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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 
• GDP growth of 5.8% in FY2010 is respectable 

considering the continued effects of the global 
recession. 
 

• Higher growth in FY2011 is expected if the current 
trend of export growth is sustained and the domestic 
economy performs strongly. 

 
• Infrastructure shortages need to be quickly addressed 

and labor productivity increased to enhance growth 
prospects. 
 

• Sharp slowdown in remittance growth is a concern and 
could affect GDP growth by depressing domestic 
demand. 

 
• Food prices are rising causing hardships for the poor, 

especially in rural areas. 
 

• High growth in broad money and private sector credit is 
fuelling inflation.  

 
• Revenue performance has been steadily improving.   
 
• Export and import growth were strong during the first 

quarter of FY2011. 
 
Sector Performance and Economic Growth 
 
1. Bangladesh attained GDP growth of 5.8% in 
FY2010 despite the impact of the global economic 
recession on export and remittance inflows, which was 
deeper in the second year following the onset of the 
economic crisis. Strong performance by the agriculture and 
nonfarm sectors and a pickup in public spending 
contributed to this respectable growth. Agriculture grew 
strongly with continued government support, which 
encouraged favorable supply responses. Industry sector 
growth declined because of a fall in external demand and a 
shortage of power, gas, and transportation facilities. 
Services sector growth increased insignificantly because of 
slower trade activities until later in the year and a decrease 
in industry sector growth. Bangladesh faces the challenges 
of maintaining food security for its large population, 
managing the effects of climate change, creating job 
opportunities for a growing labor force, and attaining higher 
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economic growth to reduce poverty. To create conditions 
conducive for rapid growth, Bangladesh needs to 
undertake major initiatives to address power and gas 
shortages, take speedy actions to upgrade infrastructure, 
improve the investment climate, develop institutional 
capacity, and accelerate economic reforms. 
 
 Agriculture 
 
2. According to the latest estimates of the Bangladesh 
Bureau of Statistics (BBS), the agriculture sector grew by 
4.7% in FY2010 up from 4.1% in FY2009 (Figure 1). 
Favorable weather conditions along with broad-based 
government support including a subsidy for irrigation, 
timely supply of seeds and distribution of fertilizers, higher 
procurement prices, access to credit, and better extension 
services are the major contributing factors. The crops and 
horticulture subsector grew by 5.1% compared with 4.0% 
in FY2009. Other subsectors such as poultry, livestock, 
and fisheries performed well because of rising demand and 
growing adoption of better technology. In the medium term, 
the government, through its macroeconomic framework for 
FY2011–FY2013, emphasizes the need to sustain 4%–5% 
growth in agriculture by increasing productivity and 
diversifying crop production. The key strategies include 
providing subsidies, ensuring uninterrupted power supply 
for irrigation, increasing the availability of credit, using solar 
energy for irrigation in remote areas, strengthening 
research programs, developing flood- and saline-tolerant 
varieties of paddy, and promoting agrobased processing 
industries. The strategy needs to factor in the reality that a 
growing population and an annual decrease in arable land 
are posing difficult challenges for the agriculture sector. 
 
3. The food-grain production target in FY2010 was 
fixed at 35.1 million tons. Actual production of food grains 
(rice and wheat) in FY2010 stood at 33.2 million tons 
compared with 32.2 million tons in FY2009, up by 3.3% 
(Figure 2). The aus crop was cultivated on 0.98 million 
hectares against the target of 1.2 million hectares. Aus 
production is estimated at 1.7 million tons, 9.8% lower than 
actual production in FY2009. The lower production was 
caused by the decrease in cultivated land because of the 
drought. The area under aman cultivation is estimated at 
5.2 million hectares against the target of 5.8 million 
hectares in FY2010 and actual area of 5.5 million hectares 
in FY2009. Aman production rose to 12.2 million tons in 
FY2010 from 11.6 million tons in FY2009, up by 5.1%. 
Aman yield was better at 2.3 tons per hectare, higher than 
the target of 2.2 tons per hectare. In FY2010, aman yield 
rose by 10.7% over the previous year. Area under boro 

Figure 1. Agriculture growth 
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cultivation reached the target of 4.8 million hectares, 1.5% 
higher than in FY2009. Production of boro in FY2010 rose 
to 18.3 million tons from 17.8 million tons in FY2009, up by 
3%. Boro yield increased by 1.5% over FY2009. 
 
4. The area under wheat cultivation met the target of 
0.4 million hectares, 5.5% lower than in FY2009. 
Production of wheat in FY2010 rose to 1 million tons from 
0.9 million tons in FY2009, up by 14.1%. Wheat production 
has bright prospects in Bangladesh, especially in the 
northwestern districts. Wheat yield at 2.6 tons per hectare 
was better than the target rate (2.4 tons per hectare) and 
20.8% higher than in FY2009. Currently, rice has a 
disproportionate prominence in daily food intake. 
Appropriate food balance will encourage production of 
wheat, fruits, vegetables, and other high-value crops. In 
addition, commercialization of agriculture will provide 
impetus to cultivate high-value crops.  
 
5. In FY2010, the government set the target for 
procurement of food grains at 1.6 million tons, including 1.5 
million tons of rice and 0.1 million tons of wheat. At the end 
of FY2010, the government procured 0.8 million tons of 
food grains compared with 1.5 million tons in FY2009, a 
decrease of 45.7%. The target for aman procurement, set 
at 300,000 tons, was not achieved because the market 
price was higher than the government procurement price. 
The government fixed the boro procurement target at  
1.2 million tons. The procurement price for boro was fixed 
at Tk17.0 per kilogram (kg) for paddy and Tk25.0 for rice. 
The government also announced a Tk3.0 per kg incentive 
to millers achieving the target. During July–September 
2010, government food procurement declined to 0.3 million 
tons from 0.5 million tons during July–September 2009, a 
decrease of 39.1%. 
 
6. The food-grain import (public and private) target for 
FY2010 was set at 3.8 million tons, this includes a target 
for aided imports (food aid) of 0.1 million tons, for 
government-funded imports of 1.1 million tons, and private 
sector imports of 2.6 million tons. Actual import in FY2010 
was 3.5 million tons, up by 14.7% over FY2009. Aided 
imports were only 48,000 tons, showing a sharp decline of 
59.5% from FY2009. Commercial imports by the 
government were lower at 0.5 million tons, a fall of 25.2%. 
Private imports of food grains stood at 2.9 million tons, a 
30.8% rise over FY2009. Total rice import was  
91,700 tons, while total wheat import was 3.4 million tons. 
During the first quarter of FY2011, 0.9 million tons of food 
grains were imported compared with 0.3 million tons during 
the year earlier period. In the first quarter of FY2011, 
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commercial imports by the government totaled  
0.2 million tons, aided imports 38,000 tons, and private 
sector imports 0.7 million tons. 
 
7. The target for public food distribution in FY2010 
was set at 2.7 million tons (rice, 1.8 million tons, and 
wheat, 0.9 million tons), a 25.7% increase over the 
previous year’s actual distribution. Actual distribution of 
food grains was 2.0 million tons, 7.9% lower than in 
FY2009. The major channels of food distribution were 
vulnerable group feeding, open market sales, and food for 
work. A major reason for lower public distribution of food 
grains is that a large part of the allocation under open 
market sales was not required. In July–September 2010, 
public food distribution decreased to 0.2 million tons from  
0.3 million tons in the corresponding period of 2009, a 
decline of 13.6%. 
 
8. The public stock of food grains stood at 0.5 million 
tons at the end of FY2010, 53.5% lower than the 1.1 
million tons in FY2009. At the end of September 2010, 
food stock was lower at 0.8 million tons compared with 1.4 
million tons in the year earlier period. Up to August 2010, 
the stock of food grains rose steadily. However, since 
September 2010, public food-grain stock has declined 
continuously, because of higher offtake and lower 
procurement of aman and boro rice.  
 
9. Modernization of agriculture is vital for attaining 
food security within a medium-term time horizon. 
Modernization has multiple dimensions, including 
commercialization of agriculture, diversification of crops 
and noncrop output, upgrading and diffusion of appropriate 
technologies, sustained productivity growth, and greater 
linkages with global markets and other productive sectors 
of the economy. The agriculture sector also needs to 
develop capacity to withstand natural calamities and 
effects of climate change. The government outlined 
detailed strategies in the National Strategy for Accelerated 
Poverty Reduction to attain higher growth in agriculture; 
what needs to be ensured is that the economic costs of the 
support measures do not outweigh the benefits.  
 
10. A major challenge is to transform the fiscal subsidy-
based incentive regime to productivity augmenting support 
measures. Apart from budgetary implications, fiscal 
subsidy creates distortions in resource allocation. To 
increase productivity, the quantity and quality of research 
programs and extension services need to be significantly 
improved. The release of resources from fiscal subsidies 
will increase fiscal resources available to finance research 
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and productivity-oriented activities. The government needs 
to strengthen markets and focus support for addressing 
market imperfections and externalities. To attain food 
security, the government will need to enhance access to 
food for the poor, especially hardcore poor, who are 
excluded from market-driven food entitlement and 
distribution processes. 
 
 Industry  
 
11. According to BBS estimates, industry sector growth 
was 6.0% in FY2010 down from 6.5% in FY2009. Growth 
in manufacturing was lower at 5.7% compared with 6.7% in 
FY2009. Growth of large- and medium-scale 
manufacturing decreased from 6.6% in FY2009 to 5.5% in 
FY2010, while small-scale manufacturing growth fell from 
6.9% in FY2009 to 6.3% in FY2010. Industry sector growth 
decreased mainly because of the combined impact of 
lower growth in export industries, which accounts for more 
than one-third of the industrial value added, and several 
supply-side bottlenecks, especially arising out of the 
shortages in power, gas, and transportation. Shortages in 
power and gas have had a greater impact on medium- and 
small-scale industries than large-scale industries, which 
usually have their own power generators. Although power, 
gas, and water supply subsector growth rose from 5.9% in 
FY2009 to 6.9% in FY2010, the supply of power and gas is 
lagging rising demand, resulting in ever-growing power and 
gas shortages.  
 
12. The pickup in growth of export-oriented industries 
during the third quarter of FY2010, along with better 
performance of import-substituting industries, aided by 
buoyant domestic demand, and continued expansion of 
nontradeables, such as construction, contributed to 
reversing the decline in industry sector growth. The sector 
will require a faster rate of growth to support higher GDP 
growth and to absorb the growing labor force. 
Diversification of industry is vital for sustained industry 
sector growth. Technology upgrading and adaptation are 
needed to increase technical efficiency and productivity in 
the sector. In addition, opportunities for setting up 
industries in various regions need to be exploited to 
enhance the prospects of regionally balanced industrial 
development in the country.   
 
13. Industrial production in terms of the quantum index 
of medium- and large-scale manufacturing industries rose 
by 8.1% during the last quarter of FY2010 (Figure 3). The 
major industrial category—jute, cotton, wearing apparel, 
and leather—posted growth of 11.5% over the 

Figure 3. Growth of medium- and large-scale 
manufacturing production
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corresponding period of FY2009. Chemicals, petroleum, 
and rubber production rose by 5.7%; food, beverages, and 
tobacco by 7.5%; fabricated metal products by 11.8%; 
nonmetallic products by 2.8%; paper and paper products 
by 0.2%; and wood products including furniture by 0.3%. 
Production of basic metals was down by 31.1%.  
 
14. The general index for small-scale manufacturing 
rose by 10.7% in FY2010 (Figure 4). Food, beverages, and 
tobacco increased by 38.3%; leather and apparel by 4.3%; 
metal products and machinery grew by 4.2%; chemicals, 
rubber, and plastic by 0.8%; basic metal industries by 
1.4%; nonmetallic products by 5.0%; and paper, printing, 
and publishing by 4.6%. However, production of wood and 
wood products fell by 0.4% and other manufacturing 
industries were down by 19.9%.  
 
15. The government recently finalized the Industrial 
Policy 2010. The policy includes the following major 
strategies (i) while the private sector will assume a lead 
role in industrialization, give priority to improving 
productivity of the agriculture and labor-intensive sectors; 
(ii) ensure public investment in industry is limited and 
specific; give priority to public investment in facilitating 
private sector investment, ensure social balance in the 
public interest, and maintain national security; (iii) take 
measures to provide one-stop service to investors using 
modern information technology facilities to simplify the 
process and reduce the cost of doing business; (iv) give 
priority to providing support to land acquisition for setting 
up new industries; (v) build critical infrastructure (a major 
priority) like power, energy, and port facilities; rail and road 
transportation; and telecommunications; (vi) undertake 
reforms in banking and government financial institutions to 
meet the demand for long-term industrial financing;  
(vii) take measures to recast existing financing facilities 
i.e., the Equity and Entrepreneurship Fund aiming to 
provide operating capital to industrial borrowers;  
(viii) undertake measures to consolidate and strengthen 
activities of the Security Exchange Commission;  
(ix) support small, medium, micro, and cottage industries 
and information technology-based industries; and  
(x) develop woman entrepreneurs. 
 
16. The Industrial Policy announced several incentives 
to be offered to investors, such as (i) duty and tax facilities 
on imported capital goods to attain balanced development 
across the country; (ii) establishment of special economic 
zones in the underdeveloped northern regions including 
districts of greater Dinajpur, Rangpur, and Rajshahi;  
(iii) a 100% tax holiday on income for the first 2 years for 

Figure 4. Growth of small-scale manufacturing 
production
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industries located in Dhaka and Chittagong, except in the 
three hill districts; a 50% tax holiday for the next 2 years 
and 25% for the final year; (iv) a 7-year tax holiday for 
industries located in Barisal, Khulna, Rajshahi, Rangpur, 
Sylhet, and three hill districts: a 100% tax holiday during 
the first 3 years, 50% in the next 3 years, and 25% in the 
7th year; (v) approval of the tax holiday facility to be 
considered in 45 days (if not approved earlier) upon receipt 
of the investor’s application; (vi) no application of tax 
holiday will be rejected without hearing the applicant;  
(vii) the rate of customs duty and taxes will be higher for 
imported final goods than for imported raw materials for 
goods that are locally produced; (viii) investment of 
nonresident Bangladeshis will be given equal status and 
facilities with foreign direct investment; (ix) full repatriation 
of invested capital is allowed; and (x) a special quota will 
be made available for women entrepreneurs in existing 
export processing zones.  
 
 Services 
 
17. According to the latest BBS estimates, growth in 
the services sector rose slightly to 6.4% in FY2010 from 
6.3% in FY2009. Growth in the sector is driven by demand 
for services linked to agricultural and industrial expansion. 
In the first half of FY2010, lower industry sector growth, 
particularly related to exports and compression of domestic 
demand due to slowdown in remittance inflows, affected 
services sector growth, especially transport and financial 
services. Growth in the transport sector fell from 8% in 
FY2009 to 7.2% in FY2010, while financial intermediation 
grew by 8.4% in FY2010 compared with 9% in FY2009. 
However, several compensating factors, such as higher 
agriculture growth, pickup in imports, and continued 
expansion of telecommunications, health, and education 
services, resulted in satisfactory services sector growth. 
Wholesale and retail services also performed well.  
 
18. Over the medium term, the vast and uncoordinated 
informal services sector needs to be integrated into the 
formal economy. Planned urbanization and higher 
monetization will induce demand for various productive 
services. Higher linkage of small, medium, micro, and 
cottage industries with informal services is a potential 
channel for mainstreaming these services. A medium-term 
priority is to integrate informal services with external trade. 
Decentralization of development activities is also vital for 
expansion of services sector growth. 
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Economic Growth 
 
19. Considering the impacts of the global economic 
recession on other developing countries, Bangladesh 
attained reasonably high GDP growth of 5.8% in FY2010, 
slightly higher than the 5.7% growth in FY2009 (Figure 5). 
Although the late unfolding of the effects of the global crisis 
negatively affected Bangladesh’s exports and remittances 
in FY2010, a pickup in domestic demand neutralized the 
impact. The better than expected growth was made 
possible by a boost in consumption, stimulated by credit 
expansion to the private sector and a rise in public sector 
wages. In addition, robust growth in the agriculture sector 
along with satisfactory growth in the services sector more 
than compensated for the lower industry sector growth. 
Growth performance is expected to improve in FY2011, if 
the trend of export growth observed so far can be 
maintained. The country could grow at a higher rate, if the 
pressing infrastructure constraints in the power and 
energy, ports, and urban services subsectors are urgently 
removed and measures for enhancing labor productivity 
adopted. Economic reforms, especially reforms in the trade 
regime, revenue mobilization, and government 
development spending, and reduction of the cost of doing 
business, are essential for higher economic growth.  
 
20. A major lesson from the global economic crisis is 
that economies with higher domestic demand and greater 
integration with regional economic partners have 
demonstrated greater resilience. Increased regional 
integration and intraregional trade and investment not only 
raise economic growth, they also promote inclusive growth. 
The visit by Bangladesh’s Prime Minister to India and the 
People’s Republic of China earlier in the year created 
opportunities for building greater economic cooperation 
with these fast-growing economies. Bangladesh could 
benefit immensely by increasing economic cooperation 
with other countries in the region. The country’s 
geographic location presents unique opportunities for 
expanding trade and investment in South Asia and 
beyond. For forging closer integration with neighbors and 
taking advantage of regional cooperation opportunities, 
Bangladesh needs to quickly upgrade the country’s 
infrastructure. Bangladesh needs to invest heavily in 
developing infrastructure to assume the role of a transport 
and transshipment hub for the region.   
 
21. Bangladesh needs to increase current investment 
to at least 30% of GDP to attain the significantly higher 
economic growth needed to reduce the country’s massive 
poverty. The country’s current investment–GDP ratio 

Figure 5. GDP growth
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shows a stagnating trend with an average of  
24.5% since FY2005. The investment–GDP ratio rose by  
0.6 percentage points to 25.0% in FY2010 from 24.4% in 
FY2009. Stagnation in investment stems from shortages of 
power, energy, and other infrastructure facilities; poor 
investment climate reflected in the higher cost of doing 
business; underperformance of complementary public 
investment because of slow implementation of the annual 
development program (ADP); and weak governance. 
These factors impinge on the efficiency and profitability of 
domestic and foreign investment. Underperformance in 
public investment is caused by the lengthy and inefficient 
project approval process and lack of implementation 
capacity of the concerned ministries. The government has 
made progress in developing a regulatory framework for 
investment through public–private partnerships. The 
government needs to operationalize the public–private 
partnership office and start implementation of a few 
flagship projects. 
 
Inflation  
 
22. After moderating at the beginning of FY2011 from 
the rising trend observed in the previous year, year-on-
year inflation has been rising again, reaching 7.6% in 
September 2010 up from 4.6% in September 2009 
(Figures 6 and 7). The price of rice (coarse), the main food 
staple, continues to rise, reaching Tk32.3/kg at the retail 
market in October 2010, much higher than Tk20.6/kg in 
October 2009 (Figure 8). The price of wheat also rose to 
Tk22.0/kg from Tk15.9/kg during the same period.  
 
23. The steady growth in money supply (para. 35) over 
the past years appears to be the key contributing factor for 
the rising inflationary trends. In addition, the effects of 
natural calamities on crop production in large producing 
countries created volatility in food stocks in the 
international market, leading to supply disruptions and 
pushing up prices. The uptick in international oil prices also 
raised crop production costs, e.g., for operating farm 
machinery and transporting agricultural produce to 
processing plants and markets. Domestic production of 
aus and aman crops was also affected by unfavorable 
weather, although that was partly offset by a good boro 
crop. In August and September, prices of essential 
commodities were affected by Ramadan.  
 
24. Two characteristics of the recent inflationary trends 
are notable: (i) while food inflation surged to 9.7% in 
September 2010 from 5.0% in September 2009, nonfood 
inflation declined to 3.7% from 4.3%; and (ii) although food 

Figure 6. Inflation, point-to-point
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Figure 8. Domestic open market retail prices of 
food grains
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inflation has been rising in rural areas, it has been 
declining in urban areas.  
 
25. The steady rise in inflation is a concern. Along with 
raising the policy rates (repo and reverse repo in August 
2010) to restrain the demand-driven impact arising from 
excess liquidity, Bangladesh Bank has reduced the 
maximum payment time for rice procurement from 60 to 45 
days for local millers and from 45 to 30 days for importers. 
It has also raised the cash reserve requirement from 5.5% 
to 6.0% effective 15 December 2010. To build up official 
stock, the government decided to import 130,000 tons of 
rice. To enhance the stock, the government fixed a rice 
procurement target of 1.5 million tons from the domestic 
market. 
 
Fiscal Management 
 
26. Fiscal management was prudent in FY2010. The 
government prepared the medium-term budgetary 
framework (MTBF) for FY2011–FY2013, providing broader 
fiscal strategies and guidelines for fiscal management over 
the medium term. The MTBF emphasizes the need to 
conduct fiscal policy to maintain macroeconomic stability 
and promote pro-poor growth, while safeguarding the 
economy from external shocks, ensuring food security, and 
encouraging social inclusion. The core strategies to attain 
these objectives are increasing revenue by undertaking tax 
reforms, channeling public spending to develop physical 
and social infrastructure, strengthening the social safety 
net, and improving the efficiency of public spending.  
 
27. The National Strategy for Accelerated Poverty 
Reduction II recognizes increasing tax revenue as a 
strategic goal to attain sustained pro-poor growth. PF

1
FP The 

strategy targets increasing revenue collection by an 
average of 0.5% to 0.7% of GDP annually to reach the 
medium-term target of 14.1% of GDP in FY2015. The 
United Nations Millennium Project advised developing 
countries to raise their tax–GDP ratio by 4 percentage 
points beyond the average of 18%. PF

2
FP Bangladesh’s tax–

GDP ratio (9.3% in FY2010) is still one of the lowest 
among South Asian and other developing countries 
despite improved revenue collection in recent years. The 
average of South Asian and Southeast Asian developing 
countries is 12%, and the average tax yield for all Asian 
                                                 
P

1
P  Government of Bangladesh. 2009. Steps Towards Change: National 

Strategy for Accelerated Poverty Reduction, FY2009-11. General 
Economics Division. Planning Commission. Dhaka.  

P

2
P  United Nations Millennium Project. 2005. Investing in Development. 

New York: United Nations. 
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countries is 14.1%. Inability to raise adequate revenue 
severely limits fiscal capacity to boost the spending 
needed to improve the country's growth potential and 
address poverty.  
 
28. A major structural weakness of the current tax 
system is that the already narrow tax base is severely 
eroded by exemptions, tax holidays, and tax evasions. The 
agriculture sector and bulk of the services activities are not 
included in any formal tax network. Despite quick 
escalation in prices of real estate properties, tax revenue 
from this sector is meager. Exemptions are frequently 
offered on noneconomic grounds, which seriously affect 
revenue productivity and revenue yield. They have also 
contributed to imposition of higher statutory duty. An 
International Monetary Fund study shows that tax 
expenditure, which is defined as revenues forgone due to 
provision of tax holidays, exemptions, deductions, 
reduction of tax rates, deferrals, and tax credits, amounted 
to 0.3% of GDP for direct taxes, 1.6% of GDP for domestic 
value-added tax, and 0.7% of GDP for other indirect 
taxes.PF

3
FP In addition, a variety of institutional weaknesses 

including a complex regulatory framework, lack of a risk-
based audit system, and an inappropriate incentive 
regime, have resulted in higher tax evasion.  
 
29. To raise the country’s low tax–GDP ratio, 
comprehensive tax reforms are necessary, encompassing 
tax policy and tax administration. In addition, appropriate 
sequencing of reforms is vital. Expansion of the tax base, 
rationalization of complex tax procedures, and overall 
administrative improvements are necessary steps for 
overall tax policy reform in Bangladesh. The tax reform 
process needs to be able to encourage voluntary 
compliance. Dialogue with stakeholders, an effective 
monitoring mechanism, and better client orientation and 
services delivery by the National Board of Revenue                  
(NBR) are crucial. However, successful implementation of 
tax reform largely hinges on economic governance, 
especially better understanding, and strong and sustained 
political commitment. Tax reform is a difficult process and 
benefits of tax reform often become visible in the medium 
and long term. The government needs to develop 
institutional capacity for resolving conflicts associated with 
reform outcomes. Appropriate transfer and/or redistributive 
mechanisms should be an integral part of tax reform. The 
reforms should be transparent, predictable, and continuous 

                                                 
P

3
P  Kinoshita, N. 2007. Government Revenue Performance and Reform 

Potential. Bangladesh Selected Issues. Country Report No. 07/230. 
Washington, D.C.: International Monetary Fund.  
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so that they become credible. Building a coalition for 
reform is a prime requirement to ensure the durability of 
tax reforms. Prior consultations, publicity campaigns, and 
policy dialogue are useful to increase their acceptability. 
 
30. Tax revenue collection under NBR, which accounts 
for over 95% of total tax revenue, grew robustly by 25.7% 
during the first 4 months of FY2011 compared with the 
same period a year earlier (Figure 9). The strong revenue 
performance is attributed to expansion of domestic 
economic activities, broadening of the tax base, better 
compliance aided by tax reforms and a publicity campaign, 
and commitment of NBR officials.  
 
31. Import-based indirect taxes rose by 19.1%. While 
customs duty grew by 9.7%, value-added tax at the import 
stage performed strongly growing by 26.7% as did 
supplementary duty growing by 24.5% during the first  
4 months of FY2011. Domestic indirect taxes increased by 
31.4% during the period; value-added tax grew strongly, by 
32.1% as did supplementary duty increasing by 30.3%. 
Income tax contributed to the higher revenue, growing by 
29.2%.  
 
32. Further modernization of NBR is key to tax reform 
success. Modernization has multiple dimensions, including 
restructuring the tax administration, putting in place an 
appropriate incentive regime, automating and digitalizing 
tax administration, building capacity, implementing an 
effective monitoring mechanism and decentralizing tax 
administration, implementing e-governance, improving the 
client orientation, and supporting institutional 
developments. A strategic vision is to modernize NBR, 
including (i) upgrading technological capacity, (ii) adopting 
a dynamic human resource policy, (iii) reorganizing NBR 
along functional lines, (iv) strengthening the self-
assessment system to reduce discretion of tax officials,  
(v) implementing a risk-based auditing system supported 
by third-party information, (vi) introducing a unique 
taxpayer identification number, and (vii) building capacity 
within NBR.  
 
33. The government needs to increase public spending 
to support higher economic growth, social inclusion, and 
accelerated poverty reduction. Aggregate fiscal 
expenditure grew from 14.3% of GDP in FY2009 to 16.0% 
in FY2010. While current expenditure rose from 9.9% of 
GDP in FY2009 to 10.1% in FY2010, the ADP increased 
from 3.2% of GDP in FY2009 to 4.1% in FY2010. 
 

Figure 9. Revenue collection by National Board of 
Revenue (July-October)
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34. Underutilization of the ADP (Figure 10) continues to 
hinder the timely supply of public infrastructure. Inadequate 
capacity for implementing the ADP has slowed the 
crowding-in of private investment. Short- and medium-term 
reform measures are necessary for full utilization and 
increased quality of the ADP. Immediate actions are 
necessary to set appropriate priority and rationalization of 
development projects based on the principle of maximizing 
economic and social returns. The project approval process 
needs to be simplified, speedy and transparent. The 
monitoring and evaluation mechanism needs to be 
strengthened. Enhancing the capacity of planning wings in 
various ministries will improve ADP implementation. 
 
Monetary and Financial Developments 
 
35. Broad money (M2) grew by 22.9% year-on-year in 
August 2010, higher than the 19.2% growth in August 
2009 (Figure 11), and also significantly higher than the 
annual broad money growth target of 15.2% in FY2011. 
The higher than target growth resulted from high growth of 
private sector credit (25.9%, against the annual target of 
16.0% in FY2011 and actual growth of 14.3% in August 
2009). The high growth of agricultural and small and 
medium-sized enterprise (SME) credit disbursement was 
also a factor. In consequence, domestic credit experienced 
a high growth of 20.2% in August 2010, up from 14.7% in 
August 2009. The growth in net foreign assets softened, 
although was high at 28.7% in August 2010 compared with 
48.4% in August 2009. This was the result of the large 
purchase of foreign exchange from the interbank market by 
Bangladesh Bank. Net credit to the government declined 
by 2.5% in August 2010, significantly down from 18.4% 
growth in August 2009, as the higher revenue growth 
reduced the need for public sector borrowing (Figure 12).  
 
36. Reserve money growth rose by 19.8% year-on-year 
in August 2010 because of a sharp rise in net foreign 
assets of Bangladesh Bank, although declining from 29.7% 
growth in August 2009 (Figure 13). The rise in net foreign 
assets was caused by the sustained growth of workers’ 
remittances and decline in import payments. Net domestic 
assets rose significantly by 8.4% in August 2010 from the 
13.6% decline in August 2009. The reserve money 
multiplier rose slightly to 4.6 at the end of August 2010 
from 4.4 in August 2009.  
 
37. Despite mild moderation, excess liquidity of the 
scheduled banks remained high at Tk299.0 billion at the 
end of August 2010, lower than the Tk350.5 billion in 
August 2009, reflecting growing investment demand. As a 
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result, excess liquidity as a percentage of deposits 
decreased to 9.2% in August 2010 from 13.2% in August 
2009. The outstanding stock of government treasury bills, 
bonds, and national savings directorate certificates stood 
at Tk624.8 billion at the end of August 2010, significantly 
higher (21.4% growth) than Tk514.7 billion in August 2009.  
 
38. In conducting monetary policy, Bangladesh Bank 
mostly relied on open market operations through regular 
auctions of its treasury bills (T-bills) with little adjustment in 
their yields, to limit growth of liquidity in the banking 
system. The auction of 28-day T-bills has been suspended 
since July 2008. In August, the repo and reverse repo 
policy rates were raised by 100 basis points to 5.5% for 
repo and 3.5% for reverse repo.  
 
39. Interest rates on T-bills showed a rising trend 
because of Bangladesh Bank’s liquidity tightening 
measures and the liquidity demand for various religious 
festivals (such as Eid and Puja) in recent months. The 
weighted average yield on 91-day T-bills stood at 2.9% in 
October 2010, up from 2.1% in October 2009. The yield on 
30-day Bangladesh Bank bills stood at 3.5% in October 
2010, up from 1.0% in October 2009. Since the beginning 
of FY2011, the interbank call money rate has been rising 
due to a pickup in private sector credit demand, reaching 
7.2% in September 2010, up from 3.3% in July.  
 
40. The weighted average lending rate declined 
marginally to 11.2% in June 2010 from 11.9% a year 
earlier; the deposit rate declined to 6.0% from 7.0%. As 
inflation rate edged up, real deposit rates turned negative. 
The interest rate spread widened marginally to 5.3 
percentage points in June 2010 from  
4.9 percentage points in June 2009, reflecting inefficiency 
in the banking system. 
 
41. The disbursement of industrial term lending stood 
at Tk258.8 billion in FY2010, 29.6% higher than in FY2009 
(Figure 14). While the disbursements of large industries 
(accounting for 73.4% of total funds) grew by 29.5% and 
medium-sized industries (accounting for 21.3% of total 
funds) grew by 21.6%, disbursement of small and cottage 
industries rose by 76.0%.   
 
42. Among the two priority credit sectors—agriculture 
and SMEs—Tk36.1 billion was disbursed as fresh 
agricultural credit in the first 4 months of FY2011 out of the 
Tk126.2 billion targeted for disbursement, a growth of 
21.3% over the corresponding period of FY2010. On the 
other hand, following Bangladesh Bank’s policy directives, 

Figure 14. Disbursement of term loans by banks 
and nonbank financial institutions
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outstanding loans to SMEs reached Tk567.2 billion in 
FY2010, 17.0% growth over FY2009. However, the ratio of 
SME loans to total loans in the banking system declined to 
19.9% in June 2010 from 21.0% in June 2009. Foreign 
banks recorded the highest growth in outstanding loans of 
37.7%, followed by private commercial banks (PCBs) with 
18.2% and state-owned commercial banks (SCBs) with 
15.4%. Although PCBs still have the highest share (54.3%) 
in total SME loans followed by SCBs (33.6%), SME loans 
from SCBs constitute 32.3% of their total outstanding loans 
in contrast to 17.4% in PCBs.  
 
43. In recent months, the financial soundness 
indicators of the financial sector have improved and are 
generally favorable as indicated by the systematic 
reduction of the ratio of gross nonperforming loans in total 
loans of the commercial banks, except for SCBs. However, 
the asset quality of the commercial loan portfolio remains 
weak, with a significant share of loans classified in the 
substandard, doubtful, and loss categories.PF

4
FP The SCBs’ 

weak structure is a result of low capitalization and 
management inefficiency. To enhance the efficiency of 
financial markets, nonprudential interventions and directed 
lending to selected sectors need to be prevented. Recent 
overexposure of financial institutions to the stock markets 
needs to be monitored carefully to prevent any jeopardy to 
the stability of the overall financial sector.  

 
Balance of Payments 
 
44. Robust performance in export earnings since the 
beginning of FY2011 raised the prospects of attaining the 
annual export target of $18.5 billion (14.2% growth over 
the actual for FY2010). Export earnings grew by 35.8% to 
$8.3 billion (44.9% of annual target) in the first 5 months of 
FY2011 (Figure 15) responding to rising global demand 
(also for rebuilding inventories) for the low-end of the 
readymade garment (RMG) subsector. In addition, a sharp 
rise in wages in other RMG exporting countries 
encouraged global RMG importers to shift orders to 
countries like Bangladesh, where wages are still lower, 
raising export earnings.  
 
45. RMG exports—accounting for 77.5% of total 
exports—grew by 36.4% in the first 5 months of FY2011. 
Exports of woven garments rose by 35.8% and knitwear by 
                                                 
P

4
P  International Monetary Fund (IMF). 2010. Bangladesh: 2009 Article IV 

Consultation—Staff Report; Staff Supplement; Public Information 
Notice on the Executive Board Discussion, IMF Country Report No. 
10/55. Washington DC: IMF. 

 

Figure 15. Growth in exports and components
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36.9%. RMG exporters also adjusted the final export price 
following the rise in cotton and yarn prices over the past 
few months. Among other major exportable items, earnings 
for jute goods (34.0%), frozen food (40.3%), leather 
(30.0%), agricultural products (20.5%), and other items 
(56.6%) grew rapidly. The items also benefitted from the 
lower base in the previous year. 
 
46. Bangladesh exports appear to be gradually 
becoming more price-driven from being volume-driven. 
Also, recently the government cut the advance income tax 
on export bills to help exporters better compete in 
international markets. This step was also aimed at helping 
factory owners implement the new wage structure with 
minimum wage for RMG workers. Bangladesh Bank also 
reduced the interest rate on Export Development Fund 
loans by 1.5 percentage points, applicable for a maximum 
of $1.5 million credit effective January 2010 until June 
2011.     
 
47. Import payments rose by 37.0% in July–September 
2010 because of the rise in prices of RMG-related raw 
materials and food items (Figure 16). Among the consumer 
and intermediate goods, imports of raw cotton rose by 
91.1% and yarn 61.6%, and petroleum grew by 46.4%. 
The sharp rise in the import of food grains (188.8%) is 
partly because of their lower base in FY2010 as well as the 
price hike in the global market. Among other food items, 
imports of sugar rose by 132.0% and pulses by 63.0% in 
July–September 2010, although edible oil imports declined 
by 32.7%. Imports of capital goods rose by only 22.3% 
during the same period; out of which imports of capital 
machinery rose by 31.2% reflecting a positive investment 
outlook in the near term.    
 
48. During the first quarter of FY2011, the value of 
import letters-of-credit (L/Cs) opening rose significantly 
(39.3%) because of the rise in exports and pickup in 
domestic economic activity. Among the major categories, 
L/Cs for imports of food grains rose by 87.3%, other 
consumer goods by 18.3%, industrial raw materials by 
46.0%, capital machinery by 100.6%, and other machinery 
by 55.8%. However, L/Cs for import of intermediate goods 
declined by 22.0%.   
 
49. The weak performance of remittance inflows 
continued (this started around January 2010). The sharp 
slowdown is a concern and could affect growth prospects 
by depressing domestic demand. Bangladeshi workers 
employed outside the country remitted $4.5 billion during 
July–November 2010, a decrease of 2.8%—a significant 

Figure 16. Growth in imports and components
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drop from 24.4% growth during the corresponding period 
of 2009 (Figure 17). The moderation in remittance earnings 
has been caused by the decline in out-of-country jobs. 
Also, the budget decision to reduce the interest rate for 
bonds offered to nonresident Bangladeshis and withdrawal 
of the auto renewal facility for bonds could have played a 
contributing role to the lower remittance inflows. 
 
50. Out-of-country jobs for Bangladeshi workers 
declined sharply by 19.4% in the first 4 months of FY2011 
(Figure 18). Only 121,443 Bangladeshis found jobs during 
this period—a result of the massive decline in recruitment 
by the Gulf countries, the largest destination for 
Bangladeshi workers. In the first 10 months of 2010, Saudi 
Arabia, the largest market for Bangladeshi workers, 
recruited only 6,232 Bangladeshi workers and Malaysia 
(the third largest market) only 725 workers. Also, a total of 
38,790 workers returned home during January–October 
2010. The government needs to address migration-related 
concerns such as high migration cost and workers’ lack of 
skills, and explore alternative markets for promoting out-of-
country jobs.    
 
51. Net foreign investment into Bangladesh rose 
marginally to $174 million during the first quarter of 
FY2011, from $170 million in the corresponding period of 
FY2010 because of domestic infrastructure constraints 
including power shortage and unavailability of suitable land 
for projects. 
 
52. The trade deficit widened to $1.3 billion during 
July–September 2010, up from $739 million during the 
same period a year earlier because of the larger growth in 
imports compared with growth in exports. With the higher 
deficit in trade and services, and decline in remittances, 
the current account surplus decreased to $635 million 
during July–September 2010, down from $1.4 billion in the 
corresponding period of 2009. The combined capital and 
financial accounts recorded a deficit of $646 million against 
the surplus of $258 million during the year earlier period 
because of the large outflows for trade credit. 
Consequently, the overall balance of payments turned into 
a deficit of $426 million in July–September 2010, sharply 
lower than the surplus of $1.3 billion during the 
corresponding period of 2009.  
 
53. Gross foreign exchange reserves continued to rise 
in FY2011, reaching $10.7 billion (around 5 months of 
imports) at the end of November 2010, up from  
$10.3 billion a year earlier (Figure 19). Despite the shock in 
remittance earnings, the robust export growth and the 

Figure 17. Workers' remittances
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purchase of foreign exchange by Bangladesh Bank from 
the interbank market raised the amount of foreign 
reserves.  
 
54. In September 2010, faced with the prospect of a 
decline in revenue and profits from its foreign reserves, 
Bangladesh Bank purchased 10 tons of gold (equivalent to 
$403.0 million) from the International Monetary Fund as 
part of a strategy to diversify its foreign currency reserve 
holdings. This action will bring the share of gold holdings 
by Bangladesh Bank to 5.5% of total reserves, which is 
also expected to reduce the risk against volatility in the 
global foreign exchange market. 
 
Exchange Rate 
 
55. The weighted average nominal (taka–dollar) 
exchange rate has been mostly stable between Tk69.4:$1 
to Tk70.7:$1 (a modest depreciation of 1.9%) during the 
first 4 months of FY2011 (Figure 20), reflecting the 
country's healthy foreign reserve position. Bangladesh 
Bank has regularly intervened in the foreign exchange 
market to maintain the competitiveness of the exchange 
rate and to limit excessive volatility in the curb market 
exchange rate. T However, effective measures must be 
taken to narrow the spread between the interbank and 
curb market rates, as the curb market exchange rate 
remains consistently higher than the interbank exchange 
rate. T Because of higher relative domestic inflation 
compared with trading partners, the real effective 
exchange rate appreciated by about 0.9% year-on-year in 
October 2010, indicating some erosion in export 
competitiveness.  
 
Capital Markets 
 
56. The bullish trend in major stock market indicators 
continues during FY2011. The index rose 129.2% year-on-
year in October 2010, reaching 7,710.8 points (Figure 21), 
because of the significant involvement of institutional 
participants and retail investors in daily transactions. Also, 
the number of beneficiary owner accounts with the Central 
Depository surpassed 3 million from about 1.4 million in 
June 2009. Market capitalization of the Dhaka Stock 
Exchange rose by 123.4%, from Tk1,462.0 billion in 
October 2009 to Tk3,266.6 billion by the end of October 
2010, because of the listing of new companies.  
 
57. The Chittagong Stock Exchange (CSE) selective 
categories index followed the same trend as the Dhaka 
Stock Exchange index. While the CSE index rose by 

Figure 20: Nominal exchange rate (taka-dollar) and real 
effective exchange rate (REER) index
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Figure 21. Dhaka Stock Exchange: Market 
capitalization and general index
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100.7% year-on-year in October 2010, reaching  
14,638.9 points, CSE market capitalization rose by 158.1% 
in the year to October 2010 (Figure 22).  
 
58. The capital market continues to experience a 
sizable demand–supply gap arising from the recent 
involvement of a large number of investors. The liquidity 
overhang, absence of more profitable alternative 
investment opportunities, and the prevailing negative real 
deposit rate is channeling substantial savings into the 
stock market fuelling a sharp rise in stock prices. The 
government has already started off-loading the shares of 
government-owned companies starting with Rupali Bank 
in November 2010 to reduce demand pressure in the 
market. It also took steps to off-load the shares of eight 
listed state-owned companies in its holdings; this is 
expected to cool the overheated market. Also, the stock 
market regulatory authorities continued to intervene in the 
market through various measures such as tightening the 
loan–margin ratio, holding the transaction of an unusual 
rise of stock price, and limiting the exposure of financial 
institutions in share market trading.   
 
59. With the continued rise in share prices, maintaining 
the stability of the overall financial sector remains a 
challenge. In the recent period, more and more financial 
institutions are engaging in stock market transactions 
looking for profitable investment opportunities.  

Figure 22. Chittagong Stock Exchange: Market 
capitalization and selective index
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