedures relating to setting up industries by local and 
foreign investors. The Government expects to cut the cost 
of doing business through regulatory reforms, and will 
reconstitute the Bangladesh Better Business Forum to 
improve its effectiveness. 
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17. The FY2010 budget calls for a paradigm shift from 
dependence of domestic industry on indefinite Government 
support, to promoting a competitive, private sector-led 
industry sector. However, considering the impact of the 
global financial crisis on the economy, particularly the 
industry sector, the Government declared that it will not 
privatize any state-owned enterprises in the next fiscal 
year. In addition, no state-owned enterprises will be closed 
without making alternative arrangements for displaced 
workers. 
 
18. The Government will provide support to SMEs. 
Bangladesh Bank has three funds worth Tk100 billion to 
provide refinancing facilities against loans disbursed by 
commercial banks and other financial institutions. Already, 
19 banks and 23 nonbank institutions are receiving these 
refinancing facilities. A new investment financial institution, 
dedicated to industrialization, will be set up in this fiscal 
year by merging Bangladesh Shilpa Bank and Bangladesh 
Shilpa Rin Shangstha. All banks and financial institutions 
are allowed to open SME service centers for expansion of 
the sector. Women entrepreneurs will receive priority; at 
least 15% of the allocation will be allocated for them, with 
an interest rate of 10% compared with the usual 13%. 
 

Services 
 
19. After reasonably good performance in the first two 
quarters of FY2009, the services sector started showing 
the effects of the global economic slowdown. Slower 
export growth and a fall in import volumes affected trade 
and transport services. Retail and wholesale services were 
affected by moderating consumption demand caused by 
slower remittance growth. The dampening of industrial 
activity also affected service sector growth, which declined 
to 6.3% in FY2009 from 6.5% in FY2008. 
 
 Economic Growth 
 
20. Bangladesh is attaining reasonably good economic 
growth despite the unfolding global recession. GDP grew 
by 5.9% in FY2009, slightly lower than 6.2% in FY2008 
because of the moderation in aggregate demand affected 
by a slowdown in exports and remittance inflows (Figure 
5). Slowing private consumption and investment activities 
are expected to exert further downward pressure on GDP 
growth in FY2010. Bangladesh nonetheless is performing 
better than most other Asian countries. GDP growth in 
FY2009 was again underpinned by private consumption 
(about 75% of GDP), which rose by 6.0%, slightly less than 

Figure 5. Contributions to growth (demand)
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in the previous year. Public consumption as a share of 
GDP declined for the third consecutive year.  
 
21.  A matter of considerable concern is the stagnation 
(within a range of 24.2%–24.7%) over the past 5 years of 
the investment to GDP ratio (Figure 6). Although private 
investment rose marginally to 19.6% in FY2009, reflecting 
the improved business confidence following the orderly 
return to an elected government, the fallout of the global 
economic slowdown is evident in lower disbursement of 
industrial term loans and slowdown in the import of capital 
machinery. The opening of letters of credit for import of 
capital machinery fell by 29.6% in FY2009 over the 
previous year. Public investment declined further, sliding 
from 5.0% of GDP to 4.6%, as ADP implementation 
remained weak. Bangladesh will need to address its 
increasingly binding infrastructure and business 
environment constraints, including acute power shortages, 
transportation bottlenecks, inadequate and inefficient port 
facilities, high start-up costs of business, and slow 
institutional reforms, if it is to attract greater investment, 
particularly foreign direct investment. Gross national 
savings in FY2009 rose sharply to 32.4% of GDP from 
30.2% in FY2008 because of the continued rise in 
remittances despite the global recession (Figure 7).   

Figure 6: Investment
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22. Taking the economy to a higher trajectory of 
growth, and more rapid and sustainable poverty reduction 
will require large-scale infrastructure investment well 
beyond what the Government can provide. More 
investment-enabling policy measures will clearly be 
needed to induce large-scale domestic and foreign 
investment. In June 2009, the Government released a 
position paper that provided a preliminary estimate of the 
magnitude of investment required to raise GDP growth to 
8% by 2013—the paper identifies a $28 billion investment 
deficit between FY2010 and FY2014.2 The Government is 
not in a position to mobilize these additional resources 
internally and is adopting policy and institutional measures 
to mobilize private sector resources, expertise, and 
experience. The strategy includes action on two fronts: 
building a more conducive environment and enhancing the 
framework for public–private partnerships (PPPs).   
 
23. In the FY2010 budget, the Government stresses 
that to attain higher growth, investment in infrastructure 
development, especially power and energy, ports, 
communication, supply of drinking water and waste 

Figure 7: National savings
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2 Government of Bangladesh. 2009. Invigorating Investment Initiative 

through Public Private Partnership—A Position Paper. Dhaka. 
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management, education, and health will be essential.  
Based on the experiences of countries such as India, 
Republic of Korea, and Viet Nam, the Government 
envisages mobilizing such investment through effective 
PPP initiatives. To build a more investment-friendly 
environment, major changes in policies and regulatory 
regimes would be needed. In addition, ensuring continued 
flows of credit to the private sector, and developing a 
capital market in Bangladesh would help attract investors 
to help close the investment gap. More support to SMEs 
would also contribute to making growth more inclusive. 

Figure 8. Inflation, point-to-point

0
2
4
6
8

10
12
14
16

Jan
07

Apr Jul Oct Jan
08

Apr Jul Oct Jan
09

Apr

% Consumer price index Food Non-food

 
24. Attracting private investment under PPPs will 
require amending the Private Sector Infrastructure 
Guidelines (2004), which currently form the legal basis for 
implementing PPP projects. Successful PPPs could make 
important contributions as a base for medium-term growth 
and for poverty reduction in the short term. Investment in 
social infrastructure, communication, and energy benefits 
the poor directly and indirectly (e.g., through better access 
to health facilities, job opportunities, and market outlets). 
 Figure 9. Domestic open market retail prices of 
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25. Inflation fell steadily throughout the fiscal year, 
reaching 2.3% year-on-year in June 2009, reflecting a  
3.1 percentage point drop from May 2009 and the lowest 
year-on-year inflation rate since December 2001 (Figure 
8). The rapid decline in food inflation because of the sharp 
fall in import prices and rise in domestic food supplies 
contributed to the drop in overall inflation. Food inflation 
dropped sharply to 0.3% in June 2009 from 4.9% in the 
previous month. Nonfood inflation fell to 5.9% in June from 
6.5%.   
 
26. Annual inflation declined to 6.7% in FY2009 from 
9.9% in FY2008 (Figure 10). The successive cuts in 
domestic fuel prices in October and December 2008 and 
January 2009, in line with the fall in international 
commodity prices helped ease price pressures in 
subsequent months.  
 
27. Bangladesh Bank, in its most recent monetary 
policy statement (mid-July 2009), projects average inflation 
at 6.5% for FY2010. The projection appears realistic in 
view of the declining trend of imported commodity prices 
and robust outlook for domestic crop production. In 
addition, moderation in domestic demand growth because 
of slower remittance inflows will ease price pressures. The 
projection may not materialize if the Government adjusts 
domestic fuel prices because of the high fuel prices in the 

Figure 10. Inflation, 12-month moving average
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international market and if government borrowing from the 
banking system is excessive. Further, natural disasters 
may affect crop production.  
 
Fiscal Management 
 
28. Fiscal discipline continued to be maintained in 
FY2009 in the face of the global crisis, consistent with 
preserving macroeconomic stability and debt sustainability. 
Fiscal policy attempted to limit dependence on domestic 
borrowing (2.3% of GDP in FY2009) to finance the fiscal 
deficit, reorient toward concessional foreign aid, and avoid 
costly suppliers’ credits. This fiscal policy stance helped 
limit undue pressures on prices and the external current 
account, and prevented domestic interest rates and the 
debt-GDP ratio from increasing. While progress in 
administrative reform of the National Board of Revenue 
increased collection of income taxes, the tax to GDP ratio 
at 9.0% remains very low compared with other Asian 
countries. The fall in growth of import values due to the 
sharp fall in international fuel and food-grain prices 
lowered revenue receipts from import-based taxes. Slower 
economic activity due to the second-round effects of the 
global crisis also dampened revenue collections. As a 
result, the revenue to GDP ratio remained unchanged at 
11.2% in FY2009. However, the terms of trade gains from 
the sharp fall in international commodity prices translated 
into some fiscal savings.  
 
29. With regard to import-based taxes, receipts from 
customs duties declined by 2.8% in FY2009 because of 
the fall in global commodity prices. Revenue from value-
added tax (VAT) at the import stage rose by 8.2% in 
FY2009. Supplementary duties, which are mainly imposed 
on luxury items, rose by 33.4% in FY2009. The total 
revenue from import-based taxes rose only modestly by 
5.1% in FY2009. The growth of domestic indirect taxes 
was higher at 12.7% in FY2009, but still below the 
budgetary target. Domestic VAT increased by 19.2%, while 
the excise tax increased by 11.2%. Domestic turnover tax 
declined by 11.1%. The income tax growth rate in FY2009 
was relatively robust at 18.3%. On the whole, total revenue 
increased by 10.7%, far below the budgetary target (Figure 
11) and the 27.4% growth of the previous fiscal year. 

Figure 11. Revenue collection by National Board of 
Revenue
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30. The Government announced several new tax 
measures in the FY2010 budget for raising revenues, 
including expanding the tax base, withdrawing exemptions 
and exclusions, simplifying procedures, amending laws, 
and streamlining tax administration. As a step toward 
eliminating tax holidays, a system of reduced corporate tax 

 10



 

rates for selected sectors in lieu of the existing tax holiday 
schemes was introduced. The Government will conduct 
surveys of cities, districts, and upazilas (subdistricts) to 
identify new taxpayers in an effort to expand the tax base. 
The Government also announced a tax amnesty program 
for FY2010 requiring the money declared, on the payment 
of a reduced tax rate of only 10%, to be invested in 
activities specified by the authorities.  

Figure 12. Fiscal deficit
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31. In FY2009, public spending was lower at 15.3% of 
GDP compared with the target of 16.3%, because of 
savings on food, fuel, and fertilizer subsidies given the fall 
in international prices, and ADP underutilization. Current 
spending rose from 9.8% of GDP in FY2008 to 10.4% of 
GDP in FY2009, while development spending (mainly the 
ADP) fell from 4.1% of GDP in FY2008 to 3.7% in FY2009. 
As savings on public spending was larger than the shortfall 
in revenue, the fiscal deficit of 4.1% of GDP was lower 
than the budget target of 5.0% (Figure 12). Of the total 
deficit, 2.3% of GDP was financed from domestic sources 
and 1.8% from external sources.  
 
32. Underutilization of the ADP is a major problem 
(Figure 13). As the ADP is undertaken to finance 
infrastructure investment projects, its underutilization over 
the years has severely undermined the country's long-run 
growth potential. Lack of institutional capacity in the line 
ministries, and lengthy and complex project processing 
procedures are among the factors responsible for ADP 
underutilization. In the context of addressing the current 
global slowdown, a reasonable option would be to scale up 
ADP implementation, which in addition to increasing 
infrastructure investment could have a direct impact on 
poverty reduction. The FY2010 budget announced a 
number of institutional measures to enhance ADP 
utilization. These include strengthening monitoring in 10 
ministries responsible for the bulk of the ADP, formulating 
advance procurement planning, simplifying the project 
approval process, and using the critical path method to 
monitor some major projects.  
 
33. The main objective of formulating a budget under 
the medium-term budgetary framework (MTBF), introduced 
in 2007, is to establish the linkage between budgetary 
allocations and Government policies, strategies, and 
priorities. Twenty ministries and divisions are now included 
in the MTBF, and spend 53% of the total budget and 86% 
of the ADP. An additional 12 ministries will be brought 
under the system soon. Within the next 2–3 years, all 
ministries and divisions will be within this budget 
framework. The MTBF ministries and divisions are asked 

89 92 91
83 82 85

0

20

40

60

80

100

%

FY2004 FY05 FY06 FY07 FY08 FY09   
Estimate

Figure 13. ADP Implementation
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to create a budget and planning wing or branch within their 
organization to enhance their capacity for budget 
preparation, implementation, and monitoring activities.  

Figure 14. Growth of broad money and domestic 
credit
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34. The provision of accurate, reliable, and timely 
information to various users is important for improving the 
quality of budget implementation and enhancing its 
transparency. The web-based integrated budget and 
accounting system was put in place to address this issue, 
connecting all chief accounts offices and the downstream 
district accounts offices with central servers. Expansion of 
the system will be phased to cover all upazilas in the 
country.    

 
35. The Government has outlined its plan to convert 
the 3-year MTBF into a 5-year framework from 2010. It will 
unify the revenue and development budget to avoid 
duplication and lack of coordination in budget preparation, 
and prepare district budgets to capture local people's 
aspirations and promote accountability.  

 Figure 15. Growth of domestic credit components
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36. Broad money grew by 19.2% year-on-year in June 
2009, up slightly from 17.6% in June 2008 (Figure 14). 
Bangladesh Bank’s large purchase of foreign exchange in 
the interbank market contributed to the high growth in net 
foreign assets (26.7%) of the banking system. Growth in 
domestic credit moderated (16.0%). The growth of broad 
money has abated since December 2008 in response to 
monetary tightening (the repo rate in September 2008 and 
reverse repo rate in November 2008 were raised by 25 
basis points), but it slowed further after Bangladesh Bank 
resorted to monetary easing in March 2009 (both the repo 
and reverse repo were cut by 25 basis points). Private 
sector credit growth slowed to 14.6% year-on-year in June 
2009, down from 24.9% in June 2008, because of the 
slower trade growth and slack in investment activities due 
to the global economic recession. However, net credit to 
the Government grew 24.0% year-on-year in June 2009 
because of slower growth in revenue earnings (Figure 15).   
 

Figure 16. Growth of reserve money
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37. Reserve money accelerated to 31.5% year-on-year 
in June 2009 from 19.8% in June 2008 (Figure 16), caused 
by a sharp rise in net foreign assets (31.0%) and net 
domestic assets (32.2%) of Bangladesh Bank. The reserve 
money multiplier declined marginally to 4.3 at the end of 
June 2009 from 4.7 at the end of June 2008.  
 
38. In conducting monetary policy, Bangladesh Bank 
relies mostly on open market operations, holding regular 
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auctions of its 91-day, 182-day, and 364-day T-bills, with 
yields declining sharply; although the auction of shorter 
duration, 28-day treasury bills remains suspended since 
July 2008. With the large pool of excess liquidity in the 
banking system, in August 2009, Bangladesh Bank 
reintroduced auctions of 30-day Bangladesh Bank bills, 
operation of which remained suspended since January 
2008. Bangladesh Bank also conducted regular auctions of 
Bangladesh Government Treasury Bonds (BGTBs) with 
yields declining moderately and also of repo and reverse 
repos without any further adjustment in policy rates.  

Figure 17. Selected interest rates
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39. The interest rates on treasury bills (T-bills) continue 
to fall due to excess liquidity in the banking system. The 
weighted average yield on 91-day T-bills dropped sharply 
from 7.9% in January 2009 to 1.9% in July, and yields on 
182-day T-bills dropped from 8.2% in January 2009 to 
3.8% in July. The yields on 364-day T-bills also declined 
from 8.6% in January 2009 to 5.0% in July. The yield on  
5-year BGTBs fell to 8.2% in July 2009 from 10.6% in 
January, and the 10-year BGTBs dropped to 9.4% from 
11.7%. During the same period, the yield on 15-year 
BGTBs declined from 12.1% to 9.4% and 20-year BGTBs 
from 13.0% to 9.0%. The interbank call money rates 
continued to decline in recent months, reaching 1.1% in 
July 2009 from 8.3% in March 2009 (Figure 17).  
 
40. Excess liquidity of the scheduled banks reached an 
all-time high at Tk347.6 billion at the end of June 2009, up 
from Tk129.9 billion in June 2008, a growth of 167.6%, 
indicating a significant lack of investment demand. 
Bangladesh Bank regularly purchased foreign exchange 
from the commercial banks to inject fresh cash into the 
market. As a balancing measure, Bangladesh Bank started 
selling government securities directly to commercial banks 
to absorb excess liquidity. By 6 August 2009, it had sold T-
bills worth Tk2.0 billion to commercial banks using its 
secondary window.  
 
41. At the end of March 2009, the weighted average 
lending rate remained unchanged at 12.3%, while the 
weighted average deposit rate rose to 7.5% from 7.3% in 
December 2008 (Figure 18). The prevailing deposit rates 
offered positive real returns, as inflation decelerated in 
recent months. The interest rate spread narrowed from  
5.8 percentage points in March 2008 to 4.8 percentage 
points in March 2009, indicating banks' efforts to lower the 
spread, as advised by Bangladesh Bank.  

Figure 18. Lending and deposit rates
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42. Industrial term lending declined by 9.6% in July–
March of FY2009 over the corresponding period of FY2008 
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(Figure 19). However, banks followed Bangladesh Bank’s 
instructions to raise the share of advances to the 
agriculture sector. Of the Tk93.8 billion programmed for 
disbursement as fresh agricultural credit in FY2009,  
Tk92.8 billion (98.9%) was actually disbursed, a growth of 
8.2% over FY2008. Bangladesh Bank announced its 
annual agriculture and rural credit policy for FY2010 with a 
loan disbursement target of Tk115.1 billion, registering 
22.7% growth over FY2009. The banking sector continues 
to focus on loans to SMEs as total outstanding loans stood 
at Tk757.7 billion at the end of March 2009—140.3% 
growth over March 2008. The ratio of SME loans to total 
loans in the banking system increased to 33.9% at the end 
of March 2009 from 19.8% in December 2008.  

Figure 19. Growth of term loans disbursement by 
banks and non-bank financial institutions
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43. In its latest monetary policy statement, Bangladesh 
Bank continues to maintain its accommodative policy for 
supporting the Government's borrowing needs to finance 
its countercyclical development program, while ensuring 
adequate flow of credit to the private sector. Under the new 
monetary policy, the target growth of broad money (M2) in 
FY2010 is set at 15.5% (down from an estimated 17.2% in 
FY2009) and private sector credit at 16.7% (down from an 
estimated 15.0% in FY2009). Bangladesh Bank will 
continue to maintain an accommodative approach to 
providing credit in FY2010 for sectors hurt by the global 
slowdown and also for agriculture and SMEs to help 
support pro-poor growth. It will modify its policy stance if 
inflationary pressures build. It will also regularly review 
exchange rate trends and intervene in the foreign 
exchange market as and when necessary to preserve the 
competitiveness of the taka.      
 
44. On 3 August 2009, Bangladesh Bank announced 
the Tk2.0 billion Solar Energy, Biogas, and Effluent 
Treatment Plant Sector Refinance Scheme at 5.0% 
interest to provide loans for setting up solar panels and 
biogas power plants in rural and urban areas. The work is 
to improve power supply and effluent treatment plants for 
industries to reduce industrial pollution. Bangladesh Bank 
will also introduce the Bangladesh automated 
clearinghouse in November 2009 to facilitate business 
activities by modernizing the payment and settlement 
system. Bangladesh Bank withdrew Tk13.2 billion from the 
banking system using 30-day Bangladesh bank bills to 
reduce excess liquidity from the market.  
 
45. The ratio of nonperforming loans (NPLs) remains 
high despite progress in reducing it. In the last quarter of 
2008, NPLs comprised 10.8% of outstanding loans 
compared with 13.2% during the same period of the 
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preceding year (Figure 20). NPLs of state-owned 
commercial banks remained very high at 25.4% in the last 
quarter of 2008, although this is down from 29.9% in the 
last quarter of 2007. NPLs of private commercial banks 
declined marginally from 5.0% in the last quarter of 2007 to 
4.4% in the last quarter of 2008. Bangladesh Bank recently 
asked state-owned commercial banks to take effective 
measures, such as appointing senior and experienced 
lawyers to take legal measures against loan defaulters, to 
reduce NPLs as part of improving their financial position. 
The high NPL ratio remains a matter of concern as it 
contributes to high lending rates and undermines efficiency 
of the banking system.  

Figure 20. Gross nonperforming loan ratios by type of bank
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Balance of Payments 
 
46. The merchandise export target for FY2009 was set 
at $16.3 billion, with 15.5% growth over actual exports in 
FY2008. Actual export earnings stood at $15.6 billion, 
4.3% lower than the target, evidence of the impact of the 
global economic recession on Bangladesh. Although the 
growth of exports was high at 42.4% in the first quarter of 
FY2009, it decelerated steadily as the global recession 
unfolded, falling sharply to 19.4% during the first half, and 
further to 14.5% during the first 9 months and finally to 
10.3% for FY2009 as a whole (Figure 21). Retail sales in 
developed economies fell, leading to a slowdown in 
garment export orders and shrinking profit margins for 
Bangladeshi exporters through price reductions. The 
Government has set an ambitious $17.6 billion export 
target for FY2010, with 12.8% growth over actual exports 
in FY2009.  
 
47. Primary product exports in FY2009 declined by 
11.9%. Export growth of raw jute and jute goods, leather, 
and frozen food declined sharply despite the higher export 
subsidies. Export earnings of raw jute in FY2009 declined 
by 10.2% and jute goods by 15.4%. Exports of leather 
declined even more sharply by 37.7% in FY2009, due to 
lower demand for processed leather in the international 
market and high import cost of inputs used in the 
processing of leather, although export of leather goods 
posted healthy growth. Export earnings from frozen food 
declined by 14.9% in FY2009.  

Figure 21. Growth in exports and components
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48. The volume index of overall exports rose by 11.9% 
in FY2009; the price index declined 1.6%. In the case of 
primary commodity exports, the price index rose 3.2%, 
while the volume index declined sharply by 15.1%. In the 
case of manufactured products, the price index declined by 
1.9%, whereas the volume index rose by 13.8%.    
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49. The share of readymade garment exports in total 
export earnings in Bangladesh in FY2009 rose to 79.3% 
from 75.8% in FY2008 because of the collapse of primary 
product exports (Figure 22). With lower labor costs and a 
shift to automated production systems, Bangladeshi 
readymade garment exporters are expected to remain 
competitive in major export items. The Government and 
Bangladesh Bank have already unveiled support such as 
providing cash subsidies, extending loan repayment 
schedules, and expanding export credits for the export 
sectors. The size of the Export Development Fund was 
expanded to $200 million.  

Figure 22. Share of exports (FY2009)
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50. Imports in FY2009 rose by only 4.1% over FY2008, 
mainly due to the sharp fall in imports of food items and 
capital machinery (Figure 23). Import payments for food 
items fell sharply (22.3%) due to lower international prices 
as well as good domestic harvests. The decline (14.7%) in 
capital machinery imports was due to weak capital 
investment. However, import payments for consumer and 
intermediate goods showed moderate growth of 6.9% 
during this period, led by high imports of fertilizer, yarn, 
and dying and tanning materials.  

Figure 23. Growth in imports and components
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51. The total value of letters of credit (L/Cs) opened in 
FY2009 declined 10.8% over FY2008, due to caution 
exercised by importers in opening any new L/Cs in the face 
of falling international prices and caution in making new 
investment decisions in the midst of the global crisis. L/Cs 
for imports of consumer goods declined by 39.1% in 
FY2009 because of adequate stocks of food and 
consumer items. L/C-opening for capital machinery  
(–29.6%), petroleum products (–27.6%), and industrial raw 
materials (–5.1%) fell considerably, although it rose for 
intermediate goods (8.9%).  

Figure 24. Workers' remittances
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52. Remittance inflows grew by 22.4% in FY2009, 
down from 32.4% in FY2008 (Figure 24). Although on a 
year-on-year basis, growth of remittance inflows was 
robust at 34.5% in September 2008, it decelerated sharply 
as FY2009 progressed, to 19.3% in December 2008 and 
7.6% in April 2009, before picking up in the last 2 months 
of FY2009 (22.6% in May and 22.0% in June). However, 
remittance inflows grew by only 8.0% on a year-on-year 
basis in July 2009. Out-of-country employment declined by 
33.7% in FY2009 (Figure 25), suggesting further slowdown 
in remittance inflows in the period ahead.  

Figure 25. Overseas employment growth
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53. Although some countries such as Lebanon and 
Libya opened up their job markets for Bangladeshi low-
skilled workers, demand from other countries such as 
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Malaysia, Mauritius and Saudi Arabia is declining. Libya 
recruited 7,819 Bangladeshi workers and Lebanon 6,094, 
during January–May 2009. However, during the same 
period, about 12,000 Bangladeshi workers returned home 
from Malaysia. During the second half of FY2009, labor 
outflows from Bangladesh to Saudi Arabia decreased by 
65.0%. About 6,000 Bangladeshi workers returned from 
Mauritius by the end of 2009.  

Figure 26. Gross foreign exchange reserves
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54. Net foreign direct investment inflows to Bangladesh 
in FY2009 were $941 million, up 25.8% over FY2008, 
because of the relocation of investment to Bangladesh 
from other Asian countries to take advantage of the 
abundant and cheap labor supply. During FY2009, net 
outflows of portfolio investment were $159 million against 
net inflows of $47 million in FY2008. During FY2009, the 
country received 15.0% less foreign aid ($1.7 billion), than 
it received during FY2008. However, net foreign assistance 
(total aid less principal repayments) stood at $1.0 billion in 
FY2009, a decline of 25.7% from FY2008. 
 
55. The trade deficit narrowed down to $4.7 billion in 
FY2009, from $5.3 billion in FY2008 due to the higher 
growth in export earnings relative to import payments. The 
robust growth in workers’ remittances (22.4%) offset the 
higher deficits in trade, services, and income payments, 
resulting in a current account surplus of $2.5 billion, up 
from $680 million in FY2008. As a result, the overall 
balance surplus ballooned to $2.1 billion in FY2009 from 
$331 million in FY2008, despite the deficit in the combined 
capital and financial accounts.  
 
56. On 30 June 2009, gross foreign exchange reserves 
amounted to $7.5 billion (3.8 months of imports), rising by 
$1.3 billion during the fiscal year (Figure 26). The growth of 
remittance inflows and lower import demand for 
commodities contributed to the higher foreign exchange 
reserves. In addition, Bangladesh Bank’s buying of foreign 
currency from local commercial banks augmented foreign 
exchange reserves. Gross foreign exchange reserves rose 
further to $7.7 billion at the end of July 2009.  
 
Exchange Rate 
 Figure 27: Nominal exchange rate (Taka-Dollar) and REER index
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57. The nominal exchange rate (taka/dollar) remained 
stable in FY2009, with modest depreciation. The exchange 
rate ranged from Tk68.5:$1 to Tk69.1:$1 in FY2009 
(Figure 27), benefiting from the healthy and stable foreign 
exchange reserve position and high remittance inflows. 
Bangladesh Bank purchased $1.5 billion from the local 
interbank market in FY2009 against only $0.2 billion in 
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Figure 28. Dhaka Stock Exchange: Market 
capitalization and general Index
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FY2008, which kept the taka from appreciating. 
Bangladesh Bank also bought $417 million from the 
commercial banks during 2–23 July 2009 as part of its 
intervention in the market to withdraw excess foreign 
exchange that had accumulated in the commercial banks 
because of the decline in the opening of import L/Cs. This 
action by the Bangladesh Bank is also contributing to the 
growth of its net foreign assets and, by extension, 
monetary growth. In its latest monetary policy statement, 
Bangladesh Bank indicates it will continue to intervene in 
the foreign exchange market, as necessary. Both the 
nominal and real effective exchange rate indexes 
appreciated during FY2009, implying some erosion in 
export competitiveness.  
 
Capital Markets  
 
58. The major stock market indicators exhibited 
considerable volatility during FY2009. The index reached 
3,010.3 points at the end of June 2009, the highest in 
FY2009, an increase of 9.0% over July 2008 (Figure 28). 
Market capitalization of the Dhaka Stock Exchange rose 
from Tk970.4 billion in July 2008 to Tk1312.8 billion (21.3% 
of GDP) by the end of June 2009, up 35.3%. The volatility 
in transactions in the stock market during FY2009 was 
largely due to market speculation, and selling pressure 
from nervous retail investors.  
 
59. The Chittagong Stock Exchange (CSE) selective 
categories index mostly followed the trend of the Dhaka 
Stock Exchange index and its volatility. The CSE index 
started to rise steadily in April 2009 and reached 6,772.2 
points by June 2009, a rise of 22.7% over July 2008 
(Figure 29). CSE market capitalization rose 26.1% during 
FY2009.  
 
60. Bangladesh Bank asked all commercial banks to 
submit detailed information about their stock portfolios in 
listed companies on a monthly basis by category: 
purchase, mortgage, and deposit. The Securities and 
Exchange Commission introduced a lock-in period barring 
sales of new convertible shares against warrants issued by 
a listed company to protect the stability of the market. 
Under this rule, directors or those who hold 5% or more 
shares have a 3-year lock-in period and other investors a 
1-year lock-in. Bangladesh Bank established the Debt 
Management Department in May 2009 to ensure efficient 
management of government borrowing, and help develop 
a vibrant secondary market for government securities. 

Figure 29. Chittagong Stock Exchange: Market 
capitalization and selective index
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61. GrameenPhone, the largest mobile phone company 
in the country, received formal approval from the Securities 
and Exchange Commission to raise Tk4.9 billion, the 
largest in the history of the Bangladesh capital market, 
through issuing an initial public offering. The move will 
encourage other large investors, especially telecom 
companies, to explore funding opportunities beyond 
conventional bank loans.   
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THE FY2010 BUDGET 
  
62. The minister for finance presented the FY2010 
budget to Parliament on 11 June 2009, the first under the 
Awami League-led grand alliance Government. The 
budget is significant as it was prepared against the 
backdrop of the still unfolding global slowdown, and 
reflects the Awami League's electoral promises in its 
election manifesto.  
 
63. In preparing the budget, the urgency of responding 
to the needs of key export sectors affected by the crisis 
had to be kept in view. The fiscal stimulus package of 
Tk34.2 billion (approximately $500 million equivalent) 
announced in April 2009, was expanded and continues in 
FY2010 with an allocation of Tk50.0 billion (approximately 
$725 million). Exports, agriculture, and power are 
important focuses.  
 
64. Steps were taken to expand the employment 
opportunities for Bangladeshi workers abroad, in the midst 
of slowing remittance growth; and keep domestic demand 
buoyant by supporting refinancing schemes for investment 
in SMEs and housing. Responding to the need to reverse 
the slow pace of project implementation, which led to the 
decline in public investment in recent years, streamlining 
the project approval process is recognized as a priority and 
major challenge.  
 
65. Four countercyclical components distinguish the 
FY2010 budget: a larger ADP, a new PPP framework, 
expanded social safety net programs (SSNPs), and a fiscal 
stimulus package continued from the past year. The 
discernible shift in approach in seeking to scale up 
infrastructure investment to achieve more rapid economic 
growth is the introduction of the PPP framework. 
Recognizing the Government's resource and capacity 
constraints, the budget provides measures to set up 
institutional and policy frameworks for launching the PPP 
(para. 22-24 ). Although PPPs would yield results only in 
the medium term, they have the potential to catalyze 
private domestic and foreign investment in infrastructure, 
and help fill the country's infrastructure gap.  
 
66. Another feature of the budget is the renewed 
emphasis on the MTBF as a tool for stepping up utilization 
of public resources to support growth and poverty 
reduction. The budget emphasizes the need for faster 
approval of projects and strengthened monitoring, and 
outlines steps for bringing more dynamism in these 
important processes. To improve coordination between the 
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current and development budget, avoid duplication, and 
enhance consistency of approach in attaining the 
Government's development objectives, the budget 
stresses the need for unifying the current and development 
budget, and outlines actions for achieving this objective. 
The budget also emphasizes the need to bring women into 
the mainstream of economic development and good 
governance. To that end, the budget seeks to incorporate, 
through the MTBF tool, gender and poverty-related 
disaggregated data in the budget preparation process.  

Figure 30. GDP growth
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67. The FY2010 budget is formulated within a 
consistent medium-term macroeconomic framework, 
assuming 5.5% economic growth and 6.5% inflation 
(Figures 30 and 31). While stressing the need to maintain 
macroeconomic stability given the global economic 
slowdown, the budget attaches priority to creating a large 
number of jobs, expanding social safety nets, and reducing 
regional disparities.  

Figure 31: Annual inflation rate
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68. The size of the FY2010 budget is Tk1.1 trillion 
(16.6% of GDP) with Tk305 billion for ADP spending and 
the remaining Tk833 billion for current spending, food for 
work, and job creation and development programs outside 
the ADP. The revenue target is Tk795 billion (11.6% of 
GDP); the balance (5.0% of GDP) will be financed through 
domestic borrowing and foreign financing (Table 1).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Table 1: Budget at a Glance

 

FY2010 FY2009
(A) Revised (B)

Total Revenue 794.6 691.8 14.9 11.6
  Tax Revenue 639.6 555.3 15.2 9.3
  Nontax Revenue 155.0 136.5 13.5 2.3

Total Expenditure 1138.2 941.4 20.9 16.6
  Current Expenditure 707.1 638.9 10.7 10.3
  Annual Development Program 305.0 230.0 32.6 4.4
  Other Development Expenditure (net) 126.1 72.5 74.0 1.8

Fiscal Deficit 343.6 249.6 37.7 5.0
Financing of Deficit 343.6 249.6 37.7 5.0
  External Resources (net) 138.0 107.6 28.3 2.0
    Foreign Grants 51.3 49.3 4.1 0.7
    Foreign Loans 86.7 58.3 48.7 1.3
  Domestic Resources 205.6 142.0 44.8 3.0
    Domestic Bank Borrowing 167.6 107.0 56.6 2.4
    Domestic Nonbank Borrowing 38.0 35.0 8.6 0.6
Source: FY2010 national budget documents, Government of Bangladesh.

Item Change in 
A over B A as % of GDP

(Tk billion)
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Revenue Measures 
 
69. Total revenue of TK795 billion is expected to grow 
by 14.9% in FY2010 over the revised revenue target in 
FY2009 (Figure 32). This would result in a modest rise in 
the revenue to GDP ratio to 11.6% in FY2010, from 11.2% 
in FY2009 (Figure 33). Total tax revenue is projected to 
grow by 15.2% and nontax revenue by 13.6%, leading to a 
rise in the tax to GDP ratio from 9.0% in FY2009 to 9.3% in 
FY2010. Bangladesh has the lowest tax to GDP ratio 
among comparable developing countries, which poses 
formidable constraints on efforts to increase public 
spending.  

Figure 32: Annual growth in revenue
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70. The Government intends to augment revenue 
collections by broadening the tax base, establishing 
transparency and accountability in tax management, and 
increasing efficiency in tax administration. In addition, the 
Government emphasizes the importance of bringing 
income, corporate, and value-added taxes under complete 
automation. The projected revenue growth will primarily 
come from growth in National Board of Revenue taxes, 
which account for more than 95% of total tax revenue and 
are expected to grow by 13.6%. Growth in import duties is 
expected to be modest at 9% because of the fall in 
international commodity prices and decline in import 
volumes due to the ongoing global recession. The budget 
places greater importance on income and consumption 
taxes for attaining the revenue target. Income taxes are 
expected to grow by 29.4%, VAT by 26.1%, and 
supplementary duties by 13.3%. 
 
71. Attaining the revenue target will be a challenge 
because of falling import prices and subdued economic 
growth. The large one-off collection by the Bangladesh 
Telecommunications Regulatory Commission in FY2009 
will not be repeated. Revenue has historically grown at the 
nominal GDP growth rate plus one or two percentage 
points. Given the projected 11.7% growth rate of nominal 
GDP in FY2010, the revenue growth will have to increase 
by 3.2 percentage points higher than the projected nominal 
GDP growth rate, in a year when the economy is affected 
by the global economic slowdown.  
 

Figure 33: Revenue-GDP ratio
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Income Tax  
 
72. The FY2010 budget places greater importance on 
collecting income taxes to attain the revenue target. 
Instead of increasing tax rates, the budget aims to increase 
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revenue from income taxes through regime and 
administrative reforms. The budget announced automation, 
and restructuring and expansion of the income tax 
department; simplification of tax laws; and expansion of the 
tax base.  
 
73. The budget introduced several measures to 
enhance income tax revenue, including (i) adopting 
measures to broaden the tax base and tax net, and bring 
discipline to management of the taxpayers identification 
number; (ii) reducing the tax rate for deductions at source 
against capital gains from the sale of land within city 
corporations, municipalities, and cantonment boards to 2% 
from 5%; for other areas where the price of nonagricultural 
land exceeds Tk100,000 per decimal, the rate will be 
slashed to 1% from the existing 5% to encourage 
disclosure of the actual sale price of land; (iii) increasing 
staffing, and the number of territorial zones and appeal 
zones of the income tax department; and establishing the 
tax information management and research center; (iv) 
accepting undeclared money without question provided 
that a payment of 10% tax is made and it is invested in 
specified new industries, physical infrastructure facilities, 
purchase of apartments or houses, or shares of listed 
companies; (v) replacing existing tax holidays with 
provisions for payment of taxes at a reduced rate;  
(vi) deducting taxes at source for certain exports;  
(vii) forming a national tax tribunal to dispose of cases 
related to income tax; and (viii) conducting surveys in listed 
areas to broaden the tax net up to upazilas (subdistricts) 
and identify new taxpayers.  
 
74. The new revenue-enhancing measures in the 
budget may take time to yield results. In addition, the 
opportunity during FY2010 to legalize undeclared income 
by paying lower taxes could potentially act as an incentive 
to conceal normal income to avoid the much higher regular 
tax rate.  
 

Import Duty Structure 
 
75. While the existing four-tier customs duty structure 
remains unaltered, duties have been significantly raised to 
reverse erosion of revenue at the import stage due to the 
global economic recession and protect domestic industries. 
To encourage local industries, import duties on raw 
materials were reduced, while keeping duties on finished 
goods unchanged, thus increasing effective protection. 
Higher protection to local industries also comes in the form 
of regulatory import duties on some items and higher 
supplementary duties at the import stage for numerous 
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others. The average nominal protection in FY2010 rose to 
22.9% from 20.1% in the previous year. According to a 
recent World Bank analysis,3 even though customs duties 
are reduced on 965 tariff lines, this is offset by the wider 
application of supplementary (imposed on 144 additional 
tariff lines) and regulatory duties (imposed on 2,683 tariff 
lines). The supplementary and regulatory duties are 
imposed on items bearing the highest rate of customs duty 
of 25%, magnifying the protection elements. This wider 
application has led to significant tariff escalation with 
movement along the stages of production, which raises 
effective protection to import substitutes and increases 
dispersion to 134% from 127% in the previous year 
(footnote 3). This reversal of trade liberalization reduces 
efficiency and limits consumer choice. 
 
76. Key measures related to import duties include  
(i) reducing import duty on basic raw materials from 7% to 
5%; (ii) applying a zero tariff on fertilizer, seeds, and major 
food grains along with medicine and raw cotton;  
(iii) discouraging imports of luxury items and products 
detrimental to public health; (iv) raising the rates of 
supplementary duty on the import of luxury vehicles;  
(v) reducing the customs duty on solar panels from 3% to 
0%; (vi) raising the supplementary duty to 100% from 60% 
on biscuits; (vii) raising the supplementary duty on air-
conditioners to 60% from 20%, and imposing a 45% 
supplementary duty on parts; (viii) raising supplementary 
duty on refrigerators from 20% to 30%, and on luxury light 
fittings and fixtures from 20% to 60%.  
 

Value-Added Tax 
 
77. The VAT has been instrumental in mobilizing 
domestic resources in line with the country's development 
needs. In the FY2010 budget, the Government announced 
several measures to strengthen VAT collection by 
broadening the tax base and phasing out exemptions. 
Among the services that no longer benefit from VAT 
exemptions are travel agencies and human resource 
exporter organizations. In addition, the FY2010 budget 
proposes to expand the VAT departments by creating (i) a 
VAT divisional office in each district with circle offices;  
(ii) three new VAT commissioner offices in greater Dhaka 
and Chittagong; (iii) a new VAT survey directorate; and  
(iv) more human resources, logistics, and transport for 
                                                 
3  World Bank, July 2009, Bangladesh National FY2010 Budget: 

Highlights and Assessment. Available at 
http://siteresources.worldbank.org/ 
BANGLADESHEXTN/Resources/295759-
1240185591585/FY10Banglabudget.pdf 
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various VAT field offices. Other measures include a rise in 
the rate of advance trade VAT from 1.5% to 2.25%. 
 
78. VAT-related measures in the FY2010 budget that 
would provide tax relief include (i) withdrawal of VAT from 
the services of specialist doctors; (ii) exemption of VAT for 
the next year for manufacturers of refrigerators, 
motorcycles, and locally produced hard board;  
(iii) withdrawal of VAT on internet services used by 
educational institutions; and (iv) increased threshold value 
of plants and machinery for tax exemption of cottage 
industries from Tk1.5 million to Tk2.5 million. Moreover, the 
limit of turnover for cottage industries is raised to  
Tk4.0 million from Tk2.4 million. Measures that would 
increase revenue include (i) imposing VAT on a number of 
activities, including services of event management, human 
resources supply or management, inspection and 
certification service provision, floor space rental for 
commercial purposes, plants, and equipment leases; and 
(ii) withdrawing VAT exemptions for travel agents, 
indenting firms; human resource exporters; manufacturers 
of utensils, sanitary ware, and other kitchenware made of 
aluminum and enamel; homeopathic, ayurvedic, unani, 
and herbal medicine; and plastic furniture. 

Figure 34: Annual growth in expenditure
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Expenditure Measures  
 
79. The FY2010 budget is based on the MTBF, which 
seeks to link the budget with the Government’s policy, and 
resources with the performance indicators of the ministries; 
and to strengthen the implementation, monitoring, and 
evaluation process. Currently, the 20 ministries and 
divisions included in the MTBF spend 53% of the total 
budget and 86% of the ADP.  
 
80. Total expenditure is expected to grow by 20.9%, 
from Tk941.4 billion (15.3% of GDP) in the revised FY2009 
budget to Tk1,138.2 billion (16.6% of GDP) in FY2010  
(Figures 34 and 35). Recurrent expenditures comprise 
about 62% of the FY2010 budget. A number of spending 
initiatives included in the FY2010 budget have significant 
resource implications, including the fiscal stimulus package 
(Tk50.0 billion), the PPP framework (Tk25 billion), 
implementation of Pay Commission recommendations 
(Tk35.0 billion), implementation of an urgent 3-year 
program to increase power generation (Tk35.7 billion), and 
construction of the Padma Bridge (Tk15.0 billion). 
 
81. Current expenditure in the FY2010 budget is 
projected to rise by 10.7% over the revised budget in 
FY2009. Pay and allowances (22.6% of current 

Figure 35: Expenditure-GDP ratio

16.615.315.8
13.413.913.813.313.714.814.0

0

5

10

15

20

FY2001 FY02 FY03 FY04 FY05 FY06 FY07 FY08   FY09  FY10 
Budget

% GDP
Current Expenditure ADP Others Total Expenditure

 25



 

expenditure) have increased by 5.8%. Interest payments  
(22.4% of total recurrent expenditure) are growing at a 
faster rate. Subsidies and transfers have decreased from 
4.2% of GDP in the FY2009 revised budget to 3.7%. 
Subsidies to agriculture (fertilizer and other agricultural 
inputs) are reduced from Tk57.9 billion in the FY2009 
revised budget to Tk36 billion, reflecting the decline in 
international prices of agricultural inputs. The budget does 
not make any direct provision for a petroleum subsidy in 
FY2010, but Tk14 billion from the block allocation could be 
utilized if needed. The budget also has provisions for a 
power subsidy (Tk12 billion), export subsidy (Tk18 billion), 
and food subsidy (Tk12.3 billion). Overall, subsidies in the 
FY2010 budget declined by 16.5%, while transfers 
increased by 7.1%. 

Figure 36: Sectoral shares in public expenditure in 
FY2010
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82. The Government proposes a Tk305 billion ADP for 
FY2010, 32.6% above the revised FY2009 outturn. The 
shares of internal and external resources in the proposed 
ADP are 44% and 56%, respectively. To implement the 
proposed ADP, internal resources would have to grow by 
41.2% and external resources by 26% relative to FY2009. 
Mobilizing these resources could be a significant 
challenge.  
 
83. The FY2010 ADP gives priority to rural 
development, fuel and energy, and transportation. 
Additional allocation is made to projects in Barisal, Khulna 
and Rajshahi divisions to redress regional disparities. The 
budget includes measures to enhance ADP utilization, 
such as strengthening monitoring in 10 ministries 
responsible for 78% of the ADP, formulating advance 
procurement planning, simplifying project approval 
processes, and using the critical path method to monitor 
major projects. Implementation of the ADP will remain a 
challenge unless the line ministries strengthen their 
implementation capacity significantly. 
 

Social Safety Net and Empowerment  
 
84. Expenditure on SSNPs is significantly scaled up, 
considering the impacts of the global slowdown on the 
domestic economy. Allocations and coverage of almost all 
programs are considerably increased. Total expenditure for 
SSNPs increased from Tk138.5 billion in FY2009 to 
Tk173.3 billion in FY2010, a 25.2% increase. The share of 
SSNPs in total expenditure increased from 14.7% of the 
total budget in FY2009 to 15.2% in FY2010, or from 2.2% 
of GDP to 2.5%.  

Figure 37: Sources of Financing Public Expenditure in FY10
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85. A number of SSNPs are interventions based on 
cash transfers aimed at social protection. The core 
objective is to protect vulnerable groups, traditionally 
bypassed by the trickle down of growth, by enhancing their 
purchasing power. The major SSNPs include (i) old age 
allowance: coverage increased from 2.0 million to  
2.3 million, and the allocation by 35%; (ii) allowance for 
widowed, deserted, and destitute women: allocation 
increased by 22%; (iii) allowances for the financially 
insolvent disabled: allocation increased by 56%;  
(iv) maternity allowance program for poor lactating 
mothers: allocation increased by 47%; and (v) honorarium 
for insolvent freedom fighters: allocation increased by 
109%. Other SSNPs include grants for orphans, general 
relief activities, and block allocations for disaster 
management. Some cash transfer programs are 
undertaken to increase social empowerment, including 
stipends for disabled students and grants for schools for 
the disabled. Some special programs include housing 
support and agriculture rehabilitation. 
   
86. Allocations for food security-based programs are 
increased by 11.4% and those for microcredit-based 
programs by 66%. The Government also introduced seven 
new programs: employment generation for the hardcore 
poor, national service, special program for irrigation and 
water-logging, skill development fund for expatriate 
returnees and new entrants to labor market, child 
development centers, service and assistance center for the 
disabled, and the ghare fera (returning home) program.  
 

Public–Private Partnerships 
 
87. Recognizing the resource and capacity limitations 
in the public sector for infrastructure, the Government 
underscores the need to promote PPPs to catalyze 
investment in infrastructure, including power and energy, 
ports, communications, drinking water and waste 
management, education, and health. The Government 
seeks to accelerate infrastructure project preparation by 
combining the resources and dynamism of the private 
sector with the ability of the public sector in designing 
policies and guidelines, and creating an enabling 
environment.  
 
88. Through successful implementation of the PPP 
concept, the Government hopes to increase investment 
from local and foreign investors. In the budget, the 
Government proposes to create three facilities for the new 
PPP concept: (i) Tk1 billion is allocated for a PPP technical 
assistance fund to provide quick access to funding for 
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expenditure related to prefeasibility studies and 
preparatory work, before an agency seeks bids for PPP 
projects. (ii) Tk3 billion is allocated for a viability gap fund 
to provide seed money to attract private initiatives for the 
construction of power plants, hospitals, schools, roads, and 
areas, where social and economic returns are high but the 
initiatives are not financially viable for the private sector on 
its own. (iii) Tk21 billion is allocated for an infrastructure 
investment fund to provide equity or loans to private 
investors to ensure Government participation, and to 
extend a variety of financial incentives to the private sector 
to encourage investment.  
 
89. Operationalizing PPPs will be a major challenge. 
Institutional arrangements to prepare and implement PPP 
projects need to be quickly developed. An appropriate 
legal framework is needed to define the rights and 
responsibilities of the parties involved, including ways to 
address issues of cost recovery and compensation, and 
define dispute resolution mechanisms. Policy and 
regulatory frameworks will need to be developed and 
implemented to ensure competitive and transparent 
bidding, sharing of risks and rewards, among others. 
 

Fiscal Stimulus 
 
90.  The budget provides Tk50 billion for fiscal stimulus 
in response to the global downturn. This is a continuation 
of the stimulus package announced in April 2009. The 
measures initiated in FY2009 include subsidies to export 
industries, steps for expanding employment opportunities 
for Bangladeshi workers abroad, speeding up 
implementation of the ADP, boosting investment by 
recapitalizing some state-owned banks, and accelerating 
activities under different funds supervised by Bangladesh 
Bank. Although the Government has not yet provided 
details of the FY2010 package, sectors expecting to 
receive support include agriculture, export, and power.  
 

Agriculture and Rural Development 
 
91. The budget reiterates the Government's 
commitment to support the agriculture sector with a view to 
attaining self-sufficiency in food production by 2012. The 
budget underscores the need for an integrated approach 
encompassing productivity increases; improving availability 
of inputs and credit; developing poultry, livestock, and 
fisheries; improving water resources management and 
rural infrastructure through flood control, drainage and 
irrigation, and rural works programs; increasing rural 
electrification; and improving sanitation and housing. The 
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budget makes significantly higher allocations for 
agriculture, water resources, local government, and rural 
development. For rural development, a total of 13,700 km. 
of roads and 54,260 meters of bridges and culverts will 
also be constructed.   
 
92. Some specific measures announced for agriculture 
and rural development include (i) Tk40 billion for expansion 
of irrigation facilities using surface water in southern areas, 
addressing water logging in the southwestern region, and 
expanding cultivable land by improving drainage systems 
in the haor (large water body) areas, and by creating 
opportunities for multiple cropping; (ii) Tk36 billion for 
agriculture subsidies, including for fertilizer, seeds, and 
other agricultural inputs; (iii) Tk2.8 billion for developing 
high-yielding variety seeds; (iv) plans to increase seed 
storage capacity from 40,000 to 100,000 tons;  
(v) Tk1.9 billion for agricultural research and agricultural 
rehabilitation assistance including introduction of climate 
resilient crop variety and crop diversification; vi) plans to 
increase agricultural loans from Tk93.8 billion to Tk100 
billion, and continue loan programs at reduced interest 
rates in the hill districts; and (vii) integrated fisheries and 
poultry development programs with participation of local 
stakeholders.  
 
93. For water resources, priority programs include: (i) 
comprehensive river training, erosion mitigation, flood 
control, and development of irrigation systems; (ii) 
improved water resources management through 
operationalizing the government approved "Guidelines for 
Participatory Water Resources Management"; and (iii) a 
medium-term program for capital and maintenance 
dredging..   
 

Power and Energy 
 

94. The country's development efforts are severely 
constrained by energy shortages. In view of this, the 
Government allocated Tk43.1 billion for the power and 
energy sector, 48% higher than in FY2009. To enhance 
efficiency of management and use of power produced, 
Tk1.0 billion is allocated to produce energy-saving bulbs. 
This is expected to reduce power consumption. To 
overcome shortages in transmission and distribution of 
power, an additional 837 kilometers of power grid lines, 17 
substations, and 15,000 kilometers of distribution lines will 
be constructed in the next 3 years. The Government is 
actively considering importing cleaner energy technology 
and has a plan to drill five development wells, four work-
over wells, and four production wells from 2009 to 2011 to 
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provide an additional 208 MMCF of gas supply. The 
Government is planning to commence offshore gas 
exploration and is considering setting up a gas 
development fund for BAPEX. The Government will also set 
up coal fired power plants using environment friendly 
technology for extraction of coal. Government abolished 
existing VAT from the purchase of solar panel. Besides, the 
Government has also taken initiatives to conduct a feasibility 
study for setting up small hydro-electricity projects. Initially, 
the use of solar and bio-gas as sources of energy will be 
experimented in off-grid rural areas. 

 
Climate Change 
 

95.  The budget lays emphasis on adaptation and 
mitigation aspects of climate change. The Government is 
reviewing and updating the National Adaptation Program 
of Action (NAPA) and Bangladesh Climate Change 
Strategy and Action Plan (BCCSAP) to address the climate 
change related effects.  The Government plans to prepare 
a detailed action plan for addressing the climate induced 
natural disasters. The main focus of activities would be to 
carry out regular dredging of rivers and canals, 
strengthening the embankments along coastal areas and 
establishing adequate number of cyclone shelters, reduce 
air pollution caused by diesel-run vehicles, control 
environment pollution due to industrialization, extend and 
preserve forestry and train sufficient number of 
environmental experts. The creation of a Multi-Donor Trust 
Fund (MDTF) with support from donors is in progress. The 
proposed Fund received a commitment of $97.9 million 
from the Governments of the United Kingdom and 
Denmark. Japan International Cooperation Agency (JICA) 
has proposed to provide Tk4.9 billion as budgetary support 
during the next three years to cope with environment-
related disasters. At the same time, Japan has proposed to 
contribute Tk7 billion from its Japan Debt Cancellation 
Fund (JDCF) facility in managing risks due to climate 
change. In addition, the budget announced an allocation of 
Tk 7 billion in the National Climate Change Fund (NCCF). 
Bangladesh is recently nominated to participate in the 
‘Pilot Program on Climate Resilience’ (PPCR) scheme and 
may secure US$ 30- 60 million for implementing 
adaptation activities supported under ‘Climate Investment 
Fund (CIF) of Multilateral Development Banks.  

Figure 38: Fiscal balance and financing
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Fiscal Deficit and its Financing 
 
96. To accommodate the Government's countercyclical 
development program, the budget deficit is projected to 
rise to 5% of GDP from 4.1% in FY2009 (Figure 38). 

 30



 

External financing is projected to increase to 2% of GDP 
from 1.8% in FY2009. Mobilizing this amount of external 
financing may not be easy. The country's low aid 
absorptive capacity is a major constraint in making use of 
resources, even if available. Domestic borrowing is 
projected at 3% of GDP in FY2010, up from 2.3% in 
FY2009, primarily from the banking system. The 
Government's growing dependence on domestic borrowing 
is a cause for concern, as it may crowd out private 
investment and fuel inflation. In view of the global 
economic slowdown, the Government faces the challenge 
of mobilizing more external financing, and augmenting the 
country's aid absorption capacity while generating 
sufficient revenue to meet the country's development 
needs. 
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