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MACROECONOMIC DEVELOPMENTS 
 
Highlights 

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

lower in FY2012 because of slower growth in exports and 
weak domestic demand 
 

• Macroeconomic management came under intense 
pressure as inflation rose rapidly, subsidies surged and 
foreign exchange reserves depleted 
 

• Inflation has been rising, with nonfood inflation rising faster   
 

• Large expansion in subsidy spending put pressure on 
budget and caused large growth in government’s bank 
borrowing  
 

• Reserves and exchange rate came under pressure as 
import payments outpaced export and remittance receipts, 
and foreign financing declined  

 
• Closer coordination among monetary, fiscal, and exchange 

rate policies is needed to enhance macroeconomic stability  
 

• Quality of infrastructure in Bangladesh is low  
 

• Bangladesh needs to raise investment to over 30% of GDP 
to attain higher economic growth and reduce poverty more 
quickly 

 
Sector Performance and Economic Growth 
 
1. GDP growth at 6.7% in FY2011 was higher than the 6.1% 
growth in FY2010. The growth was supported by strong export 
growth, surge in private credit, and good weather conditions. All 
sectors—agriculture, industry, and services—performed well, with 
industry’s performance being the most impressive.   
 
2. Growth in FY2012 is expected to be lower than that in the 
previous year because of the slowdown in export growth and 
weaker domestic demand. Macroeconomic management came 
under more intense pressure since the beginning of the fiscal 
year. Inflation rose rapidly, and posed a major policy challenge. 
Budgetary allocations for subsidies on fuel, fertilizer, and 
electricity surged, mostly financed by bank borrowing, as revenue 
growth moderated and foreign financing declined. Imports, aided 
by easy credit conditions, outpaced export and remittance 
receipts. The need to import large quantities of fuel to run the 
rental power plants and the rise in commodity prices in the 
international market contributed to the higher import bill. This put 
pressure on the reserves and taka substantially depreciated.    
 

Higher GDP growth was 
attained in FY2011 

Growth in FY2012 is 
expected to be lower 
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3. To enhance macroeconomic stability, closer coordination 
between monetary, fiscal, and exchange rate policies is essential. 
Inflationary pressures need to be dampened, subsidies contained, 
and foreign reserves replenished. The rapid growth in money and 
credit over the past several years needs to be slowed to contain 
inflationary pressures. Inflation in FY2011 rose to 8.8%, which is 
considerably higher than the average of 7.7% over the preceding 
5 years. Spending on subsidies needs to be curtailed by adopting 
market-based pricing policies for fuel and electricity and allowing 
domestic prices to adjust to international prices. This will limit 
fiscal burden and also restrict money and domestic credit growth 
by reducing bank borrowing. Revenue–GDP ratio at 11.6% in 
FY2011, has improved over the average of 10.7% in the previous 
5 years. Revenue collection needs to be boosted to support higher 
public spending for infrastructure and human resource 
development. Addressing capacity constraints in line agencies is 
critical for higher annual development program (ADP) 
implementation.  
 

Agriculture 
 
4. Agriculture grew strongly by 5.0% in FY2011, although 
slightly lower than 5.2% in FY2010. The crop and horticulture 
subsector maintained strong growth, aided by favorable weather 
and better access to credit and extension services. Production of 
fisheries, poultry, and livestock, while continuing to show low 
productivity growth, rose, with stronger demand created by a 
growing population, higher income level, and rapid urbanization. 
 
5. Sector growth rate is expected to be lower at 4.4% in 
FY2012 (Figure 1) as 
profit declined 
because of higher 
input costs due to 
higher diesel and 
fertilizer prices and a 
drop in harvest 
prices. Rising wage 
and higher transport 
costs will also add to 
higher production costs.  
 
6. Food production target for FY2012 is set at 35.7 million 
tons (aus 2.8 million tons, aman 13.3 million tons, boro 18.7 
million tons, and wheat 0.98 million tons), 3.5% higher than the 
actual production of 34.5 million tons in FY2011. Aus (summer 
crop) production is estimated by the Bangladesh Bureau of 
Statistics at 2.3 million tons, 9.5% higher than the actual 
production of 2.1 million tons in FY2011. Aus crop was cultivated 
in 1.1 million hectares of land, slightly higher than the area 
cultivated in the previous year. Although the cultivation area 
slightly decreased this year, aman (monsoon crop) production was 
12.8 million tons, almost the same as that in the previous year. 
Plantation of boro (winter crop) has almost been completed across 
the country. The current year target for boro production is set at 

Closer coordination 
between monetary, fiscal, 
and exchange rate policies 
is essential for enhancing 
macroeconomic stability  

Agriculture grew briskly 
in FY2011 

Sector growth will slow 
because of rise in 
production costs and drop 
in harvest prices 

Food production for FY2012 
is targeted at 35.7 million 
tons  
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18.7 million tons on 4.8 million hectares of land, marginally higher 
than the actual production of 18.6 million tons in FY2011. Harvest 
of wheat has started in full swing and would continue until end-
March. Production target for wheat in the current year is fixed at 
1.0 million tons on 0.38 million hectares of land, the same as in 
FY2011.   
 
7. Compared with 0.5 million tons of actual procurement from 
domestic sources in FY2011, government’s food grain 
procurement target for the current fiscal year is 1.2 million tons, 
most of which, as before, will come from the boro crop. Aman 
procurement target in the current fiscal year (from 5 December 
2011 to 28 February 2012) is 0.2 million tons and procurement 
price is fixed at Tk28/kg. The government’s total aman 
procurement target was fully achieved by end- February 2012. 
 
8. In view of the satisfactory food grain stock with the 
government and reasonably good domestic production outlook, 
the food grain import target for the current fiscal year is reduced 
from the previous year’s actual import of 5.4 million tons to 3.5 
million tons (0.6 million tons of rice and 2.9 million tons of wheat). 
This target includes public imports of 1.3 million tons (1.2 million 
tons of government commercial import and 0.1 million tons of 
aided import). In the first 8 months of FY2012, total import of food 
grains stood at 1.9 million tons (0.5 million tons of rice and 1.4 
million tons of wheat), of which public import was 0.9 million tons 
and private import 1.0 million tons. 
 
9. Compared with the government budgetary target of 2.9 
million tons in FY2012, a total of 1.2 million tons of food grains 
have been distributed through financial and nonfinancial public 
food distribution (PFDS) channels up to 1 March 2012, 33% 
higher than the distribution in the year earlier period. Based on the 
progress made, internal adjustments were made within PFDS 
channels resulting in an overall 20% lower food grain distribution 
target (2.3 million tons) for FY2012.  
 
10. The government food grain stock rose from its opening 
stock of 0.9 million tons in FY2012 to 1.4 million tons (1.2 million 
tons of rice and 0.2 million tons of wheat) by the end of February 
2012. Both imports and domestic procurement helped in the 
satisfactory build up in government food grain stock. 
  

Industry 
 
11. Industry sector grew robustly by 8.2% in FY2011, up from 
6.5% in FY2010. Medium- and large-scale industries, aided by 
solid rebound in export-oriented manufacturing and better 
performance by domestic market-based industries, recorded a 
10.4% rise in FY2011 up from 6.0% in FY2010. Better power 
supply also helped, as a few rental power plants came into 
operation. 
 
12. The quantum index of medium- and large-scale 
manufacturing industries rose by 11.5% during July–December 

Robust growth attained 
by the industry sector in 
FY2011  

Government procured 0.2 
million tons of aman rice 
from domestic sources in 
the current fiscal year 

Total food grain import 
stood at 1.9 million tons in 
July–February of FY2012  

Government distributed 1.2 
million tons of food grains 
through PFDS channels 
from 1 July 2011 to 1 March 
2012 

Government’s stock of 
food grains stood at 1.4 
million tons by end-
February 2012 
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FY2012 over the same period in FY2011 (Figure 2). The major 
industrial group—jute, 
cotton, apparel, and 
leather—grew by 
21.2%, while 
chemicals, petroleum, 
and rubber production 
rose by 3.9%; food, 
beverages, and 
tobacco went down 
by 4.3%; fabricated 
metal products rose 
by 3.3% and nonmetallic products declined by 1.9%; paper and 
paper products showed no growth; wood products including 
furniture fell by 3.6%; and basic metal products rose by 9.2%.  
 
13. The general index for small-scale manufacturing rose by 
10.6% during July–December FY2012. Food, beverages, and 
tobacco grew briskly by 17.5%, while textiles, leather, and apparel 
grew by 7.7%. Metal products and machinery rose strongly by 
20.4%; chemicals, rubber, and plastic, up by 8.9%; basic metal 
industries grew sharply by 92.6%; nonmetallic products fell by 
5.4%; and paper, printing, and publishing, up by 12.2%. 
Production of wood and wood products fell by 0.2% and other 
manufacturing industries rose by 107.2%. Industrial production in 
the second half of FY2012 is likely to be affected by the rise in 
cost of funds, and inadequate availability of power and gas 
supplies.  
 
14. Industry growth is expected to decelerate to 7.8% in 
FY2012 (Figure 3), with lower production for exports and domestic 
market. Export growth 
slowed significantly to 
13.0% in the first 8 
months of FY2012, 
from 40.3% a year 
earlier. Production 
costs are rising with 
higher interest rates 
following credit 
tightening; imports will 
be more expensive because of taka depreciation, and wages will 
rise because of the inflationary pressures. The rise in fuel and 
electricity prices will 
also add to production 
costs. The high 
government bank 
borrowing will also 
affect private sector 
access to credit. The 
continued shortage of 
gas and inadequate 
power supply will 
curtail industrial production. The slump in stock market, costlier 
access to bank credit, and uncertainties in electricity and gas 

Industry sector growth will 
moderate because of 
subdued external and 
internal demand, and rise 
in production costs

The quantum index of 
medium- and large-scale 
manufacturing rose by 
11.5% during July–
December FY2012

The general index for 
small-scale manufacturing 
rose by 10.6% during July–
December FY2012
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connections will affect demand in the housing subsector. The 
decline in letters of credit (L/C) for capital machinery and industrial 
raw materials also suggests lower future imports, essential for 
expanding industrial production.  

 
Services 

 
15. Strong growth in agriculture and industry, and expansion in 
trade activities helped maintain healthy service sector growth at 
6.6% in FY2011, but the expected slowdown in agriculture and 
industry growth will moderate service sector growth to 6.2% in 
FY2012 (Figure 4). Demand for services will also be affected as 
access to credit becomes costlier and stock and housing markets 
weaken. 
 

Economic Growth  
 
16. GDP growth in FY2012 will slow to 6.2% (Figure 5) as the 
growth in exports, a key growth driver, continues to slow. This will 
also affect production 
in export-linked 
domestic industries. 
The credit-tightening 
measures by the 
central bank are 
expected to depress 
domestic demand. 
Although growth in 
remittances, another 
key growth driver, has been slowly picking up in response to the 
taka depreciation, this may not help significantly boost demand, as 
purchasing power is eroded by high inflation. 
 
17. For elevating Bangladesh to a higher growth trajectory, it 
is essential to raise investment to above 30.0% of GDP. 
Investment in Bangladesh stagnated below 25.0% of GDP (19.5% 
private investment and 5.3% public investment in FY2011) over 
the past 5 years, compared with 30.0% in India and 40.0% in the 
People’s Republic of China. Foreign direct investment (FDI) into 
Bangladesh also remained low over the years, at less than $1 
billion. Bangladesh faces serious constraints in power, gas, ports, 
roads, railways and urban utilities. The policy and regulatory 
environment is also inadequate.  
 
18. Prospects for boosting investment in FY2012 remain 
weak. Private sector credit growth slowed down from 16.4% in 
July–January FY2011 to 10.0% in the same period in FY2012. 
Growth rate in capital machinery import also slowed from 31.8% in 
July–September FY2012 to 2.0% in July–January FY2012, 
compared with the same periods in the previous year. Similarly, 
opening of L/Cs for capital machinery import declined sharply by 
33.3% during July–January FY2012 over the year-earlier period. 
The decline indicates likely slowdown in economic activity in the 
near future.  
 

Moderation in agriculture 
and industry growth will 
lower service sector growth 
in FY2012 

GDP growth will drop to 
6.2% in FY2012 because of 
the slower export growth 
and weaker domestic 
demand  

Bangladesh needs to raise 
investment level to above 
30.0% of GDP 

Investment activities 
remain weak in FY2012 
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19. To improve the regulatory environment for private 
investment and lower the cost of doing business, several 
measures have been prioritized by the government including (i) 
modernization and pilot-based automation of land registration 
system; (ii) digitalization of land survey, record keeping, and 
registration activities; (iii) establishment of a dedicated bench at 
the High Court to litigate commercial disputes and unsettled cases 
at the National Board of Revenue; (iv) use of advanced 
technology in all customs units to automatically fix tariffs for 
advance declaration and cargo clearance; (v) automation of the 
judiciary system; (vi) operationalization of one-stop services for 
getting clearances for construction activities; and (vii) making 
provision for paying all bills to the government through treasury 
chalans, deposited online or from mobile phone.  
 
20. Addressing infrastructure shortages is critical for raising 
productivity and supporting faster growth. Bangladesh needs to 
eliminate deficits in power, gas, roads and railways, ports, and 
urban utilities. Weak infrastructure has resulted in higher business 
costs, restricted market access, eroded competitiveness, and 
worsened market isolation. According to the Global 
Competitiveness Report 2011-12,1 published by the World 
Economic Forum, Bangladesh ranks 129 out of 142 countries in 
overall infrastructure quality. For quality of roads, Bangladesh 
ranks 111, for rail–73, for port infrastructure–113, for transport 
infrastructure–117, for quality of electricity supply–135, and for 
mobile telephone subscriptions/100 population, Bangladesh ranks 
127.  
 
21. To mobilize resources needed for closing the large 
infrastructure gaps, greater private participation in infrastructure 
development through public–private partnerships (PPPs) is 
essential to supplement finite public resources. Closer 
coordination between the government, private sector, and 
development partners is needed to mobilize resources and ensure 
efficient project implementation. The capital market also needs to 
be developed as a source of long-term infrastructure financing. 
 
22. Bangladesh needs to raise the quality of human capital to 
support higher economic growth. The country has a young and 
vibrant labor force—with proper training, this could become a 
major asset for the country. The labor force is also growing 
rapidly, needing adequate jobs to be created annually. To respond 
to the needs of economic diversification and global 
competitiveness, the supply of skilled technical and managerial 
personnel must expand. The quality and relevance of secondary, 
technical and vocational, and tertiary education need to be 
enhanced to cater to changing domestic and overseas market 
demand.  

 
 
 

                                                 
1 http://www3.weforum.org/docs/WEF_GCR_Report_2011-12.pdf 

Several measures taken to 
cut cost of doing business  

Bangladesh ranks low in 
terms of infrastructure 
quality  

Greater private sector 
participation is needed to 
mobilize resources for 
bridging infrastructure 
gaps 

Higher supply of skilled 
technical and managerial 
personnel is needed to 
raise the quality of human 
capital 
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Inflation  
 
23. Rising inflation is a major challenge. The year-on-year 
inflation rose to 12.0% in September 2011 from 10.2% in June 
2011 and 7.6% in 
September 2010. At 
10.4% in February 
2012, inflation rate 
maintained an 
upward trend with 
some fluctuations 
during October 
2011–January 2012 
(Figure 6). Several 
factors, including rapid growth in money and credit, rising food and 
nonfood prices, upward adjustment in domestic administered fuel 
and power prices, and a sharp depreciation of taka fueled 
inflationary pressures. 
 
24. Year-on-year food inflation rose to 13.8% in September 
2011 from 9.7% in September 2010. Food inflation moderated to 
8.9% in February 
2012 as domestic 
food supply situation 
improved, compared 
with 12.8% in 
February 2011. Rural 
food inflation was 
8.1% in February 
2012, while urban 
food inflation was 
higher at 11.0% (Figure 7). While traditionally, food inflation drove 
overall inflation, the recent upward trends in nonfood inflation 
became a major policy concern. Nonfood inflation reached 13.6% 
in February 2012 from 4.4% in February 2011. 
 
25. To contain inflation and reduce pressure on foreign 
exchange reserves, the central bank tightened private credit flows. 
The central bank raised repo and reverse repo rates in September 
2011 and January 2012 by 100 basis points each from their June 
2011 levels. The central bank also removed the cap on lending 
rates in January 2012. To provide relief to the poor and the 
vulnerable sections of the population, the government 
strengthened social safety nets and food distribution programs 
across the country through public food distribution channels.  

 
Fiscal Management 
 
26. A boost in revenue collection in FY2011, with revenue-to-
GDP ratio rising to 11.6% from 10.9% in FY2010, resulted from a 
pickup in economic activity and better tax administration. Tax 
revenue grew by 15.9% in the first 7 months of FY2012 (Figure 8). 
Better tax compliance was again responsible for the 26.1% growth 
in income taxes. The slowdown in economic activity led to weaker 
collection of indirect taxes, both from the domestic and import 

Inflation has remained in 
double digits in FY2012 

The central bank raised 
policy rates in September 
2011 and January 2012 
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sources (15.9% and 9.6% growth, respectively). Achieving the 
budgeted 24.4% revenue growth in FY2012 could be a major 
challenge. The collection of income taxes may be affected by 
lower bank profits 
and the sharp fall in 
stock prices, which 
will cut brokerage 
commission. The tax 
authorities adopted 
several measures to 
raise tax collection, 
including setting up a 
transfer pricing unit to 
explore ways to check tax evasion through transfer pricing, and 
signed an agreement with the Election Commission to share data 
of the national identity card holders and prevent tax evasion by 
crosschecking with information from the taxpayers’ identification 
numbers.  
 
27. Public spending rose to 15.9% of GDP in FY2011 from 
14.6% in the previous year, as current spending rose because of 
rise in subsidies for food, fuel, fertilizer, and electricity. To better 
coordinate with the monetary policy stance, the government 
announced several spending cut measures: (i) limit current 
spending; (ii) limit government employees’ foreign visits and car 
purchases; (iii) cut food import as the government has adequate 
stock; (iv) approve and implement projects indentified only by the 
Planning Commission; (v) strengthen coordination among 
Economic Relations Division, executing agencies, and 
development partners; (vi) cut ADP size; (vii) issue (by the finance 
ministry) a Special Treasury Bond worth Tk57.3 billion to three 
state-owned commercial banks to clear the outstanding loans of 
BPC for importing oil. 
 
28. Slow progress in ADP implementation continues to 
undermine efficiency of public expenditure management, and 
delays efforts to cut poverty. ADP utilization at 34.0% in the first 7 
months of FY2012 
(Figure 9) is low 
because of continued 
capacity constraints 
in line agencies. As 
the allocation will not 
be fully spent, this 
will help fiscal deficit 
to remain within the 
budgeted target of 5.0% of GDP. Local currency-financed ADP 
utilization rate was 41%, while foreign aid-financed ADP utilization 
rate was low at 24%. Among the top 10 ministries, the utilization 
rate was better for the Power Division (53.0%), Ministry of Primary 
and Mass Education (52.0%), Local Government Division (46.0%) 
and Roads Division (42.0%).  
 
29. As fiscal management came under intense pressure in 
FY2012, with current spending growing rapidly because of the rise 

Slowdown in economic 
activity will reduce growth 
in revenue collection 

Government adopts 
measures to limit spending

ADP utilization remains 
weak  
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in subsidies for fertilizer, fuel, and electricity, the government 
sought to phase out subsidies through adjusting fuel and 
electricity prices. Bulk electricity tariff has been raised in three 
phases: a 16.8% rise effective 1 December 2011, a 14.4% rise 
effective 1 February 2012 and another 7.5% rise effective 1 March 
2012. Retail tariff was also raised in three phases: a 13.2% rise 
effective 1 December 2011, a 7.1% rise effective 1 February 2012 
and another 6.3% rise effective 1 March 2012. The higher tariffs 
will still be insufficient to cover costs, implying continuation of 
subsidies to the Power Development Board and the distribution 
utilities. To alleviate fiscal pressures, further adjustments in 
energy prices will be required.  
 
30. The government announced policy measures to limit 
subsidies. The policies are to (i) continue adjustment of domestic 
fuel prices in line with international prices; (ii) limit subsidies on 
electricity by continuing periodic adjustment of electricity tariff; (iii) 
implement coal, gas, thermal, and renewable energy-based long-
term power plants, keeping consistency with the plans for energy 
sector; (iv) identify strategy for providing fuel subsidy directly to 
small and marginal farmers to make agriculture subsidy target 
oriented; (v) formulate strategy for distributing input through 
agriculture assistance cards; and (vi) determine domestic fertilizer 
prices, keeping consistency with international prices. 
 
31. Fiscal deficit (4.3% of GDP) in FY2011 remained below 
target (5.0%), as ADP implementation was weak. Fiscal deficit in 
FY2012 is also expected to remain within 5.0% of GDP. As foreign 
financing has been declining because of low aid absorption 
capacity and revenue growth has been slower, government’s bank 
borrowing in the first 7 months of FY2012 rose by 21.2% 
compared with the same period of the previous year. The target 
for domestic borrowing for deficit financing has been revised from 
Tk189.6 billion to Tk250 billion. The rapid rise in government 
borrowing from the banking system will reduce resources 
available for private investment. 
 
32. To limit bank borrowing, the government announced that (i) 
it will not allow use of local funds as an alternative to foreign 
funds; and (ii) on emergency basis, a special campaign will be 
launched to raise receipts from family savings certificate and 
pensioner savings certificate; and if needed, interest rate will be 
raised including social security premium.  
 
33. The International Monetary Fund-International 
Development Association Debt Sustainability Analysis for 
Bangladesh indicates low risk related to external debt, but 
because of the low revenue base, the country’s risk to total debt 
and debt service, including domestic debt, is a concern. 
 
Monetary and Financial Developments 
 
34. Broad money (M2) growth slowed to 17.9% year-on-year in 
January 2012, from 22.5% in January 2011, although it remained 
slightly higher than the annual program target of 17.0%. The high 

Periodic adjustments in 
electricity and fuel prices 
are made to cut subsidies 

Government adopts 
several policies to limit 
subsidies 

Rapid rise in government 
borrowing from the 
banking system will reduce 
resources for private 
investment  

Policies to limit bank 
borrowing adopted  

Risk to total debt and 
debt service including 
domestic debt exists 
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growth of domestic credit (23.6%, against the annual program 
target of 19.1% although it was lower than actual growth of 26.2% 
a year earlier) caused 
the higher than target 
M2 growth. The 
developments in 
domestic credit reflect 
higher net credit 
growth to the 
government (62.4%) 
because of higher 
than budgeted current 
spending (Figure 10), 
and also higher than annual target growth in private sector credit 
(18.9%, against the target of 16.0%, although it moderated from 
the 28.1% growth in January 2011). Net foreign assets rose by 
3.0% in January 2012, down from the 10.0% growth in January 
2011 because of a rise in import payments.   
 
35. Reserve money growth declined to 16.6% year-on-year in 
January 2012, from 18.7% in January 2011, caused by a modest 
growth in net foreign assets of the central bank, which rose by 
2.3% in January 2012, down from the 4.2% growth in January 
2011. However, the growth of net domestic assets of the central 
bank was high (53.1%), reflecting high lending growth to 
government (88.8%), which was required to finance growing 
subsidies. The lending growth to commercial banks declined to 
51.4% from 181.4% in June 2011 mainly due to the recent deposit 
collection efforts by commercial banks. The reserve money 
multiplier remained at 4.8 at the end of January 2012, same as in 
January 2011.  
 
36. To regulate liquidity growth in the banking system, 
Bangladesh Bank tightened monetary policy through conducting 
regular auctions of treasury bills (T-bills) with upward adjustments 
in their yields, and also in policy rates (repo and reverse repo). 
Interest rates on T-bills continued to rise, reflecting Bangladesh 
Bank’s monetary tightening measures. While the auction of 28-day 
T-bills has been suspended since July 2008, the 30-day 
Bangladesh Bank bill has not been issued since December 2010. 
The weighted average yield on 91-day T-bills stood at 11.0% in 
February 2012, significantly up from 5.3% in February 2011. The 
yields on 182-day T-bills rose to 11.2% from 5.5% and 364-day T-
bills to 11.3% from 6.0% during the same period.    
 
37. Monetary tightening measures had little impact on the 
liquidity position of the banking system as scheduled banks’ 
excess liquidity remained high at Tk361.5 billion at end-February 
2012, up from Tk340.7 billion at end-June 2011. The higher 
lending rates reduced demand for credit, contributing to build up of 
liquidity in the banking system. The outstanding borrowing of the 
government through sales of national savings directorate 
certificates stood at Tk635.5 billion at end-January 2012, slightly 
lower than Tk636.8 billion at end-January 2011.    
 

Reserve money growth 
declined sharply    

Money supply growth 
remained higher than the 
target   

Excess liquidity in the 
banking system remained 
high 

Monetary tightening 
continues 

-40

-20

0

20

40

60

80

Jan 
09

Apr Jul Oct Jan 
10

Apr Jul Oct Jan 
11

Apr Jul Oct Jan 
12

%

Figure 10. Growth of monetary indicators
Net credit to Govt.
Credit to other public enterprises
Credit to private sector



 

11 
 

38. The interbank call money rate remained stable until 
October 2011 because of the increased central bank monitoring of 
the day-to-day liquidity position in the money market. However, 
due to the bank’s financial year closing and the Eid Festival, the 
rate, on a weighted average basis, rose to 17.2% in December 
2011. The rate continued to increase, reaching 18.2% in February 
2012, up from the rate of 9.5% in February 2011.  
 
39. The weighted average lending rate continued to increase 
and stood at 13.0% at 
the end of December 
2011, up from 11.2% 
at the end of 
December 2010. The 
deposit rate also rose 
to 7.6%, from 6.1% 
during the same 
period. Despite the 
rise in nominal 
average interest rates, the rate remained negative in real terms 
due to higher inflation. The interest rate spread of the banking 
system increased to 5.5%, from 5.1% in December 2010, 
indicating banking system inefficiencies and market segmentation 
(Figure 11). 
 
40. In early January 2012, to bring down high credit growth 
while checking inflation, the central bank withdrew the 13.0% 
interest rate cap on lending rate, which was imposed in April 2009 
in five specific areas to help mitigate the impact of the global 
economic meltdown. The decision prompted the private banks to 
increase their lending rates abnormally. However, some 
commercial banks voluntarily imposed the cap on the deposit rate 
at a maximum of 12.5% and on the lending rate at a maximum of 
15.5% to check unhealthy competition in the market.    
         
41. Responding to the tightened monetary stance, the 
disbursement of industrial-term lending slowed down. The 
disbursement stood at Tk173.1 billion during July–December 
2011, with a marginal growth of 2.3% over the same period in 
2010. Among categories of industries, the disbursement to large 
scale industries—accounting for 62.0% of total industrial term 
lending—declined by 5.7%. However, disbursement to medium-
sized industries (accounting for 30.9% of total funds) rose by 
17.6%, and disbursement of small and cottage industries rose by 
23.0%. 
 
42. In FY2012, Bangladesh Bank’s policy directives to financial 
institutions in providing loans to two priority sectors—agriculture 
and small and medium-sized enterprises (SMEs)—saw mixed 
results. Of the Tk138.0 billion targeted for fresh credit 
disbursement to agriculture, Tk66.8 billion was actually disbursed 
in the first 7 months of FY2012, a decline of 6.2% over the 
corresponding period of FY2011. However, outstanding loans to 
SMEs reached Tk811.0 billion in December 2011, a 16.6% growth 
over December 2010. The ratio of SME loans to total loans in the 
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banking system declined marginally to 20.8% in December 2011, 
from 21.1% in December 2010. 
 
43. In January 2012, Bangladesh Bank announced its half-
yearly monetary policy statement (MPS) for January–June 2012, 
continuing its earlier restrained monetary policy stance to curb 
inflationary and external sector pressures while ensuring adequate 
credit flows to the private sector, to stimulate growth. The MPS 
seeks to discourage credit flows to the unproductive sectors of the 
economy. The MPS aims to bring average inflation down to single 
digits in close coordination with the fiscal policy. The growth 
targets for M2 and private sector credit are re-fixed at 17.0% and 
16.0%, respectively, by June 2012. A greater focus of the MPS 
will be to limit depletion of foreign reserve by reducing import 
demand pressures using central bank’s policy tools. Finally, the 
MPS expects to ensure positive real interest rates to strengthen 
monetary transmission channels, and will focus on monitoring 
interest rate spreads so that they remain below 5.0%. In the 
coming months, major policy challenges for the authorities will be 
controlling inflation, especially of nonfood items, reducing 
subsidies and thereby slowing down government borrowings from 
the banking system and reducing pressure on the balance of 
payment. 
 
44. Financial soundness of the banking system improved as 
indicated by the gradual decline in gross nonperforming loans 
(NPLs) over the years. The ratio of gross NPLs to total loans in 
the banking system dropped to 7.2% at the end of September 
2011, from 8.5% at the end of September 2010. Although 
significantly lower than 19.7% a year earlier, the gross NPL ratio 
for the state-owned commercial banks remained high at 14.2% at 
the end of September 2011. The gross NPL ratio for private banks 
marginally declined from 3.8% to 3.6% during the same period. 
The net NPL ratios for all banks declined from 1.6% at the end of 
September 2010 to 1.2% at the end of September 2011. Although 
the banking sector progressed in complying with Basel II 
requirements, it nonetheless needs to better manage liquidity 
pressures, stock market exposures, and strengthen governance. 
The central bank’s supervisory capacity over commercial banks 
needs to be strengthened, considering the rapid growth of the 
Bangladesh banking system and equity market.  
 
Balance of Payments 
 
45. After growing robustly by 22.6% in the first quarter of 
FY2012, growth in export earnings came down to 14.7% during 
the first half of 
FY2012. The 
declining trend in 
export growth 
continues and export 
registered 13.0% 
growth during July–
February FY2012 
(Figure 12). By 
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February 2012, export earnings achieved only 60.0% of the 
annual export target ($26.5 billion, 15.6% higher than the actual 
for FY2011), implying that it will be a challenge to attain the 
annual target. The lower demand from the economic crisis-
affected eurozone countries, and the United States (US), for low-
end garment products from Bangladesh, and fall in prices per unit 
of garment due to the decline in raw materials prices including of 
cotton contributed to the slower export growth.  
 
46. Garment exports—accounting for 79.0% of total export 
earnings—grew by 15.1% in the first 8 months of FY2012. 
Although exports of woven garments rose sharply by 22.2%, 
export earnings from knitwear grew slowly by 8.7%. Knitwear 
exports to the US market declined by 10.4%, contributing to the 
slower growth in overall knitwear exports. Among other major 
exportable items, earnings from leather (17.3%), and agricultural 
products (19.3%) maintained healthy growth. However, growth in 
export earnings from frozen food slowed (3.2%), and from raw 
jute, fell significantly by 29.5%.  
 
47. Export earnings from North America contracted during 
July–February of FY2012. Export earnings from the US, the 
second largest destination for Bangladeshi products, grew by only 
1.0% during this period. The share of exports to the US market in 
total exports declined to 20.9%, from 23.4% during July–February 
of FY2011. Export earnings from Canada, another major 
destination for Bangladeshi products, rose by only 7.3% during 
July–February of FY2012. However, export earnings from 
European Union (EU) rose by 17.9% during the same period, 
benefiting from the relaxed rules of origin under EU’s Generalized 
System of Preferences (effective January 2011).  
 
48. Export earnings from the newly discovered markets grew 
strongly, with exports rising by 55.0% to Japan and 26.2% to the 
People’s Republic of China, during July–February of FY2012.  
Higher growth rates of export earnings from Australia (41.0%), 
South Africa (30.4%), and Brazil (50.4%) also contributed to 
overall export growth. However, export earnings from India rose 
only by 9.0% during this period.  
 
49. Several factors point to challenges in attaining the annual 
export target in FY2012. The slow pace of economic recovery in 
the US and the unfolding debt crisis in the eurozone are reducing 
demand for Bangladesh garment products. While buyers cut 
prices per unit of garment items due to fall in raw material prices in 
the international market, the cost of production increased due to 
high bank interest rates and the recent hike in energy prices. 
Wage pressures are also gradually building up. This reduced profit 
margins of the garment producers. Inadequate supply of gas and 
power is affecting production, raising costs, and reducing the 
competitiveness of Bangladesh exports. The gain in 
competitiveness because of real depreciation of taka (Para. 58) 
will partly offset the effects of these factors. 
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50. Import payments rose by 15.6% in the first 7 months of 
FY2012 (Figure 13), with high growth in petroleum products 
(48.4%) and 
consumer goods 
(50.9%). Higher 
import payments for 
fuel account for larger 
fuel imports to run the 
new fuel-based power 
projects as well as 
higher fuel prices in 
the international market. Imports of food grains dropped 30.0%, 
indicating good harvest and higher food grain stock, especially in 
the public sector. Among the consumer goods, imports of edible 
oil rose by 59.6% and sugar by 93.9%, while imports of fertilizer 
rose by 12.9%. Weak investment environment is evidenced by the 
marginal growth of 2.0% in imports of capital machinery and 
slower growth of 6.8% in imports by the Export Processing Zone.   
 
51. During the first 7 months of FY2012, the total value of 
import L/Cs opened fell by 8.4% because of a dramatic fall in 
import orders of industrial raw materials (9.4%) and capital 
machinery (33.3%) indicating a slump in investment demand 
relative to last year. L/Cs for imports of food grains also drastically 
declined (73.2%). However, L/Cs for imports of petroleum rose 
sharply by 93.3%, other consumer goods by 38.4%, and 
intermediate goods by 20.8%.        
 
52. Remittance inflows grew moderately since the beginning of 
FY2012. During July–February of FY2012, Bangladeshi overseas 
workers remitted $8.4 billion, an increase of 12.2%, up from 2.7% 
growth during the corresponding period of FY2011. Although 
monthly remittances from the United Kingdom and the US, two 
important sources outside the Gulf region, fell in the recent past 
because of the slowdown in economic activities, the depreciation 
of taka since January 2011 encouraged Bangladeshi remitters 
working globally, including these two countries, to send a 
significant amount ($2.4 billion, a growth of 20.2%) of remittances 
during January–February of FY2012.    
 
53. Overseas jobs for Bangladeshi workers grew significantly 
by 75.0% in July–February of FY2012 (Figure 14). During this 
period, a total of 
444,744 Bangladeshis 
found jobs abroad, 
driven by a sharp rise 
in recruitment in the 
United Arab Emirates 
and Oman. These two 
countries alone 
absorbed 75.6% of 
the total Bangladeshi 
workers who landed overseas jobs. Singapore became another 
important destination for Bangladeshi workers as it absorbed 
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34,036 (7.7% of total) Bangladeshi workers during July–February 
of FY2012.  
 
54. The low level of FDI inflow into Bangladesh remained a 
concern. During the first 7 months of FY2012, FDI rose to only 
$425.0 million, from $405.0 million in the corresponding period of 
FY2011. Also, net foreign assistance fell to $530.5 million during 
July–January of FY2012 from $647.1 million in the corresponding 
period of FY2011. The continued low FDI inflows and decline in 
foreign aid inflows put further pressure on the foreign exchange 
reserves. The decline in foreign aid inflows also created difficulties 
for budget financing.  
 
55. Trade deficit widened to $5.0 billion during July–January of 
FY2012, up from $4.3 billion during the same period a year earlier 
because of the larger growth of imports compared to exports. With 
higher deficit in trade and services and a moderate growth 
(11.8%) in workers’ remittances, the current account surplus 
declined to $462.0 million during July–January of FY2012, down 
from $815.0 million in the same period of FY2011. 
  
56. The combined capital and financial accounts recorded a 
lower deficit of $748.0 million during the first 7 months of FY2012, 
compared with a deficit of $1.6 billion during the same period of 
FY2011 because of the large inflows on account of trade credit (a 
deficit of $369.0 million, compared with a deficit of $1.5 billion in 
July–January of FY2011). The overall balance nonetheless 
showed a higher deficit of $813.0 million in July–January of 
FY2012, compared with the deficit of $711.0 million in the 
corresponding period of FY2011.  Higher deficits in balance of 
payments will contribute to further depletion in reserves and 
depreciation of taka against the US dollar. 
 
57. Gross foreign exchange reserves decreased to $10.1 
billion at the end of February 2012, from $11.2 billion a year 
earlier (Figure 15). 
The continued rapid 
growth in import 
payments, along with 
slower growth in 
exports and decline 
in foreign aid 
disbursement 
lowered foreign 
exchange reserves. 
Foreign reserves in terms of months of imports have been 
declining over the past several months and it is about 3 months of 
import cover—a level often regarded as the minimum necessary 
to secure imports in the event of a balance-of-payment crisis.   
 
Exchange Rate 
 
58. The weighted average nominal (taka–dollar) exchange rate 
depreciated from Tk71.2 to $1 at the end of January 2011 to 
Tk84.4 to $1 at the end of January 2012 (a depreciation of about 
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15.6%) (Figure 16). Taka depreciated mainly due to deterioration 
in the current account position, caused by the strong import 
demand. Bangladesh 
Bank remained 
committed to 
maintaining a 
managed exchange 
rate regime to 
prevent volatility in 
the value of the 
currency, while at the 
same time allowing 
taka to depreciate to 
ease the pressure on reserves. In January 2012, the nominal 
effective exchange rate depreciated by 13.2% year-on-year. 
Despite higher relative domestic inflation compared with those of 
its trading partners, Bangladesh’s real effective exchange rate 
depreciated by about 9.0% year-on-year in January 2012 due to 
higher depreciation in nominal exchange rate, indicating improved 
export competitiveness.  
 
Capital Market 
 
59. The major stock market indicators declined in FY2012, 
following a sharp fall in prices in mid-FY2011. The Dhaka Stock 
Exchange (DSE) general index declined by 9.8% by end-February 
2012 from the level at 
end- February 2011, 
reaching 4,695.4 
points (Figure 17). 
The market price–
earnings ratio 
declined from 29.2 in 
December 2010 to 
13.7 in December 
2011, reflecting a 
rapid price correction in the market. Despite the listing of seven 
new companies in FY2012, DSE market capitalization rose slightly 
by 3.1% to Tk2.4 trillion by the end of February 2012, from Tk2.3 
trillion in end-February 2011. Portfolio investment during July–
January of FY2012, however, rose to $94.0 million, up from $40.0 
million in the same period of the preceding year.   
  
60. The Chittagong Stock Exchange (CSE) selective 
categories index largely followed trends similar to the DSE index. 
The CSE index declined by 9.0% by end-February 2012 from the 
end-February 2011 level. CSE market capitalization also fell by 
4.2% during the period.  
 
61. The authorities have redesigned the guidelines on 
corporate governance to ensure transparency and accountability 
of listed companies, and brought changes in the merchant 
banking and portfolio rules to allow the merchant banks to raise 
their paid-up capital to Tk250 million, from the existing Tk100 
million. 
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SPECIAL TOPIC:BANGLADESH ENVIRONMENT CHALLENGES AND ADB STRATEGY2 
 
62. Bangladesh’s growing population and economy are placing mounting pressure on 
natural resources and, in so doing, threaten both environmental and economic sustainability. 
In addition, global threats such as climate change are predicted to have adverse impacts on 
the livelihoods of coastal populations, agricultural production, and the management of water 
resources. Rising temperatures and sea levels are a particularly serious threat to 
Bangladesh’s agriculture and coastal communities. 
 
A. Environmental Challenges and the Poverty Nexus 
 
63. Key challenges. A combination of high population pressure on natural resources, 
degraded ecosystems, a vulnerable geographic location, and frequent natural disasters 
hamper the achievement of goals on poverty reduction and other national development 
objectives. The key environmental challenges in Bangladesh are (i) ensuring food and water 
security, (ii) managing disaster risks, and (iii) protecting infrastructure and livelihoods from 
heightened threats posed by climate change. Other important environmental concerns 
include the overexploitation of natural resources such as forests and fisheries; the 
encroachment on and pollution of major rivers and wetlands; air and water pollution; 
unplanned urbanization and rapid rural–urban migration; groundwater depletion; land 
degradation and desertification; the loss of biodiversity and protected areas; environmental 
health and food safety hazards; unsustainable shrimp culture and mangrove conversion; 
uncontrolled tobacco cultivation in forests and on agricultural land; the poor management of 
solid and hazardous wastes; and hazardous ship breaking. Insufficient public funding 
support for environmental management and sustainable development contributes to 
resource degradation and vulnerability. Unplanned development; insufficient environmental 
monitoring; and weak and inconsistent enforcement of environmental laws, rules, and 
regulations further undermine efforts to foster sustainable development. 
 
64. Productivity of rural resources in decline. The rural population depends critically 
on natural resources for livelihoods. Natural resource degradation adversely affects (i) land, 
as high population density causes the loss of 1% of farmed land per year, soil erosion, and 
loss of nutrients; (ii) water, as dry season surface water area and quality decline; (iii) 
fisheries, as inland capture fisheries decline and wetland habitats are lost; and (iv) forests, 
as only 10% of land area still has forest cover, much of it degraded. The poor suffer the 
most from the declining productivity of these natural resources and their ecosystem 
services. 

 
65. Urban areas becoming less livable. Urban environmental degradation is an 
increasingly serious concern. Rapid urban population growth adds to the pressure on 
vulnerable resources in densely populated urban areas. Encroachment, earth-filling, sand-
mining adjacent to capital embankments, and illegal structures built in rivers in major urban 
areas are commonplace. Untreated wastes, sewage, industrial effluent, and garbage are 
routinely dumped into rivers. Most of the rivers around Dhaka (the Balu, Buriganga, 
Shitalaksha, and Turag) and Chittagong city (the Karnaphully) are heavily polluted and 
encroached upon and are, in fact, classified as technically dead from pollution. Urban air 
pollution exceeds international norms for health because of increased vehicle numbers, 
industrial expansion, and the use of leaded automotive fuel. 

 
66. Environment and human health. A study estimates that environmental factors 
account for as much as 22% of the national burden of disease, particularly in the form of 

                                                 
2 This summary is based on the key issues identified in Asian Development Bank. 2010. Country Environmental 

Analysis: Bangladesh. Dhaka.   
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respiratory infections from indoor and urban air pollution and diarrhea.3 The high use of 
chemical fertilizers in agriculture and release of untreated effluents into rivers add to the 
country’s health risks. 
 
B. Climate Change and Global Environmental Risks 

 
67. Climate change is likely to be one of the most significant development challenges 
that Bangladesh faces in the 21st century. In the recent past, the country has experienced a 
rising sea level, increased temperatures, enhanced monsoon precipitation and runoff, 
reduced dry season precipitation, and an increase in the frequency and intensity of tropical 
cyclones and storm surges. These harmful climate change impacts reflect the country’s 
vulnerable geophysical location, low deltaic floodplain, hydrology influenced by erratic 
monsoon rainfall, and changes in regional water-flow patterns. Average temperatures 
increased by 1°C in May and half that in November from 1985 to 1998.4 It is predicted that 
average sea levels may rise by 30 centimeters by 2050 and make an additional 14% of the 
country’s population extremely vulnerable to floods. As the poor live and depend 
disproportionately on marginal lands, they are the most vulnerable to these changes. 
 
68. Challenges to tackling climate change in Bangladesh will be to (i) ensure food 
security and comprehensive disaster management, (ii) address water scarcity and health 
and energy insecurity, and (iii) deal with forced migration and broad environmental 
degradation. Support is also needed for (i) improving climate forecasting and warning 
systems; (ii) restoring livelihoods in areas vulnerable to climate change, including 
developing and disseminating rice and other crop varieties that are productive under a 
changed climate; (iii) the climate-proofing of coastal infrastructure such as polders and 
embankments; (iv) constructing durable housing and multipurpose cyclone shelters for the 
most vulnerable communities; (v) improving water management systems to reduce 
waterlogging and saline intrusion in coastal areas; (vi) increasing coastal afforestation and 
greenbelt areas for coastal protection; (vii) developing and diffusing renewable energy 
sources; (viii) improving energy efficiency; (ix) adopting clean fuel and cleaner coal 
technology; (x) promoting energy efficiency in transport; (xi) mainstreaming climate change 
in national, sectoral, and spatial development plans and programs; and (xii) raising 
awareness of climate change and building institutional capacity to mitigate and adapt to it. 
These challenges are aggravated by population pressure, inadequate environmental policy 
frameworks and their implementation, the lack of holistic planning frameworks, and limited 
human and financial resources. 
 
69. The Government of Bangladesh instituted climate change cells in 2004 in relevant 
ministries and line agencies to mainstream climate change issues in development. A climate 
change unit was established in the Ministry of Environment and Forests in 2010 to facilitate 
and coordinate with the climate change cells and manage climate change funds. The 
National Adaptation Programme of Action was completed in 2005 and updated in 2009. In 
2008, the government adopted the Bangladesh Climate Change Strategy and Action Plan, 
focusing on six priorities: (i) food security, social protection, and health; (ii) comprehensive 
disaster management; (iii) infrastructure development; (iv) research and knowledge 
management; (v) mitigation and low-carbon development; and (vi) capacity building and 
institutional strengthening. Bangladesh is preparing a strategic program for climate 
resilience under the Pilot Program for Climate Resilience of the Climate Investment Funds, 
which will fortify embankments; establish coastal greenbelts; improve drainage, connectivity, 
and water resource management; promote resilient agriculture and food security; and 
ensure that drinking water is safe in vulnerable coastal communities. The Climate 
Investment Funds endorsed on 10 November 2010 the Bangladesh Strategic Program for 

                                                 
3 World Bank. 2006. Bangladesh Environment Assessment. Dhaka.   
4  Department of Environment. 2009. Climate Change and Bangladesh, Climate Change Cell. Dhaka 
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Climate Resilience with $110 million for climate resilient development under the Pilot Project 
for Climate Resilience. The Asian Development Bank (ADB) will administer $71.5 million of 
this. Supported jointly by ADB, the World Bank, and the International Finance Corporation, 
the Pilot Project for Climate Resilience provides incentives for scaling up action and 
transformational change in integrating resilience in national development planning, capacity 
development, policy reform, and investment programs. 
 
C. ADB Strategy 
 
70. Environmental sustainability has and will continue to be a major strategic objective of 
ADB support to Bangladesh. It will continue to be fostered in all sectors in which ADB 
operates. Climate change considerations in particular will be an increasingly important focus 
of ADB sector support that plays an important role in shaping the focus of ADB’s 
interventions in water resources, natural resource management, power, urban development, 
and transport. 
 
71. Climate change will be mainstreamed in all ADB operations and become an integral 
focus of ADB support. In line with corporate policy,5 ADB will help Bangladesh expand its 
use of clean energy, encourage sustainable transport including low-carbon options and 
mass urban transport systems, and promise development that mitigates climate change by 
encouraging the sustainable management of natural resources including carbon sinks. ADB 
will ensure that its operations help build the resilience of vulnerable sectors, including 
preparing resilient sector road maps and climate-proofing projects. ADB will use its policy 
dialogue, capacity building, and knowledge services to support this process; help 
Bangladesh to mobilize new sources of financing to meet its national climate change 
objectives; and cultivate and foster partnerships to support broader climate change 
objectives. 
 
72. The 2010 country environment assessment identified four main ways of integrating 
environmental sustainability and climate change considerations into ADB’s 2011–2015 
country partnership strategy: (i) mainstream environmental considerations into ADB 
operations, including strengthening environmental planning and safeguards and 
incorporating adaptation to climate change and disaster risk management into projects and 
technical assistance projects; (ii) scale up investments in mitigating climate change, 
particularly in clean energy, energy efficiency, and new financing instruments for renewable 
energy; (iii) promote the integrated management of water resources; and (iv) strengthen 
environment and natural resource governance by building capacity on environmental 
matters in executing and implementing agencies of ADB-supported projects.   

                                                 
5  ADB. 2009. Climate Change: ADB Programs. Strengthening Adaptation and Mitigation in Asia and the Pacific.  

Manila;  ADB. 2010. Focused Action: Priorities for Addressing Climate Change in Asia and the Pacific. Manila.  
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people in the region live on $1.25 or less a day. ADB is committed to reducing poverty through
inclusive economic growth, environmentally sustainable growth, and regional integration.

     Based in Manila, ADB is owned by 67 members, including 48 from the region. Its main instruments
for helping its developing member countries are policy dialogue, loans, equity investments,
guarantees, grants, and technical assistance.
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