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MACROECONOMIC DEVELOPMENTS 

 
Highlights 
 

• GDP growth in FY2012 was lower than in the previous 
fiscal year 

 
• Pressures on macroeconomic management eased in the 

second half of FY2012 
 

• Monetary tightening contributed to reducing inflation  
 

• Strong revenue performance continues 
 

• Weak ADP implementation undermines infrastructure 
development 
 

• Export and import growth fell sharply in FY2012  
  

• Current account surplus widened because of increased 
remittances   

 
• Expansionary FY2013 budget aims at boosting growth   

 
Sector Performance and Economic Growth 
 
1. Gross domestic product (GDP) growth for FY2012 is 
officially estimated at 6.3%. Although lower than the 6.7% growth 
in FY2011, this respectable growth was achieved in a challenging 
global and domestic economic environment. Growth in exports, 
the major growth driver, slowed sharply with the continuing 
economic downturn in Europe and sluggish recovery in the United 
States (US) economy. Growth in remittances, the other key growth 
driver, picked up, helping boost domestic demand. The decline in 
agriculture growth was in part offset by higher growth in industry. 
Services sector growth edged down slightly. Annual average 
inflation rose significantly in FY2012, although inflation year-on-
year has been falling, with a faster rate of decline for food inflation 
than nonfood inflation. The current account showed a higher 
surplus, as import growth moderated more than export growth and 
remittance growth increased. The fiscal deficit slightly exceeded 
the budget target, because of higher than targeted domestic 
borrowing, required to finance larger subsidy-related spending. 
 
2.  Macroeconomic management, which came under 
considerable pressure in the first half of FY2012, improved in the 
second half. Efforts by Bangladesh Bank, the central bank, to 
tighten credit slowed inflation and contained import growth. 
Pressure on reserves softened and the exchange rate stabilized. 

Macroeconomic management 
improved in the second half 
of FY2012  
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Consistent with the reform program supported by the extended 
credit facility (ECF) negotiated with the International Monetary 
Fund, the government reduced subsidy spending by adjusting 
power and fuel prices, which led to lower borrowing from the 
banking system.   
 
3. To increase medium-term growth prospects, Bangladesh 
needs to invest heavily in power and transport infrastructure. 
Large investments are also needed to address skill shortages. 
The government needs to (i) improve the investment climate to 
attract more domestic and foreign private investment; and  
(ii) create a large number of jobs for the growing labor force. An 
immediate challenge will be to maintain fiscal balance by 
implementing additional cuts in subsidy spending by raising fuel 
and power prices. Fiscal space needs to be expanded by boosting 
tax revenue and reducing subsidies. To utilize foreign aid 
available in the pipeline, line agencies’ technical capacity for 
processing projects and administrative capacity for implementing 
projects need to be improved.  
 

Agriculture 
 
4. Agriculture sector growth in FY2012 slowed to 2.5% from 
5.1% in FY2011, as crop subsector growth declined from 5.7% in 
FY2011 to 0.9% in FY2012. The higher base in the previous year 
and rise in production costs due to the increase in power, fuel, and 
fertilizer prices, and a decline in land area for aman (monsoon 
crop) production contributed to the slower growth. Growth in 
animal farming declined slightly from 3.5% to 3.4%. Forestry and 
related services growth rose from 3.9% to 4.4%. Fishery growth 
increased from 5.3% to 5.4%. 
 
5. The government continued providing policy support, 
including expanding access to credit, input subsidy, distributing 
high-quality seeds, and facilitating marketing of agricultural output. 
In FY2012, 365,100 farmer families from 56 districts received free 
fertilizers and seeds to produce ufshi aus (high-yielding 
transplanted summer rice crop) and bona aus (dry-seeded 
traditional summer crop); and power tillers, tractors, and other 
agricultural equipment were supplied at subsidized prices. 
Bangladesh Agriculture Development Corporation distributed 1.7 
million tons of seeds. Incentives were provided for the use of 
organic fertilizers and crop insurance was piloted in Habiganj 
district. 
 
6. Based on Bangladesh Bureau of Statistics estimates, 
growth in food-grain production slowed in FY2012, following high 
growth in FY2011. Total food-grain production (rice and wheat) is 
estimated at 34.9 million tons in FY2012, up 1.1% from the 34.5 
million tons in the previous year (Figure 1). Aus production was 
2.3 million tons on 1.1 million hectares, 9.3% higher than the  

Bangladesh needs to invest 
heavily in infrastructure to 
shore up medium-term 
growth prospects  

Agriculture growth slowed 
in FY2012 

Government continued policy 
support to agriculture 

Food-grain production in 
FY2012 rose to 34.9 million 
tons  
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Figure 1. Food-grain production
Aus Aman Boro Wheat Total food-grain production

2.1 million tons in FY2011. At 12.8 million tons, aman production 
remained unchanged from the previous year, although the 
cultivation area shrank marginally. Boro (winter crop) production 
was 18.8 million tons on a cropping area of 4.8 million hectares, 
0.8% higher than 18.6 million tons in FY2011. Wheat production 
was estimated at 1.0 million tons, 2.4% higher than the previous 
year.  
 
7. To provide an incentive to farmers and to ease the balance 
of payment pressure, the government raised its domestic food-
grain procurement 
target from 1.15 
million tons to 1.35 
million tons in 
FY2012. It procured 
1.42 million tons of 
food grains, much 
higher than the 
previous year’s 0.39 
million tons. The 1.42 million tons comprised 0.35 million tons of 
aman rice, 0.32 million tons of boro rice, 0.1 million tons of wheat, 
and 0.65 million tons of boro rice from the previous year’s boro 
season.  

 
8. As government stock was satisfactory, and the private 
sector response to import was lower due to the increase in wheat 
prices in the international market, total food grain import in 
FY2012 fell by 57.5% to 2.3 million tons (government import 0.9 
million tons, foreign-aided import 0.1 million tons, and private 
import 1.2 million tons) from 5.4 million tons in FY2011. 

 
9. Since food-grain supply, particularly of rice, in the market 
was adequate, the government reduced the volume of its food 
distribution including open market sales and fair price card. The 
government distributed 2.1 million tons of food grains in FY2012, 
8.5% lower than 2.3 million tons in FY2011. Although food-grain 
distribution decreased, government efforts to enhance food 
security to minimize hardships for vulnerable groups from the rise 
in food prices continued, resulting in higher food-grain distribution 
through nonmonetized channels. 

 
10. Due to higher domestic procurement and lower distribution, 
the public food-grain stock rose to 1.3 million tons by the end of 
FY2012, up 41.9%  from 0.9 million tons at the end of FY2011. 

 
11. Sector growth is expected to be higher in FY2013, with 
rising crop, fishing, and livestock production, because of the 
previous year’s low base, higher demand from growing income, 
better output prices, and more intensive policy support, e.g., for 
input supply and research and extension services. Actual 
production will also depend on weather conditions. Because of 

Domestic food-grain 
procurement was over 
target 

Lower food-grain import 
because of satisfactory 
government stock 

Government’s food-grain 
distribution in FY2012 was 
lower as supply was 
adequate  

Public food-grain stock 
increased  

Agriculture sector growth 
expected to be higher in 
FY2013 



 

4 
 

growing uncertainty in global food production, and continued 
decline in cultivable land, agricultural yields need to rise. Public 
investment in research and extension services needs to be 
enhanced.  

 
Industry 

 
12. Based on official estimates, industry grew by 9.5% in 
FY2012—up from 8.2% in FY2011—driven by 9.8% growth in 
manufacturing. While growth in medium- and large-scale 
manufacturing remained almost unchanged from FY2011 (10.9%), 
small-scale manufacturing growth rose from 5.8% to 7.2%, 
responding to the reduction of the turnover tax in the FY2012 
budget and rise in bank credit, in line with the central bank’s 
priority for promoting financial inclusion. The construction 
subsector grew strongly by 8.5%, up from 6.5% in FY2011. 
Growth in power, gas, and water supply more than doubled, to 
14.1% from 6.6% in FY2011. Mining and quarrying also grew 
strongly by 6.3%, compared with 4.8% in FY2011. Industry growth 
is expected to slow in FY2013, because of weaker domestic 
demand, despite modest export growth. An increase in power 
prices will also lower industrial output.  
 
13. Among the medium- and large-scale manufacturing 
industries, the major industrial category—jute, cotton, wearing 
apparel, and leather—rose by 18.8%; fabricated metal products by 
8.6%; nonmetallic products by 2.5%; and paper and paper 
products by 3.6%. Indices for chemicals, petroleum, and rubber 
production; food, beverages, and tobacco products; wood 
products, including furniture; and basic metal products declined in 
FY2012 compared with the year earlier period.  

 
14. Under small-scale manufacturing, food, beverages, and 
tobacco production rose by 11.0%; leather and apparel production 
by 1.1%; metal products and machinery by 7.7%; basic metal 
industries by 78.7%; paper, printing, and publishing by 11.5%; and 
other manufacturing industries by 88.2%. Chemicals, rubber, and 
plastic grew by 4.7%; nonmetallic mineral products by 4.5%; and 
wood and wood products by 3.3%. 
 

Services 
 
15. Services sector growth in FY2012 is estimated at 6.1%, 
slightly lower than 6.2% in FY2011, because of the decline in 
wholesale and retail trade (from 6.3% to 5.9%), financial 
intermediation (from 9.6% to 9.5%), public administration and 
defence (from 9.7% to 6.1%), education (from 9.4% to 8.6%), and 
health and social work services (8.4% to 7.9%). The decrease in 
wholesale and retail trade growth was caused by lower agriculture 
growth. Slower credit growth and the higher lending rate affected 
financial intermediation. 

Industry sector growth is 
expected to slow in FY2013 

Jute, cotton, wearing 
apparel, and leather under 
medium- and large-scale 
manufacturing, grew 
strongly 

Small-scale manufacturing 
growth picked up 
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16. Despite the slowdown in trade activities, growth in 
transport, storage, and communications rose to 6.6%, from 5.7% 
in FY2011. This was due to continued growth in mobile phone 
communication, driven by higher demand and introduction of new 
products and services. Growth for hotels and restaurants 
remained unchanged at 7.6%; but increased slightly for real estate 
renting and business activity, from 4.0% to 4.1%. New private 
television channels contributed to improved performance (from 
4.7% to 4.8%) for community, social, and personal services. 
Services growth is expected to slow in FY2013 because of weaker 
performance by industry and trade activities.  
 

Economic Growth 
 
17. GDP growth in FY2012 was lower than in FY2011 (Figure 
2). Private consumption held up well, supported by a recovery in 
remittance growth and healthy credit flows. Export and import 
growth slowed 
sharply, and net 
exports subtracted 
from growth. 
Investment rose only 
slightly to 25.5% of 
GDP in FY2012 from 
the previous year’s 
25.2%, because of the 
rise in the public investment–GDP ratio from 5.6% in FY2011 to 
6.3% in FY2012. Foreign direct investment (FDI) inflows rose, 
reaching $1.0 billion because of larger inflows into banking, 
telecommunications, energy, and garments. Power and gas 
shortages and the weak global economic outlook continued to 
affect private domestic investment, which decreased from 19.5% 
of GDP to 19.1%.  
  
18. The authorities, in line with the ECF program, are 
committed to enhancing macroeconomic stability and deepening 
fiscal policy reforms to foster fiscal consolidation over the medium 
term. Tax revenues are expected to increase with the introduction 
of a new value-added tax (VAT) law. Subsidies are to be reduced 
by ensuring greater pass-through of fuel and fertilizer costs to 
end-users. Monetary and exchange rate policy reforms are aimed 
at managing aggregate demand and inflation expectations. 
Reforms will strengthen monetary transmission mechanisms, 
allow greater exchange rate flexibility, and stem reserve losses. 
ECF-supported finance sector reforms are expected to improve 
risk management by strengthening the central bank’s supervision 
and enforcement capacity. Trade and investment reforms are 
aimed at minimizing trade distortions and boosting regional 
integration by rationalizing trade barriers and improving the 
investment climate.      

Lower services sector 
growth expected in FY2013  

GDP growth in FY2012 
moderated as exports slowed 

 
 
 
 
Authorities are expected to 
deepen macroeconomic 
policy reforms 
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19. Short-term growth prospects appear less optimistic, as the 
outlook for garment exports remains weak with only a modest 
pickup expected later in the year. Domestic demand is likely to 
weaken as the central bank’s credit-tightening measures continue. 
Although remittance growth is expected to improve, it may not 
provide a sufficient boost to domestic demand. To increase growth 
prospects in the medium term, reforms need to be deepened and 
investment in infrastructure needs to be increased, especially to 
enhance power supply.  
 
Inflation 
 
20. Year-on-year inflation reached 12.0% in September 2011, 
driven mainly by rapid growth in food prices. Inflation fell, after 
showing some 
volatility during 
October 2011–
January 2012, to 
8.6% in June 2012, 
and further to 7.9% in 
August 2012 (Figure 
3) as food inflation 
came down following 
the harvest season, from 13.8% in September 2011 to 7.1% in 
August 2012. Nonfood inflation, on the other hand, had been 
rising rapidly year-on-year since the middle of 2011, mostly at 
double-digit rates. The lagged effects of rapid expansion in money 
and credit, upward adjustments in power and fuel prices, and a 
sharp depreciation of 
the taka resulting 
from continued high 
fuel import demand, 
were the main 
contributing factors. 
With the central bank 
continuing its credit-
tightening measures, 
nonfood inflation also 
slowed to 9.6% in August 2012, after rising steadily to 14.0% in 
March 2012. Annual average inflation rose to 10.6% in FY2012 
from 8.8% in FY2011 (Figure 4).  
 
21. Urban inflation in FY2012 was higher than rural inflation. 
With higher nonfood inflation relative to food inflation, the larger 
weightage of nonfood inflation for the urban areas contributed to 
higher urban inflation. Rural inflation fell sharply from 11.1% year-
on-year in July 2011 to 7.9% in June 2012, while urban inflation 
slowed from 10.7% in July 2011 to 10.3% in June 2012.  
 

Short-term growth prospects 
appear less optimistic  

Inflation, after remaining 
high throughout 2011 and 
the first quarter of 2012, 
began to decline  

 
Urban inflation in 
FY2012 was higher than 
rural inflation 
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Figure 5. Domestic open market retail prices of 
food grains

Coarse Rice Wheat

22. The average retail price of the main staple food, rice 
(coarse), declined to Tk25.10/kilogram (kg) in June 2012 from 
Tk30.80/kg in July 2011. The price of wheat rose slightly to 
Tk20.90/kg in June 2012 from Tk20.34/kg in July 2011 (Figure 5). 
 
23. Bangladesh Bank further tightened monetary policy to slow 
inflation and reduce balance of payment pressures in line with its 
quantitative monetary 
targets. At the same 
time, to support rapid 
growth, it tried to 
ensure healthy flows 
of credit to the 
economy’s 
productive sectors. 
To restrain money 
and credit growth, it 
raised repo and reverse repo rates twice in FY2012—by 100 basis 
points in each category. It raised repo rates from 6.75% to 7.75% 
and reverse repo rates from 4.75% to 5.75%.  
 
24. The central bank withdrew lending rate caps for sectors 
other than agriculture and preshipment export credit. This allowed 
average lending and deposit rates to rise, contributing to slower 
money and credit growth. It also maintained vigilance in ensuring 
that the credit–deposit ratio of commercial banks remained within 
a permissible limit. To minimize hardships for the poor and the 
vulnerable, the government’s efforts to enhance food security 
continued, with more food-grain distribution through nonmonetized 
channels. The government also took several measures to ensure 
the supply of essential commodities, including improving market 
monitoring and procuring rice to build up stock. 
 
Fiscal Management 
 
25. Revenue collection in FY2012 rose to 12.6% of GDP from 
the previous year’s 11.7%, as tax compliance improved. Nontax 
sources also contributed.  
 
26. Total spending in FY2012 rose to 17.6% of GDP, from the 
previous year’s 16.1%. Higher subsidy spending pushed up 
recurrent spending, but because of lower than projected annual 
development program (ADP) spending, the fiscal deficit was 
limited to 5.1% of GDP, slightly higher than the budget target of 
5.0%. Domestic financing, mostly from the banking system, was 
equivalent to 3.8% of GDP and the remainder (1.3%) was from 
foreign financing.  
  

Revenue collection rose to 
12.6% of GDP, because of 
better tax compliance 

Fiscal deficit was slightly 
higher than the budget 
target 

Price of staple food 
declined  

 
The central bank 
tightened monetary policy 
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27. Containing rising subsidies has been a major policy 
challenge for the government since FY2008. Subsidy-related 
spending rose to 3.3% of GDP in FY2012 from 2.0% in FY2011 
(Figure 6). 
Traditionally, 
agriculture (fertilizer, 
diesel, and power 
support to farmers) 
has been the single 
largest recipient of 
subsidies—$822.0 
million (0.7% of GDP) 
in FY2012, up from $703.0 million (0.6% of GDP) in FY2011. For 
the past two years, fuel and power subsidies have emerged as 
major components of subsidy-related spending. Because of 
shortages in natural gas resources for use as the primary fuel for 
power plants, the government commissioned diesel and furnace 
oil-fired rental and quick rental power plants from mid-2010 to 
address severe power shortages.  
 
28. The country’s fuel consumption rose sharply with these 
plants coming into operation. To meet growing demand for fuel, 
the state-owned Bangladesh Petroleum Corporation (BPC) 
imported about 5.4 million tons of refined and crude petroleum in 
FY2012, 10.2% higher than the 5.1 million tons the previous year. 
Because of higher import volume and rise in petroleum prices in 
the international market, fuel subsidy in FY2012 increased to $1.1 
billion (1.0% of GDP), more than double the previous year’s 
$563.0 million (0.5% of GDP). Power subsidy rose to $759.0 
million (0.7% of GDP) in FY2012, 50% higher than  
$563.0 million (0.5% of GDP) in the previous year, as the selling 
price was much less than the price at which the Bangladesh 
Power Development Board (BPDB) purchased power from the 
rental power plants. Despite periodic adjustments of the domestic 
administered fuel and power prices, due to inadequate pass-
through of costs to end users, spending on fuel and power 
subsidies remains high.  
 
29. In FY2013, power subsidy could decline because of 
expected upward adjustments in tariffs; fuel and fertilizer tariffs are 
likely to remain high. Total subsidy in FY2013 is expected to rise 
to $4.2 billion (3.3% of GDP) from $3.8 billion (3.3% of GDP) in 
FY2012.  
  

Subsidy spending rose to 
3.3% of GDP in FY2012 
from 2.0% in FY2011 

Adjustment of power tariffs 
expected in FY2013 
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30. Of the 48 nonfinancial state-owned enterprises (SOEs),  
36 earned profits of $1.1 billion; the remaining 12 incurred losses 
of $3.2 billion. Thus, 
net losses of these 
SOEs in FY2012 are 
estimated at $2.1 
billion, a sharp rise 
from $1.2 billion in 
FY2011. The losses  
were largely (97.0%) 
accounted for by 
BPC ($2.0 billion) 
and BPDB ($1.1 billion), together equivalent to 2.7% of GDP 
(Figure 7). The government released $1.9 billion against the $1.1 
billion allocated in the FY2012 budget to enable BPC and BPDB 
to settle part of their past liabilities to banks and other creditors. 
 
31. In FY2012, the government raised power tariffs for bulk 
consumers four times, for a total of 52.9% (August and December 
of 2011 and February and March of 2012); and for retail 
consumers three times, by 27.9% (December 2011, February 
2012, and March 2012). In September 2011, the government 
raised the price of compressed natural gas for vehicles by 20.0%. 
To cut BPC losses, the government raised diesel, kerosene, and 
gasoline prices by 19.0%–32.6% in FY2012; and furnace oil, 
mostly for use in power generation, by 42.9%. Under ECF, the 
government is expected to adopt, by December 2012, an 
automatic adjustment mechanism for domestic fuel prices to 
ensure full pass-through of changes in international prices. A 
ceiling has also been set on state-owned commercial bank lending 
to large energy- and fertilizer-related SOEs.  
 
32. In FY2012, revenue performance remained buoyant, with a 
19.0% increase in tax revenue collection by the National Board of 
Revenue (NBR) 
(Figure 8). Income tax 
collection increased 
by 22.8%, 
underpinned by better 
tax compliance due to 
ongoing reforms of 
tax policy and 
administration. The 
share of direct taxes 
in total tax revenue 
needs to be further raised to reduce dependence on more 
inefficient indirect taxes and provide more stability for resource 
planning and budget execution.  
 
33. Total domestic indirect tax revenue grew by 22.9% in 
FY2012. Collection of domestic VAT increased by 22.6% and 

Government raised energy 
and power prices  

Buoyant revenue 
performance in FY2012 

Domestic indirect tax 
revenue increased by 22.9% 

Net losses of nonfinancial 
SOEs rose to $2.1 billion 
from $1.2 billion in FY2011 
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domestic supplementary duty by 22.8%. Collection from turnover 
tax fell by 3.9%. Excise duty rose by 35.5%.  
 
34. Slowdown in growth of imports affected import stage tax 
collection; taxes only increased by 11.9% in FY2012. Tax 
collection from customs duties rose by 14.8%, import stage VAT 
by 10.1%, and supplementary duties by 9.1%. 
 
35. ADP implementation rate in FY2012 was 92.0% (Figure 9), 
unchanged from FY2011, although the ADP size grew by 23.4%. 
ADP utilization was 
higher for local 
currency-financed 
programs (96.0% of 
total) compared with 
foreign-aided 
programs (85.0%). 
Among government 
ministries, the Power 
Division utilized 100.0% of its ADP allocation, Rural Development 
Division 98.0%, Ministry of Primary and Mass Education 98.0%, 
Ministry of Agriculture 96.0%, Ministry of Education 96.0%, Roads 
Division 96.0%, Local Government Division 93.0%, Ministry of 
Water Resources 92.0%, Ministry of Health and Family Welfare 
88.0%, and Railway Division 84.0%. In July, FY2013, the ADP 
implementation rate was 3.0% compared with 4.0% in July 
FY2012.  
 
36. The FY2013 budget (paras. 63–88) targets 21.3% growth 
in tax revenue (a 0.8 percentage point rise in the revenue–GDP 
ratio). Attaining this target will be a challenge given the projected 
13.8% growth in nominal GDP.  
 
37. The FY2013 budget envisages 18.9% growth in public 
spending. The government projects a budget deficit of 5.0% of 
GDP, slightly lower than 5.1% in FY2012. It expects to finance the 
deficit with domestic borrowing (3.2% of GDP) and external 
financing (1.8% of GDP). Meeting these targets will depend 
critically on controlling the subsidy bill and mobilizing projected 
external financing. Slippages in these areas will imply higher bank 
borrowing, which will restrict private sector access to credit and 
lead to overshooting the fiscal deficit target.  
 
Monetary and Financial Developments 
 
38. In implementing monetary policy, Bangladesh Bank relied 
mostly on open market operations through regular auctions of 
treasury bills with upward adjustments in their yields, and repo 
and reverse repo operations. Interest rates on treasury bills rose 
reflecting liquidity-tightening measures, and increasingly 
representing market conditions. Thirty-day Bangladesh Bank bills 

Slowdown in import 
growth affected import 
stage revenue collection 

ADP remained 
underutilized, although 
size grew  
 

 

Monetary tightening 
measures continue 

Ambitious revenue target 
set in FY2013 budget 

Fiscal policy remains 
expansionary in FY2013 
budget 
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have not been issued since December 2010. The weighted 
average yield on 91-day treasury bills was 11.4% in June 2012, up 
significantly from 6.8% in June 2011. The yields on 182-day bills 
rose to 11.4% from 7.0%, and 364-day bills to 11.4% from 7.3% 
during the same period.   
 
39. Although the interbank call money rate was volatile during 
late 2011 and early 2012 because of the Eid festival and with the 
banks’ financial year closing, the market eased after Bangladesh 
Bank’s close monitoring of the day-to-day liquidity position in the 
money market. On a weighted average basis, the interbank call 
money rate was 10.6% in July 2012, compared with 19.7% in 
January 2012.  
 
40. Money and credit growth slowed in FY2012 because of 
Bangladesh Bank’s restrictive monetary policy stance. From 
21.3% in June 2011, 
broad money (M2) 
growth gradually 
slowed from early 
FY2012 and finally 
settled at 17.4% in 
June 2012 (against 
the annual target of 
17.0%) (Figure 10). 
Domestic credit 
growth was 19.5% in 
June 2012 (against the annual target of 17.5% and actual growth 
of 27.4% a year earlier). Private sector credit growth (19.7%, 
compared with the annual target of 16.0%, but lower than actual 
growth of 25.8% a year earlier) contributed to the higher than 
targeted M2 growth and domestic credit growth. Growth in net 
credit to the government was quite high (25.2%) due to higher 
than budgeted current spending, which also contributed to higher 
than targeted growth in domestic credit. Net foreign assets rose by 
11.4% in June 2012, up from 5.3% in June 2011 because of 
slower growth in import payments.  
 
41. Reserve money growth slowed, reaching 9.0% in June 
2012 from 21.0% in June 2011, due to the sharp fall in the central 
bank’s net domestic asset growth, although net foreign assets 
grew moderately. Despite high lending growth to the government 
(18.8%), growth in net domestic assets of the central bank 
dropped to 2.3% in June 2012 from 119.1% in June 2011, due to 
a sharp fall in claims on deposit money banks. With satisfactory 
remittance growth and the considerable foreign exchange reserve 
position because of the lower import payments, growth in net 
foreign assets of the central bank rose to 12.1% in June 2012 
from 0.3% in June 2011. The reserve money multiplier rose to 5.3 
at the end of June 2012, from 4.9 at the end of June 2011.  
 

Reserve money growth 
slowed  

Money supply growth was 
slightly higher than the 
annual target   

Weighted average interbank 
call money rate declined   
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42. The half-yearly monetary policy statement (MPS, July–
December 2012) aims to pursue a monetary growth path that will 
curb inflationary pressures, while ensuring adequate private sector 
credit to maintain the target GDP growth announced in the 
FY2013 budget. MPS projects that year-on-year growth in M2 will 
slow to 16.5% in June 2013, and private sector credit to 18.0%. 
MPS recognizes that closer coordination between fiscal and 
monetary policies is essential for achieving its objectives, 
especially in the area of limiting government borrowing from the 
banking system. Private sector credit quality will be ensured by 
focusing on the economy’s productive sectors with a planned 
reduction in the share of consumer credit. Finally, MPS aims to 
preserve the country’s prevailing external sector stability by 
supporting a market-based exchange rate, accompanied by 
limiting excessive foreign exchange rate volatility.    
 
43. Despite monetary tightening, excess liquidity of scheduled 
banks rose to Tk446.2 billion at the end of June 2012, from 
Tk340.7 billion at the end of June 2011. The higher lending rates 
of commercial banks reduced demand for credit, contributing to a 
buildup of liquidity in the banking system. The outstanding 
borrowing of the government through sales of national savings 
directorate certificates rose to Tk639.2 billion at the end of June 
2012, from Tk634.4 billion a year earlier; this contributed to the 
decline in net credit to the government in the latter part of FY2012.   
 
44. The weighted average lending rate increased to 13.8% at 
the end of June 2012, up from 12.4% at the end of June 2011. In 
January 2012, the 
central bank withdrew 
the 13.0% interest 
rate cap on the 
lending rate to 
restrain credit growth 
and contain inflation; 
to limit unhealthy 
competition, some 
commercial banks 
voluntarily imposed a cap on the lending rate at a maximum of 
15.5%. Although the deposit rate increased to 8.2% from 7.3%, it 
remained negative in real terms due to higher inflation (Figure 11). 
The interest rate spread of the banking system rose to 5.6% from 
5.1% in June 2011, indicating continuing inefficiencies and market 
segmentation in the current banking system.  
 
45. Disbursement of industrial term loans rose only marginally 
(by 2.3%) during July–March of FY2012, following the tightened 
monetary policy stance. Among categories of industries, 
disbursement to large-scale industries (63.7% of total industrial 
term lending) declined by 4.3%, disbursement to medium-sized 

Industrial term loans grew 
marginally 

 
 
Interest rate spread 
increased  

Excess liquidity in the 
banking system rose 

Bangladesh Bank aims 
to continue its 
restrictive monetary 
policy stance  



 

13 
 

-10

0

10

20

30

40

50

FY2008 FY09 FY10 FY11 FY12

%

Figure 12. Growth in exports and components

Knitwear products Woven garments Others Total

industries (29.3% of total funds) rose by 18.7%, and disbursement 
to small and cottage industries rose by 8.2%. 
 
46. Loans to agriculture and small and medium-sized 
enterprises (SMEs) are being prioritized, in line with Bangladesh 
Bank’s policy directives. Of the Tk138.0 billion targeted for fresh 
credit disbursement to agriculture and nonfarm rural activity, 
Tk131.3 billion (95.2% of total target) was disbursed in FY2012, 
with growth of 7.8% over FY2011. Similarly, outstanding loans to 
SMEs reached Tk886.7 billion in March 2012—29.2% growth over 
March 2011. The ratio of SME loans to total loans in the banking 
system rose to 21.8% in March 2012, from 19.9% in March 2011. 
 
47. The ratio of gross nonperforming loans (NPLs) to total 
loans in the banking system declined to 6.7% at the end of March 
2012, from 7.3% at the end of March 2011. The gross NPL ratio 
for state-owned commercial banks declined to 12.1% at the end of 
March 2012, from 14.8% at the end of March 2011. The gross 
NPL ratio for private banks remained the same at 3.4% in March 
2012. However, the gross NPL ratios for specialized banks 
remained high, rising to 24.1% at the end of March 2012 from 
24.0% in March 2011. The net NPL ratios for all banks declined 
from 1.3% at the end of March 2011 to 1.1% at the end of March 
2012. The central bank has been attaching priority to 
strengthening its supervisory and enforcement capacity 
considering the rapid growth of the banking system. 
 
Balance of Payments 
 
48. Exports grew by 5.9% in FY2012, significantly lower than 
41.5% in FY2011 (Figure 12). Export growth slowed steadily as 
the year progressed: 
22.6% during the first 
quarter, 14.7% in the 
first half, 10.4% 
during the first 9 
months, and then 
finally 5.9% in the full 
fiscal year. Export 
earnings fell short of 
the annual target ($26.5 billion, 15.6% higher than the actual for 
FY2011) by 8.4%. Weak demand from the European Union and 
US for low-end garment products from Bangladesh, and the fall in 
per unit prices following the decline in raw material prices, 
including of cotton, contributed to slower export growth.      
 
49. Export earnings from the European Union grew by 6.6%, 
while declining by 0.1% from US. The share of exports to 
European Union countries in total exports rose slightly to 52.5% in 
FY2012 from 52.1% in FY2011; while the share of US export 
earnings declined to 21.0% from 22.3%. Export earnings from 

NPLs of the banking 
system declined 

Exports grew by only 
5.9% in FY2012 

Loans for agriculture 
and SMEs rose 

 
While export earnings from 
larger traditional markets 
moderated, earnings from 
newly discovered markets 
grew strongly     
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Canada, a notable export destination, declined by 0.1% and from 
India by 2.8%. Export earnings from newly discovered markets 
grew strongly, rising by 41.0% from Brazil, 38.3% from Japan, 
37.3% from Australia, 25.7% from the People’s Republic of China, 
and 16.1% from South Africa.     
 
50. Garment exports—accounting for 78.6% of total export 
earnings—grew by 6.6% in FY2012, down from 43.4% in FY2011. 
The decline (by 2.1%) in garment exports to the US market and 
slower growth to the European Union contributed to the slower 
growth in overall garment exports. Export earnings from knitwear 
grew slowly by 0.1%, although woven garment exports rose by 
13.9%. While knitwear exports to US declined by 9.4%, woven 
exports rose by 0.3%; knitwear exports to the European Union 
grew by 0.3% and woven exports rose significantly by 23.1%. 
 
51. Among other major export items, earnings from leather 
(10.9%), agricultural products (20.6%), and engineering products 
(21.3%) maintained notable growth. Export earnings from other 
items declined: frozen food (4.3%), raw jute (25.5%), and jute 
goods (7.5%).  
 
52. The government set a $28.0 billion export target for 
FY2013, 15.3% higher than earnings in FY2012. In July 2012, 
exports registered growth of only 4.3% over July 2011. Because of 
the slow pace of recovery of the US economy and the continuing 
debt crisis in the eurozone countries, attaining this target will be a 
major challenge. Profit margins reduced, with buyers increasingly 
negotiating for lower per unit prices for garments, and the cost of 
production rising due to higher bank interest rates and power 
tariffs. Recent taka real appreciation will make Bangladesh 
exports less competitive in the world market; production is 
constrained by inadequate supply of gas and power. Producers 
are also using costlier substitutes, which will cut profit. 
 
53. In FY2012, import payments rose by only 5.3%, down from 
41.8% in FY2011 (Figure 13). One major reason is slower growth 
in exports, which 
depend heavily on 
imported inputs. The 
central bank’s 
monetary tightening 
measures also 
curtailed import 
growth, as did the 
taka depreciation and 
lower non-oil commodity prices in the international market. 
Petroleum products (23.1%), needed to run the fuel-based power 
plants, and consumer goods (49.4%) maintained high growth. 
Petroleum prices remained high in the international market, and 
because of higher domestic demand, imports of edible oil (53.7%), 

 
Garment exports rose by 
only 6.6% in FY2012  

Attaining the annual export 
target will be a challenge  

Imports rose by only 5.3% 
in FY2012 
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Figure 14. Out-of-country employment growth

milk (37.0%), and sugar (80.0%) grew rapidly. The higher food-
grain stock, especially in the public sector, contributed to the 
significant drop (53.1%) in food-grain imports. Among intermediate 
goods, imports of fertilizer rose by 11.3%, and textile and articles 
thereof by 12.7%; but imports of raw cotton declined by 23.0% 
and yarn by 0.9%. The decline in capital machinery imports 
(14.1%) and export processing zone imports (1.2%) indicates that 
economic activities may not strengthen in the short-term.   
 
54. The total value of import letters of credit opened declined 
by 4.0% in FY2012 because of a large decline (64.8%) in import 
orders for food grains and capital machinery (21.2%). Letters of 
credit opened for industrial raw materials fell (3.8%), while letters 
of credit for imports of petroleum rose sharply by 51.4%, other 
consumer goods by 35.2%, and intermediate goods by 20.0%.       
 
55. Inflows of remittances stood at $12.8 billion in FY2012, 
growing by 10.2%, up from 6.0% growth in the previous fiscal 
year. Despite the global economic slowdown, continued large 
outflows of Bangladeshi workers to middle-eastern countries, taka 
depreciation since January 2011, and better banking services 
encouraged out-of-country workers to send more remittances 
through official channels. During July–August FY2013, remittance 
inflows increased by 11.9% over the corresponding period of 
FY2012. 
 
56. The number of people leaving Bangladesh for out-of-
country jobs grew strongly by 57.4% in FY2012 (Figure 14). 
During FY2012, 
691,402 Bangladeshis 
found jobs abroad 
compared with 
439,375 in FY2011 
because of a sharp 
rise in recruitment 
(68.6%) in the United 
Arab Emirates and 
Oman. Singapore became another important labor destination, 
absorbing 54,709 (7.9% of total) Bangladeshi workers in FY2012, 
up from 27.7% in FY2011.  
 
57. Net FDI inflows into Bangladesh and net foreign assistance 
grew slightly but still remained low compared with the country’s 
economic growth and infrastructure development needs. FDI was 
$995.0 million in FY2012, rising from $775.0 million in FY2011. 
Foreign assistance increased to $1.2 billion in FY2012 from  
$1.0 billion in FY2011. The government needs to improve the 
business climate to attract higher FDI and encourage greater 
private participation in infrastructure development, including 
through public–private partnerships (PPPs) to mobilize resources 
needed to close wide infrastructure gaps.   

Import letters of credit 
declined by 4.0% in FY2012 

Continued healthy 
growth in remittance 
inflows 

Number of out-of-country 
jobs for Bangladeshi 
workers grew strongly  

FDI and foreign aid into 
Bangladesh remain low  
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58. Despite higher growth of exports compared with imports, 
the trade deficit widened slightly to $7.9 billion in FY2012, from 
$7.7 billion a year earlier, because of the higher import base. 
Higher growth (10.2%) in workers’ remittances offset the higher 
deficit in trade and services and raised the current account surplus 
to $1.7 billion in FY2012 from $885.0 million in FY2011. The 
combined capital and financial accounts recorded a lower deficit of 
$486.0 million in FY2012, a significant decline from the deficit of 
$1.3 billion in FY2011 because of higher FDI and much smaller 
outflows resulting from the trade credit (a $1.5 billion deficit 
compared with a $2.6 billion deficit in FY2011). As a result, the 
overall balance showed a surplus of $494.0 million in FY2012, a 
significant rise from the deficit of $656.0 million in FY2011.  
 
59. At the end of June 2012, gross foreign exchange reserves 
of Bangladesh Bank, 
adjusted for valuation 
changes, declined to 
$10.4 billion (about 
3.3 months of 
imports) from $10.9 
billion a year earlier 
(Figure 15). The 
central bank 
purchased foreign 
exchange from the commercial banks, increasing its reserves to 
$11.4 billion at the end of August 2012, from $10.9 billion at the 
end of August 2011.  
 
Exchange Rate 
 
60. From June 2011 to June 2012, the taka depreciated by 
about 9.4%. The 
average nominal 
exchange rate rose 
from Tk74.2 = $1.0 at 
the end of June 2011, 
to Tk81.8 = $1.0 at 
the end of June 2012 
(Figure 16). In 
FY2012, the nominal 
effective exchange 
rate depreciated by 
2.8%. Despite this, the real effective exchange rate appreciated by 
1.0%, implying some erosion in export competitiveness.    
 
Capital Market 
 
61. The major stock market indicators remained subdued in 
FY2012 as price corrections continued. The Dhaka Stock 

Although the taka 
depreciated nominally, it 
appreciated in real terms  

Gross foreign exchange 
reserves declined in 
FY2012  

Current account surplus 
rose because of higher 
remittance growth  
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Exchange (DSE) general index fell by 25.2% in FY2012, reaching 
4,572.9 points 
(Figure 17). The 
market price–
earnings ratio 
declined from 16.6 in 
June 2011 to 12.5 in 
June 2012, reflecting 
significant price 
corrections. Despite 
the listing of 16 new 
companies in FY2012, DSE market capitalization declined by 
12.7% to Tk2,491.6 billion by 30 June 2012, from Tk2,853.9 billion 
a year earlier. Net foreign portfolio investment in FY2012 rose to 
$198.0 million, up from a deficit of $28.0 million in FY2011.  
 
62. The Chittagong Stock Exchange (CSE) selective 
categories index largely followed trends similar to the DSE index. 
The CSE index declined by 20.5% by 30 June 2012 from a year 
earlier, and CSE market capitalization fell by 16.4% during the 
period. The government announced measures to restore investor 
confidence in the FY2013 budget, including the mandatory holding 
of company shares by sponsor-directors equivalent to 2.0% of 
paid-up capital individually and 30% collectively. The corporate tax 
rate for merchant banks was reduced from 42.5% to 37.5%. A 
10% tax rebate is allowed, if a company transfers 20.0% of its 
paid-up capital to the capital market through an initial public 
offering. In addition, tax on dividend income up to Tk5000 is 
exempted. Legal provisions for book building, mutual funds, and 
paid-up capital were updated. To enhance transparency and 
accountability in stock market operations, authorities strengthened 
the surveillance system, and plan to introduce demutualization in 
the DSE and CSE within FY2013.  
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Figure 19: Inflation outlook

THE FY2013 BUDGET 
 
63. On 7 June 2012, the minister of finance presented the 
FY2013 budget proposals to Parliament. Preparing the budget 
was a challenge for several reasons. A major challenge was to 
restore macroeconomic stability—controlling inflation, reducing 
bank borrowing, and lowering pressure on foreign reserves. The 
lagged effects of high money and credit growth fueled inflation, 
and maintained pressure on foreign reserves; the surge in subsidy 
payments led to rapid growth in bank borrowing and lower private 
sector access to credit. In addition, a shortfall in aid utilization in 
the first half of FY2012 complicated fiscal management. A further 
challenge was to maintain healthy economic growth in the face of 
slowing export growth, with the eurozone sovereign debt crisis 
deepening and US recovery remaining sluggish. To enhance 
macroeconomic stability and create conditions suitable for 
boosting private investment, fiscal and monetary policy 
coordination needed to be strengthened. 
 
Macroeconomic and Budgetary Framework  

 
64. The FY2013 budget is broadly consistent with the priorities 
of the Sixth Five-Year Plan (6th FYP) and Medium Term Budget 
Framework. The budget seeks to support GDP growth of 7.2% 
(Figure 18), and an inflation rate of 7.5% (Figure 19), underpinned 
by efforts to maintain macroeconomic stability and balance 
aggregate demand, enhance export competitiveness, and ease 
supply-side constraints by boosting investment (private, public, 
and foreign) in power, gas, transport, and human development. 
The budget emphasizes job creation and skills development for 
the rapidly growing labor force. The external account is to be 
strengthened by maintaining a competitive exchange rate regime, 
mobilizing concessional external assistance, limiting unproductive 
imports, and boosting remittances. The budget will enhance fiscal 
prudence by strengthening revenue collection, prioritizing 
spending, improving ADP implementation, and cutting and 
rationalizing subsidy spending. The fiscal deficit is targeted at 
5.0% of GDP. The budget indicates that efforts will be made to 
align macroeconomic policies with the ECF program negotiated 
with the International Monetary Fund. 
 
65. A major priority in the budget is to increase investment, 
especially given the urgency to address power shortages. Inflation 
must be controlled to create space for needed credit flows to the 
private sector. The government will need to restrain its borrowing 
from banks to prevent likely crowding out of private investment. 
The budget indicates that targeted stimulus measures for industry 
to cope with the global economic crisis will continue. The budget 
also seeks to implement structural reforms focusing on public 
financial management, the finance sector, and SOEs. 
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66. The government is likely to face challenges in 
implementing the budget and achieving the macroeconomic 
objectives in several areas, including growth and inflation 
objectives. Major challenges could be encountered in containing 
the surging subsidy bill, mobilizing external resources for 
implementing development projects included in ADP, attaining the 
high revenue target, and deepening efforts to reduce poverty 
through better management and targeting of social spending.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Spending Priorities 
 
67. Public spending allocations are broadly aligned with the 
6th FYP priorities. The budget seeks to strengthen the pro-poor 
focus and address regional income disparity. Total spending is 
projected to rise by 18.9% over the FY2012 revised budget 
(Figure 20), with current spending rising by 8.4% and ADP by 
33.9%. As a share of GDP, public spending will increase from 
17.6% in FY2012 to 18.3%, with ADP targeted to rise to 5.3% of 
GDP from 4.5% in FY2012. Of the overall public spending, 24.2% 
is allocated to social infrastructure; 27.8% to physical 
infrastructure; 19.3% to general service; and the remainder to 
interest payments, PPP, subsidies, and net lending. The top three 
recipients of budgetary allocations are education, agriculture, and 
local government and rural development (Figure 21).  
 
68. The surge in subsidy payments in FY2012 was a major 
cause of excessive government borrowing from the domestic 
banking system. Subsidies amounted to 3.3% of GDP, which 
would have risen to 3.6% of GDP if the amount deferred to 
FY2013 had been included. Subsidies in the FY2013 budget 
account for 18.0% of total spending (3.3% of GDP), the highest 
individual spending item; Tk345 billion is allocated for subsidies 
for FY2013, an 15.8% rise from Tk298 billion in FY2012. 

 

Table 1: Budget at a Glance 
(Tk billion) 

Item 
FY2013 FY2012 Change 

in A 
over B 

A as % of 
GDP (A) 

Revised 
(B) 

Total Revenue 1396.7 1148.9 21.6 13.4
  Tax 1168.2 962.9 21.3 11.2
  Nontax 228.5 186.0 22.8 2.2

Total Expenditure 1917.4 1612.1 18.9 18.4
  Current Expenditure 995.0 918.2 8.4 9.6
  Annual Development Program 550.0 410.8 33.9 5.3
  Other Development Expenditure 
(net) 372.4 283.1 31.6 3.6

Fiscal Deficit (520.7) (463.3) 12.4 (5.0)
Financing of Deficit 520.7 463.3 12.4 5.0
  External Resources (net) 185.8 118.6 56.7 1.8
    Foreign Grants 60.4 44.6 35.5 0.6
    Foreign Loans 125.4 74.0 69.5 1.2
  Domestic Resources 334.8 344.7 (2.9) 3.2
    Bank 230.0 291.2 (21.0) 2.2
    Nonbank 104.8 53.5 95.8 1.0
( ) = negative number.    
Source: Ministry of Finance, Government of Bangladesh, Annual Budget FY2013, Budget in Brief. 
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Subsidies to BPC alone are targeted to increase by 48.0% to 
Tk133 billion, from Tk90 billion in FY2012.  
 
69. The FY2013 budget seeks to rationalize subsidies as 
negotiated under the ECF program. Continuing recent 
adjustments in fuel and power prices, the government is expected 
to make further adjustments in FY2013. It is expected to move to 
an automatic adjustment formula for fuel prices by December 
2012. In addition, the government will implement the medium-term 
power tariff adjustment schedule, as set out by the Bangladesh 
Energy Regulatory Commission. The government earlier 
announced that it would bring the quasi-fiscal deficit of SOEs on 
budget and limit new subsidy-related loans from state-owned 
commercial banks to BPC, BPDB, and Bangladesh Chemical 
Industries Corporation to zero, on a net basis.  
  
70. Rising interest payments reduce fiscal space for spending 
on productive areas, such as energy, power, and human 
development. The allocation for interest payments is estimated to 
rise by 17.7% to Tk233.0 billion in FY2013 from Tk198.0 billion in 
FY2012. Interest on domestic borrowing alone will be Tk216.0 
billion in FY2013, higher by 19.1% from Tk181.5 billion the 
previous year. 
 
71. ADP spending is largely responsible for productive 
capacity expansion. Despite underutilization, absolute ADP size is 
growing, and the utilization rate improving. The ADP size 
increased from 3.2% of GDP in FY2009 to 4.5% in FY2012, and is 
targeted to rise to 5.3% of GDP in FY2013. Of the total ADP, local 
government and rural development received the largest allocation 
(21.4%), followed by energy and power (16.8%) and transport and 
communications (16.8%). Education and information and 
communications technology were allocated 13.1%, which will 
support human capital development. 
 
72. ADP implementation remains a major challenge because 
of capacity constraints in line ministries and weaknesses in the 
project selection process. The inclusion of too many projects 
under ADP affects quality and constrains capacity for timely 
completion. ADP is routinely downsized every year through 
midyear reviews, but new projects are added to the revised ADP. 
Often projects are included without any funding allocation. 
Accelerating the pace of project implementation will be critical to 
boosting ADP utilization and reducing pressure on domestic 
borrowing. 

 
Sector Priorities 

 
73. The budget’s sector priorities are broadly consistent with 
the 6th FYP. The budget emphasizes investing in physical 
infrastructure and human development together with 
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strengthening social protection measures. It recognizes the 
agriculture sector as the main employment source, and key to 
attaining food security. While Bangladesh needs the industry 
sector to lead the structural transformation to support higher 
growth and absorb the growing labor force, the budget lacks 
coherent policies to boost the sector, especially export 
diversification. Similarly, delay in announcing the coal policy will 
affect medium-term power and energy development. For the 
social safety net programs, policy measures are inadequate for 
addressing targeting of the poor and leakages. 
 
74. Power and energy. Growing power and energy shortages 
are binding constraints to achieving the 6th FYP’s growth, job, and 
poverty reduction targets. Because of the steep rise in demand, 
the government raised its power generation target to 8,294 
megawatts by 2013, updating the Road Map for power and energy 
Sector. The government is expecting to import 250 megawatts of 
power from India by 2013, and explore prospects for importing 
power from other countries in the region. It aims to extract and 
add 1,285 million cft of natural gas to the national grid by 2013. 
Nonetheless, continued dependence on imported fuel to run 
power plants will add to pressure on foreign reserves. Progress 
needs to be made in importing liquefied natural gas, and 
formulating laws and policies for coal extraction and import. 
Greater attention is needed for investing in oil and gas exploration, 
and in renewable and clean energy; and for improving capacity 
and governance for the energy sector.  
 
75. Transport and communications. In view of resource 
constraints and considering the country’s high road density, more 
attention is needed to regular and quality road maintenance rather 
than constructing new roads, and ensuring a safe, efficient, and 
reliable road and railway communication system. More investment 
and reforms are needed for railways. To respond to growing 
demand for transport services, private sector participation 
including through PPP needs to be more actively encouraged. 
Budget allocations for road and railway maintenance in FY2013 
rose by 14.7%. Consistent with the government’s Vision 2021 and 
considering the subsector’s immense potential, information 
communication technology also received attention.  
 
76. Education. Human development is a central focus of the 
6th FYP and Vision 2021. Budget allocations for human 
development (education and health) rose by 16.8%. The 
government emphasized developing skilled and competent human 
resources by improving the quality of education, eliminating 
disparity in the education sector, improving teachers’ training 
especially for mathematics and English, and expanding vocational 
and technical training. The Creative Talent Hunt Policy 2012, 
formulated to search for creative talents throughout the country, 
will be implemented from FY2013. The Prime Minister’s Education 
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Assistance Trust law was enacted in 2011 to ensure education for 
the poor and underprivileged meritorious students. 
 
77. Agriculture. To achieve self-sufficiency in food by 2013, 
the government is providing extensive support to farmers. As a 
part of this process, it has set a target to produce 166,252 tons of 
seeds in FY2013. The government allocated Tk60 billion as 
agriculture subsidy for FY2013, and introduced a crop insurance 
scheme on a pilot basis at Madhabpur upazila in Habiganj district. 
The budget attaches importance to fisheries and livestock, which 
have major potential to create jobs and reduce poverty. To 
promote food security, productivity augmenting measures, 
particularly research and extension services, need greater 
attention.  
 
78. Water resources. The higher budgetary allocations to 
water resources are meant to harness potential for contributions to 
economic growth and poverty reduction. The government will 
complete the task of creating a database and integrated master 
plan for overall development of haor (large water bodies) and 
wetlands within the next year. It will take steps to rehabilitate 
9,586 landless families living on 5,550 hectares. The government 
also aims to upgrade flood forecasting and warning systems. 
 
79. Social safety net programs. To protect food entitlement 
of the poor and the vulnerable in the face of high and rising food 
prices, the budget strengthened social safety net programs, both 
in terms of number of beneficiaries and rate of subventions. The 
government introduced a new fund in the FY2013 budget for the 
disadvantaged communities and society’s deprived sections. The 
budget allocation for social safety net programs accounts for 
11.9% of the total budget or 2.2% of GDP. 
 
Revenue Measures 
 
80. Building on recent reform initiatives, and consistent with 
the NBR Modernization Plan 2012–2016, the FY2013 budget 
proposes deepening of tax policy and tax administration reforms. 
It sets the revenue target at 13.4% of GDP, up from 12.6% in 
FY2012 (Figure 22). Tax revenue is targeted at 11.2% of GDP, up 
from 10.5% in FY2012, while nontax revenue will be 2.2% of GDP. 
To realize the high revenue target given the slower than projected 
economic growth, tax administration must be strengthened and 
the reform process initiated for VAT and income tax sustained. 
More resources are needed to implement the budget’s spending 
program.  
 
81. To increase revenue collection, the FY2013 budget 
announced major reforms, e.g., (i) introducing an online taxpayers’ 
identification number registration system; (ii) incorporating ways to 
deal with transfer pricing in the income tax law; (iii) introducing 
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ASYCUDA World technology and a related training program for 
full automation of customs administration; (iv) recruiting  
800 revenue officials for customs and VAT administration;  
(v) disposing of the existing preshipment inspection system;  
(vi) automating the customs bond system and developing a bond 
management information system using a PPP model. 
 
82. NBR is expected to collect a major share (80.4%) of total 
revenue targeted for FY2013. VAT will generate the highest share 
(29.0%), followed by income and profit tax (25.3%), 
supplementary duty (14.3%), and import duty (10.4%). Institutional 
reforms including automation of tax administration and changes in 
tax rates are expected to lead to higher revenue. Revenue 
collection is also expected to increase through the newly 
introduced alternative dispute resolution, adjusted tax rates, and 
expansion of the tax base. 
 
83. To boost the capital market, the government reduced the 
income tax rate for merchant banks operating in the capital market 
from 42.5% to 37.5%. If a company transfers 20.0% of its paid-up 
capital through an initial public offering to the capital market, a 
10.0% tax rebate on its payable tax will be granted. Dividend 
incomes up to Tk5,000 will be exempted from tax.  
 
84. Income tax enhancing measures. The government 
introduced several measures to enhance income tax revenues. It 
(i) raised the minimum tax payable by an individual taxpayer to 
Tk3,000 from Tk2,000 given the increase in per capita income; (ii) 
will not consider a payment transaction (other than for purchasing 
raw materials) over Tk50,000 to be an expense unless it is made 
through banking channels; (iii) will not, for tax assessment 
purposes, recognize any loan received by a company from any 
other company or individual other than through banking channels; 
(iv) introduced deduction of tax at source at 15.0% instead of 
10.0% at the time of paying interest, for taxpayers with no 
taxpayer identification number; (v) will treat loans or gifts 
exceeding Tk0.5 million as taxable income if not received through 
a banking channel; (vi) deduct tax at source at a uniform rate of 
0.8% for all exports; (vii) introduce a risk-based revenue audit 
manual to address tax evasion; and (viii) introduce a new direct 
tax bill in Parliament in 2012 recommending significant changes to 
the 1984 Income Tax Ordinance. 
 
85. The budget provides income tax exemptions to support 
selected domestic activities. It introduces a 50.0% tax exemption 
for income derived from the production of maize and sugar beets, 
and a 5–7 year tax holiday for industries producing cholesterol-
free rice bran oil from paddy husk. This is to encourage product 
diversification in agriculture. It extends uniform tax holiday 
facilities (as for public export processing zones) to industries 
established in private export processing zones, to encourage 
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private initiatives. Tax holiday facilities are allowed for 5–7 years 
for construction of cinema halls and cineplexes. Tax exemptions 
are allowed for donations to the fund created under the Prime 
Minister's Education Assistance Trust Fund Act, 2011.  
 
86. Import and supplementary duty measures. The four-
band import duty structure (0%, 5%, 12%, and 25%) remains 
unchanged; the bands for supplementary duty were raised from 
eight to nine. The FY2013 budget’s import tariff adjustments aim 
to protect local industries and increase government revenue. In 
the process, average nominal protection rates rose and dispersion 
within tariff bands widened. Supplementary duties and regulatory 
duties on imports will continue to be used as instruments for tax 
collection and provide protection to local industries.  
 
87. Value-added tax measures. The budget does not 
introduce any major changes to VAT. It aims to strengthen and 
modernize VAT by expanding its coverage and efficiency. It 
abolishes multiple VAT rates for trading activities to lessen the 
scope for large-scale tax evasion and reduce procedural 
complexities, and introduces a uniform trade VAT rate of 4.0% for 
all wholesale and retail sales. As part of support to small and 
medium-sized enterprises, it raises the full exemption of tax on 
annual turnover to Tk0.7 million; and provides turnover tax 
facilities up to Tk6.0 million instead of paying the existing 15% 
VAT to small firms of certain industries such as biscuits, shoes, 
and coconut oil. It exempts VAT on the import of wastepaper; 
production of agricultural urea machines, organic fertilizer, rice-
wheat crushing machines, fruits, and flowers; and private medical 
and engineering colleges. In addition, it reduces VAT on crude 
and refined palm oil, and soybean oil from the existing 15.0% to 
10.0%. To boost income from VAT, the government introduced 
alternative dispute resolution for quick disposal of disputed cases. 
In addition, a new VAT law, submitted to Parliament, will be fully 
implemented by 2015.  
 
Deficit Financing 
 
88. Domestic financing of the deficit will amount to 3.2% of 
GDP, down from 3.8% in FY2012; foreign financing is targeted at 
1.8% of GDP, up from 1.3% in FY2012 (Figure 23). Domestic 
bank borrowing is targeted at 2.2% of GDP, while nonbank 
sources including savings certificates and rebranding of 
conventional diaspora bonds are expected to finance the 
remaining 1.0% of GDP. The likely shortfall in foreign financing 
may lead to higher domestic bank borrowing. The target for 
mobilizing nonbank borrowing is also high compared with that of 
the previous year. Any shortfall in this area could result in more 
bank borrowing.    
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