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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 
• Gross domestic product (GDP) growth is expected to be 

lower than that in FY2012 
 
• Stagnating private investment is a key concern  
 
• Agriculture growth is expected to be higher    
 
• Electricity and gas shortages, and weak external and 

domestic demand, will impede industry growth  
 
• Services sector growth will moderate due to subdued industry 

and trade activities 
 
• Inflation is falling because of lower food and nonfood prices  
 
• Revenue collection is likely to fall below target 
 
• Bangladesh Bank announced an accommodative policy 

stance in its latest monetary policy statement 
 
• Higher remittance growth and decline in imports raise the 

surplus in the current account 
 
• Continued political unrest will affect investment and growth 

 
Sector Performance and Economic Growth 

 
1. GDP growth in FY2013 is expected to be lower than the 
previous year’s 6.3%, because of continued weak external and 
domestic demand. Export growth is unlikely to pick up because of 
fragile consumer confidence in eurozone countries and modest 
recovery in the United States (US). Domestic demand is subdued 
because of low consumer and investor confidence, slower growth 
in agricultural income because of lower rice price, and slowdown 
in real estate and construction activities. Declines in capital 
machinery and industrial raw material imports also indicate 
sluggish economic activity in the coming months. In addition, 
supply side constraints, mainly electricity and gas shortages, will 
hold down short-term growth prospects. Economic growth will also 
be affected by continued political unrest.  
 
2. Agriculture growth, benefiting from last year’s low base, 
normal weather conditions, and continued government policy 
support, will remain strong. Industry sector growth will slow due to 
weak external and domestic demand and the supply side 

Lower GDP growth expected 
in FY2013 



2 
 

1

51

101

151

Starting a Business (95)
Dealing with Construction 

Permits (83)

Getting Electricity (185)

Registering Property 
(175)

Getting Credit (83)

Protecting Investors (25)

Paying Taxes (97)

Trading Across Borders 
(119)

Enforcing Contracts (182)

Resolving Insolvency 
(119)

Figure 1. Bangladesh's ranking in Doing Business indicators

Note: Numbers in parentheses show ranking out of 185 countries worldwide. 
1 = best, 185 = worst.
Source: The World Bank. Doing Business database.

bottlenecks. Services growth will moderate because of slow 
industry and trade activities. 
 
3. Major macroeconomic indicators broadly remain on track. 
Inflation eased with food and nonfood inflation falling. Lower 
imports and healthy remittance inflows led to current account 
surplus in the first 7 months of FY2013 compared with a deficit 
during the corresponding period of FY2012. Fiscal deficit is 
contained within the budget target as annual development 
program (ADP) implementation remains below target, current 
spending held in check because of periodic adjustments in 
administered power and fuel prices, and moderate rise in revenue. 
  
4. Bangladesh needs to quickly address its key development 
challenges. Private investment needs to rise. Infrastructure 
shortages, skills deficiency, and business regulatory environment 
need to improve. Lifting GDP growth, as projected, to 8.0% in the 
terminal year of the Sixth Five-Year Plan1, would require raising 
investment/GDP ratio from 25.4% in FY2012 to about 32.0% in 
FY2015. Although raising investment is given high priority in the 
plan, progress in the first 2 years of the plan period has not been 
encouraging. Private investment actually rose marginally from 
19.4% of GDP in FY2010 to 19.5% in FY2011, and declined to 
19.1% of GDP in FY2012. Investment registered in the Board of 
Investment during July–December 2012 amounted to $4.9 billion, 
which was lower than half of the registered investment in the 
previous fiscal year.2 Capital goods import declined by 8.1% 
during July–January of FY2013 compared with the same period of 
the previous year. Foreign direct investment rose slightly to 
$875.0 million during July–January of FY2013 from $780.0 million 
during the same period of FY2012. 
 
5. To raise private investment, Bangladesh needs to give 
high priority to 
improving its business 
climate3 (Figure 1). 
According to the  
World Bank’s Doing 
Business 2013, 
rankings for getting 
electricity (185),4 
trading across 
borders (119), 
enforcing contracts 
(182), registering property (175), and resolving insolvency (119) 
                                                 
1 Government of Bangladesh, Planning Commission, Ministry of Planning. 2011. 

Sixth Five-Year Plan: FY2011–FY2015. Dhaka. 
2 The Daily Sun. 21 January 2013. 
3 Bangladesh’s ranking in World Bank’s Doing Business fell in 2013, compared 

with its ranking in 2012. 
4 Numbers within parentheses denote country ranking. 

Major macroeconomic 
indicators remain on track 

Boosting investment is a 
priority 

Improving business climate 
is key to boosting private 
investment 
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are very low and need to be given close attention; the country is 
better placed on protecting investors (25). Similarly, according to 
the World Economic Forum’s Global Competitiveness Report 
2012–2013, Bangladesh ranks 131 among 142 countries, which is 
low compared with the People’s Republic of China (PRC) (69), 
India (87), Pakistan (105) and Sri Lanka (50). On a scale ranging 
from 1 to 7, Bangladesh scores 2.8 in infrastructure quality 
compared with the PRC’s 4.3, India’s 3.8, Pakistan’s 3.4 and Sri 
Lanka’s 4.8. In terms of electricity, Bangladesh scored only 1.8 
compared with the PRC’s 5.2, India’s 3.2, Pakistan’s 2.3 and Sri 
Lanka’s 5.3. Likewise, for roads, Bangladesh scores 2.8 
compared with the PRC’s 4.4, India’s 3.5, Pakistan’s 3.9 and Sri 
Lanka’s 4.6. For port services, Bangladesh scores 3.3 compared 
with the PRC’s 4.4, India’s 4.0, Pakistan’s 4.4 and Sri Lanka’s 4.9. 
 
6. Raising private investment also requires an efficient 
banking system and a vibrant capital market. In particular, long-
term private infrastructure financing needs higher depth and 
efficiency of the financial system, including the bond market. 
Bangladesh’s trade regime also needs to be further liberalized and 
existing anti-export biases need to be removed to raise 
competiveness. Trade logistics needs to be improved and trade 
facilitation capacity needs to be strengthened.  
 
7. A major development challenge is addressing severe skills 
shortages. According to the Labor Force Survey 2010, only 5.8% 
of the employed and 3.6% of the labor force have formal skills 
training. Unskilled workers constituted about 62.1% of total 
outgoing Bangladeshi workers in 2012. To raise productivity and 
bring economic diversification, Bangladesh needs to graduate 
from a low skills-abundant country to a higher skills and 
knowledge rich nation. With 30% of the population below 15 
years, Bangladesh needs to reap the demographic dividend by 
developing skills through raising education quality and nurturing 
demand-driven skills, targeting dynamic and modern industries 
and services at home and abroad. 
 
8. With 1.0% of total cultivable land depleting annually, land 
shortage has emerged as a major constraint to local and foreign 
investment. The problem has been compounded by rapid and 
unplanned urbanization, which created tremendous pressure on 
major cities, especially Dhaka and Chittagong. Excessive 
population concentration in the capital city, Dhaka, which accounts 
for over one third of the country’s GDP and about one tenth of 
total population, created huge traffic congestion and 
environmental and livelihood degradation. Land transaction has 
emerged as a more profitable business activity compared with 
investment in the productive sectors. Lack of productive economic 
opportunities and healthy living conditions in other towns, resulting 
from poor connectivity and basic services, have induced continued 
migration to Dhaka and Chittagong. The government needs to 

Higher private investment 
requires efficient financial 
sector and vibrant capital 
market 

Skill shortages need to be 
addressed  

Land scarcity undermines 
growth potential 
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formulate a modern land use policy focusing on optimal utilization 
of scarce land. Planned urbanization is a priority for halting land 
encroachment and deteriorating living conditions in major cities.  
 

Agriculture  
 
9. The agriculture sector is expected to grow strongly in 
FY2013, benefiting from last year’s low base and favorable 
weather conditions. Adequate rainfall during plantation time, 
especially increased irrigation in winter, is expected to expand 
acreage for boro (winter rice crop) cultivation. At the same time, 
strong policy support from the government, including input supply 
and extension services will help. Nevertheless, the government 
needs to ensure higher output prices to encourage higher crop 
cultivation. Market fragmentation needs to be removed for efficient 
arbitrage. Storage facilities should be adequate to help farmers 
get fair prices for their produce. Better outlook for noncrop 
agriculture subsectors is envisaged because of higher access to 
credit, and growing demand due to income and population growth.  
 
10. Total food grain production target for FY2013 was set by 
the Department of Agriculture Extension at 35.7 million tons (34.7 
million tons of rice and 1.0 million tons of wheat), up by 2.4% from 
FY2012 actual production. Aus (summer crop) production has 
been estimated by the Bangladesh Bureau of Statistics at 2.2 
million tons, 7.3% lower than 2.3 million tons in FY2012 due to 
marginal decline in cultivation area. Aus was produced on 1.1 
million hectares of land. Aman (monsoon crop) production was 
finalized at 12.9 million tons, 0.8% higher than 12.8 million tons in 
FY2012 due to the rise in cultivation area and greater use of high 
yielding variety seeds. Aman was produced on 5.6 million 
hectares of land. Production target of the major boro rice crop was 
set at 19.0 million tons from 4.8 million hectares of land, 1.5% 
higher than the actual production of 18.8 million tons in FY2012. 
Wheat production target was set at 1.0 million tons from 0.4 
million hectares of land, same as in FY2012.   
 
11. The government’s domestic food grain procurement target 
for FY2013 was set at 1.6 million tons (1.5 million tons of rice and 
0.1 million tons of wheat), 12.7% higher than the actual 
procurement in FY2012. Up to 6 March, the government procured 
about 0.9 million tons of rice, of which 0.7 million tons were 
procured from the previous boro season and 0.2 million tons from 
current aman season. Government procured aman crop from 9 
December, 2012 to 28 February 2013 at the procurement price of 
Tk26 per kg for parboiled and Tk25 per kg for white rice.  
 
12. Total food grain import target for FY2013 was set at 2.8 
million tons (0.1 million tons of rice and 2.7 million tons of wheat), 
20.1% higher than the actual import of 2.3 million tons in FY2012. 
The target consists of public import of 1.0 million tons (0.8 million 

Strong agriculture growth 
expected in FY2013  

Food grain production 
target for FY2013 was set 
at 35.7 million tons  

Government set higher 
food procurement target  

Higher food grain import 
target is set for FY2013 
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tons of government commercial import and 0.2 million tons of 
aided import) and private import of 1.8 million tons. As of 6 March, 
1.2 million tons of food grain was imported, of which government 
import was 0.4 million tons and private import 0.8 million tons. 
 
13. As part of efforts to support poor households, the 
government set a higher food distribution target in FY2013. It 
planned to distribute 2.8 million tons of food grains in FY2013 
through open market sales, test relief, vulnerable group feeding, 
and food for work channels under the public food distribution 
system (PFDS), 32.0% higher than the actual distribution of 2.1 
million tons in FY2012. A total of 1.2 million tons of food grains 
have been distributed through both financial and nonfinancial 
PFDS channels as of February 2013. 
 
14. The public stock of food grain in FY2013 rose from its 
opening stock of 1.3 million tons on 1 July 2012, to 1.6 million tons 
by the end of September 2012 because of rice procurement from 
previous boro season and import arrival. However, closing public 
stock of food grain stood at 1.2 million tons at the end of 6 March 
of FY2013 due to higher distribution during the second quarter. 
 
 Industry  
 
15. Industry sector growth is expected to decelerate in FY2013 
because of weak external and domestic demand. Domestic supply 
side bottlenecks will also hinder industry growth. Ready-made 
garments, the country’s main manufacturing items, are affected by 
weak demand in the eurozone and the US–Bangladesh’s principal 
export destinations. Domestic consumption demand is also 
expected to remain weak because of political uncertainties ahead 
of the national elections. Decline in import letters of credit (L/Cs) 
opening for industrial raw materials (2.1%) during July–January of 
FY2013 indicates likely lower industry growth in the coming 
months. As domestic market based industries predominantly 
produce consumer goods, subdued consumption demand will 
affect consumer goods producing industries. Slowdown in 
consumption growth is supported by 20.0% drop in import of 
consumer goods during July–January of FY2013. L/C opening for 
other consumer goods (excluding food grains) also contracted by 
21.3% during the first 7 months of FY2013.  
 
16. Widening excess demand for electricity, especially during 
the summer season will also impact industry sector growth. New 
industrial units could not go into operation due to lack of gas 
supply. In addition, upward revisions in power and energy tariffs 
along with wage increase added to production costs. Apart from 
manufacturing, slowdown in real estate and construction 
subsectors will also affect overall industry sector growth.  
 

Signs of lower industry 
growth in FY2013 
emerging  

Power and energy 
shortages will affect 
industry growth 

Government set higher 
food distribution target in 
FY2013  

Government’s food grain 
stock was 1.2 million tons 
as of 6 March 2013 
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Figure 3. Growth of small-scale manufacturing 
production

17. The government stepped up efforts to raise industry sector 
growth. Since FY2012, the government started providing capital to 
farmers of all sugar mills. To support small and medium-sized 
enterprises (SMEs), the Bangladesh Bank, under its refinancing 
scheme, helped 31,855 entrepreneurs with credit worth Tk26.1 
billion up to 30 September 2012. The government is also building 
a new fertilizer factory. These isolated measures need to be 
guided under a coherent policy framework. The policy priorities for 
higher industry sector growth include further liberalization of the 
country’s trade regime and removing anti-export bias, modernizing 
tax regime, reforming financial sector, developing skills, 
addressing infrastructure shortages, and improving business 
climate.  
 
18. Industrial production in terms of quantum index of medium- 
and large-scale manufacturing industries rose by 10.1% during 
July–November 2012 (Figure 
2). The major industrial 
category—jute, cotton, 
apparel, and leather—grew 
by 8.0%, while chemicals, 
petroleum, and rubber 
production rose by 10.7%; 
food, beverages, and 
tobacco grew by 15.8%; 
fabricated metal products rose by 24.0%; nonmetallic products 
grew by 5.2%; paper and paper products rose by 5.3%; wood 
products including furniture declined by 5.4%; and basic metal 
products rose by 20.3%.  
 
19. The general index for small-scale manufacturing rose by 
9.5% during July–December 2012 (Figure 3). Food, beverages, 
and tobacco production rose 
by 24.1%; wood and wood 
products grew by 5.3%; metal 
products machinery rose by 
0.3%; nonmetallic products 
grew by 1.7%; and paper, 
printing, and publishing rose 
by 1.9%. On the other hand, 
production of textiles, leather 
and apparel contracted by 1.0%; chemicals, rubber, and plastic 
fell by 3.8%; basic metal industries contracted by 11.8%; and 
other manufacturing industries fell by 13.1%. 
 
 Services 
 
20. Services sector growth in FY2013 is expected to be lower 
than that in FY2012 because of the anticipated slowdown in 
industry and trade services. Notwithstanding higher growth 
expected for the agriculture sector, wholesale and retail services 

Coherent policy 
framework needed for 
boosting industry sector 

Quantum index of medium- 
and large-scale 
manufacturing industries 
rose by 10.1% during July–
November 2012  

General index for small-
scale manufacturing rose by 
9.5% during July–December 
2012   

Services sector growth to 
decelerate in FY2013  
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in rural areas will remain subdued as lower rice price will depress 
demand. Hotel and restaurant services will also remain weak. 
Telecommunications services growth will taper off due to 
expanded base. Financial services growth will remain weak 
because of slowdown in trade activities. Financial services are 
expected to expand once the recently approved commercial banks 
come into operation. Transport services will be affected by 
slowdown in export and import. Protracted unrest may affect 
services sector more than anticipated. 
  
 Economic Growth 
 
21. Bangladesh’s growth is overly dependent on two growth 
drivers—exports and remittances—making growth highly 
vulnerable to developments in the global economy. In addition, 
exports are concentrated on a few products and market 
destinations while remittance inflows are overwhelmingly 
dependent on middle-eastern sources, and are strongly influenced 
by movements in oil prices. Bangladesh needs to identify new 
growth drivers for raising its GDP growth to 8.0%, increasing 
share of manufacturing in GDP to 30%, and creating about 2.0 
million jobs annually to absorb incremental labor force.  
 
22. To expand growth opportunities, Bangladesh needs to 
diversify its export and domestic market-based manufacturing and 
modern services sectors. Bangladesh has comparative advantage 
in low and semi-skills-based activities as labor costs are low 
because of the country’s abundant labor supply. In addition, its 
advantageous geographic location—situated between two fast-
growing large economies—adds to economic competitiveness. 
Bangladesh has access to both sea and land, the former 
potentially linking to major maritime trading routes in the Indian 
Ocean while the latter allowing significant overland trading 
opportunities to countries in Southeast Asia. Bangladesh has high 
potential in export oriented sectors—in terms of both products and 
markets. Much potential are still to be realized in ready-made 
garments at the higher end of the market. Expanding market due 
to population and income growth along with integration at regional 
and subregional level indicate promises for domestic and/or 
regional market-based industries. Several activities have already 
demonstrated potential, including pharmaceuticals, shipbuilding, 
electronics, leather, home textiles, ceramics, agro-processing, 
jute, footwear, light engineering, plastic products, information and 
communication technology, and business processes outsourcing.  
 
23.  The government recently approved the National 
Sustainable Development Strategy 2011–2021, which aims to 
raise the country’s economic growth and meeting environmental 
and global economic challenges. Anchored on the sixth plan and 
Vision 2021, the strategy identified five strategic priority areas, 
including sustained economic growth, development of priority 

New growth drivers need to 
be indentified  

Export and domestic market-
based diversification needed 
to expand growth 
opportunities  

Private investment remains  

  
 
National Sustainable 
Development Strategy 
2011–2021 formulated  
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sectors, urban environment, social security and protection, 
environment, natural resources and disaster management. In 
addition, several cross-cutting areas are highlighted in the 
strategy, including good governance, gender, and disaster risk 
reduction and climate change. 
 
Inflation  
 
24. Year-on-year inflation, measured by consumer price index 
using FY1996 as the base year, declined steadily to 7.2% in 
October from 11.6% in 
January 2012, because of 
the decline in food and 
nonfood prices, and a 
substantial drop in the growth 
of government bank 
borrowing. The headline rate 
rose in the subsequent 
months, reaching 7.9% in February 2013 following the rise in 
prices of some food and nonfood items due to religious festivals, 
supply disruptions because of political unrest, and rise in power 
and fuel prices, but it was still lower than 10.4% in February 2012 
(Figure 4). 
 
25. Food inflation was 8.3% in February 2013 compared with 
8.9% in February 2012. Nonfood inflation eased more steadily, 
slowing to 7.1% in February 2013 from 13.6% in February 2012 
responding to monetary tightening by the central bank and as taka 
depreciation slowed. 
 
26. Year-on-year inflation, both food and nonfood, in urban 
areas was higher than in rural areas. In rural areas, general 
inflation was lower at 7.6% in February 2013 down from 9.8% in 
February 2012. Rural food and nonfood inflation were 7.9% and 
7.0%, respectively in February 2013 compared with 8.1% and 
13.6% in February 2012. In urban areas, general inflation stood at 
8.6% in February 2013 down from 12.1% in February 2012. Urban 
food and nonfood inflation were 9.4% and 7.6%, respectively in 
February 2013 compared with 11.0% and 13.6% in February 
2012. 
 
27. The rise in crop production, lower international food and 
commodity prices, more stable exchange rate, and strengthening 
of the central bank’s supervision are expected to tame overall 
inflation by the end of current fiscal year. 
 
Fiscal Management 
 
28. The government set an ambitious revenue target for 
FY2013 amounting to Tk1.1 trillion, of which 36% was to be 
collected from value-added tax (VAT), 31.5% from income tax, 

Inflation declined in the 
recent period because of 
the decline in food and 
nonfood prices and drop 
in government’s bank 
borrowing growth 

Both food and nonfood 
inflation declined 

Urban inflation was 
higher than rural inflation 

Overall inflation is 
expected to moderate in 
FY2013 
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12.9% from import duty and 17.8% from supplementary duty. 
National Board of Revenue 
collection of taxes during the 
first 7 months of FY2013 was 
Tk537.4 billion, up by 15.1% 
over the same period of 
FY2012 (Figure 5). The 
collection was nonetheless 
lower than the proportionate 
budget target of Tk560 
billion. Slowdown in import and domestic economic activity 
contributed to the lower revenue outturn. 
 
29. Collection from trade taxes rose by only 7.2% in the first 7 
months of FY2013 because of a slowdown in import growth. 
Revenue collection from customs duty grew by 3.7%, while VAT at 
import stage grew by 13.1% and supplementary duty by 0.9%.  
 
30. Collection from domestic indirect taxes in the first 7 months 
of FY2013 rose by 14.3%. Collection from VAT grew by 20%, 
supplementary duty by 1.2% and turn over tax grew by 9.3%. 
Collection from excise duty more than doubled, although it is 
limited to only a few products. 

 
31. Aided by ongoing reforms, revenue from direct taxes grew 
robustly by 27.5% in the first 7 months of FY2013 compared with 
the same period of FY2012. Revenue from travel tax was up by 
24.2% and other taxes rose by 66.7%. 

 
32. The government adjusted fuel and power tariffs, which 
helped lower subsidy spending and keep current spending in 
check. Lower international oil prices also helped minimize losses 
of public sector Bangladesh Petroleum Corporation, which imports 
petroleum and Bangladesh Power Development Board (BPDB), 
which uses oil to run power plants or buy power from rental plants 
using fossil fuels. Government borrowing to finance subsidies also 
fell as a result.  
 
33. With 44% utilization rate in the first 8 months of FY2013, 
ADP implementation remains lower than target (Figure 6), 
although it is 6 percentage 
points higher than that during 
the corresponding period of 
the previous year. Of the 
total, 68.1% was financed 
from domestic sources, while 
the rest came from foreign 
aid. Utilization of foreign aid 
was higher (36%) than in the first 8 months of the previous year 
(26%). 
 

Revenue collection is 
behind target 

Collection from trade taxes 
rose by only 7.2% during 
July–January of FY2013   

VAT performed better than 
other domestic indirect 
taxes  

Income tax collection grew 
by 27.5%  

44% of total ADP utilized in 
the first 8 months of FY2013  
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34. Of the total 53 ministries and/or divisions, top 10 ministries 
and/or divisions received 72% of total allocation. They together 
used 50% of total ADP. The Power Division received 14% of total 
ADP, and during the first 8 months of the current fiscal year, it 
used 61% of total allocation. The other notable performers are: 
Primary and Mass Education Ministry (8% of total ADP allocated) 
54%, Local Government Division (19% of total ADP allocated) 
57% and Education Ministry (5% of total ADP allocated) 52%. Of 
the weak performers, the Health and Family Welfare Ministry (7% 
of total ADP allocated) utilized only 34%, Railway Ministry (6% of 
total ADP allocated) 28%, Industries Ministry (3% of total ADP 
allocated) 22%, Energy and Mineral Resources Division (3% of 
total ADP allocated) 45% and Water Resources Ministry (4% of 
total ADP allocated) 37%. 
 
35. The lower than targeted spending helped keep fiscal deficit 
under control (Figure 7).  
Financing from domestic 
sources constituted 45.2% of 
total deficit financing in the 
first half of FY2013 and net 
foreign financing accounted 
for the remaining 54.8%. 
Government borrowing from 
the banking system during 
this period was lower compared with the previous year. 
Government borrowing from nonbank sources was slightly higher.  
 
Monetary and Financial Developments 
 
36. In conducting monetary policy, Bangladesh Bank relied 
mostly on open market operations through regular auctions of 
treasury bills with adjustments in their yields, and in repo and 
reverse repo rates to regulate liquidity growth in the banking 
system. Taking advantage of falling inflation, the Bangladesh 
Bank, through its January 2013 monetary policy statement (MPS), 
adopted a more accommodative monetary policy stance with a 
view to spurring growth. Effective 1 February 2013, Bangladesh 
Bank lowered both repo and reverse repo rates by 50 basis points 
each. The weighted average yield on 91-day treasury bills was 
9.7% in February 2013, down from 11.0% in February 2012. 
Although the yields on 182-day bills declined to 11.0% from 
11.2%, the yields on 364-day bills rose to 11.5% from 11.3% 
during the same period. After nearly 2 years, in November 2012, 
Bangladesh Bank resumed auction of its 30-day bills.  
 
37. Broad money (M2) growth slightly moderated to 19.0% 
year-on-year in December 2012 (Figure 8), from 19.1% in 
December 2011, although it remained higher than the annual 
program target of 17.7%. The higher than targeted M2 growth is 
driven by the high growth in net foreign assets (48.6%, compared 

ADP utilization varied 
between top 10 ministries 
and/or divisions 

External aid accounts for 
54.8% of deficit 
financing, lowered 
domestic borrowing  

 
Bangladesh Bank adopts 
a more accommodative 
monetary policy   
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Figure 9. Growth of reserve money

with the 5.3% decline in December 2011) because of the decline 
in import payments and higher remittance inflows. Because of 
lower credit demand from the 
government, domestic credit 
growth moderated to 14.6% 
from 25.9% during the same 
period, and also remained 
lower than the FY2013 target 
of 18.9%. Growth in net 
credit to the government 
declined sharply to 6.8% in 
December 2012, compared with 73.5% in December 2011. The 
growth in private credit also slowed, and remained lower than the 
annual target (16.6%, against the target of 18.5% and actual 
growth of 19.4% a year earlier).  
 
38. Reserve money grew by 15.6% year-on-year in December 
2012 (Figure 9), higher than 12.8% in December 2011, because of 
the sharp rise in the central bank’s net foreign asset growth 
(48.2%, compared to 6.3% 
decline in December 2011) 
aided by the strong 
remittance growth and lower 
import payments. But the 
growth in reserve money was 
lower than the annual target 
of 16.1% due to sharp fall 
(41.6%) in net domestic 
assets of Bangladesh Bank in December 2012 compared with the 
high growth of 75.5% in December 2011, due to the decline 
(15.7%) in net claims on the government. The reserve money 
multiplier rose to 5.3 at the end of December 2012, from 5.1 at the 
end of December 2011. 
 
39. The interbank call money rate remained stable because of 
the central bank’s regular monitoring of the day-to-day liquidity 
position in the money market. On a weighted average basis, the 
interbank call money rate was 9.1% in February 2013, down from 
15.0% in June 2012.  
 
40. The tighter monetary policy earlier followed by the central 
bank had little impact on the banking system’s liquidity position as 
excess liquidity remained high at Tk579.9 billion at the end of 
December 2012, from Tk456.8 billion at the end of June 2012. 
The higher lending rates of commercial banks and sluggish 
business environment reduced demand for credit, contributing to a 
buildup of excess liquidity in the banking system. The outstanding 
borrowing of the government through sales of national savings 
directorate certificates rose to Tk640.9 billion at the end of 
December 2012, from Tk637.7 billion a year earlier, slightly 

Excess liquidity in the 
banking system remained 
high 

Weighted average 
interbank call money rate 
remained stable   

Reserve money 
growth rose 

Money supply growth 
remains higher than the 
annual target   
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Figure 11. Disbursement of term loans by banks 
and nonbank financial institutions

offsetting the decline in net credit to the government from the 
banking system.   
 
41. The weighted average lending rate rose to 13.8% at the 
end of December 2012 (Figure 10), from 13.0% at the end of 
December 2011. The deposit 
rate also rose to 8.5%, from 
7.6% in the same period, 
becoming positive in real 
terms because of lower 
inflation. The interest rate 
spread of the banking system 
declined marginally to 5.3% in 
December 2012 from 5.5% in December 2011, indicating 
continuing inefficiencies and market segmentation in the current 
banking system.  
 
42. The disbursement of industrial term lending stood at 
Tk97.2 billion during July–
September 2012 (Figure 11), 
30.7% higher than the year 
earlier period. Disbursement 
to large-scale industries 
(63.6% of total industrial term 
lending) rose by 23.2%, 
medium-sized industries 
(29.9% of total funds) by 55.0%, and small and cottage industries 
by 15.8%. 
 
43. Financial institutions exended more loans to two priority 
sectors—agriculture and SMEs—in line with Bangladesh Bank’s 
policy directives. Of the Tk141.3 billion targeted for credit 
disbursement to agriculture and nonfarm rural activity, Tk77.2 
billion (54.7% of total target) was disbursed during the first 7 
months of FY2013, with a growth of 15.7% over the corresponding 
period of FY2012. Similarly, outstanding loans to SMEs reached 
Tk1.0 trillion in September 2012, representing 27.6% growth over 
September 2011. The ratio of SME loans to total loans in the 
banking system rose to 22.8% in Sepetmeber 2012, from 21.2% in 
September 2011. Bangladesh Bank set for 2013, a Tk722.0 billion 
SME loan disbursement target (22.4% higher than 2012), for local 
and foreign banks and nonbanking financial institutions. 

 
44. The January 2013 MPS seeks to ensure sufficient credit 
flows for productive investments, while limiting share of consumer 
credit. MPS also aims to further dampen inflation and avoid asset 
price bubbles. MPS revised its June 2013 monetary program 
target with a broad money growth target of 17.7% and a private 
sector credit growth of 18.5%. MPS aims to minimize excessive 
volatility of the exchange rate through regularly reviewing 
instruments and targets. Strengthening monetary policy 

Disbursements rose for 
industrial term loans 

Interest rate spread 
narrowed marginally   

Loans for agriculture 
and SMEs rose 
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Figure 13. Growth in exports and components
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transmission by improving market mechansims for a strong 
domestic debt management system is another priority area under 
MPS.        
 
45. Financial soundness indicators show weakened 
performance for the banking system, especially in recent months. 
The ratio of gross nonperforming loans (NPLs) to total loans in the 
banking system rose to 
10.0% at the end of 
December 2012 (Figure 12), 
from 6.1% at the end of 
December 2011. While the 
gross NPL ratio for state-
owned commercial banks 
rose to 23.9% at the end of 
December 2012 from 11.3% 
at the end of December 2011, the gross NPL ratio for private 
banks rose from 3.0% to 4.6%, and for specialized banks, from 
24.6% to 26.8%. Gross NPL ratio for foreign banks rose 
marginally to 3.5%, from 3.0% during the same period. The net 
NPL ratios for all banks rose from 0.7% at the end of December 
2011 to 4.4% at the end of December 2012. Although the banking 
sector made progress in complying with Basel II requirements, 
credit and market risks and global economic shocks could still 
pose challenges. The central bank’s supervisory capacity over 
financial institutions needs to be strengthened and capacity to 
deal with credit risks related issues needs to be enhanced.   
 
Balance of Payments 
 
46. After growing slowly year-on-year by 2.1% in the first 
quarter of FY2013, exports rose by 7.0% in the first half of 
FY2013. Export registered 9.4% growth in the first 8 months of 
FY2013 (Figure 13), 
compared with 13.1% in the 
year earlier period. Export 
growth could not pick up 
significantly as weak 
consumer confidence in 
eurozone due to sovereign 
debt woes and financial 
deleveraging and modest recovery in the US economy continue to 
depress demand for low-end garment products from Bangladesh. 
The fall in per unit prices has also been contributing to slower 
growth of export receipts. Export growth is expected to be slower 
in the remainder of FY2013.  
     
47. Ready-made garment exports—accounting for about 
80.0% of total export earnings—grew by 10.1% in the first 8 
months of FY2013, down from 15.1% during the same period of 
FY2012. While exports of woven garments rose by 13.4%, export 

 
Garment exports rose by 
10.1%  

Financial soundness 
indicators weakened  

Exports grew by 9.4% 
during the first 8 
months of FY2013 
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earnings from knitwear grew by 6.9%. Garment export to the 
European Union grew by 7.5% and to the US, by 7.0%. While 
woven exports to the European Union rose by 15.7%, knitwear 
exports rose slowly by 1.9%. On the other hand, woven exports to 
the US grew by 6.8%, knitwear exports rose by 7.6%.  
 
48. Among other major export items, earnings from agricultural 
products (28.5%), jute goods (17.1%), leather (11.5%) and 
engineering products (8.1%) maintained notable growth, although 
export earnings from most other items declined: frozen food 
(17.1%), chemical products (7.9%), and raw jute (10.0%). 

 
49. Export earnings from the newly discovered markets rose 
briskly in the recent months. During the first 8 months of FY2013, 
export earnings from 13 countries5 grew by 22.0% to $3.8 billion, 
which was 21.9% of total export earnings. During the same period, 
export earnings from the European Union grew by 6.6% to $9.0 
billion (52.0% of total export earnings) and from the US by 4.7% to 
$3.5 billion (20.0% of total). Similarly, garment exports earnings 
from 14 countries6 grew by 24.3% to $2.1 billion (15.3% of total 
garment export earnings), whereas garment export earnings from 
the European Union and the US grew by 7.5% and 7.0%, 
respectively.     
 
50. Several factors point to challenges in attaining the annual 
export target of $28.0 billion (15.3% growth over FY2012). In view 
of the weak global economic environment, the reduction in profit 
margins due to lower per unit garment prices and higher 
production costs caused by high interest rates and power tariffs 
could place garment exporters at a disadvantage. Recent real 
appreciation of the taka will lower the export competitiveness of 
Bangladesh in the world market. Political unrest may disrupt the 
production and distribution chains, especially of export-oriented 
industries.  
 
51. Import payments (recorded by customs) declined by 3.3% 
during July–January of FY2013 (Figure 14) over the 
corresponding period of 
FY2012 due to a sharp 
decline in imports of capital 
machinery, fertilizer, and 
consumer goods. Lower 
export growth reduced the 
import of inputs for export 
industries; the decline in 
commodity prices in the world market and the central bank’s 
monetary tightening measures also contributed to slower growth 

                                                 
5 These are United Arab Emirates; Australia; Brazil; Canada; the People’s Republic of China; Hong Kong, China; 
India; Japan; Republic of Korea; Russian Federation; Saint Barthelemy; Thailand; and Turkey.  
6 Adding South Africa to the aforementioned 13 countries.  

Achieving the annual 
export target will be a 
challenge  

Imports rose by only 3.3% 
during July–January of 
FY2013 
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Figure 16. Workers' remittances
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Figure 17. Overseas employment growth

of import payments. Weak investment environment is evidenced 
by the 7.3% decline in capital 
machinery imports. In 
addition, foodgrain imports 
dropped by 52.9% because of 
the larger domestic food 
stock, especially in the public 
sector. Imports of consumer 
goods also fell sharply by 
20.0%, reflecting subdued 
consumer demand. Among consumer goods, imports of edible oil 
fell by 16.4% and sugar by 44.6%. Among intermediate goods, 
high or moderate growth was maintained for imports of raw cotton 
(20.9%); textile and articles thereof (10.4%); iron, steel, and other 
base metals (9.9%); and yarn (9.4%). However, the import of 
fertilizer declined sharply by 24.7%, while petroleum products 
import rose by only 1.4%.    
 
52. During the first 7 months of FY2013, the total value of 
import L/Cs opened fell by 4.3% (Figure 15) because of a decline 
in L/Cs for industrial raw materials (2.1%), petroleum products 
(15.2%) and other consumer products (21.3%). L/Cs rose for 
import of capital machinery (by 9.7%), food grain (by 12.6%) and 
for intermediate goods (by 9.9%).       
 
53. Remittance inflows grew significantly since the beginning 
of FY2013. During the first 8 months of FY2013, Bangladeshi 
overseas workers remitted 
$9.9 billion, 17.4% (Figure 
16) higher than the year 
earlier period. Remittance 
inflows from all major sources 
gained momentum. During 
the first 8 months of FY2013, 
remittance inflows from Saudi 
Arabia grew by 13.6%, United Arab Emirates by 24.6%, the US by 
23.2%, and Malaysia by 19.6%. Remittances from Kuwait declined 
by 0.7%.   
 
54. Overseas jobs for Bangladeshi workers fell sharply by 
31.8% in the first 8 months of 
FY2013 (Figure 17) indicating 
likely slowdown in remittance 
inflows in the remaining 
months of FY2013. A total of 
303,487 Bangladeshis found 
jobs abroad in the aforesaid 
period, compared with 
444,744 in the corresponding period of FY2012.   
 

Import letters of credit 
declined  

Remittance inflows grew 
by 17.3% during the first 
8 months of FY2013 

Overseas employment 
growth for Bangladeshi 
workers fell sharply 
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55. Net foreign direct investment (FDI) inflows into Bangladesh 
and net foreign assistance rose significantly since the beginning of 
FY2013. Net FDI rose to $875.0 million in the first 7 months of 
FY2013, up from $780.0 million during the same period of 
FY2012. Net foreign assistance grew sharply to $870.8 million in 
the first 7 months of FY2013, up from $550.4 million in the year 
earlier period. FDI into Bangladesh remains very low. To attract 
higher FDI in the infrastructure sector, improved business climate 
and greater private participation in infrastructure development, 
including through public–private partnerships is needed.   
 
56. Trade deficit narrowed to $4.3 billion in July–January of 
FY2013, from $6.1 billion in July–January of FY2012 because of 
the decline in imports. Despite higher services and primary 
income deficit compared with the same period a year earlier, the 
higher growth in workers’ remittances and lower trade deficit 
raised the current account to a surplus of $821.0 million, up from a 
deficit of $1.3 billion in the corresponding period of FY2012.   
 
57. The combined capital and financial accounts recorded a 
surplus of $2.1 billion during July–January of FY2013, compared 
with the surplus of $2.0 billion in July–January of FY2012 because 
of higher FDI and medium- and short-term loans. As a result, the 
overall balance showed a surplus of $2.9 billion in July–January of 
FY2013, a significant rise from the deficit of $813.0 million in the 
corresponding period of FY2012. 
 
58. Gross foreign exchange reserves of Bangladesh Bank rose 
to $13.8 billion (just over 4 months of imports) at the end of 
February 2013, from $10.1 
billion a year earlier (Figure 
18). The decline in import 
payments along with growth 
in export receipts, larger 
growth in remittances and 
foreign aid inflows helped in 
raising foreign exchange 
reserves. To prevent the taka from appreciating and eroding 
Bangladesh’s export competitiveness, Bangladesh Bank also 
purchased foreign exchange from the commercial banks.  
 
Exchange Rate 
 
59. The weighted average 
nominal (taka–dollar) 
exchange rate nonetheless 
appreciated from Tk84.4 to a 
dollar at the end of January 
2012 to Tk79.2 to a dollar at 
the end of January 2013 (an 
appreciation of about 6.6%) 

Both nominal and real 
effective exchange rates 
appreciated  

Gross foreign exchange 
reserves rose  

FDI and foreign aid into 
Bangladesh grew in 
FY2013 

Overall balance shows a 
significant rise 

Current account moved to 
a surplus because of 
higher growth in 
remittances and lower 
trade deficit  
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(Figure 19) because of the excess supply of foreign exchanges in 
the market. The taka had depreciated mostly in the late 2011 and 
early 2012, due to higher import demand especially for fuel 
imports to run fuel-based power projects, and lower remittance 
growth. In January 2013, the nominal effective exchange rate 
appreciated by 6.1% year-on-year as imports fell but exports and 
remittances grew—the latter quite strongly. Because of the higher 
nominal appreciation and higher domestic inflation relative to that 
of the trading partners, Bangladesh’s real effective exchange rate 
appreciated by 9.1% year-on-year in January 2013, indicating 
some loss in export competitiveness.     
 
Capital Market 
 
60. Major stock market indicators showed significant volatility 
since the beginning of FY2013, with notable price corrections. The 
Dhaka Stock Exchange (DSE) general index fell by 13.8% by end 
February 2013 from the level 
at end February 2012 (Figure 
20), reaching 4,047.23 
points. The market price–
earnings ratio declined from 
12.0 in February 2012 to 
11.5 in February 2013, 
reflecting continuous price 
corrections in the market. 
Despite the listing of 10 new companies in FY2013, DSE market 
capitalization declined by 3.6% by end February 2013, from the 
level in end February 2012. Foreign portfolio investment during 
July–January of FY2013 was $130.0 million, down from $151.0 
million in the same period of the preceding year.   
  
61. The Chittagong Stock Exchange (CSE) selective 
categories index largely 
followed the trends similar to 
the DSE index. The CSE 
index fell by 8.7% by end 
February 2013 from end 
February 2012 level (Figure 
21), and CSE market 
capitalization declined by 
3.7% between the two 
periods.  
 
62. Since 28 January 2013, DSE, with assistance from 
Standard and Poor’s, has introduced two float-adjusted market 
capitalization based price indices – DSE Broad Index (DSEX) and 
DSE-30 Index (DS30). January 17, 2008 is the base date for both 
indices, based on which, opening values of DSEX and DS30 were 
4,055.9 and 1,460.3, respectively, on 28 January 2013. The DSEX 
reflects 97% of the total market capitalization, and has replaced 

Major stock market 
indicators remained 
subdued  

DSE introduced a 
new benchmark 
index, DSEX, based 
on free-float method 
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Figure 20. Dhaka Stock Exchange: Market 
capitalization and general index
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the DSE General index (DGEN). The DS30, reflects around 51% 
of the total market capitalization, having replaced the blue-chip 
index i.e. DSE-20.  
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