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Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 
 
1. The finance sector in Bangladesh is diverse, dominated by banks, and oriented towards 
short-term finance. It has a large degree of state involvement. The sector comprises the money 
and capital markets, insurance, and microfinance. In addition to Bangladesh Bank, the central 
bank, there are 4 state-owned commercial banks (SCBs), 5 specialized banks, 30 domestic private 
commercial banks, 9 foreign commercial banks, and 29 nonbank finance institutions. The 
Microcredit Regulatory Authority has licensed 298 microcredit organizations. While Bangladesh 
Bank has regulatory and supervisory jurisdiction over the entire banking sector and nonbank 
finance institutions, the Securities and Exchange Commission exercises similar functions over 
stock exchanges and merchant banks. 
 
2. Banks. The finance sector is dominated by banks, with 48 banks holding 90% of the 
sector’s total assets. SCBs hold 28% of the country’s bank deposits. Although the financial 
soundness indicators of the finance sector have improved and are generally favorable, the high 
nonperforming loan (NPL) ratio,2 especially of SCBs, remains a concern. The NPL problem of the 
banking subsector can be traced to priority lending to loss-making state-owned enterprises in the 
past, a deficient legal and debt-recovery framework, weak loan screening and supervision, bank 
officials’ lack of accountability, and a frail credit culture. 
  
3. The Government of Bangladesh launched a finance sector reform program in 1990, 
pursuing legal, policy, and institutional reforms to improve financial intermediation and more 
efficiently allocate financial resources. The thrust of the reform program is to create an environment 
for better governance and regulation and improve the ability of bank owners, managers, and 
regulators, as well as markets, to bring it about. Good progress has been made under the reform 
program in deregulating interest rates, strengthening prudential regulations, enhancing the 
capacity of the central bank, and fostering competition with the entry of more private banks. Less 
progress has been made in reforming SCBs or developing institutions for speedy loan recovery. 

4. Capital market. Despite recent improvements, Bangladesh’s capital market remains at a 
nascent stage of development. Bangladesh lacks a well-articulated regulatory framework to 
provide oversight and investor protection or to ensure disclosure, accounting standards, and 
governance as required. The market is dominated by two stock exchanges, one in Dhaka and the 
other in Chittagong. The market capitalization of the Dhaka Stock Exchange was 87% higher in 
November 2010 than a year earlier, reflecting the listing of new companies and a rapid rise in 
share prices. The Chittagong Stock Exchange index rose by 166% in the same period. In January–
February 2011, a technical correction in equity prices began, contributing to rapid outflows from the 
capital market and to unrest among a number of capital market investors. The process of 
correction continued until late into the year. The boom-and-bust experience of 2010 and 2011 
illustrates the close links between stock market performance and finance sector stability. 

5. Despite rapid growth in 2010, Bangladesh has the lowest ratio of market capitalization to 
gross domestic product in South Asia. The capital market enjoys little market supervision, and 

                                                 
1 This summary assessment is based on existing ADB knowledge products and government’s Sixth Five-Year Plan 

(footnote 3).  
2 The gross weighted average NPL ratio for all banks in March 2011 was 7.3%, and SCB’s NPLs accounted 14.8% of 

total loans. 
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major market players like stock exchanges, brokers, dealers, and asset managers have limited 
capacity. At present, the owners of the two exchanges also trade on their own account, which can 
cause conflicts of interest. Transparency is poor, and there is inadequate disclosure both in trading 
and in the quality of information provided for listed companies. Frequent changes in regulatory 
policies and the introduction of commercial banks into merchant banking have contributed to 
market uncertainty. Delays in privatizing state-owned enterprises, high listing costs, the 
predominance of closely held and family-managed firms, and few initial public offerings leave a 
dearth of high-quality equity on the exchanges.  

6. Bond market and infrastructure finance. Debt markets in Bangladesh need to be 
developed for financing long-term capital investments, including economic infrastructure. The 
development of an active market for corporate debt, mutual funds, and other financial instruments 
is necessary where both banks and nonbank finance institutions can play the role of large 
investors. The bond market is in its infancy, as fixed-income securities came into existence only in 
1987 with the flotation of debentures by two companies. The trading of government treasury bonds 
started only in December 2005 on the Dhaka Stock Exchange. Government securities and savings 
instruments account for almost all nonbank debentures issued in the country. A well-functioning 
money market is critical to developing the corporate debt market, as it provides an anchor at the 
short end of the liquidity curve to serve as a benchmark for pricing other debt securities. 

7. Debt clearing and settlement infrastructure. Sustaining growth in the debt market 
requires the smooth delivery of securities and settlement of trades. Credible and secure electronic 
clearing and settlement arrangements need to be implemented for debt securities. While the 
introduction of electronic transactions in the Dhaka and Chittagong stock exchanges has improved 
trading, the more efficient simultaneous transfer of fund and securities would contribute to ensuring 
market liquidity. The issuance of government securities comes under the purview of the 
Bangladesh Bank, and the trading of securities is regulated by the Securities and Exchange 
Commission, which indicates a need for clearer regulatory coordination.  

8. Small and medium-sized enterprises. Small and medium-sized enterprises (SMEs) 
account for 40% of gross manufacturing output and 80% of industrial employment, notably many 
poor workers and women in the garment sector. SME development is hampered by various 
constraints including (i) a dearth of medium- to long-term credit; (ii) limited access, relative to larger 
enterprises, to market opportunities, technology, expertise, and information; (iii) failure to consider 
women as a distinct target group; and (iv) weak capacity among SME entrepreneurs in business 
management. Relatively high interest rates and collateral requirements are major hurdles for SME 
entrepreneurs. While adequate liquidity is available for medium- and short-term loans, SMEs also 
require larger loans with longer maturities.  

9. Public–private partnerships. Attracting long-term financing from the private sector for 
major infrastructure investments is central to the government’s infrastructure development plans. 
The government approved a new public–private partnership (PPP) policy and strategy in August 
2010. The government has allocated a budget for PPP viability gap and project development 
funding and has created an infrastructure financing fund. However, these new institutional 
arrangements and financing vehicles need to be made operational, including building PPP skills 
and capacity in line ministries. 
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2. Government’s Sector Strategy 

10. The Sixth Five-Year Plan, FY2011–FY2015 recognizes that finance sector performance is a 
major determinant of private sector growth in a market economy.3 The plan emphasizes 
strengthening prudential regulations and improving the supervision and oversight capacity of the 
central bank. It recognizes the importance of greater private sector involvement in banking and the 
capital market and of fostering prudential soundness by reducing the nonperforming assets of the 
SCBs. The plan emphasizes developing an inclusive strategy to provide the poor and vulnerable 
groups access to credit. Special programs will continue to be supported to provide credit to 
farmers, SMEs, and women entrepreneurs, as well as to cooperate with microcredit and social 
enterprises. 

11. The plan recognizes that restructuring the finance system by streamlining the operation of 
SCBs is central to macroeconomic stability and financing private sector-led growth. The plan 
stresses that the capital market must be developed to raise funds cost-effectively. The government 
is addressing credit constraints on investors by developing term finance instruments and 
institutions, establishing a new agency for loan recovery, promoting lease financing, and paying 
special attention to the financing needs of SMEs and women entrepreneurs. 

3. ADB Sector Experience and Assistance Program 

12. The Asian Development Bank (ADB) has focused on the capital market and SME 
development in Bangladesh. Initially, ADB played a significant role in promoting the development 
of a leasing industry in Bangladesh. Since 1990, ADB has increased its direct assistance to the 
poor by supporting microcredit and has taken on a specialist role in promoting reform of the capital 
market, with an emphasis on the securities market. 

13. In 2004, ADB assisted the government with an SME sector development program to 
strengthen the policy environment for SMEs, improve access to finance, and provide related 
support and capacity building, followed by another project loan for SME financing in 2009 and 
technical assistance (TA) to promote women entrepreneurship. In 2006, an Improvement of Capital 
Market and Insurance Governance Project was approved,4 and, subsequently in 2008, ADB 
approved a 'public–private infrastructure development facility project to meet the need for financing 
large-scale infrastructure.5 In 2010, TA was approved to help the government operationalize its 
new PPP policy and strategy. 

14. The World Bank focuses on bank restructuring and capacity building in Bangladesh Bank, 
while the International Monetary Fund assists macroeconomic, monetary, and fiscal management. 
This has complemented ADB support to the capital market. ADB and the World Bank have 
cooperated closely in policy dialogue to expedite bank restructuring. A clear lesson from ADB 
support for financial market reform is that strong commitment by the government and other 
stakeholders, including the private sector, is a prerequisite for the success and sustainability of 
policy and institutional reforms. 

                                                 
3  Government of Bangladesh, Planning Commission, Ministry of Planning. 2011. Sixth Five-Year Plan: FY2011–FY2015. 

Dhaka. 
4  ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Technical Assistance 

Loan to the People’s Republic of Bangladesh for the Improvement of Capital Market and Insurance Governance. 
Manila. Loan 2232-BAN, for US$ 3 million, approved on 9 March. 

5 ADB. 2008. Report and Recommendation of the President to the Board of Directors: Proposed Loans and Technical  
Assistance Grant to the People’s Republic of Bangladesh for the Public–Private Infrastructure Development Facility. 
Manila. Loan 2253/54-BAN, for US$ 165 million, approved on 2 October. 
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15. The main objective of ADB finance sector assistance during the country partnership 
strategy (CPS) period is to help transform the finance sector and, in particular, the capital market 
into an effective source of financial services to support economic development and improve access 
to finance. ADB will continue to concentrate its public sector assistance on the capital market and 
infrastructure finance in this CPS period. It will take part in financing projects that address 
infrastructure deficiencies by providing scarce long-term debt financing for private sector-
sponsored infrastructure projects and promoting installations using renewable energy such as 
biomass. While ADB’s public sector operations will continue to play a role in improving access to 
finance, ADB’s broader support for private sector development will include nonsovereign and 
private sector lending in a number of indicative areas including microfinance and financing 
housing, clean energy development, infrastructure, trade, SMEs, and private equity funds. 

16. The emphasis of ADB support will be on helping the government to improve the credibility 
of finance markets by enhancing capital market infrastructure and governance. ADB will remain 
focused on supporting the development of the domestic bond, securities, and debt market by (i) 
advising on rationalizing related laws, rules, and regulations; (ii) enhancing regulatory and 
supervisory capacity and improving enforcement; (iii) strengthening market and support 
infrastructure; (iv) creating an enabling environment and fostering the issuance of high-quality 
securities and corporate bonds; (v) promoting the development of sources of institutional 
investment, particularly mutual funds and venture capital; and (vi) developing the secondary 
market for securities. ADB's support for capital market development will be reinforced by 
supporting improved monetary management and systemic financial risk assessment. ADB’s near-
term assistance will support integrating existing market surveillance and early warning systems, as 
well as a time-bound action plan for demutualizing the two stock exchanges. 

17. Assistance will be provided during the CPS period through a series of capital market 
development programs scheduled for 2012 and tentatively for 2015. Capacity-building TA will be 
provided to Bangladesh Bank, the Ministry of Finance, the Planning Commission, and the 
Securities and Exchange Commission to assist in ensuring macroeconomic stability, improving 
financial market governance, and strengthening the regulation of the equities market and corporate 
bond market. The development of new instruments for infrastructure financing will be supported. 
This will include assistance to develop financing arrangements and model projects suitable for PPP 
financing; providing additional financing support through the Public–Private Infrastructure 
Development Facility; and, depending on demand, supporting local currency bond issues and 
nonsovereign operations. Particular emphasis will be placed on helping the government develop 
the institutional architecture for implementing its new PPP policy to create an enabling environment 
for attracting private investment in infrastructure development. 

18. ADB will closely monitor the development of the finance sector, in particularly the capital 
market, and adopt a flexible approach to assistance to maximize results. Stakeholders will be 
consulted on bond and debt market initiatives. Outputs, progress achieved, and lessons drawn 
from the implementation of the TA loan for governance improvements in the capital market will 
guide the design of future finance sector support. The sector results framework will be monitored 
through country portfolio reviews, CPS reviews, and reviews of ongoing projects. 
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 Loss of economic 

productivity 
Continuing poverty and 

income inequality 
Reduced economic 

growth 

Absence of a healthy and efficient finance system and 
lack of legal, political, and institutional reform 

Finance sector 
dominated by banks 

High cost and 
relatively scarce 
long-term funds 

Lack of 
development of 
securities and 
long-term debt 

market 

Weak 
enforceability of 

mortgage 
collateral

Weak institutional capacity 

Banks and 
nonbank 
financial 

institutions

Weak institutional 
capacity to 

develop policy 
and plan 

Lack of 
accelerated 

reforms 

Microfinance 

Microfinance 
institutions lack 

adequate capacity 
management skills 

Regulatory 
compliance 

needing to be 
improved 

Financing not 
always adequate 

Process of financial intermediation and  
efficient allocation of financial resources 

Deficient legal framework High number of 
nonperforming loans 

Capital market  
 

Lack of well-
articulated 

framework to 
provide oversight 

and protection 

Equity orientation  

Limited number of 
listed securities and 

few initial public 
offerings 

Poor transparency 
and inadequate 

disclosure 

Insurance 

Insurance market 
small and enjoying 

little public 
awareness 

Defaults in settling 
claims and 
predatory 

practices among 
participants

Dominated by two 
state-owned 
companies  

Problem Tree for Finance Sector 

Dearth of 
medium- to 

long-term credit

Limited access 
to market 

opportunities 
and technology

Housing finance  Small and 
medium-sized 

enterprises

Asset quality of 
the commercial 
loan portfolio 

scrawny 

Deficient legal and 
debt recovery 

framework 

Lack of 
accelerated 

reforms 

Directed lending 
and frail credit 

culture 

Failure to 
consider 

women as a 
distinct targeted 

group

Lack of well-
organized bond 

and debt markets 

Lack of 
information and 
transparency in 
interest rates 

Lack of adequate 
financial 

instruments to 
mitigate liquidity 
and interest rate 

risks and maturity 
mismatch  

Weak capacity 
in small and 

medium-sized 
enterprise 

entrepreneurs 
to manage 
businesses

Relatively high 
cost of capital  



        

 

6  
Sector Results Framework (Finance, 2011–2015) 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 
Sector Outcomes 
with ADB 
Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing ADB 
interventions 

Main outputs 
Expected from ADB 

Contribution 
More efficient capital 
market for private sector 
enterprises 

Equity market 
capitalization growing by 
20%–30% by 2015 over 
2010 baseline of 36% of 
gross domestic product 

Better-governed and 
stable capital and bond 
markets; availability of 
financing for small, 
medium, and large 
infrastructure projects and 
renewable energy 
programs 

Greater investor 
confidence  
 
Reliable benchmarks 
established for 
government bond market 
 
Long-term government 
bonds issued  
 
Infrastructure projects 
financed under public–
private partnerships 

Planned key activity areas 
Capital market development, 
supporting reforms for strengthening 
capital market policy, improving 
market governance, strengthening 
regulatory enforcement, and 
infrastructure financing through the 
bond market  

 Pipeline 
Second and Third Capital Market 
Development Program ($75 million and 
$100 million) 
Second and Third Public–Private 
Infrastructure Development Facility 
($135 million and $275 million) 
Ongoing: 
Improvement of Capital Market and 
Insurance Governance Project ($3 
million) 
Small and Medium-Sized Enterprises 
Sector Development Project ($76 
million) 
Public–Private Infrastructure 
Development Facility ($165 million) 
TA: Assistance to the Privatization 
Commission ($0.15 million) 
TA: Financial Markets Governance 
Program ($0.55 million) 
TA: Developing Inclusive Insurance ($2 
million) 
 

Better governed capital 
market   
 
Government bond market 
developed 
 
Easier access to finance 
for small and medium-
sized enterprises, with 
15% of the finance for 
women entrepreneurs 
 
Financing available for 
small, medium, and large 
infrastructure projects and 
renewable energy 
programs 

TA = technical assistance. 
Source: Asian Development Bank. 


