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                  MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 

 Rising inflation is a major macroeconomic management 

challenge 

 Agriculture shows brisk growth  

 Domestic demand picks up the slack, as slower remittance 

growth affects consumption  

 Power and gas shortages constrain industry growth 

 Bangladesh needs to boost investment to attain higher 

growth target 

 Better enabling environment needed to attract FDI  

 Reforms support strong growth in revenue   

 Implementation capacity needs to be strengthened to 

increase public investment in infrastructure  

 Money supply growth remains high, driven by high private 

credit growth  

 Robust growth in exports leads to pickup in manufacturing    

 Balance of payments comes under pressure as imports 

grow rapidly and remittance growth decelerates  

 
Sector Performance and Economic Growth 
 
1. A strong rebound in exports and pickup in domestic 
demand helped boost economic activity in FY2011. According to 
provisional official estimates, gross domestic product (GDP) 
growth is expected to be close to 6.7% in FY2011. Manufacturing 
and agriculture performed well, although slow progress in 
addressing power and gas shortages held back more rapid growth 
in manufacturing. Slower growth in remittance inflows affected 
domestic consumption but the rise in domestic demand triggered 
by easier credit conditions and a rise in rural income picked up the 
slack. Rising inflation, driven by the rapid rise in food prices, 
posed major challenges to macroeconomic management. Exports 
grew strongly but the steep rise in imports and a sharp drop in 
remittance growth put pressure on foreign exchange reserves. 
Annual development program (ADP) implementation did not make 
expected progress.  
 
2. Bangladesh will need to deepen policy and institutional 
reforms to enhance productivity of the economy. Progress is being 
made in reforming tax policy and streamlining tax administration, 
but quasi-fiscal deficits remain a concern. A cost-reflective pricing 
policy for power, gas, and utilities will alleviate financial difficulties 
of public sector enterprises and in turn reduce pressure on the 

Macroeconomic 
management needs 

closer attention  

Bangladesh needs 
to deepen reforms 
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government budget; it will also encourage private and foreign 
investment in critical infrastructure. The government needs to 
quickly implement the public-private partnership (PPP) scheme, 
and adopt measures to improve the country’s business climate to 
stimulate private investment.   
 
3. A number of downside risks challenge the country’s short-
term growth outlook. Rising inflation is a concern for growth and 
poverty reduction. While low and stable inflation aids growth, the 
relationship reverses with a rise in inflation, which affects labor 
market conditions. Monetary policy needs to strike a fine balance 
between trying to maintain price stability and to ensure healthy 
flows of credit to the private sector. The continued slowdown in 
remittance growth that started in early 2010 will, unless reversed, 
constrain the economy’s ability to maintain domestic demand and 
allow required imports to be made. Stability in the stock market 
needs to be enhanced to encourage its development and to 
protect the financial sector.  
 

Agriculture 
 
4. Despite its shrinking share in GDP, agriculture’s role in 
providing food security and jobs, and contributing to rural poverty 
reduction remains dominant. Growth in agriculture directly 
translates into higher incomes for the rural poor, originating from 
wage labor in agricultural and related nonagricultural activities. A 
boost in agricultural productivity and growth will help diversify the 
rural economy and develop the rural nonfarm sector with a greater 
impact on poverty reduction.  
 
5. Aided by favorable weather conditions and strong policy 
support, agriculture is expected to post healthy growth in FY2011. 
But because of the higher base in FY2010, growth will moderate 
from 5.2% to 5.0% in FY2011, still remaining well above the 
historical trend growth rate. The crop sector, accounting for 60% 
of agricultural value added, is expected to maintain high growth 
because of the good harvest of rice, wheat, and other minor crops. 
Fisheries, poultry, and livestock are expected to do well with 
growing demand, caused by the rise in population and income. 
 
6. Accelerating agricultural growth in the medium-term will 
depend on enhancing land and labor productivity and exploiting 
potential for diversifying into higher-value crops targeting domestic 
and external markets. The potential for yield improvement and 
growth needs to be exploited by expanding coverage of irrigation 
and high-yielding varieties, reversing soil degradation, and 
following balanced development of cereal and other crops. The 
intensification effort could be directed at rice cultivation through 
several options, e.g., adopting a breeding strategy with focus on 
grain quality, shorter maturity, and high-yield hybrid or super rice; 
adaptive research and effective research-extension linkages; and 

Downside risks 
challenge short-term 

growth outlook 

Agriculture growth set 
to moderate  

Crop diversification and 
productivity growth are 
important 

Agriculture to continue 
playing a key role in 
poverty reduction 
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efficient water resource management. The strategic actions for 
diversification need to include intensification of rice production to 
release land and other resources for nonrice crop cultivation, 
specific targeting of flood-free uplands, incorporation of nonrice 
crops in rice-based farming systems, promotion of agribusiness 
and agroprocessing, and larger investments in transport and 
communication. 
 
7. Food-grain production (rice and wheat) in FY2011 is 
expected to be 34.8 million tons; the Department of Agriculture 
Extension set a target of 36.5 million tons  
(35.3 million tons for rice and 1.2 million tons for wheat) —4.8% 
higher than FY2010 actual production (Figure 1). The authorities 
are optimistic about good agricultural performance, as a wide 

range of support is 
ensured, including 
timely delivery of 
agricultural inputs, 
input subsidy, 
concessional credit 
facility, and better 
extension services. 
Production of aus, 
although short of 

target, is recorded at 2.1 million tons, 23.5% higher than the 
previous year’s actual production of 1.7 million tons. The aus 
cultivation area was 1.1 million hectares, 13.3% higher than the 
0.98 million hectares in FY2010. Aman production, affected by 
insufficient rainfall during July-August, is recorded at 12.8 million 
tons, 5.0% higher than the production of 12.2 million tons in the 
previous year. Aman was cultivated on 5.6 million hectares, 
slightly lower than the 5.7 million hectares in the previous year. 
The production of the major rice crop, boro is provisionally 
estimated at 18.9 million tons, 3.3% higher than the actual 
production of 18.3 million tons in FY2010. Production of wheat is 
recorded at 0.97 million tons—the same as in the previous year. 
Boro production benefited from favorable climatic conditions 
during plantation and growth stages; uninterrupted irrigation 
facilities and agricultural credit management; expanded cultivation 
area encouraged by the previous year’s good crop price and 
higher yields; and availability of inputs such as quality seeds, 
balanced fertilizer at subsidized prices, and pesticides.  
 
8. The government’s domestic procurement target for food 
grain in FY2011, initially set at 1.6 million tons, has been revised 
downward at 0.9 million tons (only rice). The government procured 
0.3 million tons of rice from the previous boro season, but did not 
procure any in the current aman and wheat season, considering 
that fixing a higher procurement price could push up the already 
high domestic market price. Instead, the government decided to 
procure rice from the current boro season (0.6 million tons at 

Good prospects for crop 

production  

Domestic procurement 
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Tk29/kg). In addition, the government decided to import a large 
volume of rice to boost its stock of food grains aimed at operating 
a larger public food distribution system (PFDS) and stabilizing the 
local market. 

 
9. Total food-grain import in FY2011 is expected to reach 5.4 
million tons (i.e., government commercial import 2.2 million tons, 
aided import 0.2 million tons, and private import 3.0 million tons)—
the highest ever after the record import of 5.2 million tons in 
FY1999. The increasing population is exerting added pressure on 
food demand. Food imports have been persistently rising since 
FY2008 exceeding 3 million tons every year. Despite a good 
harvest in FY2011, government enhanced its budgetary allocation 
for food import by 15.0% (Tk75.0 billion from the initial allocation 
of Tk65.0 billion) to build up a comfortable food stock with a view 
to stabilize domestic market. Of the 5.4 million tons estimated 
import target for FY2011, 4.2 million tons of food grains (33.3% by 
the government and the rest by the private sector) were imported 
during July-March FY2011—61.5% higher than the 2.6 million 
tons during the same period of the previous year. Of this 4.2 
million tons, rice imports totalled 1.1 million tons (74% by the 
government and the rest by the private sector) and wheat 3.1 
million tons (79% by the private sector and the rest by the 
government). 
 
10. Responding to rising food prices, the government 
strengthened an elaborate PFDS including open market sales, 
vulnerable group feeding, and food for work programs—the main 
channels of PFDS. The government increased the food-grain 
distribution target for FY2011 to 3.1 million tons from the initial 2.7 
million tons. During July-March FY2011, the government 
distributed 1.3 million tons of food grains (42.0% of the annual 
target) through subsidized cash sales programs—open market 
sales, fair price cards, and rationing; and transfer-based safety-net 
programs such as vulnerable group feeding, vulnerable group 
development, test relief, gratuitous relief, and food for work, 
compared with 1.2 million tons (60.0% of the annual target) during 
the year earlier period. 

 
11. The public food-grain stock position in FY2011 improved 
from the opening stock of 0.5 million tons on 1 July 2010 because 
of government measures to import food grains. The public food-
grain stock by the end of March 2011 stood at 0.8 million tons, 
occupying about half of the total government storage capacity and 
34% higher than the stock of 0.6 million tons at the end of March 
2010. 

 
12. The government’s total food subsidy in FY2011 is 
expected to exceed the initial budget allocation of Tk10.9 billion 
due to higher government food-grain import to meet additional 
food-grain required for implementing new safety-net schemes. 

Higher food-grain 
import to address 

increased demand 

Public food 
distribution expanded 

to stabilize food prices 

Public stock of food-
grain improved 

Food subsidy exceeds 

the target 
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The total food-grain import bill increased due to the rise in both 
import volume and price.  
 
13. To sustain agricultural growth, public spending in the 
sector will need to be rationalized with focus on more effective 
productivity–enhancing investments in selected areas, e.g., 
promoting research and development, improving effectiveness of 
research and extension institutions, promoting efficient water 
resources management practices and low-cost community 
irrigation systems, developing infrastructure and agricultural 
services, and generating positive spillovers and linkages in 
nonagriculture sectors. Agriculture and the nonfarm sector will 
grow faster if the government makes efficient investments in these 
key public goods, and creates market conditions and linkages that 
encourage domestic and external demand for agricultural outputs 
(e.g., nontraditional and high-value crops).  
 
14. Creating an enabling institutional and policy environment is 
essential for providing incentives for accelerated private 
investment. Public-sector interventions need to emphasize site- 
and season-specific technologies and extension messages in 
combination with credit and marketing services. Efficient 
marketing will need public investment in rural infrastructure; 
electrification; development of regulatory frameworks; and 
availability of market support services, including quality control, 
grades and standards, and market information.  

 
15. Faster growth in agriculture would be facilitated by 
developing agroprocessing and agribusiness to provide farmers 
with access to modern inputs and ensure higher demand for 
agricultural products. The processing and marketing of primary 
agricultural products create forward linkages and enhance the 
profitability of nonrice crop production. These developments 
sustain growth and diversification of the rural economy, promote a 
structure that can respond to changing patterns of demand, and 
expand the market for exportable commodities. In addition, these 
developments are necessary to (i) provide a resource base for 
better farm investments to increase production and productivity, 
(ii) generate appropriate prices for farmers, (iii) support crop 
diversification and develop logistics for efficient marketing at the 
grass roots, and (iv) help evolve better marketing practices and 
linkages to expand the benefits of public policies. 

 
16. To develop agroprocessing and agribusiness, the 
government needs to play a major role in overcoming structural 
deficiencies and facilitating an enabling environment. It can make 
conscious efforts in developing entrepreneurship, building 
technological capabilities, improving access to finance, and 
developing appropriate policies and institutions. An integrated 
policy framework is needed to remove policy distortions; develop 
linkages through subcontracting, relational contracting, and other 

Rationalizing public 
spending focusing on 
productivity growth  

Agroprocessing and 
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agricultural development 
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mechanisms; create a legal and institutional framework for 
enforcing contracts; provide investment incentives and credit; 
support technology development, product quality improvement, 
extension, marketing, and skill training; and ensure access to new 
domestic and external markets. Measures are needed to increase 
the production of crops following a regionalized production 
strategy based on agroclimatic and market advantages, and 
encourage private sector initiatives through infrastructure 
development and related incentives. 

 
Industry 
 

17. Following the strong rebound in exports and rise is 
domestic demand, industry sector growth picked up in FY2011. 
The sharp rise in the import of industrial raw materials1 and higher 
growth in industrial term loans indicate acceleration in industry 
sector growth. As a result, growth is expected to be 8.2% in 
FY2011 compared with 6.5% in FY2010. Export industries leading 
in terms of export growth during July-March FY2011 include 
readymade garments, jute goods, leather, frozen food, and 
emerging industries, especially shipbuilding, pharmaceuticals, 
toiletries, and agroprocessed products. At the same time, 
domestic market-linked industries are growing due to income-
induced diversification of demand. 
 
18. A number of constraints may affect the industry sector’s 
medium-term growth prospects. Despite short- term mitigating 
measures that are reported to have added 1,000 megawatts (MW) 
of electricity to the national grid during the current year, severe 
shortages of power and energy continue to affect industrial 
growth. Per capita energy consumption in Bangladesh is about 
160 kilogram oil equivalent (kgoe)—this is 530 kgoe in India, 510 
kgoe in Pakistan, 470 kgoe in Sri Lanka, and 340 kgoe in Nepal. 
Average consumption in Asia is 640 kgoe. Bangladesh’s per 
capita electricity consumption is 170 kilowatt-hours (kWh), 
compared with 2,023 kWh in Brazil, 552 kWh in Viet Nam, 443.5 
kWh in India, 388.1 kWh in Sri Lanka, and 388.1 kWh in 
Pakistan.2 Inadequacy of the domestic primary fuel supply forced 
the government to shut down fertilizer factories; resort to frequent 
load shedding in industrial units; and ration gas supplies for 
household, transport, and industrial uses. The medium-term 
macroeconomic framework, which envisions increasing the 
contribution of manufacturing to GDP from 17.2% in FY2010 to 
25% by FY2015, will require an electricity supply of 11,500 MW by 
2015.3 In particular, small and medium-sized industries that 
cannot afford their own generators have been most badly hit by 

                                                 
1 Letters-of-credit opening for the import of industrial raw materials increased by 

57.9% during July-April FY2011 over the same period of the previous year. 
2 Central Intelligence Agency Fact Book. 2009. 
3
 Finance Division, Ministry of Finance. 2010. Towards Revamping Power and Energy 

Sector: A Road Map. June. Dhaka. 
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the power and energy shortages. In addition, the short-term 
measures are becoming unsustainable as they are already 
causing severe fiscal strain. New industrial units cannot go into 
operation due to suspension of the power and energy supply. 
Thousands of new apartments remain vacant because of a 
shortage of electricity and gas connections. About 151 new 
readymade garment (RMG) and textiles factories with a total 
investment of Tk40 billion are reported to remain idle due to lack 
of new gas connections.4 
 
19. Other problems impeding rapid industry sector growth include 
lack of an efficient multimodal transport system, inadequate port 
facilities, growing land scarcity, inadequate customs and trade 
facilitation measures, slow progress in product diversification, low 
total factor productivity growth, high business costs and weak 
business regulatory environment, and low foreign direct 
investment (FDI) inflows. 

 
20. Industrial production in terms of quantum index of medium- 
and large-scale manufacturing industries rose by 12.0% during 
July–December FY2011 over the same period in FY2010 (Figure 
2). The major industrial category—jute, cotton, apparel, and 

leather—accounts 
for 38.2% of the 
index and grew by 
29.9%, while 

chemicals, 
petroleum, and 
rubber production 
(24.0% of the 
index) declined by 
20.2%; food, 
beverages, and 
tobacco (22.1% of 

the index) rose by 15.8%; fabricated metal products rose by 2.9% 
and nonmetallic products grew by 5.4%; paper and paper 
products showed no growth; wood products including furniture 
rose by 6.1%; and basic metal products rose by 21.2%. This 
scenario is consistent with broad-based recovery of the industry 
sector from the global economic recession. Both export-linked and 
domestic demand-driven industries performed well in FY2011.  

 
21. The general index for small-scale manufacturing declined by 
9.4% during July-December FY2011, because of power and 
energy shortages. In addition, the increase in industrial raw 
material prices, transport costs, wages, and other business costs 
hampered performance of small-scale industries. Food, 
beverages, and tobacco declined sharply (10.4%); while textiles, 

                                                 
4 The Financial Express, 5 March 2011. 
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leather, and apparel were down by 8.9%; metal products and 
machinery grew by 3.9%; chemicals, rubber, and plastic increased 
by 2.5%; basic metal industries decreased by 16.7%; nonmetallic 
products rose by 4.1%; and paper, printing, and publishing fell by 
1.5%. Production of wood and wood products fell by 1.2% and 
other manufacturing industries were down by 33.7%. Anecdotal 
evidence however indicates a better situation in the third quarter 
(January-March) of FY2011, especially for food, beverages, and 
tobacco following the pickup in domestic demand; textiles, leather, 
and apparel are also doing better because of increased domestic 
and external demand. 

 
22. The pharmaceutical industry has made significant strides 
over the past three decades. In the last decade, value added of 
the industry more than doubled reaching more than $1.5 billion in 
2010. In FY2010, annual value added of pharmaceuticals grew by 
24.6%; and pharmaceutical product exports reached Tk4.0 billion.5 
About a third of Myanmar’s imports of pharmaceuticals are 
reported to be sourced from Bangladesh.6 Since 2001, the 
industry has made Tk25 billion investments and another Tk20 
billion is in the pipeline. Currently, about 200 pharmaceutical 
companies meet about 97% of local medicine demand. However, 
the industry structure is oligopolistic, as the top 20 companies 
contribute 84% of industry output. The top 10 local industries 
account for 68% of production. Low labour cost, state of the art 
technology, and entrepreneurial dynamism contribute to this 
performance. But the industry needs to increase competitiveness. 
In particular, standardization and quality control capacities for 
small companies need much improvement, and large companies 
need to spend more on research and development. 
 
 Services 
 
23. With the strong pickup in industrial activity and better 
performance in agriculture, the services sector is expected to grow 
by 6.6% in FY2011, slightly up from 6.5% in FY2010. Although the 
sector contributes about 50% of GDP, unlike India, lower-end 
services in the vast informal sector account for about 84% of the 
value added in the sector.7 Wholesale and retail services are 
expected to grow strongly in FY2011 despite moderating demand 
originating from slower growth in remittances. The strong pickup in 
external trade provides an impetus to transport, storage, and 
communications services. 
 
24. A pickup in business activity in general has also created 
demand for transport, communications, hotels and restaurants, 
and other allied services. Telecommunications services continue 

                                                 
5 The Financial Express, 4 March 2011. 
6 The Financial Express, 27 February 2011. 
7 Bangladesh Bureau of Statistics. 2010. 
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to grow robustly, although the draft license renewal guidelines, 
proposed by the government in December 2010, created 
uncertainty on future investment in the sector. Rapid urbanization 
created demand for services. The real estate business is thriving 
due to population growth, rising per capita income, and migration 
to urban and semi-urban areas. Compared with rising demand, 
quality health and education services are lagging. Tourism 
services, despite impressive growth in recent times, are far from 
reaching their potential due to lack of a strategic plan and 
investment. The main challenge for the services sector is to 
transform from low skill-based services in the informal sector to 
higher skill-based services in the formal sector by developing skills 
of the vast and youthful workforce.  

 
Economic Growth 
 

25. With strong export performance and rise in domestic 
demand, official estimates project GDP growth in FY2011 to be 
6.7% (Figure 3)—significantly higher than the average growth 
(close to 6.0%) during FY2001-FY2010. To make any major 

impact on poverty 
reduction, the 
economy needs to 
grow at about 8% 
annually over the 
medium term, 
requiring huge 
investment in 
infrastructure and 

skills 
development. A significant improvement in labor productivity and 
total factor productivity growth is also essential. To support growth 
momentum, reforms need to be deepened and public sector 
agency capacity developed.  
 
26. To elevate Bangladesh into a higher growth trajectory, 
investment as a share of GDP will need to be raised by more than 
5-7 percentage points over the current 24.7%.8 The country has 
done well with regard to savings. The domestic saving/GDP ratio 
has been steadily growing,9 benefiting from rising income and a 
supportive demographic transition where the share of the working 
population has been steadily rising. The expansion of financial 
saving opportunities also helped. However, increasing the rate of 
investment is a bigger challenge. Since FY2004, the 
investment/GDP ratio has been confined within a range of 24.0%-

                                                 
8 Assuming no increase in productivity over the present level, an 8% 

GDP growth will require a 32% investment rate with an incremental 
capital output ratio of 4. 

9 Except for FY2011 when the savings/GDP ratio declined possibly due to the 

combination of slowdown in workers’ remittances, low interest rates and transfer of 
savings deposits to the stock market. 
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24.7%. Notwithstanding a slightly better picture for private 
investment, the complementary public investment/GDP ratio has 
exhibited a declining trend since FY2002 until picking up during 
FY2010-FY2011. In FY2011, an upbeat private investment 
scenario is evidenced by a 60.4% rise in import letter-of-credit 
openings for capital machinery during July-April FY2011 over the 
year earlier period, and disbursements of a higher amount of 
industrial term loans in the first half of FY2011.  

 
27. To increase private investment, several actions are 
necessary including (i) continuing business deregulation and 
import tariff reform and improving the investment climate, 
implementing PPPs for financing infrastructure, reforming taxes to 
discourage speculative investment in real estate and the stock 
market, and improving the efficiency of the financial sector to 
lower intermediation costs and provide long-term financing options 
through efficiently managed stock and bond markets;  
(ii) strengthening domestic tax effort by reforming income and 
value-added taxes and improving tax administration; (iii) 
increasing public spending on infrastructure;  
(iv) reforming state-owned enterprises to cut losses and improve 
efficiency; (v) adopting measures for attracting FDI; (vi) 
accelerating human development with a focus on developing 
skills; and (vii) improving the overall governance environment.  

 
28. To catch up with the latest in technology, Bangladesh needs 
to attract FDI to increase labor productivity, managerial efficiency, 
and total factor productivity growth. Compared with countries like 
India, Sri Lanka and Viet Nam, Bangladesh has not yet been able 
to benefit from its strategic location and the advantage of low labor 
cost. Despite the rising trend of outward relocation of investment 
from developed and emerging countries to other countries, net 
FDI inflow peaked only at $961.0 million in FY2009. From FY2005 
to FY2010, net FDI inflow ranged from $640.0 million to $800.0 
million. During July-March FY2011, net FDI inflow stood at $574.0 
million, higher than the $288.0 million during the corresponding 
period in FY2010. On the other hand, keen interest shown by 
foreign investors (for FDI) in the country’s export processing 
zones indicates that FDI inflow can be significantly increased if 
land scarcity, infrastructural bottlenecks, and administrative 
complexities are minimized. 

 
29. Bangladesh needs to proactively engage in regional 
cooperation. Greater integration with regional economies provides 
vast potential for seizing trade and investment complementarities 
in the pursuit of mutual gains. In particular, energy trade including 
electricity trade with neighbors has tremendous potential for cost-
effectively easing Bangladesh’s energy constraints. South Asia’s 
northeast subregion has tremendous untapped hydropower 
potential. By harnessing hydro potential, the scope for power trade 
to relieve Bangladesh’s energy constraint is high. The government 

Bangladesh needs to 
raise investment/GDP 
ratio  

Measures needed to 
increase private 
investment 

FDI inflows necessary 
for improving factor 
productivity 

Potential for regional 
cooperation needs to be 
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is already working to initiate power trade with India, and envisages 
(in the short to medium term) power flow through Bheramara-
Bahrampur grid connectivity. Importantly, grid connectivity with 
India opens up the possibility for power trade with Nepal and 
Bhutan. Likewise greater transport connectivity of Bangladesh 
with the neighbouring states of India, Nepal and Bhutan could 
contribute to faster development in the subregion.   
 
Inflation 
 
30. Inflation rose steadily from the beginning of FY2011, picking 
up sharply in the second half of FY2011, as food prices 

maintained a rising 
trend, although 
nonfood prices 
moderated. With 
slight volatility in 
between, year-on-
year inflation rose 
from 7.3% in July 
2010 to 8.3% in 
December 2010, 

and to 10.7% in April 2011, dominated by food price inflation 
(Figure 4). While food inflation surged to 14.4% in April 2011 from 
8.7% in July 2010, nonfood inflation declined to 4.0% from 4.9% 
over the same period. Food prices rose more sharply in rural 
areas compared with urban areas. 
 
31. Basic food prices, including that of rice and wheat, reached 
the July 2008 peak in 
retail and wholesale 
markets. The price of 
rice (coarse), the staple 
food, continues to rise, 
reaching Tk33.9/kg at 
the retail market in 
March 2011, up from 
Tk27.7/kg in March 
2010. The price of wheat rose to Tk25.7/kg from Tk18.2/kg during 
the same period (Figure 5).  

 
32. Rapid money supply and private credit growth over the past 
years fueled inflationary pressures. Fast rise in international 
commodity prices triggered by major crop failures in large 
producing countries were also quickly transmitted into domestic 
prices. The rise in agricultural wages and excess demand for food 
due to higher population pressures contributed to growing price 
pressures. 

 
33. Rising food prices disproportionately erode purchasing power 
of the poor and the vulnerable as they spend a relatively large 
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proportion of their income on food consumption. To offset the 
effects of higher food prices on the ultra poor, the government 
stepped up food supply through PFDS (para 10). To contain 
inflationary pressures, Bangladesh Bank raised policy rates (repo 
and reverse repo) four times in FY2011, and the cash reserve 
requirement in December 2010. 

 
Fiscal Management 

 
34. At 10.0% of GDP, Bangladesh has the lowest tax effort 
(tax/GDP ratio) in South Asia, slightly better than Afghanistan 

(9%). Although tax 
rates are not low by 
regional and 

international 
standards, tax 
collection remained 
below 10% for 
many years 
because of 
inefficiencies in tax 
administration and 

inadequate 
coverage. The 1991 introduction of value-added tax (VAT) 
boosted revenue performance for several years, but without 
modernizing tax administration and with the introduction of ad hoc 
policy measures from time to time, the momentum could not be 
sustained.  
 
35. Responding to tax reforms, undertaken by the National Board 
of Revenue (NBR), tax revenue in FY2011 is expected to surpass 
the budget target. During July-April FY2011, NBR tax revenue 
rose by 27.1% over the same period in FY2010 (Figure 6). The 
pickup in economic activity, including manufacturing, imports, and 
formal sector services, along with closer supervision and 
monitoring, helped attain the robust tax collection.  

 
36. Import-based taxes grew by 21.2% during July-April FY2011 
over the same period in FY2010. Revenue from VAT at the import 
stage rose by 16.2%, supplementary duty by 24.2%, and customs 
duty by 25.5%. Revenue from domestic indirect taxes rose by 
29.6%, domestic VAT by 30.4%, supplementary duty by 28.9%, 
and excise duty by 21.0%. Income tax grew robustly by 33.1%, 
while other taxes increased by 10.5%. 

 
37. Building on the reforms initiated by the former caretaker 
government, the current government is implementing a 
comprehensive tax reform program. The Medium Term Budget 
Framework aims to increase the tax to GDP ratio by 0.5 
percentage points annually for FY2011-FY2015. The key 
elements of tax policy reform include (i) continue ongoing reforms 
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and revenue-enhancing measures, (ii) shorten the VAT exemption 
list for domestic products and imports, (iii) expand VAT and 
income tax coverage, (iv) introduce a unified taxpayer 
identification number for income tax and VAT, (v) continue 
modernizing and rationalizing the taxation system,  
(vi) separate institutional responsibility for tax policy from tax 
administration, (vii) decentralize tax collection operations, (viii) 
implement a zero tolerance policy for tax evaders, (ix) modernize 
and rationalize the tax system, (x) simplify tax calculation 
procedures and the system of tax payment, and (xi) facilitate 
online submission of return and payment of taxes.  

 
38. The key objectives of the government’s ongoing tax 
administration reforms include (i) improve tax collection 
performance and efficiency, (ii) ensure better treatment of and 
improved information for taxpayers, and (iii) eliminate 
opportunities for tax evasion. The government made the use of 
electronic cash registers compulsory for all large- and medium-
scale traders from July 2009. NBR has formed a core committee 
to make suggestions for administration reforms while a separate 
task force has been working to make the VAT system taxpayer 
friendly. To make taxpayers more informed about their rights and 
lessen their burdens, a citizen's charter was formulated and is 
displayed at tax offices. In addition, all relevant laws and rules are 
being made available to taxpayers through the NBR website.  

 
39. To reduce tax evasion, monitoring and auditing activities 
have been strengthened. Improving information and 
communication infrastructure is under way to enable taxpayers to 
register and submit returns online, and progress has been made 
in automating customs and VAT administration. Full automation of 
the assessment system at Chittagong and Dhaka custom houses 
is complete. In the future, this system will be extended to other 
custom houses and stations to strengthen tax collection. A 
container scanner system at Chittagong Custom House was 
introduced to expedite the clearing of goods. Initiatives are also 
under way to bring changes in the current preshipment inspection 
(PSI) system to reduce costs and to introduce modern physical 
verification methods. To monitor the PSI of imported goods, a 
proposal on the creation of customs offices in 10 important 
Bangladesh missions abroad is under active consideration. All 
important land customs stations are now being brought under the 
ASYCUDA++ system for online processing of declarations.  

 
40. During July-February FY2011, current spending was 48.9% 
of the annual budget, which is 14.6% higher than the 
corresponding period of FY2010. Only four sectors were able to 
spend more than 60% of the budgeted allocations: education 
(65.6%), fuel and energy (64.2%), interest payment (62.0%), and 
public order and safety (61.4%). 

 

The government 
making progress with 
tax administration 
reforms 
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41. Underperformance of the ADP continues—during July-May 
FY2011, 72.0% of the revised ADP was spent (Figure 7). Among 
the top 10 ministries and divisions, Power Division tops the list 

with 96.0% utilization rate, 
followed by Ministry of 
Primary and Mass 
Education 82.0%, Local 
Government Division 
77.0%, Ministry of Health 
and Family Welfare 
73.0%, Ministry of 

Education 70.0%, Ministry of Agriculture 68.0%, Energy and 
Mineral Resources Division 65.0%, Ministry of Water Resources 
64.0%, Roads and Rail Division 50.0%, and Bridge Division 
28.0%.  

 
42. During July–February FY2011, the fiscal deficit amounted to 
Tk98.8 billion, up from Tk62.1 billion in the same period of 
FY2010. Of total financing, domestic financing was higher at 
Tk52.2 billion up from Tk12 billion during the same period in 
FY2010. Total net foreign financing declined to Tk46.3 billion in 
July-February FY2011 compared with Tk74.0 billion during the 
corresponding period in FY2010. Total outstanding domestic debt 
rose by 13.3% during July–February FY2011 over the year earlier 
period reaching Tk1.2 trillion compared with Tk1.1 trillion during 
July-February FY2010.  

 
43. The government adjusted fuel prices, raising each by Tk2 
(2.5% to 5.0%) per liter, effective 6 May 2011 with a view to 
cutting growing losses of the state-owned Bangladesh Petroleum 
Corporation (BPC) and offsetting the impact on the domestic 
economy of higher prices in the international market. With the 
latest price adjustment, the price of octane was reset at Tk79 per 
liter raising it by 2.6%, petrol at Tk76 higher by 2.7%, while the 
price of both diesel and kerosene set at Tk46 per liter was a rise 
of 4.5%. The government also increased the price of furnace oil by 
Tk2 or 5.0% to Tk42 per liter, a month after it was raised by Tk5 or 
14.3% to Tk40 per liter on 7 April 2011. It raised the price of 
compressed natural gas by about 50% or Tk8.25 per cubic meter 
from Tk16.75 effective 13 May 2011. 

 
44. BPC's losses have mounted in recent months due to a rise in 
crude (above $100/barrel) and refined petroleum ($132/barrel) 
prices in the international market. Commissioning of a number of 
rental power plants using diesel and furnace oil to generate 
electricity also triggered BPC losses, prompting the government to 
provide an energy subsidy of Tk80 billion to BPC to import 
petroleum during January-April FY2011. Despite the latest upward 
adjustment, BPC will have to incur a loss of Tk31.44 per liter of 
diesel, Tk30.49 for kerosene, Tk6.02 for octane, and Tk10.96 for 
furnace oil. According to the estimates by BPC, the recent price 
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adjustments will somewhat cut BPC's losses and lower the 
government’s budgetary deficit. It will also help check smuggling 
of petroleum products to neighboring countries with higher fuel 
prices.  
 
Monetary and Financial Developments 
 
45. In conducting monetary policy, Bangladesh Bank relied 
mostly on open market operations through regular auctions of 
treasury bills (T-bills), adjusting yields upward to limit growth of 
liquidity in the banking system. The auction of 28-day T-bills has 
been suspended since July 2008. 
 
46. After raising repo and reverse repo rates by 100 basis points 
in August 2010 and 50 basis points in March 2011, Bangladesh 
Bank again raised these rates by 25 basis points in April 2011 to 
reduce excess liquidity in the banking system. Excess liquidity fell 
sharply to Tk280.3 billion at the end of April 2011, from Tk345.0 
billion in June 2010.  

 
47. Interest rates on T-bills continued to rise as a part of 
Bangladesh Bank’s liquidity tightening measures. The weighted 
average yield on 91-day T-bills reached 6.5% in May 2011, up 
from 2.4% in May 2010. During the same period, the yields on 
182-day T-bills rose to 6.6% from 3.5% and 364-day T-bills to 
7.0% from 4.2%. 

 
48. The interbank call money rate has been rising since early 
FY2011, climbing to 180.0% on 19 December—an all-time high—
with a pickup in private sector credit demand. The market eased 
after Bangladesh Bank’s intervention directing commercial banks 
not to quote a rate of more than 50.0% for lending or borrowing. 
On a weighted average basis, the interbank call money rate was 
8.6% in May 2011, compared with 3.3% in July 2010. 

 
49. Broad money (M2) growth remained high at 23.5% year-on-

year in March 2011 
despite monetary 
tightening measures. 
This is higher than 
21.3% growth in March 
2010 and well in 
excess of the central 
bank’s annual target of 
15.2%. The higher 
than targeted M2 
growth is driven by the 

high growth of private credit (29.1%, against the annual target of 
16.0% in FY2011 and actual growth of 19.5% in March 2010) 
(Figure 8). In addition to industrial term loans, credit disbursement 
to agriculture and small and medium-sized enterprises (SMEs) 
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was high. The growth in net foreign assets softened to 7.8% in 
March 2011 from 70.0% in March 2010 as remittance growth 
slowed and import payments rose sharply.  

 
50. Because of the sharp decline (69.1% in July-March FY2011) 
in net sale of national savings certificates and in net foreign 
financing, net credit to the government from banking rose 
sharply—by 27.4% in March 2011 up from the 10.6% decline in 
March 2010. The increase in public sector wages also expanded 
public spending.  

 
51. Reserve money grew by 26.5% year-on-year in March 2011, 
significantly higher than 17.9% growth in March 2010. Although 
net foreign assets growth dropped sharply with fall in remittance 
growth and the rapid drawdown in reserves because of the steep 
rise in imports and the decline in net foreign assistance, this was 
more than offset by the dramatic rise in the net domestic assets of 
Bangladesh Bank. The reserve money multiplier remained in the 
4.5 to 4. 8 range for most of the year.  

 
52. The weighted average lending rate rose to 12.0% in March 
2011 from 11.3% in March 2010; the deposit rate rose to 6.6% 
from 6.1% (Figure 9). 
Real deposit rates 
have remained 
negative since March 
2010 because of high 
inflation. The interest 
rate spread widened 
to 5.4 percentage 
points in March 2011 
from 5.2 percentage points in March 2010, reflecting rising 
inefficiencies in the banking system. 

 
53. The disbursement of industrial term lending grew by 30.1% 
during July-March FY2011 over the corresponding period of 
FY2010 (Figure 10), reflecting rapid pickup in industrial activity. 
The disbursement to large industries (68.2% of total dis-
bursement) increased by 21.9% and to medium-sized industries 
(25.2% of total disbursement) by 46.6%. 

 
54. Financial institutions have been following Bangladesh Bank’s 
policy directives 
in providing loans 
to the two priority 
sectors—
agriculture and 
SMEs. Of the 
Tk126.2 billion 
targeted for fresh 
credit 
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disbursement in agriculture, Tk102.8 billion was disbursed in the 
first 10 months of FY2011, a growth of 14.9% over the 
corresponding period of FY2010. Similarly, outstanding loans to 
SMEs reached Tk686.1 billion in March 2011, 25.7% growth over 
March 2010. The ratio of SME loans to total loans in the banking 
system declined marginally to 19.9% in March 2011 from 20.6% in 
March 2010. Private commercial banks (PCBs) lend more to 
SMEs than state-owned commercial banks (SCBs).  

 
55. Over the past year, commercial banks earned high operating 
profits because of their large investments in the stock market and 
a pickup in economic activity. The SCBs were able to increase 
their operating profits along with high deposit growth and loan 
disbursements, and reduce the number of loss-making branches. 
The financial soundness of the banking system improved as 
indicated by the decline in gross nonperforming loans (NPLs). The 
ratio of NPLs to total loans in the banking system dropped to 7.3% 
at the end of December 2010 from 9.2% at the end of December 
2009. In the case of SCBs, the ratio declined to 15.7% from 
21.4%, while for PCBs, NPLs declined to 3.2% from 3.9%. 
However, for specialized banks, the ratio remained high at 24.2%. 
 
Balance of Payments 
 
56. Exports registered rapid growth throughout FY2011. Earnings 
rose by 30.0% during the first 3 months, 41.0% during the first 6 

months, and 40.9% 
during the first 10 
months of the fiscal 
year (Figure 11). 
By April, export 
earnings achieved 
98.6% of the 
annual export 
target ($18.5 
billion, 14.2% 

higher than the actual export for FY2010). They are now set to 
easily outstrip the annual target. Boost in demand for the low end 
of Bangladesh`s RMG market aided by transfer of orders from 
other exporting countries following a rise in wages, and higher 
growth in exports of frozen food and jute products, contributed to 
the high growth of exports. 
 
57. RMG exports—accounting for 77.7% of total export 
earnings—growing by 42.4% in the first 10 months of FY2011, 
benefited from higher product prices following the rise in cotton 
and yarn prices. Exports of woven garments rose by 38.6% and 
knitwear by 45.9%. Among other major export items, earnings for 
raw jute (69.2%), frozen food (53.6%), leather (36.4%), and jute 
goods (32.5%) grew rapidly, mainly benefitting from the lower 
base in the previous year.  
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58. Whether this impressive performance is sustained will 
depend on how relevant factors play out. The transfer of RMG 
orders from countries with higher wages to Bangladesh, the 
relaxed rules of origin of the European Union, and India’s removal 
of RMG items from its existing sensitive list for Bangladesh are 
expected to push up RMG export growth. However, the recent 
wage rise in the RMG sector, dearth of skilled workers, and 
inadequate supply of gas and power could create difficulties for 
sustaining the growth momentum. The delay in recovery in the 
United States economy and the lingering debt crisis in Europe 
may lead to a fall in demand for export items from Bangladesh 
including RMG.   

 
59. Import payments also rose rapidly (40.9%) in the first 9 
months of the year (Figure 12). Higher food-grain, fertilizer, fuel, 

and raw cotton and 
yarn prices in the 
international market 
contributed. The 
volume of oil imports 
has risen because of 
higher demand from 
new oil-based power 
projects. Imports of 

raw cotton rose by 126.7%, yarn 92.5%, and fertilizer by 49.4%. 
The increase in food prices in the global market is reflected in the 
sharp rise in the import of food grains (117.4%). Import of capital 
machinery rose by 37.9% reflecting a positive investment outlook 
in the near term. Imports of sugar fell by 18.4%, pulses by 6.9%, 
and edible oil by 5.3%.  

 
60. Import letters-of-credit (L/Cs) rose sharply (43.3%) signaling 
a further pickup in domestic economic activity, continued high 
prices in the international market, and higher food-grain imports. 
Among the major categories, L/Cs for food grains rose by 153.8%, 
industrial raw materials by 57.9%, capital machinery by 60.4%, 
and other machinery by 38.2%. 

 
61. The weak performance of remittance inflows started in 
January 2010 and continued throughout FY2011. This is an area 
of major concern, as over the past decade remittances have been 
a key growth driver—by supporting domestic demand and imports 
and as a dependable contributor to foreign reserves. Remittance 
inflows stood at $10.6 billion during July–May FY2011, showing 
marginal growth of 5.1%—a sharp drop from 15.1% growth during 
the corresponding period of FY2010. The slowdown in remittance 
growth reflects a drop in out-of-country work for Bangladeshi 
workers especially in the Middle East, a major source of 
remittance inflows into Bangladesh.  
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62. Out-of-country jobs for Bangladeshi workers declined by 
0.7% in the first 11 months of FY2011 (Figure 13). During July-

May FY2011, only 
389,636 Bangladeshis 
found jobs, compared 
with 392,404 during 
the year earlier period 
as the Gulf countries, 
the largest destination 
for Bangladeshi 
workers, reduced 
recruitment. To retain 

the market position, active engagement is needed with authorities 
in the recruiting countries and skills developed by increasing 
training programs in the country’s technical training centers 
including through PPPs.   

 
63. Lackluster performance in FDI continued in FY2011 with only 
$574.0 million in FDI coming in during the first 9 months. To 
attract FDI, capacity must be improved and predictable and 
transparent policies put in place. Net foreign aid also declined to 
$815.9 million during the same period from $1.5 billion in the 
corresponding period of FY2010, putting additional pressure on 
the country’s foreign exchange reserves. 

 
64. Trade deficit widened to $5.6 billion during July–March 
FY2011, higher than the $3.9 billion a year earlier as import 
payments were much in excess of export receipts. With the higher 
deficit in trade and services and lower growth in remittances, the 
current account surplus fell sharply to $689.0 million during July–
March FY2011, down from $2.6 billion in the corresponding period 
of FY2010. The combined capital and financial accounts recorded 
a deficit of $956.0 million, a significant decline from the deficit of 
$290.0 million during July–March FY2010, because of large 
outflows in trade credit ($1.4 billion against $508.0 million) and 
lower surplus in medium- and long-term loans ($863.0 million 
against $1.3 billion). As a result, the overall balance of payments 
showed a deficit of $529.0 million during July–March FY2011, 
sharply lower than the surplus of $2.3 billion during the 
corresponding period of FY2010. This led to a corresponding 
drawdown in foreign reserves.  

 
65. Gross foreign exchange reserves stood at $11.3 billion 
(around 4 months of 
imports) at the end of 
April 2011, up from 
$10.6 billion a year 
earlier (Figure 14). 
Despite the slowdown 
in remittance growth 
and strong growth in 
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import payments, the robust export growth and the purchase of 
foreign exchange by Bangladesh Bank from the interbank market 
raised the foreign reserves position. However, the foreign 
exchange reserves are under pressure and it came down to $10.4 
billion at the end of May 2011 because of higher import payments, 
particularly for fuel oils, food grains, and power plant equipment. 
As commercial banks are facing shortages in their net foreign 
exchange position, the central bank advised them to discourage 
imports of less essential items. 
 
Exchange Rate 
 
66. The weighted average nominal (taka–dollar) exchange rate 
depreciated from Tk69.5:$1 at the end of June 2010 to Tk73.0:$1 
at the end of April 2011 (a depreciation of 4.7%) (Figure 15). The 

spread between the 
interbank and curb 
market exchange 
rates remained 
significant with the 
latter remaining 
consistently higher. 
In the curb market, 
the nominal 
exchange rate 

(taka–dollar) depreciated by 7.1% from January to April 2011 due 
to significant demand pressures for import payments. During July-
April of FY2011, the nominal effective exchange rate index 
depreciated by 11.8% and real effective exchange rate by 7.1%, 
implying improved export competitiveness. 
 
Capital Market 
 
67. Stock market performance remained subdued after the sharp 

fall in prices that 
started in early 
December 2010. The 
Dhaka Stock 
Exchange (DSE) 
general index fell by 
33.9% by the end of 
April 2011 from the 
end of December 
2010. DSE market 

capitalization reached Tk2,668.3 billion by the end of April 2011, 
down by 23.2% from the end of December 2010 (Figure 16).  
 
68. The Chittagong Stock Exchange selective categories index 
fell by 28.0% by the end of April 2011 from the end of December 
2010. The government announced measures to stabilize the 
market and improve investor confidence, including advising 
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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 
also set up the Bangladesh Fund aimed at stabilizing the stock 
market. The Securities and Exchange Commission approved the 
fund backed by eight state-run financial institutions, namely the 
Investment Corporation of Bangladesh, Sonali Bank, Janata Bank, 
Agrani Bank, Rupali Bank, Bangladesh Development Bank, 
Sadharan Bima Corporation, and Jibon Bima Corporation. 

A new investment fund, 
the Bangladesh Fund, 
set up to stabilize the 

market     
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day. ADB is committed to reducing poverty through inclusive economic growth, environmentally sustainable
growth, and regional integration.
     Based in Manlia, 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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