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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 

 Bangladesh economy performed well in FY2011 
 

 Continued policy support and favorable weather conditions 
helped sustain higher agriculture growth 

 
 Strong rebound in exports and better performance by local 

industries boosted manufacturing growth 
 

 Bangladesh needs to scale up investment to raise 
economic growth 
  

 An appropriate pricing policy is essential to develop the 
power and gas sectors 
 

 Revenue performance remained buoyant in FY2011 
 

 Bangladesh Bank aims to tighten monetary policy    
 

 A major macroeconomic management challenge is 
stabilizing prices and balance of payment 
 

 Better coordination among monetary, fiscal, and exchange 
rate policies is needed 

 
Sector Performance and Economic Growth 
 
1. The Bangladesh economy performed well in the fiscal year 
(FY) 2011, after exports recovered, and domestic consumption 
increased through a surge in credit. Agriculture, industry, and the 
services sectors each played an important role in contributing to 
gross domestic product (GDP) growth. Agriculture recorded high 
growth for the second successive year, as all major crops 
performed better than expected with the government’s continued 
policy support and favorable weather conditions. Poultry and 
livestock subsectors also contributed to agriculture growth. 
Manufacturing grew robustly, with stronger export and domestic 
demand, and the government’s efforts to improve power supply. 
Construction and housing activities also did well. The services 
sector growth was supported by the higher growth in agriculture 
and industry. 
 
2. Major challenges to macroeconomic stability in FY2011 
were the rapidly rising inflation and the growing imbalance in 
external trade. A combination of higher international food prices 
and easy monetary and credit conditions fuelled inflation. The 
widening gap between import payments and export receipts, and 

Growth in FY2011 was broad-

based 

Maintaining price and balance 
of payments stability is a major 
challenge  
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the sharp slowdown in remittance growth created pressure on 
foreign reserves and led to the depreciation of the taka. The 
government adopted an expansionary stance for the FY2012 
budget to help attain a 7.0% growth, while aiming to contain 
inflation within 7.5% (para. 61).  
 
3. To balance higher economic growth with macroeconomic 
stability, close coordination between monetary and fiscal policies 
by controlling credit expansion to contain inflation and balance of 
payments pressures, while providing a steady flow of credit to the 
private sector, is needed. The budget finance from the bank 
system should be closely monitored. To achieve the targets for 
growth, jobs, and poverty reduction under the Sixth Five-Year 
Plan (6th FYP), large investments are needed for power, transport, 
human capital, and technological improvements. Policy and 
institutional reforms will need to be accelerated and capacity 
issues in line agencies quickly addressed to create conditions that 
support better growth outcomes.     
 
 Agriculture  
 
4. Agriculture grew by 5.0% in FY2011, slightly lower than 
5.2% in FY2010. Measures such as continued policy support from 
the government, including subsidies for seed, fertilizer, and 
electricity for irrigation; timely distribution of key inputs; higher 
procurement prices for output; better access to credit; building 
growth centers and marketing clubs to sell output at fair prices; 
and better delivery of extension services helped achieve the high 
growth. Favorable weather conditions also contributed to higher 
sector growth. The authorities distributed 18.2 million agro-input 
assistance cards1, cut non-urea fertilizer prices by 73.0%, helped 
open bank accounts for farmers with Tk10 only, and distributed 
hybrid-rice seeds, which contributed to better output. Most 
subsectors performed well. However, to meet the growing demand 
for proteins, productivity in poultry and livestock subsectors, which 
is much lower than in other Asian developing countries, needs to 
be improved. 
 
5. Growth in agriculture is likely slow to 4.6% in FY2012 from 
5.0% in FY2011, because of the high base in two successive 
years. Sustaining high growth in agriculture will require continued 
government support to expand irrigation facilities to bring new 
areas under cultivation, raise cropping intensity through the 
spread of hybrid crop cultivation, and create an incentive regime 
to enhance the commercial viability of agriculture.  
  
6. Food grain production (rice and wheat) for FY2011 is 
estimated at 34.5 million tons, 4.0% higher than that of the 

                                                 
1
 Agro-input assistance cards entitle farmers to procure seed, fertilizer 

and diesel at subsidized rates. 

Agriculture performed well for 
the second successive year  

Agriculture growth to moderate 
in FY2012 
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previous year’s 33.2 million tons (Figure 1). Production of aus 
(summer rice crop) at 2.1 million tons, while lower than the target, 
was 23.5% higher than 1.7 million tons in the previous year. The 
aus cultivation area 
was 1.1 million 
hectares, 13.3% higher 
than that in FY2010. 
Aman (monsoon crop) 
production, which was 
affected by insufficient 
rainfall during July–
August, is estimated at 
12.8 million tons, 5.0% higher than 12.2 million tons in FY2010. 
Aman crop was cultivated on 5.6 million hectares, slightly lower 
than 5.7 million hectares in the previous year. The production of 
boro (winter crop) is recorded at 18.6 million tons, 1.6% higher 
than 18.3 million tons in FY2010. Although the cultivation area 
was the same as in the previous year, boro production rose due to 
better yield rate. Production of wheat is estimated at 1.0 million 
tons, same as that in the previous year.  
 
7. The government’s domestic procurement of food grain in 
FY2011 was 0.5 million tons, 37.5% lower than 0.8 million tons in 
the previous year. The lower domestic procurement was offset by 
imports. The government procured 0.3 million tons of rice from the 
previous boro season and 0.2 million tons from the current boro 
season. The government did not purchase rice in the current 
aman season to avoid a higher procurement price, which could 
push up the already high price of rice in the domestic market.  
 
8. Although the annual crop production was satisfactory, the 
government decided to raise food grain import to boost stock for 
operating a larger 
public food distribution 
system (PFDS) and 
dampening price 
pressures in the local 
food grain market. Food 
grain import in FY2011 
was 5.3 million tons 
(government import 2.0 
million tons, foreign-aided import 0.2 million tons, and private 
import 3.1 million tons), 51.4% higher than 3.5 million tons in 
FY2010 (Figure 2).  
 
9. The government expanded PFDS through the channels of 
open market sales, vulnerable group feeding, and food-for-work 
programs to minimize the hardship of the vulnerable and working 
groups from the rise of food price. The volume of food grain 
distribution in FY2011 was 2.3 million tons, 15.0% higher than 2.0 
million tons in FY2010. The public food grain stock by the end of 

Food grain production in 
FY2011 rose by 4.0% over the 
previous year 

 

Higher food grain import 
to dampen price 

pressures 

The government 
operates a larger PFDS 

Lower domestic 
procurement offset by 
imports 



 

4 

 

FY2011 reached 0.9 million tons, 80% higher than the 0.5 million 
tons at the end of FY2010. 
 
10. The FY2012 budget affirmed continued government 
support to agriculture (para. 74–75). Two factors are however 
expected to influence future structural changes and growth 
patterns in Bangladesh agriculture: slower population growth and 
higher per capita income growth. In the past, agricultural output 
demand was determined by high population growth and slow 
growth in per capita income. In contrast, income-induced demand 
for agricultural output is likely to be dominant in the future. This 
would imply a lower growth in demand for cereals and a stronger 
market demand for noncereal crops and noncrop agriculture. A 
faster expansion of noncereal and noncrop agriculture will thus be 
necessary to maintain stable prices and generate higher farm 
incomes, while at the same time, ensuring food security. 
 
11. In spite of limited land, Bangladesh has strong potential for 
faster agricultural growth. To harness this potential, policies are 
needed in three broad areas: intensifying rice production, 
diversifying into high-return crops, and expanding noncrop 
agriculture. Agricultural intensification could result from better 
yields and higher cropping intensity. Rice and wheat yields can be 
raised substantially by using high-yielding varieties, improving 
extension services, using balanced and efficient fertilizers, and 
better soil and water management techniques. Land could also be 
used to cultivate more high-yielding varieties. Cropping intensity 
could be raised by using greater surface and groundwater 
irrigation and efficiently managing on-farm water.  
 
12. Developing noncrop agriculture will require efforts in 
several areas. For fisheries, better technology and marketing can 
raise output for domestic consumption and export. The poultry and 
livestock subsectors can contribute significantly to agricultural 
growth, given the rapid rise in demand for livestock products. 
Increasing livestock output will require modern methods of 
production, improved technical skills, supportive policy framework, 
and infrastructure. Developing agroforestry is necessary to 
manage forestlands and create additional sources of agricultural 
growth. 
  
 Industry 
 
13. The industry sector recorded robust growth because of a 
strong rebound in export-oriented manufacturing and better 
performance by domestic market-based industries. Sector growth 
during FY2011 was 8.2%, up from 6.5% in FY2010. Strong growth 
in large- and medium-scale industries (10.4% compared with 6.0% 
in FY2010) contributed to improved performance, although growth 
in small-scale industries declined slightly to 7.3%, from 7.8% in 
FY2010 because of gas and electricity shortages, and higher raw 

Budget affirms continued 
support to agriculture 

Faster agricultural growth is 
possible by intensifying rice 
production, diversifying into 
high-return crops, and 
developing noncrop 

agriculture 

Developing noncrop 
agriculture needs 
concerted efforts 

Strong rebound in exports 
and rise in domestic demand 
contributed to higher 
industry sector growth 
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Figure 3. Growth of medium- and large-scale 
manufacturing production

material prices. Growth in mining and quarrying (4.9% compared 
with 8.8% in FY2010) was affected by lower growth in natural gas 
and petroleum (1.0%, down from 8.1% in FY2010). Rapid 
depletion in gas reserves and lower exploration are widening the 
demand–supply gap. Other mining and quarrying activities grew 
by 10.6% compared with 9.8% in FY2010. Electricity production 
rose by 6.5% in July–February of FY2011 over the same period of 
previous year, leaving significant unmet demand. The construction 
sector is projected to grow by 6.4% in FY2011 compared with 6% 
in FY2010. 
 
14. The general index for medium- and large-scale 
manufacturing rose by 16.4% during July–April of FY2011 (Figure 
3). The major industrial category—jute, cotton, wearing apparel, 
and leather—posted a 
rise of 28.2% over the 
corresponding period in 
FY2010. Chemicals, 
petroleum, and rubber 
production declined by 
7.1%; food, beverages, 
and tobacco, up by 
22.5%; fabricated 
metal products rose by 
2.2%; nonmetallic 
products grew by 4.9%; paper and paper products, up by 0.7%; 
and wood products including furniture rose by 4.8%, and 
production of basic metals was up by 34.9%. 
 
15. The FY2012 budget emphasizes Vision 2021 targets by 
raising the industry sector’s contribution to GDP to 40%, and 
attaining labor absorption of 25% by 2021. The government is 
focusing on implementing the Industrial Policy 2010, which 
provides policies and strategies for industrialization over the 
medium- and long-term. The government is providing special 
incentives and support from risk fund by giving exemptions from 
duties, taxes, and double taxation; applying tax at a lower rate; 
and offering cash incentives to industries such as agro-
processing, ready-made garments (RMGs) and knitwear, 
shipbuilding, light engineering, pharmaceuticals, jute and leather 
goods, and toys and furniture. Deciding on the appropriate mix of 
incentives is quite challenging, as the incentives need to be 
nondiscriminatory. An anti-export bias also needs to be avoided.  
 
16. Trade and taxation policies have important bearings on 
industrial development by influencing the level of   protection. The 
emphasis (para. 62–70) of the FY2012 budget is on promoting the 
export-linked and domestic import-substituting industries. 
However, discriminatory trade and tax policies need to be 
minimized to ensure a competitive industry sector. 
 

Medium- and large-scale 
enterprises contributed more 
to higher industrial output 

The FY2012 budget 
strengthens incentives for 
thrust sectors 

Discriminatory tariffs and 
taxes erode industrial 
competitiveness 
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17. The government is implementing several projects to induce 
industrial agglomeration and competitiveness. To promote labor-
intensive and environment-friendly industrialization, the leather 
industrial city along the Dhaleshwari riverside of Savar-Keranigonj

 

upazila (sub district) will be completed by June 2012. Already, 
plots have been allocated to 154 industrial units. The 
establishment of a central effluent treatment plant and 
construction of a dumping yard are ongoing. An industrial park for 
pharmaceuticals is being built at Gazaria, Munshiganj. To improve 
testing and standardization of industrial goods, laboratories of the 
Bangladesh Standards and Testing Institution are being 
modernized, and a project has been initiated to set up fully 
equipped testing facilities in the districts of Comilla, Cox’s-Bazar, 
Faridpur, Mymensingh and Rangpur. To revive the jute industry, 
the government is implementing the law on compulsory use of jute 
for packaging commodities. The government has taken over the 
past liabilities (Tk24.0 billion) of Bangladesh Jute Mills 
Corporation, and also allocated Tk2.0 billion to buy raw jute and 
Tk5.0 billion for refinancing. To boost the tourism sector, the 
government has enacted the Bangladesh Tourism Board Act and 
the Bangladesh Conservation and Preservation of Tourism Area 
and Exclusive Tourist Zone Ordinance 2010, and formulated the 
Bangladesh Tourism Policy 2010. Implementing these will entail 
large investments in infrastructure, institutional reforms to improve 
service delivery, planned development of tourist locations, trained 
human resources, efficient transport and communications system, 
and greater private sector participation in the sector.  
 
18. To improve the financial health of state-owned enterprises 
(SOEs), the government allocated Tk26.0 billion in the FY2012 
budget to write off loans, repay bank liabilities, and provide 
interest subsidy to 1,585 sick industries in frozen foods, RMG, and 
the textiles subsector. Restructuring and reforms of the SOEs, 
including adopting appropriate tariff policies, are essential to make 
them efficient and financially viable.  
 
19. The FY2012 budget prioritizes special economic zones to 
promote both export and import-substituting industries. To 
implement the Bangladesh Economic Zones Act 2010, developing 
physical infrastructure, communication, connectivity, and power 
supply, as well as efficiently planning land use will be necessary.  
 
20. Industry sector growth is expected to edge up to 8.8% in 
FY2012, with exports maintaining healthy performance, thrust 
sectors responding positively to government incentives provided in 
FY2012 budget, small and medium-sized enterprises (SMEs) and 
agro-based industries performing better due to buoyant domestic 
demand and easier access to credit, and continued growth in 
housing and construction activities. To maintain strong sector 
performance, gas and electricity should be made available, port 
services improved, and costs of doing business reduced.  

Measures taken for planned 
industrial development  

SOEs continue to be nourished 
through public resources 

Addressing infrastructure 
deficits and reducing costs 
of doing business are vital 
for strong industry sector 

performance 
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 Services 
 
21. Services sector growth in FY2011 is estimated at 6.6%, 
slightly better than 6.5% in FY2010. Higher growth in agriculture 
and industry and expansion in trade activities helped maintain 
healthy growth in this sector. Wholesale and retail trade; transport; 
telecommunications; and community, social, and personal 
services performed better. The mobile phone market continued to 
drive telecommunications because of strong consumer demand. 
Growth in private schools and universities widened education 
services. New private television channels fuelled the growth of 
community, social, and personal services. The larger numbers of 
health care service providers also contributed to the growth of the 
sector.  
 
 Economic Growth 
 
22. GDP growth at 6.7% was higher in FY2011 than 6.1% in 
FY2010 (Figure 4). 
Strong performance by 
all sectors contributed 
to the better growth 
performance. Private 
consumption, 
supported by a surge in 
credit, was the key 
driver. Investment rose 
slightly to 24.7% of GDP from the previous year’s 24.4% (Figure 
5). Bangladesh needs to substantially raise investment from the 
current 24%–25% of 
GDP to 32.0%-33.0% 
within a short time, to 
enhance the country’s 
growth prospects. GDP 
growth in FY2012 is 
projected at 7%, with 
continued healthy 
growth in exports, 
improvements in the 
power supply situation, boost in domestic demand, and pickup in 
remittance growth.  
 
23. A number of downside risks could upset Bangladesh’s 
short-term growth prospects. Rising inflation is a major concern, 
which will create hardships for the poor and the vulnerable and 
erode gains in poverty reduction. The inability to expand power 
generation could also hold back investment and growth in 
industrial output. Lower than expected domestic revenue and 
foreign financing may hamper economic growth. Slowdown in 
global recovery could affect exports. Political stability is an 

Strong performance by 
agriculture, industry, and trade 
activities helped maintain 

healthy services growth 

Growth in FY2012 is expected 
to be slightly higher  

A number of downside risks 
could upset growth 
prospects 
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essential condition in maintaining a favorable investment climate 
and stepping up economic activity. Natural disaster is a potential 
risk, which could destroy crops, damage infrastructure, and affect 
the livelihood of the poor people.   
 
24. Underpricing in power and energy products inhibits sector 
development and exerts pressures on the government budget 
through larger subsidy. Administered prices of petroleum products 
are a major source of fiscal and quasi-fiscal costs to the 
government. The quasi-fiscal costs arise from government 
guarantees against loans negotiated by Bangladesh Petroleum 
Corporation with domestic and international banks. Power tariffs 
are also unable to recover costs, weakening the financial health of 
the power utilities and discouraging private investment in the 
power sector. Continuation of the high petroleum and power 
subsidies also implies lower allocations for priority social and 
physical infrastructure, affecting the country’s long-term growth 
prospects. The price of gas is also much lower than its economic 
price. A realistic pricing policy that reflects costs and economic 
value of resources is critical for the sustainable development of 
the power and energy sectors.  
 
Inflation 
 
25. Managing inflation is emerging as a major challenge. 
Inflation, year-on-year, lifted by higher international prices of food 
and commodities, rose 
rapidly in the second 
half of FY2011. After 
slowing to 6.9% in 
October 2010 from 
8.7% in June of the 
same year, inflation 
rose to 10.7% in April 
2011, then slightly 
slowed to 10.2% in June 2011 (Figure 6). Annual average inflation 
rose to 8.8% in FY2011 (Figure 7) from 7.3% in FY2010 because 
of the rise in global 
food and commodity 
prices and demands 
from expansion in 
private sector credit. 
The rise in agricultural 
wages contributing to 
higher production 
costs, the upward 
adjustment in domestic-administered fuel prices, and the 
depreciation of the taka from the beginning of 2011 also led to 
inflationary pressures. 
  
26. Food inflation, rising from 8.7% in July 2010 to 12.5% in 

Realistic pricing policy is 
essential for power and 
energy sector development 

Higher global food and 
commodity prices and rapid 
private credit growth 
contributed to inflationary 

pressures 
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Figure 8. Domestic open market retail prices of 
food grains

Coarse Rice Wheat

June 2011, dominated overall inflation; non-food inflation also 
grew, from 4.9% in July 2010 to 5.7% in June 2011. Rural inflation 
was higher than urban inflation. Urban inflation rose from 6.8% in 
July 2010 to 8.3% in June 2011 but rural inflation rose from 7.5% 
to 10.9% during the same period. Rural people were affected 
more by the rise in food prices, as food occupies a much larger 
share of their budget compared with those in the urban areas.  
 
27. The average retail price of the main staple food, rice 
(coarse), reached its 
peak at 
Tk34.7/kilogram (kg) in 
February 2011 from 
Tk29.6/kg in July 2010 
although later declined 
to Tk29.5/kg by June 
2011. The price of 
wheat rose to 
Tk20.0/kg in June 
2011 from Tk17.8/kg in July 2010 (Figure 8). 
 
28. Bangladesh Bank (central bank) continued its tighter 
monetary policy stance to dampen inflationary pressures, and 
tried to lower annual money and private sector credit growth by 
adjusting policy rates and undertaking open market operations. 
The central bank raised policy rates, and commercial banks’ cash-
reserve requirement (CRR) (para. 37). To keep the effects of 
inflation on the poor and the vulnerable in check, the government 
intervened in the retail market through open market sales at 
subsidized prices including food rationing, and took several 
measures to ensure the supply of essential commodities, including 
better market monitoring (by the commerce ministry), revitalizing 
the Trading Corporation of Bangladesh, and importing rice to build 
up a comfortable stock. 
 
Fiscal Management 
 
29. Fiscal policy focused on maintaining macroeconomic 
stability and promoting pro-poor growth, while ensuring food 
security and encouraging social inclusion. The strategic thrusts of 
the fiscal policy envisioned in the 6th FYP and Vision 2021 are 
boosting revenue, reorienting public spending to more productive 
sectors, and improving the efficiency of public spending. The 
FY2012 budget, which is anchored on the 6th FYP’s medium-term 
macroeconomic framework (MTMF), emphasizes maintaining the 
fiscal deficit within sustainable limit and ensuring noninflationary 
financing of the deficit, while encouraging public and private 
investment, and strengthening social protection measures through 
expanded social safety net programs.  
 

Fiscal policy remains 
anchored on the Medium-
Term Macroeconomic 

Framework of the 6
th

 FYP 

Food inflation dominated 

rapid rise in overall inflation 

Prices of staple food were 

high in FY2011 

To rein in inflation, the 
central bank raised its policy 
rates, and government took 
several measures to stabilize 

food prices  



 

10 

 

217.6 228.5
170.4

3.9

620.4

280.1 279.6
227.1

4.1

790.9

0

100

200

300

400

500

600

700

800

900

Domestic 
Indirect Taxes

Import Taxes Income 
Taxes

Other  
Taxes

Total

Tk. Billion

Figure 9. Revenue collection by National Board of 
Revenue

FY2010 FY2011

0

20

40

60

80

100

FY2007 FY08 FY09 FY10 FY11

83 82 86
91 92

%

Figure 10. ADP Implementation

30. Revenue performance remained buoyant in FY2011, 
underpinned by vigorous tax collection and reform measures 
implemented by the 
National Board of 
Revenue (NBR). 
Revenue collection by 
NBR rose by 27.5% in 
FY2011 over 
collections in FY2010 
(Figure 9). Sustaining 
the commendable 
revenue performance 
will require accelerating tax administration and tax policy reforms, 
and will depend on the pace of strengthening of domestic 
economic activity.  
 
31. Import-based taxes rose by 22.4% during FY2011, aided 
by growth in customs duty (28.4%), value-added tax (VAT, 
16.2%), and supplementary duty (24.8%) collection at the import 
stage. Domestic indirect taxes grew by 28.7% during the same 
period, driven by VAT (29.0%) and supplementary duty (27.8%).  
 
32. Tax reform efforts, including streamlining the universal self-
assessment system, raising the number of taxpayers, conducting 
intensive supervision and monitoring, and implementing concerted 
drives against tax evasion boosted income tax collection. Income 
tax recorded a robust growth of 33.3% in FY2011.  
 
33. In line with government priorities, public spending rose to 
Tk1.3 trillion in FY2011, 
up by 28.0% from the 
spending in FY2010. 
Current spending 
(Tk789.0 billion) rose by 
17.7%. The Annual 
Development Program 
(ADP) spending 
amounted to Tk328.3 
billion, 92.0% of the revised allocation of Tk358.8 billion (Figure 
10). 
  
34. The low level of public investment, evidenced by the small 
size of the ADP, limits Bangladesh’s growth prospects. The ADP 
size is further eroded by constraints in the capacity of line 
agencies, institutional inefficiency, and weak coordination. Despite 
progress in operationalizing the medium-term budget framework 
(MTBF) that links development spending with the resource 
envelope, weak capacity to implement projects affected ADP 
performance. Also, for maintaining quality, project implementation 
needs to be spread evenly throughout the year instead of 
bunching at the end of the fiscal year, and projects need to be 

Revenue performance was 

buoyant  

Raising implementation 
capacity is essential for 

better ADP utilization  

Collection from indirect 
taxes rose briskly  

Sustained reforms 
bolstered income tax 
collection 
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included purely on economic considerations. To improve ADP 
utilization rate, authorities review the status of implementation of 
ministries and/or divisions during executive committee meetings of 
the national economic 
council. A taskforce has 
been formed to monitor 
the implementation of 
10 large ministries 
and/or divisions, and a 
list of 50 foreign-aided 
projects has been 
drawn up to review the 
progress of 
implementation. In addition to these measures, reforms are 
needed to select better projects and to shorten the approval 
process.   
 
35. Fiscal deficit in FY2011 was 4.4% of GDP, higher than 
3.7% in FY2010 (Figure 11), but lower than the budget target of 
5.0% of GDP. Domestic financing, mainly bank borrowing, is 
increasingly replacing foreign financing, which fell due to the 
country’s lower capacity to absorb aid.  
 
Monetary and Financial Developments 
 
36. In implementing monetary policy to regulate the growth of 
liquidity in the banking system and to moderate inflationary 
pressures, Bangladesh Bank auctioned off treasury bills (T-bills) of 
different maturities along with undertaking repo and reverse repo 
operations. Although the auction of 28-day T-bills has been 
suspended since July 2008, auctions of other T-bills were 
conducted regularly. The weighted average yield on 91-day T-bills 
reached 7.0% in July 2011, significantly up from 2.4% in July 
2010. The yields on 182-day T-bills rose to 7.3% from 3.5% and 
364-day T-bills to 7.6% from 4.2% during the same period.  
 
37. In FY2011, Bangladesh Bank raised the repo and reverse 
repo rates four times by 225 basis points in each category to 
6.75% for repo and 4.75% for reverse repo rates, to mop up 
excess liquidity in the banking system. The central bank also 
raised CRR by 50 basis points in December 2010. Despite these 
monetary tightening measures, excess liquidity in the banking 
system remained high at Tk340.7 billion at the end of June 2011, 
marginally down from Tk345.0 billion in June 2010. In addition, in 
FY2011, Bangladesh Bank had provided Tk80.4 billion to 
commercial banks as repo liquidity support. To tighten liquidity, 
effective 5 September 2011, the central bank raised repo and 
reverse repo rate by 50 basis points each, to 7.25% and 5.25%, 
respectively.   
 

Government borrowing 
from the banking system 
needs to be monitored  

Bangladesh Bank relied 
mostly on open market 
operations  

Monetary contraction 

measures continue 
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Figure 12. Growth of monetary indicators

Broad money Credit to Government Credit to private sector 

38. The interbank call money rate rose since the beginning of 
FY2011, climbing to 180.0% on 19 December 2010, which is an 
all-time high rate, with a pickup in private sector credit demand. 
The rate fell subsequently following Bangladesh Bank’s 
intervention. On a weighted average basis, the rate was 11.2% in 
July 2011, higher than 3.3% in July 2010, reflecting strong credit 
demand in the market. 
 
39. Following the past few years’ trends, money and credit 
growth remained high in FY2011. Despite measures taken by the 
central bank for monetary contraction, growth in broad money 
(M2) rose to 23.5% in 
March 2011, before 
settling at 21.3% 
(against the annual 
target of 16.0% in 
FY2011) in June. 
Domestic credit rose 
27.4% (against the 
annual target of 18.8%) 
in June. The high 
growth in private sector credit (25.8%, against the annual target of 
16.5%) contributed to the higher than target M2 and domestic 
credit growth. The growth in net foreign assets continues to 
moderate, at 5.2% in June 2011, down from 41.3% in June 2010 
because of slower remittance growth and sharp rise in import 
payments. Growth of net credit to the government remained high 
at 34.9% in June 2011 because of the sharp decline in the sale of 
national savings certificate and a shortfall in external financing 
(Figure 12).  
 
40. Reserve money growth rose, reaching 21.1% in June 2011 
from 16.0% in June 2010 in spite of the sharp fall in the net foreign 
assets growth. The growth was also higher than the annual target 
of 15.0%. The higher growth in reserve money was caused by the 
rapid growth in the net domestic assets of Bangladesh Bank. The 
reserve money multiplier remained high at 4.5% in June 2011.  
 
41. The half-yearly monetary policy statement (MPS, July–
December 2011) aims to continue the central bank’s tighter 
monetary policy stance to rein in credit expansion to control 
inflation and preserve external sector balance. The MPS projects 
that year-on-year growth in M2 will slow to 18.5% in June 2012, 
and private sector credit to 18.0%. The MPS hopes that it will be 
possible to control credit flows into wasteful, unproductive, and 
high-risk sectors, while ensuring adequate credit flows to 
productive sectors in manufacturing, agriculture, trade, and other 
services. Widening credit access for underserved productive 
sectors will be one of the major priorities under the current MPS. 
Regulating credit flows to unproductive sectors, and redirecting 
them to the more productive sectors will be a major challenge, 

Bangladesh Bank aims to 
continue its restrictive 
monetary policy stance    

Reserve money growth 

rose   

Weighted average 
interbank call money rate 
eased   

Money supply growth 

remained high   
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requiring close monitoring by the central bank of commercial 
banks’ credit operations. The MPS also indicates that Bangladesh 
Bank’s intervention in the foreign exchange market will continue, 
to keep the markets operating smoothly without excessive 
volatility.  
 
42. The weighted average lending rate rose to 12.4% in June 
2011 from 11.2% in 
June 2010. The deposit 
rate also rose to 7.3% 
from 6.0% (Figure 13). 
Real average deposit 
rates stayed negative 
because of the high 
inflation rate. The 
interest rate spread 
narrowed to 5.1 
percentage points in June 2011 from 5.3 percentage points in 
June 2010.        
 
43. The disbursement of industrial-term lending stood at 
Tk244.9 billion during July–March of FY2011, 30.1% higher than 
the corresponding period of FY2010, reflecting a pickup in 
industrial activities. The disbursements for large industries grew 
by 21.9%, and medium-sized industries by 46.6%. 
 
44. Loans for agriculture and SMEs are being prioritized, in 
line with the central bank’s policy directives. Out of the Tk126.2 
billion targeted for fresh credit to agriculture, Tk121.8 billion 
(96.5% of total target) was disbursed in FY2011, a growth of 9.6% 
over FY2010. Similarly, outstanding loans to SMEs reached 
Tk686.1 billion in March 2011, 25.7% higher than that in March 
2010. The ratio of SME loans to total loans in the banking system 
marginally declined to 19.9% in March 2011 from 20.6% in March 
2010.  
 
45. The ratio of gross nonperforming loans (NPLs) to total 
loans in the banking system dropped to 7.3% at the end of March 
2011 from 9.4% at the end of March 2010. The gross NPL ratio for 
state-owned banks remained high at 14.8% at the end of March 
2011, although significantly declined from 21.7% at the same time 
last year. The gross NPL ratio for private banks declined from 
4.2% to 3.4% during the same period. For the foreign banks, NPL 
ratio rose from 2.4% to 3.3%. However, the ratio remained high at 
24.0% at the end of March 2011 for specialized banks. The net 
NPL ratios for all banks declined from 2.1% at the end of March 
2010 to 1.3% at the end of March 2011.  
 
 
 

Disbursement in 
industrial lending 
picked up   

Prioritized sectors—
agriculture and SMEs—

received higher credit   

Interest rate spread 

narrowed  

NPLs of the banking system 

have been declining  
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Balance of Payments 
 
46. Exports recorded a growth of 41.5% in FY2011, 
significantly up from 
only 4.1% in the 
previous year (Figure 
14). As the year 
progressed, export 
earnings grew steadily, 
by 30.0% in the first 
quarter of FY2011, 
41.0% in the first half, 
and then finally, 41.5% in the full fiscal year. Export earnings in 
FY2011 significantly exceeded (23.9% higher) the annual export 
target ($18.5 billion) set by the government. Recovery in demand 
for low-end garment products, sales to new markets, and a sharp 
rise in exports of frozen food and jute products contributed to the 
higher growth of exports.   
 

47. Garment exports earnings—accounting for 78.1% of total 
export earnings in FY2011—grew by 43.4%, benefiting largely 
from the higher export prices following the rise in prices of cotton, 
yarn, and accessories. Exports of woven garments rose by 40.2% 
and knitwear by 46.3%. Among other major exportable items, 
earnings for raw jute (82.0%), frozen food (40.4%), leather 
(31.7%), and jute goods (28.0%) grew rapidly, following rise in 
demand and the lower base in the previous year.  
 

48. The relaxed rules of origin under the Generalized System 
of Preferences of the European Union (EU; effective January 
2011) raised export earnings for Bangladesh from EU countries. 
Export earnings from this region grew by 45.4% in FY2011, while 
those from the United States (US) market grew by 29.3%. The 
share of exports to EU countries in total exports increased to 
52.1% in FY2011 from 50.8% in FY2010; while the share of US 
markets declined to 22.3% from 24.4%. 
  

49. The government set a $26.5 billion target for FY2012 
export, 15.6% higher than the export earnings in FY2011. Shifting 
of orders from other garment exporting countries following rise in 
wages, and EU’s relaxed rules of origin will help attain the target. 
However, inadequate supply of gas and power could affect 
production, raise costs, and create difficulties in attaining the 
target. Recent developments in the global economy, with 
weakening US recovery and lingering eurozone debt crisis could 
cause a fall in demand for export items from Bangladesh.     
 

50. In FY2011, import payments grew rapidly by 41.8% (Figure 
15) due to higher prices of food grains, fertilizer, fuel, and raw 
cotton, and yarn in the international market. In addition, the 
volume of oil import rose rapidly because of higher demand from 

Exports grew by 41.5% in 
FY2011   

Share of garment exports in 

total export earnings rose  

Import payments rose 
sharply  

Export target of $26.5 billion 
in FY2012 expected to be 
achieved  

Share of export earnings from 
EU countries in total exports 
rose 
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Figure 16. Growth in employment abroad

the newly set up oil-based power projects. The rise in food prices 
in the international 
markets contributed to 
the sharp rise in the 
import payments for 
food grains (128.4%), 
complemented by the 
lower base in FY2010 
and the government 
efforts to enhance food 
stock. Imports of raw cotton rose by 86.9% and yarn by 93.6%. 
Fertilizer imports rose by 73.0%. Imports of capital goods also 
rose by 31.0%, indicating a likely pickup in investment in the near 
term. Imports of sugar rose slightly by 0.6%, pulses fell by 16.5%, 
and edible oil imports rose by 1.7%.   
 

51. The total value of import letters-of-credit (L/Cs) opening 
rose by 34.6% in FY2011 because of a pickup in domestic 
business activity, higher commodity prices in the international 
market, and higher food grain imports. L/Cs for imports of food 
grains rose by 104.4%, industrial raw materials by 49.5%, capital 
machinery by 44.8%, and petroleum by 30.4%.  

 
52. Remittance inflows stood at $11.7 billion in FY2011, 
growing by only 6.0%, down from 13.4% growth a year earlier. A 
drop in overseas jobs for Bangladeshi workers, especially in the 
Middle East countries—a major source of remittances inflows into 
Bangladesh—contributed to a slowdown in the growth of 
remittance earnings. Although remittance inflow was weak in the 
first half of the fiscal year, it started to pick up since February 2011 
with a rise in overseas employment.  

 
53. The number of people leaving Bangladesh for overseas 
jobs grew marginally by 2.8% in FY2011 (Figure 16). During 
FY2011, a total of 439,375 Bangladeshis found jobs abroad 
compared with 427,202 
in FY2010 due to the 
reduced recruitment by 
the Gulf countries, the 
largest destination for 
Bangladeshi workers. 
However, during 
February–June 2011, 
overseas jobs for 
Bangladesh workers 
rose by 29.4% over the corresponding period in 2010. In addition 
to creating better job opportunities in recruiting countries, the 
authorities need to address supply side issues such as reducing 
migration cost and skills shortages.     
 

Import L/Cs rose sharply, 
implying pickup in domestic 
economic activity    

Remittances grew slowly  

Overseas jobs for Bangladesh 

workers have been rising  
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Figure 17. Gross foreign exchange reserves

54. Net foreign direct investment inflows to Bangladesh were 
$768.0 million in FY2011, down from $818.0 million in FY2010. 
Net foreign aid also fell to $1.0 billion in FY2011 from $1.5 billion 
in FY2010, putting further pressures on the country’s foreign 
exchange reserves.  
 
55. In FY2011, trade deficit widened to $7.3 billion, up from 
$5.2 billion a year earlier, as import payments were much greater 
than export earnings. With the higher deficit in trade and services 
and lower growth in remittances, the current account surplus 
declined sharply to $995.0 million in FY2011, down from $3.7 
billion in FY2010. The combined capital and financial accounts 
recorded a deficit of $984.0 million, a significant rise from a deficit 
of $234.0 million in FY2010 because of the larger outflows on 
account of trade credit ($1.9 billion, compared with $1.0 billion in 
FY2010) and lower net inflows in medium- and long-term loans 
($1.1 billion down from $1.6 billion in FY2010). As a result, the 
overall balance showed a deficit of $635.0 million in FY2011, a 
sharp decline from the surplus of $2.9 billion in FY2010. 

 
56. At the end of June 2011, gross foreign exchange reserves 
of Bangladesh Bank reached $10.9 billion (about 4 months of 
imports), marginally up from $10.7 billion a year earlier (Figure 
17). The robust export 
growth and the 
purchase of foreign 
exchange by 
Bangladesh Bank from 
the interbank market 
raised foreign reserves 
despite the slowdown 
in remittance earnings 
and strong growth in 
import payments. However, the foreign exchange reserves are 
under pressure because of growing import payments, particularly 
for fuel oils, food grains, and power plant equipment.  
 
Exchange Rate 
 
57. Average nominal (taka–dollar) exchange rate depreciated 
from Tk69.4 to $1 at the end of June 2010 to Tk74.0 to $1 at the 
end of June 2011 (a depreciation of 6.2%) (Figure 18). Despite the 
country's healthy 
foreign exchange 
reserve position, the 
taka depreciated due 
to higher import 
demand. To limit 
excessive volatility in 
the exchange rate, 
Bangladesh Bank sold 

Both nominal exchange rate 
and REER depreciated   

Gross foreign exchange 
reserves remained high 
despite slowdown in 
remittance growth and higher 
import growth    

 

 
Inflows of foreign direct 
investment and foreign aid 

slowed down   

Overall balance recorded a 
deficit  
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$962 million in the interbank foreign exchange market. The spread 
between the interbank and curb market exchange rates remained 
large with the curb market exchange rate remaining consistently 
higher than the interbank exchange rate. In FY2011, the nominal 
effective exchange rate index depreciated by 13.1% and real 
effective exchange rate (REER) depreciated by about 8.1%, 
implying improved export competitiveness. 
 
Capital Market 
 
58. The major stock market indicators remained subdued 
following a sharp fall in prices in early December 2010. The Dhaka 
Stock Exchange (DSE) general index declined by 26.2% by end-
June 2011 from the 
level of end-December 
2010 (Figure 19). DSE 
market capitalization 
reached Tk2.8 trillion by 
the end of June 2011, 
down by 18.8% from 
end-December 2010. 
The market price–
earnings ratio also declined from 24.1 in June 2010 to 16.6 in 
June 2011, suggesting rapid price correction in the market.  
  
59. Similarly, the Chittagong Stock Exchange selective 
categories index declined by 27.6% by end-June 2011 from the 
end-December 2010 level. Market capitalization also fell by 25.0% 
during the period. The government announced ad hoc measures 
to stabilize the market and improve investor confidence, including 
advising commercial and merchant banks to reinvest their profits, 
instructing merchant banks to stop the practice of forcing clients to 
sell shares, and removing index circuit breakers. The government 
has set up the Bangladesh Fund, aimed at stabilizing the stock 
market. The Securities and Exchange Commission (SEC) 
approved the fund backed by eight state-run financial institutions. 
In the budget for FY2012, the government allowed investment of 
undisclosed income in the stock market, on payment of a 10.0% 
tax on the invested amount. The government also reorganized 
SEC, with the appointment of new chairman and members. 

Major stock market indicators 
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THE FY2012 BUDGET 
 
Overview 
 
60. The finance minister presented the FY2012 budget to 
parliament on 9 June 2011. The budget was prepared in the 
backdrop of major developments in the global economy, with 
rising oil and commodity prices in the international market and 
weak recovery in advanced economies. Challenges also emerged 
for macroeconomic management in Bangladesh, with inflationary 
pressures intensifying and the external balance coming under 
growing pressure. 
 
61. The budget aligns to the strategic framework, embodied in 
the 6th FYP, and the government’s Vision 2021. The budget is also 
anchored on the 6th FYP’s MTMF, and seeks to raise GDP growth 
to 7.0% in FY2012 (Figure 20) and keep inflation within 7.5% 
(Figure 21). To achieve these objectives, the budget emphasizes 
greater coordination among monetary, fiscal, and exchange rate 
policies, and easing supply side constraints by boosting private 
and public investment in power and energy, physical 
infrastructure, and human capital development. The budget is 
expansionary, with an overarching goal of creating a stable 
environment for accelerated economic growth, focusing on 
removing obstacles to smooth private sector operations and 
rapidly reduce poverty. The budget also emphasizes food security, 
social protection, digitization, and addressing climate change 
concerns. The budget earmarks 53.1% of total resources for 
activities aimed at reducing poverty. Total spending target for 
FY2012 is Tk1.6 trillion (18.2% of GDP) with Tk506 billion (5.6% 
of GDP) for ADP spending and the remaining Tk1.0 trillion for 
current spending (11% of GDP). Government revenue of Tk1.2 
trillion (13% of GDP) will finance the major share of spending; the 
balance (5% of GDP) will be financed by domestic borrowing (3%) 
and foreign financing (2%).  
 
Revenue Measures 
 
62. Encouraged by a strong revenue outturn in FY2011, and to 
be consistent with the revenue target in the 6th FYP, total revenue 
is projected to grow by 24.4% over the revised budget of FY2011 
(Figure 22). The ambitious revenue target is expected to be 
achieved by broadening the tax coverage resulting from identifying 
new taxpayers; bringing more economic activities into the tax net; 
encouraging voluntary compliance; implementing comprehensive 
reforms that focus on modernizing tax policies, laws, and tax 
administration; and enhancing the efficiency of nontax revenue 
mobilization. The core principles of revenue mobilization include 
formulating a tax policy to expand domestic industries and trade 
activities, delivering tax services to encourage voluntary 
compliance, continuing current tax exemption provisions until 
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2013, maximizing revenue along with achieving social justice, and 
operationalizing alternative dispute resolution mechanisms.  
 
63. The budget emphasizes implementation of the NBR 
Modernization Plan during 2011–2016, which contains three 
objectives: (i) raising tax to GDP ratio to 13% by 2016; (ii) 
introducing modern web-based services for e-registration, e-filling 
of tax return, declaration submission, tax payment, and rebate by 
2016; and (iii) reducing tax-related suits to 80% by 2016. The 
budget projects to raise the tax to GDP ratio from 10% in FY2011 
to 10.5% in FY2012, while nontax revenue is expected to be 
raised from 2.1% of GDP in FY2011 to 2.5% in FY2012 (Figure 
23). Despite NBR’s commendable performance in FY2011, 
achieving the revenue target will require strong commitment and 
greater efficiency in tax administration, especially making 
substantial headway in tax reform programs. 
  
64. Despite progress made in trade liberalization, Bangladesh 
depends more heavily on trade taxes compared with other Asian 
developing countries. This tends to compromise the efficiency and 
neutrality of the trade regime. New supplementary duties (in trade 
non-neutral manner) imposed in the FY2012 budget are likely to 
raise nominal protection rate by 2.0–3.0 percentage points. In 
addition, overdependence on production taxes could undermine 
allocational efficiency.  
 

Income Tax  
 
65. The budget seeks to shift emphasis away from reliance on 
trade taxes to income taxes and VAT by simplifying tax 
assessment and payment procedures and increasing the 
transparency and accountability of the income tax system. The 
income threshold for individual taxpayers has been raised from 
Tk1,65,000 to Tk1,80,000. The threshold has also been raised for 
senior citizens, women, and disabled people. To simplify and 
make the tax system transparent, the online return filing 
arrangement will be immediately extended to two more zones, and 
to the whole country, by 2013. Taxpayers' Information and Service 
Centers will be established one each in Dhaka and Chittagong to 
provide all tax-related services. By December 2011, online 
registration for the taxpayer identification number (TIN) will be 
made functional. Taxpayers showing 20% higher income over the 
previous year will be outside the purview of audit, subject to 
certain conditions. A computerized audit system will be 
operationalized by 2012. Corporate social responsibility (CSR) will 
be reshaped to encourage CSR compliance. Companies will be 
eligible for a 10% tax rebate for CSR donations up to Tk80 million.  
 
66. The budget raised the investment limit for tax rebate to 
Tk10 million, extended the tax holiday to 30 June 2013, offered 
tax holidays for areas and sectors that conform to the Industrial 
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Policy 2010, and extended the tax holiday period for physical 
infrastructure such as roads and bridges to 10 years. To help 
attain the goal of ―Digital Bangladesh,‖ the tax exemption period 
for development of software has been extended to 30 June 2013. 
The budget continued the exemption of stock market investors 
from selected taxes, even if their income is above the threshold 
limit; the investors will not be required to produce TIN; and 
investment in Bangladesh Infrastructure Finance Facility, or 
treasury bonds will be accepted without any question subject to 
payment of a 10% tax.  
 

Value-Added Tax 
 
67. The budget took several measures to increase revenue 
from VAT. To help promote SMEs, turnover tax rate has been 
reduced to 3%. Business identification numbers will now be 
assigned to SMEs. To boost job creation through local industries, 
VAT and supplementary duties on several goods produced 
domestically have been reduced or withdrawn. Tax on SIM cards 
has been reduced to expand telecom services. Supplementary 
duties on cigarette and chewing tobacco have been raised to 
discourage their consumption and a ''Tobacco Tax Policy Cell'' 
has been formed at NBR to formulate a balanced tobacco tax 
policy. To make the VAT law more tax-friendly, maximum penalty 
for violations has been reduced. A ''Reserve for Refunds'' account 
is being set up to make refund easier. A ―Reserve for Rewards 
and Financial Incentives'' fund will also be created to provide 
incentives to the tax officials. 
 
68. Online VAT return submission has been introduced on a 
limited scale, which will gradually be expanded throughout the 
country. A project named Modernization of VAT Environment will 
be launched shortly to automate more VAT offices. Taxpayers, 
whose yearly VAT payments exceed Tk5 million will be required to 
maintain all documents by using relevant software. A ―Value-
Added Tax Day‖ and ―Value-Added Tax Week‖ will be observed to 
create awareness among taxpayers. As part of administrative 
strengthening, several new departments will be established, 
including four offices for Commissioners of Customs, Excise and 
VAT, three for Appeal Commissioners, and two extra benches in 
the Appellate Tribunal.  
 

Import Duty 
 
69. The key objectives of import duties are to mobilize revenue 
and to protect domestic industries. To promote the government’s 
food security objectives, the FY2012 budget retained zero import 
duty on rice, pulse, wheat, sugar, edible oil, onion, fertilizer, and 
seeds. The budget levied a 5% regulatory duty on commodities 
attracting the highest customs duty (25%). To support the 
domestic motorcycle and assembling industries, supplementary 
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duty on imported motorcycles has been raised to 45%, and the 
5% regulatory duty on imported complete knocked-down 
motorcycles has been withdrawn. To encourage investment in the 
energy and power sectors, existing duty facilities will be continued. 
To reduce environmental pollution, import duty on chemicals used 
in effluent treatment plants has been reduced. To increase the 
competitiveness of local printers, duty has been raised from 5% to 
12% on imported printed textbooks for primary and secondary 
levels. To protect local emerging furniture manufacturing 
industries, the supplementary duty on imported furniture has been 
raised from 20% to 30%. To benefit local manufacturers, the 5% 
regulatory duty has been withdrawn from the import of particle 
boards.  
 
70. For customs valuation of old and reconditioned vehicles, a 
depreciation benefit at the flat rate of 25% has been maintained. 
The budget imposed a 20% supplementary duty on glass tubes; a 
30% supplementary duty on imported toilet paper and facial 
tissues; and a 25% export duty on cotton waste to protect local 
industries. Import duties have been reduced on light-emitting diod 
lamps and T5 tube lights, and supplementary duty has been 
withdrawn from T5 tube lights. Similarly, the 60% supplementary 
duty has been removed and import duty has been reduced for 
solar energy-driven hurricane lamps and lamps used in villages. 
To aid Thalasamia patients, import duty and VAT have been 
withdrawn from leucocytes filters used in blood purification. To 
support the local pharmaceutical industry, the 20% supplementary 
duty has been withdrawn and import duty on cartridges and/or 
membrane filters has been reduced. The budget also extended 
capital machinery benefits to the sandwich panel of 
pharmaceutical industries, along with duty facilities to other raw 
materials. For trade facilitation, renewal of the duration of bond 
licenses has been increased from 1 year to 2 years. The pre-
shipment inspection system has been extended until December 
2012. The budget also announced a program to build capacity and 
digitize the customs department.  
 
Spending Measures 
 
71. The budget has been prepared within MTBF, which is 
firmly anchored on the MTMF of the 6th FYP. MTBF aims to 
strengthen fiscal management by linking budget planning with the 
government’s policies and priorities and resource allocation with 
the performance of all ministries and divisions. To derive the 
desired benefits, policy predictability, and institutional capacity of 
the ministries will need to be vastly enhanced. Meeting the MTBF 
requirements and unifying revenue and development spending will 
also be major challenges.  
 
72. The budget presented an ambitious public spending plan, 
raising spending by 25.8% over actual spending in FY2011 
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Figure 25: Sectoral shares in public expenditure in 
FY2012

(Figure 24). Total spending and sector allocations are broadly 
consistent with the government’s priorities and growth projections 
indicated in the 6th FYP. The budget sought to strengthen pro-poor 
focus, and address regional income disparity by providing special 
development assistance to the extreme poverty-stricken regions. 
To deliver this challenging program, the line ministries and 
divisions’ capacity to implement will need to be strengthened.  
 
73. Current spending will rise by 11.3%, and development 
spending by 28.2%. Consistent with the priorities of the 6th FYP, 
30.4% of total resources are allocated to social infrastructure, 
29.2% for physical infrastructure, 21.3% for public administration 
and defense, and the remainder mainly to interest payments and 
subsidies (Figure 25). The budget allocated Tk45 billion for 
subsidies, which could fall short of the required allocation unless 
adjustments are made in domestic prices of gas, electricity, and 
fuel to bring them in line with international prices. This could also 
push up budget deficit, or require a reduction in ADP size. ADP 
underperformance is a recurring problem and the quality of 
implementation is a major issue in the absence of strong 
supervision of project implementation. Of the total ADP 
allocations, 29.1% is for agriculture, water resources, and rural 
development; 17.5% for power and energy; 12.4% for education 
and information technology; 16.4% for transport and 
communication; 7.5% for health; 5.3% for social security and 
welfare; and 5% for public administration.  
  

Agriculture and Rural Development  
 
74. Because of the large population size, growing 
urbanization, and sharp rise in international food prices, the 
government is attaching importance to raising domestic food 
production to ensure food security and achieving food self-
sufficiency by enhancing crop yields and expanding cultivation 
areas. The government plans to supply high-yielding variety 
seeds, spread hybrid rice cultivation, promote agricultural 
research, and invent salinity-tolerant paddies in coastal areas and 
high water-tolerant paddies in low-lying wetlands. Cultivable areas 
will be expanded by using surface water, mitigating water logging 
problems in the southwest region and draining out water in the 
haor (wetlands) areas. The continued subsidies to farmers to 
offset the incidence of higher diesel, fertilizer, and other input 
costs will reduce the farmers’ burden, although these will add to 
pressures on the budget. The timely distribution of seeds and 
agricultural credit contributed to good harvest and robust 
agricultural growth in FY2011. The same arrangements are 
expected to be maintained in FY2012. To boost the farmers’ 
incentive, fair price for agricultural products will be ensured by 
organizing a ―Farmers’ Marketing Group,‖ ―Farmers’ Club,‖ and 
establishing growers’ markets.  
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75. Measures are needed to diversify agriculture and to link it 
with the industry sector. The budget attaches importance to 
fisheries and livestock, which have major potential to create jobs 
and reduce poverty. The higher allocation to water resources is 
also meant to harness its potential to create economic growth and 
reduce poverty. The substantial rise in the allocation for local 
government and rural development is to upgrade rural 
infrastructure to facilitate the growth of farm and nonfarm 
activities. Sustainability of rural infrastructure is a key concern and 
needs to be streamlined through better planned and cost-effective 
maintenance, and through effective monitoring and supervision to 
enhance accountability and transparency. At the same time, more 
investments and institutional capacity will be needed to ensure an 
efficient service delivery system. 
 

Social Sectors 
 
76. Human resource development is a central focus of the 6th 
FYP and Vision 2021. Human resource development (education 
and health) received high priority in the budget, with 16.9% of the 
total allocations. The government sought to create skilled and 
competent human resources by improving the quality of education 
and eliminating discriminations that exist in the education sector. 
Using budgetary instruments, the government wants to nurture 
merit and talent-based education, ensure gender parity, address 
inequality in access to education and expand quality education in 
the underdeveloped areas, create an adequate number of general 
and specialized educational institutions, raise the number and 
quality of teachers, especially increase the number of English, 
Mathematics, and Science teachers, and take advantage of digital 
technology to modernize the education system. The government 
has expanded scholarship and stipends up to higher secondary 
level, which will reduce dropout rate.  
 
77. Several measures are planned to enhance the quality and 
coverage of education. The Prime Minister's Education Assistance 
Foundation will be created to support poor female students; one 
school will be transformed into a model school in each of 307 
upazilas; in the medium-term, madrasah education will be 
modernized and mainstreamed with general education; about 
20,500 educational institutions of the country will be brought under 
the coverage of an information and communication technology 
teaching program; and the National Skill Development Council will 
be strengthened to develop human resources and build social 
capital. Bangladesh needs to establish an inclusive, merit-based, 
skill-oriented and dynamic education sector, which will help 
productivity-led economic growth, and create a globally competent 
work force. 
 
78. For health, an allocation 15.7% higher than the revised 
budget in FY2011 underscores the importance of the sector, but 
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the delivery of health services needs to be substantially improved. 
The government seeks to mitigate the shortage of health care 
facilities and raise the standard of health services by creating 
more hospitals, expanding community clinics throughout the 
country, increasing the number of doctors and nurses, 
encouraging doctors to work outside city areas, strengthen 
nongovernment organization- and private sector-operated health 
services, expand union health and family welfare centers and 
hospitals, update the prevailing drug policy, and promote 
telemedicine and alternative healthcare services.  
 

Physical Infrastructure  
 
79. Growing power supply and energy shortages are the 
binding constrains to achieving the growth, job, and poverty 
reduction targets of the 6th FYP. Large expansion in generation 
capacity and appropriate pricing policy are essential to develop 
the power and energy sectors. The government aims to generate 
2,157 megawatts of electricity by 2012, but if gas availability will 
not be improved, higher generation targets may be difficult to 
meet. Greater attention is needed to invest in renewable and 
clean energy, finalizing the coal policy, importing power from 
neighboring countries and importing liquefied natural gas, 
attracting private investment, and improving the capacity and 
governance in the power and energy sectors.  
 
80. The government aims to improve transport and 
communication services in the medium-term through numerous 
measures—constructing the Padma Multipurpose Bridge and 
Dhaka Elevated Expressway; upgrading the Dhaka–Chittagong 
Highway; modernizing Chittagong and Mongla ports; constructing 
circular roads, railways, and waterways surrounding Dhaka; and 
promoting fuel-efficient vehicles. To exploit the advantage of its 
location, Bangladesh needs to establish an efficient multimodal 
transport and communication system. In the communication 
sector, budget allocations to road and railway maintenance 
increased significantly, but ensuring efficient use of these 
allocations, as well as monitoring the cost and quality of work, are 
critical. Consistent with the government’s Vision 2021 and 
considering the subsector’s immense potential, information 
communication technology also received attention in the budget.  
 
Social Safety Net Programs and Empowerment 
 
81. Social safety net programs (SSNPs) play a social 
insurance role by alleviating the miseries of the poor and 
vulnerable or those at risk of hunger due to any major physical or 
economic shocks. Through a variety of SSNPs, the government 
helps the poor and vulnerable to improve their livelihoods and 
health and nutrition status, particularly for women and children; 
and creates opportunities to generate income. About 84 programs 
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are in operation under four broader categories: (i) cash transfers: 
old age allowance, widowed and distressed women allowance, 
disabled allowance; (ii) conditional cash transfers: Primary 
Education Stipend Program; stipends for female secondary 
students; (iii) public works or training-based cash or in-kind 
transfers: Rural Maintenance Program; Food-for-Work, Vulnerable 
Group Development, Employment Generation Program; and (iv) 
emergency or seasonal relief: vulnerable group feeding, gratuitous 
relief; test relief, open market sales. In addition, a number of 
microcredit programs are administered by the Palli Karmo 
Shahayak Foundation and several ministries and divisions. About 
13.8% (2.5% of GDP) of the FY2012 budget has been allocated 
for SSNPs, to benefit about 76.8 million people.  
 
82. The government has piloted a new program, the Universal 
Pension Scheme, which, if successful, will be replicated 
throughout the country. The old age allowance will help about 2.5 
million beneficiaries; the Employment Generation Program will 
create temporary jobs for 1.5 million people; food security 
programs (31.5% of total SSNPs budget and 0.8% of GDP) will 
protect the poor and vulnerable from higher food prices; and the 
One House and One Farm program will be taken in 482 upazilas. 
The Abashan (housing) program and distribution of khas land 
(fallow land) to landless people will empower the poor. The 
development of a beneficiaries’ database will improve the 
targeting and monitoring system. Nonetheless, the government 
needs to reduce leakages by implementing institutional reforms 
and strengthening the local governments.  
 
83. The budget attached importance to gender equality-related 
spending, allocating 26.4% of the total budget (4.8% of GDP). 
Under the National Women Development Policy 2011, the 
government aims to develop skills, enhance access to jobs and 
productive opportunities, and eliminate all forms of inequality and 
violence against women. 
 
Fiscal Deficit and its Financing  
 
84. Fiscal deficit for FY2012 is projected at 5% of GDP (Figure 
26). Although the size of the deficit is reasonable, this needs to be 
kept under regular review as pressures for higher subsidy 
allocations could push deficit beyond prudent limits. The 
government expects to meet the deficit from foreign financing (2% 
of GDP), while domestic financing target is set at 3% of GDP. Any 
slippage in expected aid availability could increase recourse to 
domestic financing, mainly bank borrowing. As projected, bank 
borrowing is the main source of deficit financing (2.1% of GDP), 
while nonbank borrowing target is set at 0.9% of GDP. Larger 
borrowing from the banking system could stoke inflation, crowd 
out private investment, and undermine financial sector discipline. 
On the other hand, meeting the deficit target by trimming ADP 

-6

-5

-4

-3

-2

-1

0

1

2

FY2003 FY04 FY05 FY06 FY07 FY08       FY09     FY10 FY11 FY12     
Budget

% of GDP

Figure 26: Fiscal balance and financing

Foreign financing Domestic financing Fiscal balance



 

26 

 

would affect construction of essential infrastructure. Interest 
payments on domestic debt will rise by 25% (Tk165.2 billion), 
while interest payments on foreign account will rise by 10.4% 
(Tk14.8 billion). 
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