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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 
 Gross domestic product (GDP) growth is estimated at 

6.2% for FY2008. 
 
 Agriculture and service sectors performed well in the 

second half of the fiscal year.  
 
 Strong revenue performance was aided by reform-

oriented interventions.  
 
 Accommodative monetary policy could fuel inflation, if 

bank credit is not channeled to the economy’s 
productive sectors. 

 
 Pickup in exports, surge in workers’ remittances, and 

higher external assistance strengthened the balance of 
payments.  

 
 Higher international prices and the shortfall in domestic 

production resulted in higher food-grain prices and 
fueled inflation. 

 
Sector Performance and Economic Growth 
 
1. In FY2008, economic performance was better than 
expected considering the effects of natural disasters in the 
first half of the fiscal year and higher international 
commodity prices. The recovery in agriculture and services 
and the rebound in exports in the second half contributed 
to the reasonable 6.2% growth of GDP. Growth was 
supported by a steady flow of bank credit and a surge in 
workers’ remittances.  
 

Agriculture 
 

2. Agriculture grew at 3.6% (Figure 1) in FY2008, after 
recovering from losses caused by the two floods and the 
cyclone in the first half of the fiscal year. The recovery was 
led by a bumper boro (harvested in Spring) crop helped by 
good weather conditions and timely Government support. 
Potato and wheat production also fared well. Compared 
with the preceding year’s growth of 4.6%, the growth 
performance was notable considering the effects of the 
repeated natural disasters. Although growth in animal 
farming declined sharply because of the outbreak of avian 
flu, forestry and fishing posted higher growth than in 
FY2007. Despite government subsidies on key agricultural 

Figure 1. Sectoral Growth Rate of GDP
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inputs, the cost of agricultural production increased 
throughout FY2008.  
 
3. Food-crop production is estimated at 29.8 million 
tons, a 6% growth over the previous year (Figure 2). Aus 
(summer rice) production of 1.5 million tons in FY2008 
remained at the FY2007 level. Aus output has shown a 
declining trend over the past few years, as farmers devote 
land to producing more profitable crops such as maize, 
vegetables, and spices. Aman (monsoon rice) production 
was severely damaged by the floods and cyclone; output 
declined by 10.2% from 10.8 million tons in FY2007 to  
9.7 million tons in FY2008. Combined with the increased 
price of rice in international markets, a domestic production 
shortfall of aman adversely affected the country’s food 
security and poverty profile.  
 
4. To offset the loss of aman production, the 
Government worked to maximize boro output. It set the 
boro production target at 17.5 million tons, 17% higher 
than FY2007 production. The cultivation area was  
4.6 million hectares (4.4 million hectares in FY2007), with 
1.2 million hectares under hybrid rice. The Government 
ensured adequate and timely supply of key inputs, such as 
seeds, fertilizer, diesel, and agricultural credit. The higher 
domestic price of rice coupled with the urgent need to 
recoup losses caused by the floods and cyclone induced 
farmers to bring more land under boro cultivation. The yield 
rate was good because of higher land fertility following the 
floods and favorable weather. Boro production in FY2008 
is estimated at 17.8 million tons, an 18.7% rise from the 15 
million tons produced in FY2007.   
 
5. Output of wheat, which is next to rice in cereal 
consumption, rose by 14.3% to 0.8 million tons in FY2008 
from 0.7 million tons in FY2007. Favorable weather 
conditions with timely rain, a prolonged winter season, and 
timely delivery of key inputs and the motivational program 
of the Department of Agriculture Extension contributed to 
the strong growth in wheat production. Potatoes were 
cultivated on 0.4 million hectares, with production of 6.6 
million tons in FY2008, a 29.4% rise from FY2007. Good 
weather and the timely delivery of urea fertilizer led to the 
bumper potato output. But the lack of adequate cold-
storage facilities undermined the gains from higher output, 
resulting in potato growers being deprived of remunerative 
prices. Jute production declined to 4.6 million tons in 
FY2008 from 4.9 million tons in FY2007 because of the 
floods. Production of maize in FY2008 was also 
encouraging. 
 

Figure 2. Food-Grain Production
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Industry   
 

6. Industry sector growth in FY2008 declined to 6.9% 
from 8.4% in FY2007 (Figure 1). After the weak 
performance in the first half of the fiscal year because of 
slow growth in production and export of garments and 
knitwear—the industrial mainstays—industry growth 
rebounded in the second half with a surge in exports, rise 
in private sector credit and import of raw materials, and 
gain in business confidence. But the escalation of import 
prices of industrial raw materials and intermediate inputs in 
the international market slowed industry sector growth 
relative to the previous year. Manufacturing growth at 7.4% 
was lower (previous year growth was 9.7%), but the growth 
of mining and quarrying at 8.6% was higher than the 8.3% 
in the preceding year. Manufacturing growth was affected 
by infrastructure constraints, particularly power shortages. 
The combined growth of power, gas, and water supply 
recovered to 4.9% from 2.1% last year because of a pickup 
in electricity generation, although the power supply growth 
could not keep pace with rising demand. Growth in 
construction declined to 5.9% from 7% because of the 
higher price of construction materials and downsizing of 
the annual development program (ADP). Because of 
higher backward and forward linkages, slower construction 
activities affected other economic activities and provided 
fewer jobs for construction workers. 
 
7. Large and medium-scale (7.2%) and small-scale 
(7.9%) manufacturing also recorded lower growth than in 
FY2007. Large and medium-scale manufacturing data for 
the first 10 months of FY2008 (Figure 3) indicate that 
industries experiencing moderate growth include cotton 
textiles, pharmaceuticals, soft drinks, leather footwear, 
plastic products, wood products, iron and steel, ceramic, 
cement, and electronic goods. Some small-scale 
manufacturing performed well in FY2008 (Figure 4), 
including rice milling, dairy products, knitwear, paper and 
paper products, and nonmetallic mineral products, small-
scale industries need to enhance their technological 
capacity and export orientation. Tanning and finishing 
leather industries registered output decline in FY2008 
because of lower export demand. Sugar and fertilizer 
industries also contracted because of the irregular supply 
of gas and electricity.  
 
 Services 
  
8. The services sector grew at 6.7% in FY2008 
compared with 6.9% in FY2007 (Figure 1). Slower 
agriculture and industry growth in the first half of the fiscal 

Figure 3. Growth of Medium & Large Scale 
Manufacturing Production (Base: 1988-89=100)

(year-on-year)

-5.0

0.0

5.0

10.0

15.0

20.0

Jul
2006

Sep Nov Jan
07

Mar May Jul Sep Nov Jan
08

Mar

%

Figure 4. Quantum Index of Small-Scale Manufacturing 
Production (Base: 1995-96=100)

0

50

100

150

200

250

300

FY01 FY02 FY03 FY04 FY05 FY06 FY07 July-Mar
FY07

July-Mar
FY08

Index



 

 4

year constrained the annual growth of services. The pickup 
in services growth in the second half of FY2008 was aided 
by expansion in transport and storage, mobile phone 
services, and wholesale and retail trade linked to higher 
imports and consumption spending. Transport, storage, 
and communication services grew at 8.7% in FY2008 up 
from 8% in FY2007. Wholesale and retail business 
activities increased by 7.2%, while post and 
telecommunication services grew by 23.4%. Growth in real 
estate and housing services dipped to 3.6% from 3.8% the 
year before because of increased prices for land and raw 
materials, and the broad-based anticorruption drive, as 
buyers became more cautious about revealing their 
sources of income.   
 

Economic Growth 
 
9. GDP growth is estimated at 6.2% in FY2008, a 
slight decline from 6.4% in FY2007 (Figure 5). The growth 
performance came as a relief considering the effects of 
natural disasters, and the reduced business confidence 
prevailing through the first half of the fiscal year. Private 
consumption (74.5% of GDP) aided by the buoyant growth 
of remittances was the key driving force. Total investment 
as a share of GDP (24.2%) declined for the second 
successive year, as private investment growth (7.5% in 
FY2008 compared with 12.2% in FY2007) moderated. 
Public investment declined sharply because of the ADP 
underperformance (Figure 6). Foreign direct investment 
also declined. Gross national savings in FY2008 rose 
sharply to 29.2% of GDP from 28.7% in FY2007 because 
of the surge in remittances (Figure 7).  
 
10. GDP growth for FY2009 is forecast at 6.5%. 
Agriculture is expected to recover to 4% growth, assuming 
normal weather; positive response of farmers to higher 
market prices and government procurement prices; and 
continued government measures to supply inputs, credit, 
and extension services. Industry growth is also expected to 
pick up to 7.9% with strong growth in export-oriented 
manufacturing such as garments and textiles; expansion in 
small and medium-sized enterprises (SMEs) and light 
engineering; and in new sectors such as shipbuilding, 
which emerged as a promising export industry in recent 
years. But higher energy and labor costs (because of 
higher food prices) could hinder industrial expansion. 
Services will continue strong growth at 6.8%, in step with 
the pickup in agriculture and manufacturing, and aided by 
steady bank credit and higher consumer spending 
supported by the surge in remittances. The power 
shortage, which is a major roadblock to industrial 

Figure 5. Contributions to GDP (supply)
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expansion, needs to be addressed urgently. But the 
evolving gas shortage will become a bigger impediment to 
economic activities, requiring immediate measures to step 
up gas exploration. The development of the high quality 
coal resources has become an urgent issue in Bangladesh 
as it can play a critical role in addressing the country’s 
growing energy shortages. Several downside risks could 
derail the 2009 growth projections, particularly higher oil 
and commodity prices that would put stress on the balance 
of payments and fiscal position. Political uncertainty and 
natural disasters could also constrain growth.   
 

Box: Export Diversification 
 

Overwhelming dependence on garments, accounting for 76% of 
exports and 14% of GDP, poses considerable medium- to long-term 
risks to the export sustainability of the country. As the United States 
safeguard quota on textile products from the People’s Republic of 
China expires this year, Bangladesh will face fierce competition. To 
counter this challenge, the country needs to pursue a dual 
approach: a strategy for strengthening competitiveness of existing 
industries; and another for diversifying exports.  
 
To boost the competitiveness of existing industries, the focus needs 
to be on policy reform and institutional change, enhanced 
productivity and scale economies in production, and higher 
investments in infrastructure. Diversifying exports requires an 
improved business climate, adequate incentives for 
entrepreneurship development, and efficient appraisal of foreign 
direct investment (FDI) proposals. Because of delays in deciding on 
several large FDI proposals, Bangladesh is losing an opportunity to 
diversify its industrial base into promising new areas. FDI needs to 
be given greater emphasis in the country’s development strategy, 
as it could play a crucial role in filling the country’s capital and 
modern technology deficits.  
 
Bangladesh has significant potential in several export-oriented 
industries, including pharmaceuticals, leather goods, frozen foods, 
shipbuilding, and information technology-enabled services (ITES). 
With adequate private sector investment and regulatory support, 
these sectors could contribute to export diversification. 
 
Bangladesh’s pharmaceutical industry is among the largest in least-
developed countries (LDCs). Growing at an annual rate of 10%, it is 
one of the fastest growing industries in the country. The industry 
caters to nearly 96% of domestic demand and exports ($43 million 
in FY2008) to more than 50 countries (mainly other LDCs). The 
booming export market, with more than 40% annual growth, 
provides ample opportunities for expansion as the quality and 
effectiveness of drugs made in Bangladesh are widely acclaimed by 
importing countries. 
 
Leather has also emerged as a successful industry. The production 
of leather and leather goods has shown a rising trend since the late 
1990s with growth exceeding 10% in recent years. In FY2008, 
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Bangladesh exported leather products worth $463 million. But the 
industry has not yet reached its full potential, largely because of 
infrastructure and financing constraints, and lack of environment-
compliant treatment plants and raw material supplies.  
 
Frozen foods (mostly shrimp and other fish) were another major 
export industry but were badly hit by the 2007 cyclone. In FY2008, 
industry exports were valued at $534 million, but growth remained 
low at 3.6%. Warm tropical weather with vast areas of inland water 
and 480 kilometers of coastline offer a huge reserve of freshwater 
fish, shrimp, and seafood; and provide ideal conditions for 
aquaculture. Fisheries play a pivotal role in the economy, 
contributing 5% to the country’s GDP and employ more than 10 
million people directly and indirectly. Bangladesh has the potential 
to become a major shrimp and fish exporting country if it invests in 
modern aquaculture and backward and forward linkage industries. 
 
Despite low domestic demand and supply-side problems, such as 
lack of qualified programmers and institutional support, the ITES 
industry is growing rapidly. In 2007, it exported $300 million worth 
of data processing, software, and other ITES services. In addition, 
business process outsourcing (BPO) services, including call 
centers, customer support, and back office functions, are rapidly 
developing with the improvement of information and 
communications technology in the country. The global marketplace 
for ITES and BPO services was estimated at more than $1 trillion in 
2007, growing at a staggering rate of 30%. This created huge 
opportunities in other Asian countries, including India and the 
Philippines. Bangladesh needs to assess its infrastructure and 
education requirements, identify the potential scope and define 
strategies, and develop marketing channels to expand in this 
profitable business.   
 
Shipbuilding has also emerged as a promising export industry. In 
2007, local ship builders received more than $500 million of foreign 
contracts. Ship export has tremendous potential with a global 
market size of $400 billion. To cater to this market, Bangladesh has 
to meet daunting investment needs in shipbuilding infrastructure 
and human resource development.  
 
Source: Quarterly economic update (various issues). 
 

  
Inflation 
 
11. Inflation edged up to 10% on a moving average 
basis in March 2008, and remained at almost the same 
level (9.9%) in June 2008 (Figure 8). Food inflation rose to 
12.3% in June from 11.1% in January, while nonfood 
inflation declined to 6.3% from 7.3% in January. On a 
point-to-point basis, inflation declined to 10% in June from 
11.4% in January 2008 (Figure 9) because of measures 
adopted by the Government (para. 14).  
 

Figure 8. Inflation, 12-Month Moving Average
(Base Year: 1995-96)
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12. Although inflation almost reached double digits in 
FY2008, it has shown a rising trend from the beginning of 
the current decade.1 Average inflation was 1.9% in 
FY2001, 2.8% in FY2002, and 4.4% in FY2003. It then 
rose further to 5.8% in FY2004, 6.5% in FY2005, and 7.2% 
in FY2006 before stabilizing in FY2007. Domestic demand 
pressures combined with higher incomes, higher 
remittances, and high monetary and credit growth were 
among the main causes of the steady rise in inflation.  
 
13. In FY2008, with food (58.8% weight in the 
consumer price index) inflation estimated at 12%, 
escalating international commodity prices, and the shortfall 
in domestic food-grain production fueled renewed inflation. 
The price of rice in the international market rose by 165% 
and wheat by 89% between April 2007 and April 2008 
(Figure 10). In the domestic market, the rise during the 
same period was 61% for rice and 56% for wheat (Figure 
11). Prices in the domestic market rose because of higher 
international prices, even though food availability was 
higher because of the bumper boro output and increased 
imports (3.5 million tons compared with 2.4 million tons in 
FY2007), which more than offset the food-grain production 
shortfall. The availability of food in aggregate terms did not 
ensure food security for all, especially for the poor and the 
vulnerable because of the high prices. Aided by the easy 
bank credit facility, farmers and traders stocked rice 
following the boro harvest for speculative reasons, cutting 
market supply, and affecting government procurement. 
The domestic cost of producing rice rose despite 
subsidized agricultural inputs (para. 2). Large spending for 
rehabilitation following the floods and cyclone; higher bank 
credit for agriculture, industry, and services; and increased 
demand from the rapid growth in remittances also 
contributed to inflation. Prices of other major food 
commodities surged in the international and domestic 
market.  
 
14. The Government adopted several measures to 
reduce food prices, including subsidizing food-grain sales, 
cutting import duties on food items, raising food-grain 
imports in the public sector, and supporting higher crop 
production. Banks also provided import credit on softer 
terms. These actions helped to moderate the inflation rate 
toward the end of FY2008. 
 

                                                 
1  Food inflation was 3.5% in FY2003, 6.9% in FY2004, 7.9% in 

FY2005, 7.8% in FY2006, and 8.1% in FY2007. Nonfood inflation was 
5.7% in FY2003. It declined to 4.4% in FY2004 and to 4.3% in 
FY2005, rose to 6.4% in FY2006, but declined to 5.9% in FY2007. 

Figure 9. Inflation, Point-to-Point (Base Year: 1995-96)
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15. For FY2009, inflation is projected at 9% in 
Bangladesh Bank’s Monetary Policy Statement (MPS) 
issued in July 2008. This is broadly reasonable, but the 
projection could be upset by higher than expected prices 
for international commodities. The MPS stresses that 
higher economic growth and increased production of 
essential food and other items, made possible by 
expanding credit to the productive sectors of the economy, 
would soften inflationary pressures. Substantial risks are 
involved in this supply-side approach to stabilize the 
economy as its first-round effects through expanding credit 
without a quick supply response could trigger high inflation. 
Further, if crop production is affected by natural disasters, 
the supply shortage could be aggravated, causing prices to 
rise. 
 
Fiscal Management 
 
16. In FY2008, revenue collection jumped to 11.2% of 
GDP, 1.0 percentage point higher than in FY2007 (Figure 
12). The good performance resulted from reform-oriented 
interventions such as identification of large taxpayers, 
promotion of voluntary compliance by creating social 
awareness, intensive monitoring of tax collection, and 
measures such as opportunities for declaring legally 
earned undisclosed income, and a special drive for 
collecting income tax and arrears. On the expenditure side,  
despite the cut in the ADP, additional spending for relief 
and reconstruction, expanded safety net programs 
because of the rise in the price of rice, and higher 
subsidies for fuel and fertilizer pushed up public spending 
to 15.9% of GDP from 13.4% in FY2007 (Figure 13). The 
downsizing of the ADP over the past few years is a cause 
for concern as it will affect private investment and growth. 
The tax to GDP ratio (8.9%) remains low even compared 
with other South Asian countries, constraining 
noninflationary expansion of spending.  
 
17. In FY2008, the National Board of Revenue 
recorded robust growth of revenue collection at 26.8% 
(Figure 14). Almost all taxes showed strong growth. 
Import-based taxes rose by 26.7%, customs duties by 
18%, VAT by 34.3%, and supplementary duties by 46.5%. 
Domestic indirect taxes rose by 22.5% in FY2008. 
Domestic VAT rose by 21.7% and supplementary duties by 
24.2%, despite lingering weaknesses in tax administration 
and tax compliance. Income tax collections rose by 32.8%, 
the highest ever recorded rate. Sustaining this good 
revenue performance will be a challenge, but will be 
essential for faster economic growth and rapid expansion 

 

Figure 14. Revenue Collection by NBR
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of poverty reduction programs. Further reforms of direct 
taxes to enhance buoyancy and revenue productivity are 
needed by simplifying tax procedures, increasing the 
efficiency of the large taxpayers unit, withdrawing 
exemptions, and expanding coverage. Critical reforms in 
income tax and VAT legislation are also overdue. Policy 
must be separated from administration and the audit 
mechanism strengthened.  
 
18. Public spending in FY2008 was 8.1% above the 
budget; current spending was up by 7.5%, but 
development spending (mainly the ADP) was lower than 
budgeted by 15.1% because of a slowdown in project 
implementation. The total spending to GDP ratio at 15.9% 
was close to the Poverty Reduction Strategy target of 16%. 
Current spending growth exceeded projected growth of 
15.3% and reached 24.1% due to higher spending on 
safety net programs, and reconstruction and rehabilitation 
following the natural disasters. Budgetary subsidies rose 
sharply (by more than 100%) in FY2008, from the original 
target of Tk60 billion, to Tk121.3 billion in the revised 
budget. The subsidies accounted for 14.1% of total public 
spending in FY2008. The subsidy to Bangladesh 
Petroleum Corporation was 6.2%, followed by subsidies on 
fertilizer and electricity for agriculture production, which 
amounted to 4.2% of total spending. The food subsidy was 
0.9% of total spending. In the FY2009 budget, total 
spending is projected to rise by 6.8% over the revised 
FY2008 budget.  
 
19. In FY2008, the fiscal deficit widened to 4.7% of 
GDP from 3.2% in FY2007 and compared to 4.2% 
originally projected for FY2008. Domestic financing of the 
deficit was 2.3% of GDP and foreign financing 2.4%. Fiscal 
deficits need to be kept in check to prevent crowding out of 
private investment and aggravating inflation through 
excessive bank borrowing. To this end, enacting the public 
resources and budget management ordinance, setting a 
cap on domestic borrowing, will be an important step. 

 
20. Improving the quality of public spending is also a 
priority for making any major impact in terms of poverty 
reduction. The Medium-Term Budgetary Framework 
(MTBF) is an initiative in this direction.  Introduced in 
FY2007 with medium term budget estimates for 10 
ministries for allocating resources to strategic priorities 
while ensuring consistency of allocations with overall fiscal 
objectives, the MTBF was extended to 16 ministries in 
FY2009. These ministries utilize around 48% of budgetary 
resources. The Ministry of Finance plans to undertake 
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performance reviews in selected line ministries using their 
own performance indicators under the MTBF. Within 2–3 
years, the reviews could be expanded to all ministries 
covered by the MTBF.  
 
21. The losses of state-owned enterprises (SOEs) 
continue to mount. In FY2008, net losses of the 44 
nonfinancial SOEs are estimated at Tk52.8 billion or about 
1% of GDP, rising from Tk22.8 billion in FY2007. 
Bangladesh Petroleum Corporation (BPC) losses 
amounted to Tk58.8 billion in FY2008 up from  
Tk26.3 billion in the preceding year. Bangladesh Power 
Development Board (BPDB) losses in FY2008 rose to 
Tk13.6 billion, due to no upward tariff revisions after March 
2007, from Tk9 billion a year earlier. The losses of 
Bangladesh Chemical Industries Corporation (BCIC) rose 
to Tk3.7 billion from Tk3.1 billion in the previous year. In 
April 2008, the Government nearly doubled the prices of 
compressed natural gas and urea fertilizer, the latter will 
cut BCIC losses, but sizable deficits will remain. Because 
of the continued underpricing of fuel, fertilizer, and power, 
the Government incurred large quasi-fiscal costs (3% of 
GDP)  in FY2008, about 74% (or 2.2% of GDP) of which 
was met from budgetary cash resources, given the higher 
revenue earnings.  
 
22. The Government also assumed (in FY2008) the 
liability of BPC’s accumulated losses of Tk75.2 billion 
(1.4% of GDP) by issuing long-term treasury bonds. The 
Government adjusted fuel prices in July 2008, raising them 
by 34%–50%. The price of octane rose by 34.3%, petrol by 
33.9%, diesel and kerosene by 37.5%, and furnace oil by 
50%. The price of LPG was increased by more than 100%. 
Even with these adjustments, BPC will still incur losses if 
the international price of oil remains above $100 a barrel. 
After the price hike, using the average domestic and 
international prices for July 2008, the implicit subsidy for 
diesel is still $0.47 per liter and for kerosene $0.46 per liter 
(Figure 15). The SOEs’ losses will result in a growing fiscal 
burden unless the principle of setting cost-reflective prices 
for fuel, fertilizer, and electricity is applied. The recent 
conversion of Biman Bangladesh Airlines from a state-
owned corporation to a public limited company is expected 
to improve its efficiency and cut losses. 
 

Figure 15. Bangladesh Petroleum Corporation Fuel Price 
Breakdown*
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Monetary and Financial Developments 
 
23. Bangladesh Bank continues to pursue an 
accommodative monetary policy to ensure steady flows of 
credit to the economy’s productive sectors. On a year-on-
year-basis, in December 2007, broad money growth was 
14.2% and private sector credit growth 17%. From 
February 2008, responding to the pickup in demand, 
growth in broad money (15.2%) and private sector credit 
(19.6%) started rising, reaching 17.6% and 25.2% 
respectively in June 2008, in both cases higher than the 
program target of 16%. Reserve money growth increased 
year-on-year from 6.9% in March to 19.6% in June 2008. 
Although the sale of foreign exchange by Bangladesh 
Bank in the interbank market set off the declining trend in 
the year-on-year net foreign assets growth from 34.8% in 
December 2007, it was still high at 14.4% in June 2008. 
The fall in net foreign assets was more than offset by the 
growth of domestic credit, which rose steadily from 15.1% 
year-on-year in December 2007 to 21.1% in June 2008. 
Growth of net credit to the Government was also high at 
30.4%, year-on-year, in June 2008 despite the robust 
growth in revenue (Figures 16 and 17).  
 
24. In conducting monetary policy, Bangladesh Bank  
has relied more on open market operations, keeping 
reserve requirements and liquidity ratios unchanged and 
causing no major change in policy rates as evidenced by 
the marginal rise during the year in yields on treasury bills 
and small adjustments in bank lending and deposit rates. 
The weighted average yield of 28-day treasury bills was 
7.5% in June 2008, slightly higher than the 7.3% in June 
2007. Reverse repo rates for 1–2 day maturity remained 
stable at 6.5%, and the 1–2 day repo rate has remained 
stable at around 8.5% since December 2007. The call 
money rate declined from 12.8% in March 2008 to 9.9% in 
June 2008 (Figure 18). Despite excess liquidity in the 
banking system of Tk82.6 billion at the end of May 2008, 
some banks experienced temporary liquidity shortages. 
Bangladesh Bank remained vigilant against a buildup of 
demand pressures and encouraged banks to channel 
credit to productive sectors.  
 
25. In its latest MPS, Bangladesh Bank maintains the 
accommodative stance for channeling credit flows to the 
economy’s productive sectors. The MPS focuses on the 
needs of agriculture, SMEs, and the rural economy; and 
promises to closely monitor the growth of private sector 
credit and take required corrective measures. Bangladesh 
Bank plans to closely monitor the liquidity situation to 
overcome any temporary pressure on liquidity. Along with 

Figure 16. Growth of Broad Money & Domestic Credit
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strengthening the recently initiated diagnostic review of the 
financial health of banks, Bangladesh Bank intends to fully 
implement the Basel II framework of supervision and 
disclosure principles to improve risk management and 
capital planning. While credit demand for the productive 
sectors will need to be met, caution needs to be exercised 
in ensuring that the monetary accommodation does not 
generate inflationary pressures. The likely impact on the 
consumer price index of the recent domestic fuel price 
adjustments also needs to be considered and wage 
pressures are emerging. In the backdrop of rising trends of 
broad money and reserve money growth experienced over 
the last couple of years and the rise in international 
commodity prices, Bangladesh Bank may need to raise 
interest rates to anchor inflation expectations and ease 
domestic price pressures.  
 
26. Nonperforming loans (NPLs) are still high despite 
progress in reducing them since 2005. In the first quarter of 
2008, NPLs comprised 13.2% of outstanding loans            
compared with 13.8% during the same period of the 
preceding year. NPLs of private commercial banks 
declined from 5.9% in the first quarter of 2007 to 5.4% in 
the first quarter of 2008. But NPLs of state-owned 
commercial banks (SCBs), with more than 30% of banking 
system assets (but negative capital), rose from 25% in the 
first quarter of 2007 to 30% in the same quarter of 2008. 
NPLs of public sector specialized banks declined from 
33.8% in the first quarter of 2007 to 28% in the 
corresponding period of 2008 (Figure 19). The high NPLs 
are contributing to high lending rates, which undermine the 
efficiency of the banking system, discourage investment, 
and hinder economic growth. Although operating 
autonomy and accountability of the SCBs increased after 
corporatization, Bangladesh Bank needs to closely monitor 
them to ensure they are improving their financial position.  
 
Balance of Payments 
 
27. In the first 7 months of FY2008, exports showed 
single-digit growth, but rebounded strongly during the 
remainder of the year posting 15.9% growth (in FY2008), 
driven by a rise in knitwear and woven garment exports 
(Figure 20). Knitwear rose by 21.5%, while woven garment 
exports rose by 10.9%. With the economic slowdown in the 
United States and the European Union, the garment sector 
in Bangladesh is under growing pressure to augment 
productivity to stay competitive. Withdrawal of safeguard 
provisions in the United States against garment exports 
from the People’s Republic of China at the end of 2008 
may intensify pressure on the country’s garment exports. 

Figure 19. Gross Nonperforming Loan Ratios by Type of Bank
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Frozen food exports grew at 3.6% in FY2008 due to failure 
to meet quality and standards. Other export items that 
performed well in FY2008 include agricultural products, 
tea, raw jute, and petroleum byproducts. Leather export 
grew modestly at 6.9% despite high potential. Key 
vulnerabilities of the country’s export sector are the narrow 
export base and limited markets. Lately, some 
nontraditional items, such as shipbuilding and 
pharmaceuticals, are exhibiting promising signs as 
potential export growth centers (Box). 
 
28. Imports in FY2008 rose by 26.1% over FY2007 
driven by the sharp rise in food-grain imports (Figure 21). 
Food-grain imports grew by 142.6%, while rice imports 
alone rose by 385.6%. Imports of other food items 
including milk and cream, edible oil, pulses, sugar, and oil 
seeds rose by 55.7%. Fertilizer imports rose by 76.9% and 
raw cotton by 41.1%. The import of capital machinery 
recorded negative growth (–13.7%), consistent with 
sluggish investment growth in FY2008 because of political 
uncertainty and weak business confidence.   
 
29. The trade deficit substantially widened (60.2%) 
during FY2008, as the import bill rose more than export 
earnings. The robust growth in workers’ remittances 
(32.4%) (Figure 22) offset the higher trade deficit and 
resulted in a current account surplus of $672 million (0.9% 
of GDP), which is lower than the surplus of $936 million in 
FY2007. The capital account surplus declined form $1.3 
billion in FY2007 to $145 million because of lower FDI and 
sizable net outflows in other short-term loans and trade 
credits, which include excess of shipment over receipts 
from exports and suppliers’ credits. Net receipts of foreign 
aid in FY2008 reached $1,376.5 million, against $1,099.5 
million in FY2007. The overall balance in FY2008 declined 
sharply to $604 million from $1,493 million in FY2007 
because of the lower capital account surplus. On 30 June 
2008, foreign exchange reserves amounted to $6.1 billion 
(3.2 months of imports), rising by $1.1 billion during the 
fiscal year partly reflecting rise in liabilities of Bangladesh 
Bank (Figure 23).  
 
Exchange Rate 
 
30. The nominal exchange rate of the taka to the dollar 
remained mostly stable in FY2008, except for modest 
appreciation in May FY2008 because of the surge in 
remittance inflows, robust export growth, and higher 
inflows of foreign aid. Bangladesh Bank periodically 
intervened in the foreign exchange market to stabilize the 
exchange rate. To ease rising import costs and help 

Figure 21. Growth in imports and its components
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dampen inflationary pressures, Bangladesh Bank sold  
$533 million in the inter-bank foreign exchange market up 
to June FY2008. This reduced Bangladesh Bank’s net 
foreign assets and moderated reserve money growth. The 
exchange rate was Tk68.6:$1 at the end of January 2008 
and remained stable at Tk68.5:$1 at the end of June 2008 
(Figure 24).  
 
Capital Market 

 
31. After gaining notable upward momentum during the 
first quarter of 2008, the market remained stagnant in the 
following months. The Dhaka Stock Exchange (DSE) 
general index dropped to 2,761.05 points at the end of July 
2008 from 3,072.85 in April, a decline of 10%. But DSE 
market capitalization increased slightly to Tk970.4 billion in 
July from Tk915.2 billion in April (Figure 25). The decline in 
trading activity is largely responsible for the bearish climate 
in the market. The Chittagong Stock Exchange (CSE) 
experienced similar changes. The CSE selective 
categories index fell 1.4%, but market capitalization 
climbed 3.6% from April to July (Figure 26). The upcoming 
initial public offering of Grameenphone, the largest mobile 
phone company, is expected to create positive sentiment 
in the market.  
 
32. The role of capital markets is critical to achieving 
higher economic growth and creating a sustainable source 
of finance for new export-oriented businesses. The limited 
sources of finance facility are one of the major reasons 
why export diversification efforts largely failed in 
Bangladesh. Companies with a high bias for bank finance 
are missing out from exploiting the potential benefits of 
capital markets. In addition, the high dominance of bank 
loans translates into low risk exposure by borrowers and 
high risk for lending banks and financial institutions. It 
exposes banks to asset–liability management risk arising 
from funding long-term loans with short-term deposits. It 
requires closer supervision of banks’ portfolios, as the risks 
faced by one bank can spread to others and to the real 
sector, causing serious problems in the economy. An 
active capital market can ensure a proper financing 
balance and diversify risks borne by the banks. A sound 
market requires depth with a wide range of financial 
instruments to cater to varying risk return liquidity 
preferences of investors and to ensure that the adverse 
effects arising from disturbance in one sector do not 
replicate to others. Although some new instruments such 
as government bonds have been introduced in the stock 
exchange, not much trading has been taking place. 
Introducing new modalities as well as creating a secure 

Figure 24: Nominal Exchange Rate (Taka-Dollar) and REER Index
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trading environment is essential to boost capital market 
activity. Most merchant banks and brokerage houses do 
not exercise due diligence of companies, depriving 
investors from getting independent assessments. This 
prevents investors from identifying quality securities. The 
research capacity of major market participants needs to be 
strengthened to broaden investor participation and ease 
the initial public offering process for new firms. 
 
33. To strengthen the regulatory and supervisory 
framework, regulators, particularly Bangladesh Bank, 
Securities and Exchange Commission, and Controller of 
Insurance need to operate in harmony. This is necessary 
to ensure complementary development of the markets they 
regulate and to mitigate risks, which can easily pass from 
one sector to another. A synchronized regulatory 
environment will help identify and prevent risks more 
effectively. It will also improve corporate governance and 
institutional development in the financial sector with 
spillover effects on the real sector.  
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THE FY2009 BUDGET 
 
34. The advisor for finance and planning presented the 
FY2009 budget proposals on 9 June 2008, the second 
under the caretaker government. Preparing the budget 
was a challenge, considering the effects of the devastating 
natural disasters—two floods and a cyclone in the first half 
of FY2008 and the sharp rise in international prices for 
food grains, oil, and other commodities. The slow pace of 
project implementation, which contributed to the decline in 
public investment for the past several years, posed a major 
challenge in the design of a suitable budget. The budget 
embodies the operating thrusts of the second National 
Strategy for Accelerated Poverty Reduction (NSAPR) 
(implementation expected to start from FY2009) to achieve 
faster economic growth and poverty reduction. The budget 
is based on the Medium-Term Macroeconomic Framework 
(MTMF), which targets 6.5% growth and 9% inflation for 
FY2009 (Figures 27 and 28). The MTMF envisages an 
accommodative monetary policy (16.9% broad money 
growth) to channel adequate credit to the productive 
sectors and forecasts growth in exports of 16.5% and 
imports of 21%. The budget allocates 58.3% of total 
resources (9.5% of GDP) for direct and indirect poverty 
reduction. It seeks to create a more enabling environment 
for private sector activities to accelerate economic growth 
and reduce poverty. The FY2009 budget targets spending 
of Tk1 trillion (16% of GDP) with Tk256 billion for ADP 
spending and the remaining Tk744 billion for current 
spending as well as food for work, job creation, and 
development programs outside the ADP. Revenue of 
Tk694 billion (11.1% of GDP) will finance the major share 
of spending; the balance (4.9%) will be financed by 
domestic borrowing (2.7%) and foreign financing (2.2%) 
(Table 1).  

Table 1: Budget at a Glance 
(Tk billion) 

FY2009 FY2008
(A) Revised (B)

Total Revenue 693.8 605.4 14.6 11.1
  Tax Revenue 567.9 480.1 18.3 9.1
  Nontax Revenue 125.9 125.3 0.5 2.0

Total Expenditure 999.6 860.9 16.1 16.0
  Current Expenditure 619.5 536.2 15.5 9.9
  ADP 256.0 225.0 13.8 4.1
  Other Development Expenditure (net) 124.1 99.7 24.5 2.0

Fiscal Deficit 305.8 255.5 19.7 4.9
Financing of Deficit 305.8 255.5 19.7 4.9
  External Resources (net) 135.8 131.5 3.3 2.2
    Foreign Grants 63.4 43.9 44.5 1.0
    Foreign Loans 72.4 87.6 -17.4 1.2
  Domestic Resources 170.0 124.0 37.1 2.7
    Domestic Bank Borrowing 135.0 104.0 29.8 2.2
    Domestic Nonbank Borrowing 35.0 20.0 74.8 0.6
Source: FY2009 National Budget Documents.

Item Change in 
A over B A in % of GDP

 

Figure 27: GDP Growth
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Revenue Measures 
 

35. Revenues are expected to rise by 14.6% in FY2009 
over the revised figures for FY2008 because of 
strengthened tax collection efforts; expanded coverage 
resulting from identifying new taxpayers and areas; and 
enhanced transparency, accountability, and efficiency of 
revenue administration (Figure 29). No new taxes will be 
introduced or tax rates increased. Tax revenues are 
expected to rise by 18.3% and nontax revenues by 0.5%. 
This will keep the revenue to GDP ratio at 11.1% in 
FY2009, 0.1 percentage point less than in FY2008 (Figure 
30). The revenue to GDP ratio crossed the 11% mark for 
the first time in FY2008, resulting from reform-oriented 
interventions (para. 16). Reforms, and expansion and 
reorganization of direct and indirect tax administration, will 
raise efficiency in revenue departments. Reaching the 
ambitious revenue target for FY2009, the setting of which 
was likely influenced by the good revenue outturn of 
FY2008, will be a challenge. Several sources contributing 
to the increase in FY2008 revenue collection from a year 
earlier, such as the opportunity to tax legally earned 
undisclosed income and special drives for collecting 
income tax and arrears, could be of a one-time nature. In 
addition, the acute shortage of field staff mainly in indirect 
tax administration seriously hinders revenue-raising efforts.  
 
Tax and Tariff Policy Reforms  
 

Income Tax  
 
36. Encouraged by the large growth in tax collection in 
FY2008, the FY2009 budget pays greater attention to 
income tax as a stable source of revenue. It recognizes the 
need for enhanced reliance on income tax and VAT, given 
the uncertainty on the collection of trade taxes, which are 
dependent on import volumes. Trade taxes also reduce 
economic efficiency, distorting resource allocation. Further, 
because of continued tariff reform, import-based taxes will 
become a less important source of revenue. The budget 
seeks to simplify income tax collection and payment 
procedures, eliminate discretionary powers of tax officials, 
and cultivate a service-oriented attitude among them. The 
budget also supports awareness-building programs among 
existing and potential taxpayers to create a tax-friendly 
atmosphere by bringing taxpayers and tax officials 
together. To modernize tax collection and bring dynamism 
and transparency to administration, operations of the 
income tax department are being computerized. To 
encourage people to declare undisclosed income, financial 
penalties are reduced to more realistic levels. To provide 

Figure 29: Annual Growth in Revenue
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relief to individual taxpayers in view of higher inflation and 
encourage tax payment, the budget raises the tax-exempt 
income limit. It reduces the corporate tax rate for 
companies listed for public trading to 27.5% from 30%, and 
for unlisted companies to 37.5% from 40%. To increase 
corporate tax collection, the tax rate on dividend income for 
corporate taxpayers is now the same as for corporate 
entities. The provision requiring companies to pay a 
minimum tax based on turnover irrespective of profit or 
losses was rescinded as it was inconsistent with the 
canons of taxation. To encourage food production, the tax-
free income limit for people with only agricultural income 
was raised to Tk200,000 from Tk190,000. To boost output 
in fisheries and livestock, the current tax exemption period 
on income from farms engaged in fisheries, poultry, cattle 
breeding, dairy, and mushroom cultivation was extended 
by 3 years to 2011. The tax holiday facility was extended to 
agroprocessing industries. To promote construction of 
private sector housing in view of the acute shortage of 
housing, income from constructing multistory buildings 
(outside designated areas) is exempted from taxation for 
the next 10 years. To encourage SMEs, income from 
manufacturing SMEs with annual turnover not exceeding 
Tk2.4 million is exempted from taxation. Income from 
handicraft exports and information and communications 
technology is also exempted from taxation until 2011. To 
encourage entrepreneurship, a tax holiday facility (in 
modified forms) for newly set up industries is available 
from July 2008 to June 2011. The accelerated depreciation 
facility, due to expire in June 2008, was extended to June 
2010. The economic benefits derived from these measures 
need to be carefully weighed against the foregone tax 
revenues. 
 

Import Duty Structure 
 
37. The decision to reduce duty rates on raw materials 
from 10% to 7%, and intermediate goods from 15% to 
12%, while retaining the duty rate on final goods at 25%—
a reversal of the measure taken in FY2008 budget—will 
increase the protection of domestic industries. Under the 
budget, the average custom duty rate is reduced to 13.8% 
from 17.2% in FY2008, and the average nominal 
protection will decline to 20.1% from 23.9% in the previous 
year. The domestic industries need to raise their efficiency 
to remain competitive in an increasingly open international 
trading environment, where tariff protection is no longer 
viewed as an appropriate vehicle for promoting industrial 
expansion. The reduction of customs duty on equipment 
used in agriculture such as irrigation pumps, diesel 
engines, and tractors to 3% will reduce the cost of 
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agricultural production. Withdrawal of duties and taxes on 
equipment used in the dairy and poultry industries will 
contribute to increasing production in these promising 
subsectors. Reduction of supplementary duties from 60% 
to 20% on microbuses used for transporting industrial raw 
materials will reduce production costs of industries. The 
rationalization of duties on printing and printed papers by 
reducing the duty on printing from 25% to 12% and raising 
the duty on printed papers from 15% to 25% will promote 
the country’s paper industry. For a number of industries, 
the budget raised duties on final goods and reduced duties 
on corresponding raw materials to enhance protection. 
Increasing supplementary duties on raw and packaging 
materials for the cigarette industry and raising tariffs and 
supplementary duties on manually made cigarettes will 
discourage cigarette manufacturing and promote public 
health.   
 

Value-Added Tax  
 
38. The VAT base will be expanded by including 
individuals and organizations involved in repairing and 
servicing goods. Introduction of online VAT registration will 
bring dynamism and transparency to VAT administration. 
Enhancing the threshold turnover for applying VAT will 
provide relief to smaller enterprises. Amendments to the 
VAT Act and rules to reduce discretionary powers of 
officials will reduce regulatory burdens for many industries. 
SMEs will be encouraged to expand through incentives 
that raise the thresholds of cottage industry benefits in 
terms of capital machinery investment and annual 
turnover. The withdrawal of VAT on handmade biscuits 
and fabrics made out of artificial fibers using handlooms 
will support the expansion of small, labor-intensive 
industries.  
 
Expenditure Measures  
 
39. The FY2009 budget was prepared within the 
MTBF, which in turn is guided by the MTMF. The MTBF 
aims to strengthen fiscal management and allow more 
autonomy to line ministries for greater flexibility in 
managing resource allocation. It provides a link between 
the NSAPR and annual budget, and aims to remove 
demarcations between revenue and development 
spending. The MTBF also seeks to establish consistency 
between policy, planning, and budgeting.  
 
40. In FY2009, public expenditure is projected to rise 
by 16.1% over the revised FY2008 estimate, with current 
expenditure increasing by 15.5% and ADP expenditure by 
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13.8%. The public expenditure to GDP ratio is projected to 
rise from 15.9% in FY2008 to 16% in FY2009 (Figures 31 
and 32). ADP implementation in the past years has been 
hindered by weak institutional capacity and delays in 
project formulation. This required reducing the ADP in 
FY2009 to a more realistic size. The budget seeks to 
strengthen the focus on addressing regional disparity in 
economic growth and income distribution by providing 
special development assistance to the extreme poverty 
regions following the recommendations of the task force 
report, A Strategy for Poverty Reduction in the Lagging 
Regions of Bangladesh. Consistent with the NSAPR 
priorities, 32.4% of total resources are allocated to social 
infrastructure, 29% for physical infrastructure, 21.4% for 
public administration, and the remainder to interest 
payments and net lending. Of the ADP allocations, 29.7% 
will go to agriculture, water resources, and rural 
development; 15.7% for power and energy; 12.8% for 
education; 12.7% for transportation; and 8.9% for health. 
To reduce regional disparity in development, higher 
allocations are provided for projects in less-developed 
regions.  
 

Social Safety Net and Empowerment  
 
41. To protect the food entitlement of the poor and the 
vulnerable in the face of high and rising food prices in the 
domestic and international markets, the budget 
significantly expands the social safety net programs, both 
in terms of number of beneficiaries and rate of 
subventions. The 100 Days Employment Generation 
Program will provide jobs and inject purchasing power to 
the rural unemployed, creating 200 million person-days of 
work per year throughout the country. The higher 
allocations for the Food for Work Program will create 
another 144 million person-days of jobs. Government 
funds allocated to the Palli Karma Sahayak Foundation 
(PKSF), Nongovernment Organization (NGO) Foundation, 
Social Development Foundation, and other such 
organizations for microcredit through nongovernment 
organizations and other government microcredit operations 
will create employment for 15 million families. The higher 
beneficiary coverage and rate of allowance for widowed, 
deserted, and destitute women will bring greater relief for 
these groups. The Vulnerable Group Development 
Program will be extended to provide monthly allowances of 
Tk400 each to an additional 40,000 underprivileged 
women. The new Rural Employment and Road 
Maintenance Program will create 50,000 jobs annually, 
providing income support to poor families. The school-
feeding program, under which nutrition-fortified food is 
given to school children in famine-affected districts, will be 

Figure 31: Annual Growth in Expenditure
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Figure 32: Expenditure-GDP Ratio
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expanded to another 10 districts. Raising the monthly old 
age allowance, wounded and insolvent freedom fighters’ 
allowances, and allowances for insolvent persons with 
physical disability will help these people cope with higher 
food prices. The higher allocations under other programs 
such as the National Foundation for the Development of 
Persons with Disability, stipend program for disabled 
students, and the Hill Tract Village Center Program will 
help the poor address their difficulties. The government 
plan to procure 3.2 million tons of food grains in FY2009 
and distribute 3 million tons through open market sales 
and other programs will ensure greater access to food for 
the poor.   
 

Physical Infrastructure  
 
42. Shortage of power supply is a major constraint to 
the country’s development. Large expansion in generation 
capacity is needed along with upgrading and expansion of 
the transmission and distribution networks to cope with fast 
growth in electricity demand. But gas supply shortages 
pose a difficult challenge in adding to generation capacity. 
Gas supply shortages need to be urgently addressed 
including by expediting exploration for new gas fields. The 
national coal policy needs to be declared quickly to direct 
the nation’s coal resources to economic development and 
poverty reduction. To make timely progress with 
information and communications technology, the national 
e-governance strategy needs to be formulated; 
implementation of the national information and 
communications technology roadmap is urgently needed. 
In the transport sector, greater attention to maintenance is 
a priority; efficient and transparent utilization of budgetary 
allocations for roads and railways and work quality are also 
very important. 

 
Agriculture and Rural Development 

 
43. In the wake of the steep rise in food prices, the 
Government is focusing greater attention on increasing 
domestic food production to ensure food security by 
increasing yields and expanding the cultivation area. The 
decision to increase the subsidy to farmers to offset the 
effects of higher diesel costs will reduce the farmers’ 
burden. The timely distribution of agricultural credit last 
year contributed to the bumper boro production. The same 
approach, with more efficient distribution of credit this year, 
can also contribute to good aman and boro production. 
The budget attaches importance to fisheries and livestock, 
which have major employment and poverty reduction 
potential. The priority attached to strengthening local 
governments will encourage local leadership to flourish 

Figure 34: Sources of Financing Public Expenditure in FY09

Foreign Financing
13.6%

Domestic Financing
17.0%

Non-Tax Revenue
12.6%

Tax Revenue (Non-
NBR)
2.3%

Tax Revenue (NBR)
54.5%

Figure 33: Sectoral Shares in Public Expenditure in FY09

Miscellaneous Non-
Development 
Investment

8.1%Subsidies
6.7%

Pension
3.5%

Public Administration
6.8%

Social Security & 
Welfare
8.2%

Public Order & 
Security

4.9%

Defence
5.1%

Agriculture
4.7%

Health
5.4%

Energy & Power
4.3%

Local Govt. & Rural 
Development

7.2%

Transport& 
Communication

5.8%

Interest
12.6%

Education & IT
11.5%

Others
5.2%



 

 22

and accelerate economic development in rural and semi-
urban areas.  
 

Social Sectors   
 
44. The budget attaches continued priority to human 
resource development through higher allocations in health, 
and conventional and vocational education. Quality of 
education and relevance of curricula remain critical issues. 
Linking payment of the monthly payments order with 
performance in privately managed schools and colleges 
(98% of total schools and colleges) is a positive step. 
Extension of the stipend facility to poor male students, 
similar to the one for poor female students, will encourage 
enrollment of more male students. In the health sector, 
greater attention to involving the private sector in providing 
health services, starting with outsourcing community clinics 
and union health and family welfare centers and hospitals, 
will increase access of the poor to health care.   
 

Climate Change 
 
45. Following the devastating floods and cyclone in 
2007, the Government has been focusing renewed 
attention on the effects of climate change and ways to 
adapt and mitigate such effects. A climate change cell, set 
up at the Department of Environment, is conducting 
research on mitigating the adverse impacts of climate 
change on people’s lives and livelihoods. To enhance 
adaptability and minimize the scale of damage and 
dislocation from disasters caused by climate change, the 
Government has set up a climate change fund, into which 
contributions from development partners are welcome. It 
has introduced a program to ensure citizen’s participation 
in environmental protection; taken steps to construct more 
than 2,000 multipurpose cyclone centers; is setting up a 
disaster management training and research center to 
conduct research on river erosion, floods, cyclones, and 
earthquakes; and is preparing a national disaster 
management plan. The Government is giving high priority 
to forestation, aiming to bring 20% of the country’s land 
area under forest cover.  
 
Fiscal Deficit and its Financing 
 
46. The fiscal deficit projected for FY2009 is 4.9% of 
GDP, up from 4.7% in FY2008 (Figure 35). To finance the 
deficit, domestic bank and nonbank borrowing will meet the 
equivalent of 2.7% of GDP, and foreign loans and grants 
will account for 2.2%. Interest payments on domestic and 
foreign debt will decrease from 19.8% of total revenue in 
FY2008 to 18.1% of projected revenue in FY2009. 

Figure 35: Fiscal Balance
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Country Economic Indicators, Bangladesh
           

Fiscal Year 
Item 2004 2005 2006 2007 2008d 
A. Income and Growth      
    1. GDP per Capita ($, current) 417.9 440.8 446.5 486.8 554.8 
    2. GDP Growtha (%, in constant prices) 6.3 6.0 6.6 6.4 6.2 
        a. Agriculture 4.1 2.2 4.9 4.6 3.6 
        b. Industry 7.6 8.3 9.7 8.4 6.9 
        c. Services 5.7 6.4 6.4 6.9 6.7 
      
B. Saving and Investment (current market prices, % of GDP) 
    1. Gross Domestic Investment 24.0 24.5 24.7 24.5 24.2 
    2. Gross National Saving 25.4 25.8 27.7 28.7 29.2 
      
C. Money and Inflation (annual % change)      
    1. Consumer Price Index (average) 5.8 6.5 7.2 7.2 9.9 
    2. Total Liquidity (M2) 13.8 16.8 19.5 17.0 17.6 
      
D. Government Finance (% of GDP)      
    1. Revenue and Grantsb 10.9 11.2 11.3 10.7 12.0 
    2. Expenditure and Onlending 13.3 13.8 13.9 13.4 15.9 
    3. Overall Fiscal Deficitc (2.4) (2.6) (2.6) (2.7) (3.9) 
      
E. Balance of Payments      
    1. Merchandise Trade Balance (% of GDP) (4.1) (5.5) (4.7) (5.1) (7.0) 
    2. Current Account Balance (% of GDP) 0.3 (0.9) 1.3 1.4 0.9 
    3. Merchandise Export ($ million) 7,521.0 8,573.0 10,412.0 12,053.0 13,945.0 
        Growth (annual % change) 15.9 14.0 21.5 15.8 15.7 
    4. Merchandise Import ($ million) 9,840.0 11,870.0 13,301.0 15,511.0 19,486.0 
        Growth (annual % change) 13.0 20.6 12.1 16.6 25.6 
      
F. External Payments Indicators      
    1. Gross Official Reserves (including gold, $ 

million) 2,705.0 2,929.9 3,483.8 5,077.2 6,148.8 
        Weeks of current year’s imports of goods and 

services 11.2 10.0 10.8 13.2 12.8 
    2. External Debt Service (% of exports of goods 

and services) 7.0 6.7 5.8 5.3 — 
    3. Total External Debt (% of GDP) 31.8 30.5 30.0 28.3 — 
      
G. Memorandum Items      
    1. GDP (current prices, Tk billion) 3329.7 3707.1 4157.3 4724.8 5419.2 
    2. Exchange Rate (Tk/$, average) 58.9 61.4 67.1 69.0 68.6 
    3. Mid-year population (million) 135.2 137.0 138.8 140.6 142.4 
            
( ) = negative, — = not available, GDP = gross domestic product, Tk = taka. 
a Based on constant 1995/96 market prices.      
b Receipts excluding grants in comparison with GDP are 10.1%, 10.5%, 10.7%, 10.2% and 11.2% for 2004, 2005, 
2006, 2007 and 2008 respectively.  

c Fiscal Deficits excluding grants in comparison with GDP are 3.2%, 3.3%, 3.2%, 3.2% and 4.7% for 2004, 2005, 2006, 
2007 and 2008 respectively.  

d Estimates.       
Sources: Bangladesh Bureau of Statistics; Bangladesh Bank; Export Promotion Bureau; Ministry of Finance and Asian 
Development Bank estimates. 
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