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MACROECONOMIC DEVELOPMENTS 
 
Highlights 

 
• Macroeconomic management remains prudent. 

 
• Agriculture growth is likely to moderate in FY2010.  

 
• A fall in demand, along with prevailing power and 

energy shortages, is affecting industry sector 
growth.  

 
• Services sector growth will moderate due to 

subdued industrial activity and trade, as well as 
weaker private consumption.  

 
• Attaining the FY2010 revenue target will be a 

challenge given lower imports and subdued 
domestic economic activity. 

 
• Implementation of the annual development program 

needs to be accelerated to increase the country's 
growth potential.  

 
• Rising international commodity prices and 

accumulation of excess liquidity could create 
inflationary pressures. 

 
• The current account remains healthy as 

remittances are holding up coupled with slowing 
import growth, despite declining exports.  

 
Sector Performance and Economic Growth 
 
1. The Bangladesh economy has been demonstrating 
considerable resilience. During FY2004–FY2008 the 
country attained respectable real gross domestic product 
(GDP) growth, averaging 6.3%. However, the effects of the 
global economic slowdown resulted in a decline in FY2009 
to 5.9%. The lingering impacts of the global economic 
crisis are expected to lower GDP growth to 5.2% in 
FY2010. Slower growth of exports and remittances will 
have secondary effects on industry and services in 
FY2010, through weaker external and domestic demand. 
The services sector will moderate due to the slowdown in 
industrial activities and trade, as well as weaker private 
consumption due to slowing remittance inflows. 
Bangladesh will need to improve the investment climate, 
upgrade infrastructure, reduce power and energy 
shortages, and accelerate economic reforms to achieve 
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higher economic growth, create jobs, and sustain progress 
in poverty reduction. 
 

Agriculture 
 

2. Favorable climatic conditions along with broad-
based government support helped the agriculture sector 
attain robust growth during FY2006–FY2009 (except 
FY2008) in the 4.6-4.9% range. The bumper crop 
production contributed to achieving 4.6% growth for 
agriculture in FY2009. The growth of noncrop subsectors 
(poultry, livestock, and fisheries) in FY2009 was also 
impressive. Despite continued policy support, agriculture 
growth is expected to moderate in the current fiscal year 
due to the higher base (at the end of FY2009) and 
moderation in farmers' incentives because of the last 
year's lower output prices at the farm gate. As a result, the 
agriculture sector growth rate is expected to decline slightly 
to 4.1% in FY2010 (Figure 1). 
 
3. The production target for rice and wheat in FY2010 
is 35.3 million tons (rice 34.3 million tons, and wheat  
1 million tons), a 9.6% rise from actual production in 
FY2009. According to provisional estimates, the aus crop 
was cultivated on 0.98 million hectares against the target 
of 1.2 million hectares. Aus crop production is provisionally 
estimated at 1.7 million tons, 9.8% lower than actual 
production in FY2009. The decrease in production is due 
to the decline in cultivated land because of drought. The 
area of aman cultivation is provisionally estimated at  
5.2 million hectares against the target of 5.8 million 
hectares, a 5% decline from actual cultivation in FY2009. 
Aman plantation is reported to have been hampered by the 
lack of sufficient rainfall. However, farmers sought to offset 
this by undertaking irrigation, with some rainfall arriving a 
little late. In addition, the affected farmers are known to 
have planted the local variety of paddy, which requires less 
water. The Department of Agriculture Extension is 
optimistic about attaining a good aman harvest. In FY2010, 
the boro crop production target is set at 19.0 million tons, a 
6.7% rise from actual production in FY2009. Attaining this 
target will require improving input supply arrangements, 
timely and adequate availability of agricultural credit, 
positive output price support, and favorable climatic 
conditions.  
 
4. The production target for wheat in FY2010 is  
1 million tons, 20.1% higher than actual production in 
FY2009. Attaining this target will largely depend on the 
duration of the winter season. A prolonged winter will have 

Figure 1. Agriculture growth 
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favorable impacts on wheat and other seasonal crops, 
especially winter vegetables.  
 
5. In FY2009, the food-grain procurement target was 
1.34 million tons (rice 1.30 million tons and wheat  
35,000 tons); the achievement was 1.48 million tons (rice 
1.45 million tons and wheat 34,000 tons). The government 
has set the FY2010 procurement target at 1.6 million tons 
(rice 1.5 million tons and wheat 0.1 million tons), an 
increase of 8.1% over the last year.  
 
6. The public sector food-grain import target for 
FY2010 is set at 1.20 million tons (commercial 1.05 million 
tons and aided import 0.15 million tons), comprising  
0.33 million tons of rice and 0.9 million tons of wheat. In 
the first 4 months of FY2010, no food grains were imported 
commercially, and only a small quantity was received 
under food aid—0.03 million tons (rice 4,000 tons and 
wheat 29,000 tons). Approximately 2.5 million tons (rice 
0.5 million tons and wheat 2 million tons) are expected to 
be privately imported in FY2010. While the private sector 
has not yet imported any rice, it imported 1.03 million tons 
of wheat up to October 2009. The overall food-grain import 
target for FY2010 is set at 3.7 million tons (rice 0.83 million 
tons and wheat 2.87 million tons). During July–October 
FY2010, 1.06 million tons of food grains were imported 
(rice 4,000 tons and wheat 1.06 million tons).  
 
7. The target for public food distribution in FY2010 is 
set at 2.7 million tons (rice 1.8 million tons and wheat  
0.9 million tons), a 25.7% rise over last year’s actual 
distribution. Up to October 2009, 331,000 tons of food 
grains were distributed through various channels.  
 
8. In the draft Second National Strategy for 
Accelerated Poverty Reduction (NSAPR-II) unveiled in 
September 2009,1 the government reaffirms its 
commitment, made in the election manifesto, to make the 
country self-sufficient in food by 2013. The NSAPR-II 
outlines medium-term policies and strategies to foster 
agriculture sector growth. The strategies include (i) 
increasing crop yields, (ii) providing broad-based policy 
support, (iii) diversifying high-value crops, (iv) intensifying 
agricultural research and technology generation, (v) 
disseminating technology among farmers, (vi) revamping 
the agricultural marketing system, (vii) promoting agro-

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

Strategy for Accelerated Poverty Reduction II, FY2009-11. Planning 
Commission. August. Dhaka. 
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processing activities, (viii) adopting climate change 
adaptive technology, and (ix) undertaking irrigation and 
flood protection.  
 
9. The NSAPR-II seeks to streamline broad-based 
government support to agriculture encompassing access to 
reliable, affordable, adequate, and timely supply of major 
inputs like fertilizers, fuel, and irrigation through 
appropriate measures, especially subsidies and effective 
distribution systems. The government intends to address 
existing market distortions for fertilizers and pesticides with 
regard to dealerships, quotas, and movement of fertilizers 
to ensure their timely availability at fair prices. Other 
support measures identified in the NSAPR-II include 
access to quality seeds (high-yielding varieties, hybrids), 
output price support, credit for smallholder farmers and 
sharecroppers, and promotion of commercial agriculture 
and genetic engineering. To increase agricultural 
productivity, the NSAPR-II identifies the need to subsidize 
the installation and maintenance of electricity connections 
to irrigation pumps; maintain rural roads; enable storage, 
processing, and marketing of perishable high-value farm 
products in the private sector; and enhance extension and 
agricultural education with particular focus on quality 
improvement in all production environments.  
 
10. The NSAPR-II emphasizes that the government will 
encourage public–private partnerships (PPPs) in providing 
broad-based support to agriculture. The approach includes 
the promotion of private service providers; and public–
private coordination in research and development, seed 
production, and business development. For quality control 
and reliable supply of seeds, the existing regulatory 
framework will be improved through better coordination 
among concerned agencies. Agricultural loans will be 
increased in size and the loan-giving procedure simplified. 
More loans will be made available to sharecroppers. 
 
11. In early November 2009, the government reduced 
domestic prices of nonurea fertilizers by an average of 
36% following a significant decrease in fertilizer prices in 
the international market. According to the latest 
adjustment, the price of TSP (triple super phosphate) for 
farmers is set at Tk22/kilogram (kg), a reduction of 45.0%; 
MoP (murate of potash) is set at Tk25/kg, a reduction of 
28.6%, and DAP (di-ammonium phosphate) at Tk30/kg, 
down by 33.3%. For dealers, the price of nonurea fertilizers 
is Tk2/kg less than the revised prices for farmers. The 
price of urea fertilizer remains unchanged at Tk12/kg. 
According to the latest government estimates, this price 
adjustment will require an additional subsidy of Tk5 billion 
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on top of the Tk36 billion committed for agriculture 
subsidies in the current budget. After this adjustment, the 
total subsidy in the agriculture sector will be Tk41 billion (or 
0.6% of GDP) in FY2010 compared to Tk57.9 billion (or 
0.9% of GDP) in FY2009.   
 
12. The NSAPR-II provides a broad strategy for 
development of fisheries that envisages intensifying 
aquaculture by species and ecosystem; adding export-
oriented species; ensuring biodiversity; and preserving 
natural breeding grounds, product diversification, value 
addition, and development of appropriate marketing 
infrastructure. To meet increasing demand within the 
country, emphasis is placed on (i) making people more 
conscious about conservation to augment natural fish 
stocks and protect fish habitats; (ii) protecting breeding and 
nursery grounds of major fishes; (iii) encouraging 
alternative income generating activities for fisherfolk;  
(iv) protecting beels (big ponds) and haors (lakes) from the 
use of pesticides in contiguous lands through more 
coordinated efforts; (v) encouraging rice-and-fish culture 
and aquaculture, and intensifying polyculture; 
(vi) emphasizing management of aquaculture in floodplains 
involving local communities; (vii) ensuring disease control 
and quality control of fry and fingerlings; and 
(viii) prioritizing research and development to meet new 
challenges in the sector.  
 
13. For the sustainable development of livestock and 
poultry industries, the NSAPR-II refers to implementation 
of the National Livestock Policy, which identifies 10 critical 
policy areas: (i) dairy development and meat production, 
(ii) poultry development, (iii) veterinary services and animal 
health, (iv) feeds and animal management, (v) breed 
development, (vi) hides and skins, (vii) marketing of 
livestock products, (viii) international trade management, 
(ix) access to credit and insurance, and (x) institutional 
development for research and extension for livestock and 
poultry development. Overall, the strategy is to maximize 
the potential of the subsectors by creating an enabling 
environment, opening up opportunities, and reducing risk 
and vulnerability. The private sector will be the main 
participant, while the Department of Livestock Services 
and Bangladesh Livestock Research Institute will provide 
support. 
 
14. The priorities for water resources development and 
management in the NSAPRII are to (i) develop the main 
rivers of Bangladesh for the multipurpose use of water 
resources, managed for navigation and erosion control and 
developing hydropower; (ii) undertake flood protection and 
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storm water drainage measures with the rehabilitation and 
maintenance of existing flood control, drainage and 
irrigation systems; (iii) include provisions of cyclone 
protection, an early warning and forecasting system, flood 
shelters, control of riverbank erosion, drought management 
and rationalization of groundwater in disaster management 
programs; (iv) make adequate provision for water 
management for agriculture through public sector irrigation 
development, flood management and drainage; (v) ensure 
protection of the natural environment and aquatic 
resources with monitoring and controlling water pollution, 
water management for fisheries and ecologically sensitive 
areas; (vi) undertake dredging of rivers for flood control, 
navigation, drainage and irrigation; (vii) seek regional and 
international cooperation for development of water 
resources; and (viii) raise awareness among all 
stakeholders about scarcity of water and the economic use 
of the resource.  

Industry  
 
15. Industry sector growth declined sharply from 6.8% 
in FY2008 to 5.9% in FY2009 because of the impact of the 
global economic slowdown on exports from Bangladesh 
and moderation in domestic demand caused by the 
deceleration of growth in remittances. The adverse effects 
of the global economic slowdown are expected to further 
dampen export sector growth in FY2010, which will in turn 
affect domestic industrial production. The slowdown in 
remittance growth is expected to affect the housing 
subsector. The deficiencies in power, gas, and basic 
infrastructure are the major supply-side bottlenecks for 
industry sector growth. Sector growth for FY2010 is 
expected to remain at about 6%.  
 
16. Industrial production in terms of the quantum index 
of medium- and large-scale manufacturing industries 
increased by 7.4% in FY2009 (Figure 2). However, 
quarterly data suggest that growth moderated as the year 
progressed. Industries recording higher growth include 
basic metals (15.6%); nonmetallic products (12.1%); 
textiles and leather (10.6%); fabricated metals (6.1%); 
chemical, petroleum, and rubber (4.5%); paper and paper 
products (4.2%); and furniture (4.2%). The food, beverage, 
and tobacco index increased by only 0.8%. The general 
index for small-scale manufacturing industries rose by 
7.1% during the fourth quarter (April–June) of FY2009 over 
the corresponding quarter of FY2008 (Figure 3). 
 
17. To sustain accelerated industrial growth, the 
government needs to urgently address shortages in power 

Figure 2. Growth of medium- and large-scale 
manufacturing production
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Figure 3. Growth of small-scale manufacturing 
production
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and gas supplies. To prevent frequent power cuts and 
irregular power and gas supplies from continuing to affect 
industrial production, investment in power and gas needs 
to be increased. While larger industrial undertakings are 
able to address power shortages by installing captive 
power plants and incurring additional costs, small- and 
medium-scale industries cannot afford to install their own 
generators and thus experience a shortfall in production. In 
addition, investment is also needed to improve road 
conditions, port operations, and urban infrastructure and 
services to support industrial growth.  
 
 Services 
 
18. The services sector accounts for about half of GDP. 
Growth in the sector is driven by demand for services 
linked to agricultural and industrial expansion. Sector 
performance has been affected by the weakening in 
manufacturing activities and slowdown in remittance 
growth. In the first half of FY2010, lower industry sector 
growth, particularly related to exports and compression of 
domestic demand, will affect services growth. The 
slowdown in import growth will affect the transport sector, 
while telecommunication growth is likely to moderate 
because of the higher base (due to the robust growth in 
FY2009). Banks and insurance companies will continue to 
be affected by sluggish investment activities. Service 
sector growth in FY2010 is thus expected to be only 5.5%, 
down from 6.3% in FY2009. 
 
 Economic Growth 

 
19. Although growth decreased to 5.9% in FY2009 
from more than 6% on average in the past five years, the 
performance was better than in other Asian countries—
reflecting the possibility that the impact on Bangladesh 
might not have been as severe in the first year. The late 
unfolding of the impact of the crisis on Bangladesh also 
indicates that it could be more pronounced in FY2010 
before bottoming out in FY2011. Several factors indicate 
the prospect of lower GDP growth in FY2010, including  
(i) the slowdown or decline in imports of capital machinery 
and industrial raw materials, and identical trends in the 
opening of letters of credit—a leading indicator for growth 
performance; (ii) slower growth in private sector credit and 
the consequent accumulation of large excess reserves in 
banks; and (iii) decline in exports and deceleration in 
remittance growth and their direct and indirect effects on 
the economy. In addition, investor sentiment has not fully 
revived following the initial uncertainty on the extent and 
depth of the likely impact of the crisis on the Bangladesh 
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economy. The GDP growth rate in FY2010 is thus 
projected to be 5.2% (Figure 4). To enhance growth 
prospects, domestic demand must be boosted, and the 
thrust to increase growth and diversification of exports 
strengthened. At the same time, investment needs to be 
facilitated to support the required supply response to meet 
higher demand. Greater emphasis is needed on supporting 
agriculture and rural development, power and energy, 
small and medium-sized enterprises (SMEs), human 
resources development, and social safety nets. The focus 
should be on creating job opportunities, increasing public 
spending, and enhancing public and private investment. 
 
20. Bangladesh needs to substantially increase 
investment, which has followed a stagnant or falling trend 
in recent years, declining from 24.5% of GDP in FY2005 to 
24.2% in FY2009. The global economic crisis has 
dampened the private investment outlook in Bangladesh, 
as elsewhere. To take the economy to a higher growth 
trajectory as envisaged by the government, enabling 
conditions for investment and business need to be created 
to sustain private sector-led economic growth.  
 
21. Sustained growth with poverty reduction cannot be 
attained without substantial investment in infrastructure. 
Although infrastructure is critical for providing a conducive 
investment climate, underinvestment over the years has 
resulted in acute deficiencies in the availability of 
infrastructure, especially in power and energy, ports, and 
roads, which restricts business opportunities and access to 
public services. Erratic and insufficient power supply is 
estimated to have substantial costs in terms of foregone 
GDP growth every year. Inadequate attention to public 
infrastructure services has hampered domestic economic 
growth. It has also restrained Bangladesh from living up to 
its full potential from a regional standpoint—of being able 
to assume the role of a transport and transshipment hub 
for the subregion. Inadequate infrastructure also limits the 
country’s opportunities to integrate economically with its 
neighbors. Notwithstanding some limited success, 
significant scaling up of infrastructure development faces 
formidable challenges.  
 
22. Mobilizing finance for private investment in 
infrastructure is a major challenge in the absence of a well-
developed domestic capital market and foreign private 
investor interest in infrastructure investment. Past attempts 
to attract the private sector under PPP schemes have had 
only limited success, in part due to inadequate  
(i) project development efforts and skills, (ii) coordination 
mechanisms and leadership, and (iii) clarity on the legal 

Figure 4. GDP growth
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framework for PPPs. Even though the Private Sector 
Infrastructure Guidelines (PSIG, 2004) currently provide 
the basis for implementation of PPP projects, lack of clarity 
remains on the consistency between the Public 
Procurement Regulations and private sector project 
development, approval, and financing provisions under the 
jurisdiction of the PSIG. 
 
23. The government is aware that significant 
acceleration of economic growth with rapid and sustainable 
poverty reduction will require substantial scaling up of 
infrastructure investment, which is beyond its financial 
capacity. Government estimates, released in June 2009, 
suggest an investment gap of $28 billion from FY2010 until 
FY2014 to achieve an annual GDP growth rate of 8% by 
2013.2

 
Therefore, the government has launched reforms to 

establish an enabling environment for PPPs;
 
improve the 

regulatory regime and simplify procedures; as well as 
provide resources for mainstreaming PPPs through project 
development, credit enhancement, and refinancing 
facilities. Further, the government is keen to develop the 
capital market to help attract investors to close the 
infrastructure investment gap. If successfully implemented, 
PPPs would make an important contribution to economic 
growth and poverty reduction. Investment in social 
infrastructure, transport, and power would benefit the poor 
both directly and indirectly through better access to health 
facilities, job opportunities, and market outlets. 
 
24. To attain a higher growth trajectory, Bangladesh 
needs to sustainably increase total factor productivity 
(TFP). Although accumulation of capital and efficiency of 
budgetary allocations may improve growth prospects in the 
near term, for long term-growth the economy needs to 
achieve higher TFP. Since the 1990s, TFP growth has 
been low, at only 1.2% (footnote 1). The NSAPR-II seeks 
to augment TFP growth through strategic interventions, 
including (i) developing supportive macroeconomic policy;  
(ii) removing infrastructure bottlenecks including in 
electricity, gas, telecommunications, transport, and port 
services; (iii) enhancing the supply of skilled labor through 
investment in health, nutrition, and education;  
(iv) generating, adapting, and disseminating technology, 
with emphasis on research and development and foreign 
direct investment inflows; (v) minimizing negative 
productivity shocks of natural disasters through better 
disaster management, enhancement of the poor’s capacity 
to cope with disasters and support for efforts of 

                                                 
2  Government of Bangladesh. 2009. Invigorating Investment Initiative 

through Public–Private Partnership, A Position Paper. Dhaka.  
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entrepreneurs to overcome damage to production, plants, 
and machinery; (vi) improving the quality of governance; 
(vii) lowering the regulatory and administrative burden on 
business; (vii) promoting openness to trade and devising 
appropriate fiscal stimulus and policy responses to 
international shocks like global recession; (viii) improving 
the quality of financial intermediation; and (ix) institutional 
reforms that are more market-oriented and growth friendly. 
 
Inflation  
 
25. Year-on-year inflation is rising after falling to a 90-
month low of 2.3% in June 2009. Inflation rose to 4.6% in 
September 2009, although it remained low compared with 
10.2% in September 2008 (Figures 5 and 6). Food 
inflation—rising to 5.0% in September 2009 from 0.3% in 
June 2009—contributed to the rise in overall inflation, while 
nonfood inflation declined to 4.3% from 5.9% in June 2009. 
Food inflation in urban areas soared to 7.7% from 0.7% in 
June 2009, while it edged up to 3.8% from 0.1% in rural 
areas. Prices of essential commodities during August—
September increased in part because of Ramadan.     
 
26. Though inflation is still low compared with previous 
years, price pressures are again building. Inflation over the 
next few months will depend on how the various underlying 
factors play out. Rising commodity prices in the 
international market along with the rising food prices in 
India because of the shortfall in crop production may 
create pressure on domestic food prices. Excess liquidity 
in the banking system because of lower investment 
demand and likely depreciation in the taka exchange rate, 
may also push up the inflation rate. As a preemptive 
measure to mop up excess liquidity, the Bangladesh Bank 
sought to use the reverse repo instrument, reducing its rate 
from 6.5% to 2.5% in October 2009.  
 
Fiscal Management 

  
27. In the Medium Term Macroeconomic Framework, 
the government aims to conduct fiscal policy focusing on 
maintaining macroeconomic stability and promoting pro-
poor growth while safeguarding the economy from external 
shocks, ensuring food security, and encouraging social 
inclusion. This will be achieved by increasing revenue, 
reordering public spending to more productive and social 
sectors, and improving the efficiency of public spending. 
The government is mainstreaming the medium-term 
budgetary framework (MTBF) for integrating revenue and 
development budgets, and strengthening the link between 
the national poverty reduction strategy and annual 

Figure 5. Inflation, point-to-point
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Figure 6. Inflation, 12-month moving average
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budgets. The application of the MTBF in 20 ministries 
during FY2010 is intended to strengthen fiscal 
management and the flexibility and capacity of line 
ministries to manage resource allocation. The government 
will establish a planning and budget wing in at least five of 
the ministries that have adopted the MTBF to ensure 
dedicated staff and development of adequate capacity for 
its implementation. Further, as an initial step to a 
decentralized budget, the government will finalize plans to 
present a district budget, starting with one district per 
administrative division. The revised NSAPR-II is expected 
to embody the development priorities of the government. 
The government also established the Macroeconomic 
Wing in the Finance Division, staffed by qualified personnel 
to enable the Ministry of Finance, to monitor and address 
evolving macroeconomic developments.   
 
28. Generating revenue to finance development needs 
is a major fiscal challenge. Bangladesh's current tax effort 
(tax to GDP ratio) at 9.0% is around 4 percentage points 
lower than the average of countries in the region at a 
similar stage of development.3 Inability to raise adequate 
revenue severely limits fiscal capacity to increase the 
spending needed to improve the country's growth potential 
and address poverty. Improvements in revenue collection 
will be achieved by expanding the tax base; curbing tax 
evasion; checking leakage in the tax collection system; 
enhancing transparency, accountability, and efficiency in 
the revenue administration and tax collection system; 
simplifying tax rules to create a tax-friendly environment 
and providing more client-oriented services; reducing 
discretionary power in tax laws; and undertaking reforms 
and capacity building in the revenue administration. 
 
29. The global economic slowdown has affected the 
country's revenue performance. Tax revenue collected by 
the National Board of Revenue (NBR)4 during July–
September FY2010 increased by 9.1% over the same 
period a year earlier (Figure 7). The low growth, compared 
with the year-end target of 15%, reflects the decrease in 
imports, along with subdued domestic activities due to the 
global economic recession. 
 
30. Import-based taxes during July–September FY2010 
fell by 2.7%, because of the decline in customs duty  
of 2.3% and value-added tax (VAT) of 8.7% at the import 
stage. However, supplementary duty at the import stage 

                                                 
3  International Monetary Fund. 2009. Bangladesh-2009: Article IV Consultation; 

Preliminary Conclusions of the Mission. October. Dhaka. 
4  Accounting for around 95% of tax revenues. 

Figure 7. Revenue collection by National Board of 
Revenue (July-September)
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recorded impressive growth of 20.3%, while domestic 
indirect taxes grew by 15.9%. Both domestic VAT at 16.8% 
and supplementary duties at 14.2% attained impressive 
growth. Income tax collections grew by 25.9%, indicating 
the effectiveness of the recently adopted tax reform 
measures.  
 
31. A strong revenue administration is critically 
important for raising significant revenue. NBR, which 
collects direct and indirect taxes, has over the years 
sought to modernize and attract skilled staff, and carry out 
its statutory functions. Yet, past reform programs have not 
fully addressed all the areas needing improvement and 
modernization. The business community generally feels 
that tax administration needs to be improved to make it 
more responsive to business needs; and ensure more 
stable tax policies, and more consistent and uniform 
application of tax laws. Tax regulations also need to be 
modernized in step with changing needs and practices 
worldwide. Recently, the government amended the Income 
Tax Ordinance (1984) to streamline income tax 
administration, simplify tax collection procedures, and 
introduce revenue enhancing and rationalization 
measures. As a step toward phasing out the tax holiday 
schemes by 2012, a reduced tax rate for certain sectors

 

was introduced to gradually prepare them to take on a 
normal tax burden. With regard to administrative 
arrangements, appointment of the NBR chairman was 
streamlined through the National Board of Revenue 
(Amendment) Act 2009. The government is expected to 
finalize in the current fiscal year plans to expand the tax 
base by identifying new taxpayers through surveys 
covering cities, districts, and subdistricts. 
 
32. The achievement of the government’s commitment 
to reduce the incidence of poverty requires a fast-tracked 
poverty reduction strategy, which in turn requires continued 
increases in government spending. Current spending is 
projected to rise from 11.2% of GDP in FY2009 to 11.6% in 
FY2010. The size of the annual development program 
(ADP) will increase from the estimated 3.7% of GDP in 
FY2009 to 4.4% in FY2010. The rise in public spending will 
be in accordance with the need to implement fiscal support 
measures to meet the adverse impact of the global 
economic crisis and the government’s emphasis on 
agriculture, support to sectors affected by global recession, 
infrastructure especially power and energy, regional parity, 
and social safety net programs (SSNPs).  
 
33. In recent years, ADP implementation has been 
much lower than targeted, and the size of the ADP has 
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declined by half in relation to GDP. A review of the last  
5 fiscal years’ actual ADP spending against budget targets 
suggests an average shortfall of 15% in ADP 
implementation. In the first four months of FY2010, ADP 
implementation was only 16% of the total for the fiscal 
year, which although is slightly better than the 13% 
implementation in FY2009 and refers to a much higher 
base, this needs to be substantially improved (Figure 8). 
Key factors contributing to slow ADP implementation are 
inadequate capacity of implementing agencies and lack of 
proper monitoring of these agencies. Because of these 
and other constraining factors, ADP utilization has failed to 
grow in line with the growing needs of the economy. The 
efficiency of the government’s implementation ministries 
and agencies needs to be enhanced by strengthening their 
administrative capacity and accountability. Close 
monitoring of the agencies implementing the ADP program 
is needed if the target is to be reached.  
  
34. The government is aware of the implementation 
challenges of the ADP, and is adopting the following 
approach to accelerate implementation: (i) reform the time-
consuming and complex project approval process;  
(ii) place emphasis on preparation of procurement plans 
earlier in the fiscal year; (iii) pay greater attention to the 
efficiency of project directors, given their crucial role in 
project implementation; (iv) bring the 10 ministries, which 
implement 78% of the ADP, under special and intensive 
monitoring arrangements; and (v) monitor major projects 
using the critical path method process by establishing a 
task force. Ministries and line agencies have been 
instructed to start preparing the development project 
proposal (government project document) from the 
beginning of the fiscal year, prepare procurement plans 
within the first 2 months of the fiscal year, and prepare 
tender documents alongside the preparation of the project 
development proposal. Secretaries of concerned ministries 
are expected to regularly follow up on project preparation 
to ensure that projects are ready for approval on time.  
 
35. In FY2010, the budget deficit is projected to remain 
within 5% of GDP. Of this, 2% will be financed from 
external sources and 3% from domestic sources. Total 
budget financing during July–August FY2010 was Tk20.8 
billion, compared with Tk16.9 billion during the same 
period of the previous fiscal year. Net foreign financing was 
only Tk1.5 billion, sharply down from Tk15.7 billion during 
the same period of FY2009. Total domestic financing 
during July–August FY2010 was TK22.4 billion compared 
with Tk.1.2 billion in the same period a year earlier.   
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Monetary and Financial Developments 
 
36. Broad money grew by 16.9% year-on-year in 
September 2009, significantly lower than the 23.5% growth 
in September 2008 (Figure 9), but higher than the target 
broad money growth of 15.5% in FY2010. The above 
target growth is due to high growth of net foreign assets 
(47.7%) resulting from the large purchase of foreign 
exchange by Bangladesh Bank. Growth in domestic credit 
moderated to 12.4% from 24.6% in September 2008. 
Private sector credit growth experienced a sharp fall to 
13.7% year-on-year in September 2009, down from 26.6% 
in September 2008, indicating subdued import and export 
activities and the slack in investment due to the global 
recession. Net credit to the government grew 11.6% year-
on-year in September 2009, down from 18.8% in 
September 2008 (Figure 10).   
   
37. Reserve money growth declined to 24.8% year-on-  
year in September 2009 from 31.5% in September 2008 
(Figure 11) because of the large decline in net domestic 
assets, although net foreign assets of Bangladesh Bank 
rose sharply (57.6%). The reserve money multiplier fell to 
4.2 at the end of September 2009 from 4.5 at the end of 
September 2008. Excess liquidity of the scheduled banks 
reached Tk340.0 billion at the end of September 2009, up 
from Tk208.9 billion in September 2008, a rise of 62.8%, 
showing a significant lack of investment demand.  
 
38. Bangladesh Bank conducted regular auctions of its 
91-day, 182-day, and 364-day treasury bills (T-bills), with 
their yields declining sharply, to contain excess liquidity in 
the banking system. Although the auction of shorter 
duration 28-day treasury bills remains suspended (since 
July 2008), Bangladesh Bank conducted regular auctions 
of Bangladesh Government Treasury Bonds (BGTBs) with 
yields declining moderately. The auctions for repo were 
reintroduced in September 2009 after being suspended in 
March 2009. Reverse repo auctions were held regularly, 
with no bids accepted until October, Bangladesh Bank cut 
the repo rate to 4.5% from 8.5%  (Figure 12), in an effort to 
encourage commercial banks to reduce lending rates to 
stimulate credit demand.  
 
39. The yields on T-bills have continued to fall since 
April 2009 due to the accumulation of sizable excess 
liquidity in the banking system. The weighted average yield 
on 91-day T-bills declined steadily from 6.5% in April 2009 
to 2.1% in October, and yields on 182-day T-bills dropped 
from 7.5% in April 2009 to 3.5% in October. The yields on 
364-day T-bills declined from 8.3% in April 2009 to 4.6% in 

Figure 12. Selected interest rates
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October. The yield on 5-year BGTBs fell to 7.8% in 
October 2009 from 10.0% in April, and the 10-year BGTBs 
dropped to 8.8% from 11.7%. For longer-term bonds, the 
yield on 15-year BGTBs declined from 11.8% to 8.7%, and 
20-year BGTBs from 11.5% to 9.1%. The interbank call 
money rates remained low at 2.8% in October 2009, down 
from 8.3% in March 2009. 
 
40. The weighted average lending and deposit rates 
declined at the end of September 2009 by almost equal 
measure. The weighted average lending rate declined to 
11.6% from 11.9% in June 2009, while the weighted 
average deposit rate fell to 6.6% from 7.0% in the same 
period (Figure 13). Although the prevailing deposit rates 
still offer positive real returns, with inflation rising in recent 
months, real returns might turn negative soon. The interest 
rate spread narrowed from 5.2 percentage points in 
September 2008 to 5.0 percentage points in September 
2009, reflecting banks' efforts to lower the spread in line 
with Bangladesh Bank's advice. However, compared with 
India where the interest rate spread is below 4 percentage 
points, the bank spread in Bangladesh is still high.   
 
41. In FY2009, the disbursement of industrial term 
lending stood at Tk199.7 billion, declining by 0.9% over 
FY2008 (Figure 14). Bangladesh Bank continues to 
pressure commercial banks to raise their advances to the 
agriculture sector. Of the Tk115.1 billion targeted for 
disbursement as fresh agricultural credit in FY2010,  
Tk29.7 billion (25.8%) was disbursed during July–October 
FY2010, a growth of 18.6% over the corresponding period 
of FY2009.  
 
42. Following Bangladesh Bank's policy directives, 
commercial banks prioritized their focus on loans to SMEs, 
with outstanding loans reaching Tk484.7 billion at the end 
of June 2009—38.3% growth over June 2008. The ratio of 
SME loans to total loans in the banking system rose to 
21.0% at the end of June 2009 from 17.4% in June 2008. 
The state-owned commercial banks had a higher 
proportion of loans going to SMEs (33.3%), followed by 
private commercial banks (18.8%), nonbank financial 
institutions (13.8%), and foreign banks (8.5%).  
 
43. Bangladesh Bank is expected to allow private 
commercial banks to open agriculture and SME branches 
in rural areas to boost lending to farmers and small 
businesses. Bangladesh Bank has already signed 
agreements with Prime Bank, Eastern Bank, and Mutual 
Trust Bank, allowing these banks to borrow at 5% interest 
from the Tk2.0 billion refinancing scheme intiated in August 

Figure 14. Growth of term loans disbursement by 
banks and nonbank financial institutions
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2009 for the installation of solar energy, biogas, and 
effluent treatment plants. They can lend the money at 10% 
interest. In early November, Bangladesh Bank introduced 
online payment systems to facilitate fund transfers and 
payment of utility bills, while local currency credit cards can 
be used for online transactions within the country. 
 
44. Bangladesh Bank instructed commercial banks to 
strictly comply with risk management requirements under 
the Basel-II framework by December 2010. It issued a 
guideline allowing commercial banks to raise subordinate 
debt apart from issuing rights and bonus shares to comply 
with Basel-II requirements. This helps banks enhance their 
capital base, and enables them to increase their volume of 
trade on the stock exchanges. Bangladesh Bank directed 
nonbank financial institutions to double their paid-up 
capital to Tk500 million by December 2010 from the 
current Tk250 million. They can meet the deficit in their 
paid-up capital through the issuance of an initial public 
offering, rights shares, or bonus shares. Bangladesh Bank 
also asked Rupali Bank, Bangladesh Krishi Bank, and 
Bangladesh Shilpa Rin Sangtha to increase their capital 
base to improve their financial status and attain their 
capital requirements under Basel-II.   
 
45. The high nonperforming loan (NPL) ratio remains a 
matter of concern despite progress in reducing it. In June 
2009, the gross NPLs of the banking system accounted for 
10.5% of outstanding loans compared with 13.0% in June 
2008. The NPLs of state-owned commercial banks 
remained high at 24.1% in June 2009, although declined 
from 33.1% in June 2008. The NPLs of private commercial 
banks remained at 4.9% in June 2009, the same as in 
June 2008, while NPLs of foreign banks rose to 2.4% from 
1.5% a year earlier (Figure 15).  
 
Balance of Payments 
 
46 FY2010 began with dismal export performance, 
raising serious concern about the prospects of attaining 
the annual export target of $17.6 billion (12.8% growth 
over FY2009). Export earnings declined by 11.7% in the 
first quarter of FY2010, as the impact of the global 
economic recession on exports from Bangladesh became 
more pronounced (Figure 16). The decline was broad-
based, affecting all items, with the exception of raw jute 
and jute goods.  
 
47. Export of readymade garments declined by 9.7% 
during the first quarter, with an identical rate of decline 
experienced by woven garments and knitwear. Other major 

Figure 15. Gross nonperforming loan ratios by 
type of bank
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exportable items experienced major declines, including 
frozen foods (by 37.9%), chemical products (58%), 
petroleum products (14.9%), engineering products 
(10.5%), and leather products (24.6%). On the whole, 
primary product exports declined by 21.1%, while exports 
of manufactured products declined by 11.0%.  
 
48. Export items continued to experience downward 
pressures on prices, accompanied by a fall in export orders 
and shrinking profit margins for exporters. The volume 
index for overall exports fell by 8.4%, while the price index 
declined 3.2%. In the case of primary commodity exports, 
the price index dropped 20.0%, while the volume index fell 
by 1.1%. For manufactured products, the price index 
declined by 2.3% and the volume index by 8.7%.    
 
49. The share of readymade garment exports in total 
export earnings during the first quarter of FY2010 rose to 
78.3% from 76.6% during the corresponding period of 
FY2009, indicating continued weak performance by 
nongarment products. Although exports showed a 
declining trend at the beginning of FY2010 because of 
depressed external demand, Bangladesh has been able to 
gain greater market shares in Europe, Japan and United 
States, because of its lower labor costs and a more 
vertically integrated garment sector, as well as its 
exchange rate depreciation relative to the euro as a result 
of its U.S. dollar peg.5   
 
50. Import payments during July–September 2009 
declined sharply by 19.0% over the same period in 2008 
(Figure 17). Rice imports experienced a sharp decline 
(98.5%), because of the good domestic harvest. Among 
other food items, imports of sugar also declined. Imports of 
consumer and intermediate goods fell by 33.6%. The 
decline in the import of key industrial raw materials such as 
chemicals (9.9%), yarn (27.7%), plastic and rubber 
(16.8%), textiles (11.7%), and capital machinery (4.1%) 
suggests decreased industrial activity in the near term.  
  
51. Import letters of credit (L/C) rose by 9.0% during 
July–October 2009 over the same period of 2008 (Figure 
18). While L/C opening for food grains rose sharply by 
52.5% and other consumer goods by 175.0%, those for 
petroleum products (-5.3%), intermediate goods (-4.6%), 
and industrial raw materials (-9.3%) fell significantly.  
                                                 
5  International Monetary Fund. 2009. Regional Economic Outlook, Asia 

and Pacific—Building a Sustained Recovery, World Economic and 
Financial Surveys 0258-7440, (Washington D.C., October): 
International Monetary Fund.  
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52. Remittance inflows continued to perform well in the 
beginning of FY2010 (Figure 19). Overseas workers 
remitted a total of $4.7 billion during July–November with 
remittances growing by 24.4% over the same period of 
FY2009. Most significantly, earnings from Saudi Arabia 
grew by 15.2%, United Arab Emirates by 28.5%, and 
Malaysia by 200.6%, in the first quarter of FY2010 
compared with the same period of FY2009. However, 
remittance earnings from the United States decreased by 
9.0% and those from the United Kingdom by 1.2%.   
 
53. While the flow of remittances is encouraging, it is 
likely to moderate significantly in the months ahead as the 
growth of new migrants leaving the country slows. Out-of-
country jobs reduced sharply by 46.4% during July–
November 2009 over the year earlier, suggesting a 
slowdown in remittance inflows in the near future (Figure 
20). During the same period, 24,112 Bangladeshi workers 
with passports and out-passes were deported from abroad. 
Overseas job prospects are becoming less promising for 
low-skilled workers, but long-term job contracts in certain 
countries are allowing some Bangladeshi workers to stay 
on and continue to send remittances home (paras. 72–73).  
 
54. Net foreign direct investment inflows to Bangladesh 
during July–September of 2009 amounted to $170 million, 
falling by 43.5% from the same period of 2008. There were 
net outflows of portfolio investment of $23 million against 
net inflows of $5 million in July–September 2008.  
 
55. The trade deficit narrowed to $738 million during 
July–September 2009, down from $1.3 billion during July– 
September 2008, as the large decline in imports more than 
offset the decline in exports. With the lower deficit in trade 
and services, and the continued rise in remittances 
(15.9%), the current account surplus increased 
dramatically to $1.4 billion during July–September 2009, 
from $308 million in July–September 2008. As a result, the 
surplus in the overall balance of payments rose to $1.3 
billion during July–September 2009 from $396 million 
during July–September 2008. The surplus in the combined 
capital and financial accounts also contributed to the 
significant increase in the overall balance.  
  
56. Gross foreign exchange reserves amounted to  
$10.3 billion (over 5 months of imports) at the end of 
November 2009, up from $5.2 billion a year earlier (Figure 
21). In early November 2009, reserves crossed the $10 
billion mark for the first time in the country's history. The 
growth of remittance inflows, lower import demand for 

Figure 19. Workers' remittances
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commodities, and Bangladesh Bank’s buying of foreign 
currency from the interbank market augmented the 
country's foreign exchange reserves. Managing the higher 
foreign exchange reserves will be a challenge as 
Bangladesh Bank's intervention in the foreign exchange 
market is contributing to the growth of its net foreign 
assets, and thus to monetary growth in the absence of 
sterilization, which in turn may spur inflationary pressures.  
 
Exchange Rate 
 
57. The weighted average nominal (taka-dollar) 
exchange rate remained stable at Tk69.1:$1 during the first 
quarter of FY2010. Bangladesh Bank's regular purchase of 
foreign exchange from commercial banks facilitated the 
exchange rate stability. However, concerns remain about 
the erosion in export competitiveness as the real effective 
exchange rate continues to appreciate (5.7% year-on-year 
in September 2009) mainly because of higher domestic 
inflation relative to trading partner countries (Figure 22). 
  
58. Bangladesh Bank recently asked the country's 240 
money changers to report all foreign currency cash 
transactions, instead of the current practice of reporting 
transactions for only four foreign currencies (dollar, pound 
sterling, euro, and Japanese yen), to more accurately 
assess the actual position of foreign exchange and to 
ensure transparency in the foreign exchange market.    
 
Capital Markets  
 
59. After exhibiting considerable volatility during 
FY2009, stock market indicators rose in the first quarter of 
FY2010. The index reached 4,380.9 points at the end of 
November 2009, an increase of 50.3% over July 2009. 
Market capitalization of the Dhaka Stock Exchange rose 
from Tk1,291.4 billion in July 2009 to Tk1,837.1, by the 
end of November 2009, up by 42.3% (Figure 23). The 
increase in transactions in the stock market is attributed to 
the listing of GrameenPhone shares in the stock 
exchange, and significant involvement of institutional 
participants, which had a positive impact on the volume 
and price of stocks.   
 
60. The Chittagong Stock Exchange (CSE) selective 
categories index mostly followed the trend of the Dhaka 
Stock Exchange index and is also showing an upward 
trend. The CSE index rose to 8,240.9 points by the end of 
November 2009, a rise of 29.0% over July 2009. CSE 
market capitalization rose by 54.6% in November 2009 
over July 2009 (Figure 24).  

Figure 22: Nominal exchange rate (taka-dollar) and REER 
index
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IMPACT OF THE GLOBAL ECONOMIC CRISIS ON THE ECONOMY  
AND ADB SUPPORT FOR THE GOVERNMENT'S RESPONCE TO THE CRISIS6 

 
 
61. A long track record of prudent macroeconomic management in Bangladesh contributed 
to the achievement of robust economic growth while maintaining internal and external balances 
(Table 1). Because of sound macroeconomic management, the country has been able to cope 
with repeated natural disasters and major external shocks, and sustain its growth momentum. 
For example, in FY2008, the economy experienced (i) repeated floods and the devastating 
cyclone Sidr, causing major damage to infrastructure, property, and crops, and significant loss 
of life; and (ii) external shocks stemming from the steep rise in international oil, food, and other 
commodity prices. The economy overcame these challenges and recovered quickly.  
 
62. Historically, the fiscal deficit in Bangladesh has been maintained at well below the level 
required for stabilizing public debt in relation to GDP. Thus, both the debt–GDP and debt 
service ratios declined significantly over time and are currently reasonably low. During FY2003–
FY2007, fiscal deficits remained less than 4% of GDP. In the external sector, healthy growth in 
exports and the surge in remittances resulted in surpluses in the current account for the past 
half a decade, contributing to sizable foreign reserve accumulation. Inflation has generally 
remained below 7%, only edging up slightly above this level in FY2006–FY2007. The natural 
disasters and the surge in food and commodity prices pushed inflation up to 9.9% in FY2008, 
and the larger budgetary allocations for social safety net spending in the wake of the crises 
raised the fiscal deficit to 4.7% of GDP. As these crises abated, the inflation rate came down to 
6.7% and the fiscal deficit moderated to around 4% in FY2009.  
 
63. Bangladesh was able to record average real GDP growth of 6.3% during FY2004–
FY2008. Surviving the external and internal shocks during FY2008, the economy gained 
momentum in the first quarter of FY2009 (July–September 2008) before it began to experience 
the impact of the global crisis. In the first quarter of FY2009, exports surged by 42.4%, import 
payments grew by 34.9%, workers’ remittances rose by 43.5%, private sector credit expanded 
rapidly by 26.6% year-on year, and firms were poised to scale up their operations and expand 
production capacity. The 13.5% growth in the manufacturing index and 30% growth in industrial 
term loans indicated an upbeat business environment and brisk private sector activity.  
 
64. At the end of the first quarter of FY2009, key indicators still pointed to a sound 
macroeconomic outlook in the near term with growth picking up. The only major challenge 
facing the government was the moderate inflationary pressure caused by the exogenous price 
shocks. The new government increased support to boost agricultural output through improved 
access to inputs such as seeds, fertilizers, irrigation, and credit. Along with good weather 
conditions, these resulted in successive bumper rice crops. The exporters of readymade 
garments had no difficulty securing orders and were waiting to see a good year for their 
business. At the onset of the global economic crisis, Bangladesh was generally expected to 
remain largely unaffected because of its insulation from the international financial market. 
However, as the crisis unfolded, its impact began to be felt.  
 
65. GDP growth in FY2009 declined to 5.9% from 6.4% in FY2007 and 6.2% in FY2008—
falling below 6% for the first time in several years, even though the government took several 

                                                 
6  This chapter draws on the papers “Global Economic Crisis: Impact on Bangladesh and Policy Response” and 

"Bangladesh—Debt Sustainability Analysis" prepared in 2009 for the Asian Development Bank by Ahsan H. 
Mansur.  
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fiscal stimulus measures to support and provide protection to sectors of the economy affected 
by the global economic crisis. Although agriculture performed well and acted as an important 
rebalancing factor, slower growth of exports and remittances had knock on effects on industry 
and services in FY2009 and negatively affected business confidence and the domestic 
economic outlook. The services sector, with its strong links to industrial activity and domestic 
and international trade, moderated due to the slowdown in these activities as well as weaker 
private consumption due to slower growth of remittance inflows. For FY2010, GDP growth is 
expected to be lower (around 5.2%) because of the effects of the slower growth in exports and 
remittances on the economy.  
 

Table 1: Bangladesh: Selected Economic Indicators 
 

Item FY2005 FY2006 FY2007 FY2008 FY2009a 
A.  National Accounts      

1. GDP per Capita ($, current) 440.8 446.5 486.8 558.7 621.1 
2. GDP Growthb (%, in constant prices) 6.0 6.6 6.4 6.2 5.9 

a. Agriculture 2.2 4.9 4.6 3.2 4.6 
b. Industry 8.3 9.7 8.4 6.8 5.9 
c. Services 6.4 6.4 6.9 6.5 6.3 

B. Price and Exchange Rate      
1. Inflation Rate (average, %) 6.5 7.2 7.2 9.9 6.7 
2. Exchange Rate (Tk/$, average) 61.4 67.1 69.0 68.6 68.8 

C.  Money and Credit      
1. Broad Money (M2) Growth (%) 16.8 19.3 17.1 17.6 19.2 
2. Private Sector Credit Growth (%) 16.8 18.1 15.0 24.9 14.6 

D.  Government Finance      
1. Revenue–GDP Ratio 10.5 10.7 10.2 11.1 11.2 
2. Expenditure–GDP Ratio 13.8 13.9 13.4 15.8 15.3 
3. Overall Fiscal Deficit (3.3) (3.2) (3.2) (4.7) (4.1) 

E.  Balance of Payments      
1. Export Growth (%) 14.0 21.5 15.8 17.4 10.1 
2. Import Growth (%) 20.6 12.1 16.6 25.6 4.2 
3. Current Account Balance–GDP Ratio (0.9) 1.3 1.4 0.9 2.8 
4. Workers' Remittances ($ billion) 3.8 4.8 5.9 7.9 9.7 
5. Foreign Exchange Reserves ($ billion) 2.9 3.5 5.1 6.1 7.5 

F.  External Indebtedness      
1. Government Debt Outstanding–GDP Ratio 46.9 46.6 44.9 42.9 … 

a. External Debt to GDP 30.5 30.1 28.3 25.5 23.2 
b. Domestic Debt to GDP 16.4 16.6 16.6 17.4 … 

2. External Debt Servicec (%) 4.8 4.1 3.6 3.2 3.0 
( ) = negative, … = not available, GDP = gross domestic product. 
a Estimates. 
b Based on constant 1995/96 market prices. 
c The ratios of debt service on medium- and long-term loans to total foreign exchange earnings from exports of 

goods and nonfactor services including workers' remittances. 
Sources: Asian Development Bank estimates; Bangladesh Bank; Bangladesh Bureau of Statistics; Export Promotion 
Bureau; and Ministry of Finance, Government of Bangladesh.  
 
Effects of the Global Economic Crisis  
 
66. First-round effects. The direct impact of the global economic crisis on the Bangladesh 
economy was transmitted through international trade and remittances with virtually no impact on 
the financial sector.  
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Figure 25. Annual export growth
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Figure 26. Monthly export growth 
(year-on-year)
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Financial Sector  
 

67. The financial sector did not experience any major disturbance from the global financial 
meltdown because of its limited linkages with the international financial system. Bangladeshi 
financial institutions had limited exposure particularly to toxic mortgage-based assets and thus 
did not sustain any losses of consequence due to the global financial crisis. The fact that the 
real estate sector in Bangladesh was not leveraged and did not experience any softening in 
prices, despite the unprecedented appreciation of property values in recent years, also meant 
that banks and financial institutions were not subjected to any turbulence.  
 
68. Like the country's banking system, the capital market in Bangladesh experienced only 
moderate volatility and suffered negligible losses compared with other countries. The Dhaka 
Stock Exchange, the country's main bourse (the other being the Chittagong Stock Exchange, 
which is smaller, although has more modern infrastructure and automated facilities) remained 
largely unaffected at the height of the global financial meltdown when a large part of the market 
capitalization in other countries was wiped out. One key factor contributing to the low impact of 
the global financial meltdown on Bangladesh’s capital market was the low (only about 3%) 
share of foreign portfolio investment in the Bangladesh stock market.  
 
69. Further, the domestic economy did not experience a liquidity crisis as the commercial 
bank-dominated financial sector in Bangladesh was not directly affected by the international 
crisis. Deposit growth and credit demand remained healthy, and asset quality was not adversely 
affected by the first round impacts of the crisis. Further, no adverse impacts were visible on the 
availability of trade financing for Bangladeshi exporters and importers. 
 

International Trade 
 

70. Export growth began to decelerate rapidly after a very strong first quarter of FY2009. 
Almost all nongarment and garment (readymade garments and knitwear) exports registered a 
sharp slowdown. This is attributable to the drop in external demand and decline in prices set in 
motion by the global economic crisis. 
 
71. From the beginning of the second quarter of FY2009 (October–December 2008), export 
growth decelerated sharply (Figures 25 and 26) once the economic crisis in the industrial 

countries, which are the major destinations of Bangladeshi exports, took hold. During the last 
three quarters of FY2009 (i.e., from October 2008 to June 2009), overall export growth year-on-
year was only 1.4%, a steep decline from 23.7% in the same period a year earlier. By the end of 
FY2009, while the growth of garment exports was still respectable at 15.4%, nongarment 
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Figure 27. Annual remittance growth
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Figure 29. Annual overseas employment 
growth
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Figure 28. Monthly remittance growth 
       (year-on-year)
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Figure 30. Monthly overseas employment 
growth (year-on-year)
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exports (mainly frozen foods, leather, and jute) had declined by 5.6%. Going forward, in the first 
quarter (July–September 2009) of FY2010, even garment exports recorded a decline and 
overall exports declined by 11.7%. Both garment (close to 80% of total exports) and 
nongarment products experienced a decline in demand and lower prices. Based on the recent 
performance for garment and nongarment exports and the decline (5.6%) in the import of capital 
machinery and textile raw materials during FY2009, a further sharp slowdown in export growth 
in the remainder of FY2010 cannot be ruled out.  
 

Remittances 
 

72. Workers’ remittances are still growing, but the pace of growth has decelerated though 
with some volatility (Figures 27 and 28). The number of workers leaving Bangladesh for work 
abroad has fallen sharply (Figures 29 and 30), while the number of people returning home has 
risen significantly. The growth of workers’ remittances slowed from 43.5% in the first quarter of 
FY2009, to 15.5% during January–June 2009. The growth rate in remittances declined to 9.5% 
in March and 7.6% in April 2009, before rising again to 22.6% in May and 22.0% in June. 
Beginning in FY2010, the growth rate showed some volatility, falling to 7.9% in July 2009, rising 
sharply to 29.5% in August, falling again to 11.8% in September 2009, before rising to 40.5% in 
October 2009. 
 
73. The number of workers who left Bangladesh for work declined from almost 100,000 in 
January 2008 to 38,568 in June 2009. The discontinuous jump in the growth of 

 
workers going abroad during 2007–2008 was triggered by the brisk construction and rise in 
other economic activity in the Gulf Cooperation Council (GCC) countries following the oil price 
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Figure 31. Annual import (c.i.f.) growth
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Figure 32. Monthly import (c.i.f.) growth 
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surge. The deceleration in the rate of departure in the number of people leaving Bangladesh for 
out-of-country jobs in recent months also originated from the GCC countries following the fall in 
oil prices due to the global economic slowdown. Deferment and trimming of investment plans in 
these countries are largely responsible for the decline in labor demand. In the face of this, the 
continued growth of remittances can mainly be attributable to the lagged effect of the large 
number of workers who left the country up to around November 2008. Based on the observed 
patterns, workers in the new job locations take some time to settle down and thereafter they 
start remitting money. However, recent improvements in banking services in Bangladesh also 
contributed to the growth in remittances through official channels.  
 
74. Second-round effects. The marked slowdown in export and remittance growth in 
FY2009 had its effects on the broader domestic economy through intersectoral linkages. The 
contribution of exports and remittances to domestic growth has been immense. Innumerable 
households spread all over the country are directly benefiting from remittance inflows with 
significant impacts on poverty reduction. Remittances are also responsible for a significant part 
of expanding domestic demand. On the other hand, the domestic manufacturing sector depends 
heavily on export sector developments and thus on the performance of the global economy. As 
global economic activity is unlikely to pick up before the end of 2009, demand (both domestic 
and foreign) for goods made in Bangladesh is expected to remain subdued because of the 
slower growth in remittance inflows and lower demand for exports, which in turn will lead to 
slower manufacturing growth. Business confidence in Bangladesh, as elsewhere, suffered 
because of the uncertainties about the economic outlook created by the global crisis, which 
again contributed to slowdown in private investment activity. Firms adopted a wait and see 
policy for new investment programs in order to ride out the slowdown in the global economy. 
Largely consistent with this approach, disbursement of industrial term loans declined during 
FY2009 compared with a 62.6% rise recorded in the preceding fiscal year. Imports grew by only 
4.1% in FY2009, down from 26.1% in the previous year, coinciding with the onset of the effects 
of the global economic crisis on the Bangladesh economy (Figures 31 and 32).   

75. Growth in government tax revenue also slowed significantly (Figures 33 and 34) as a 
result of lower imports and slower domestic economic activity. Revenue collection recorded a 
surplus relative to target in the first quarter of FY2009, but, thereafter turned into a rising deficit. 
Encouraged by the record growth in tax revenue in FY2008 (27.4%), the government set an 
ambitious tax revenue target of Tk545 billion ($7.9 billion) for FY2009. It believed that the 
targeted revenue growth of 15.5% would not be difficult to achieve given the recent impressive 
performance. But actual revenue growth in FY2009 was only 10.7%, far lower than the 27.4% 
growth in FY2008. With the global economic crisis beginning to affect Bangladesh, from October 
2008 onward, all major taxes registered slower growth. The pattern is expected to continue well 
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Figure 33. Annual growth of revenue collection 
by National Board of Revenue
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Figure 34. Monthly growth of revenue 
collection by National Board of Revenue 
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into FY2010, constraining the government’s ability to meet essential spending on infrastructure 
and social sectors, including on social protection and social safety net programs (SSNPs). 

Government Response  
 
76. The global economic crisis coincided with the transition from a caretaker government to 
a democratically elected government. By the time the current government assumed office in 
January 2009, the impact of the crisis on the economy was quite prominent. The government 
quickly set up a task force to develop an information center, closely and systematically monitor 
global macroeconomic trends and developments in the Bangladesh economy, and advise policy 
makers on options to mitigate the impact of the global crisis.  
 
77. The government's first response to the crisis, announced in April 2009, was a  
Tk34.2 billion ($495 million) stimulus package for exports, agriculture, power, and SSNPs. The 
government enhanced cash subsidies, mostly in the form of direct budgetary transfers to 
exporters for sectors such as leather, jute, and frozen foods. Of the total package, the allocation 
for the export sectors was Tk4.5 billion ($65 million). The government introduced flexibility in 
repayment of bank loans for manufacturing exporters, and increased allocations under existing 
refinancing schemes for the housing industry and small and medium-sized enterprises.   
 
78. Anticipating the economic and social implications of the crisis and the prevailing high 
poverty incidence, the Awami League's (the main party in the ruling coalition) election 
manifesto,7 announced in late 2008, indicated that if elected the party would launch a major 
development program for achieving rapid growth and faster poverty reduction. Five key issues 
included in the manifesto are (i) economic stability and control over commodity price hikes, (ii) 
elimination of poverty and inequity, (iii) energy security, (iv) anticorruption, and  
(v) good governance. To align with the priorities reflected in the manifesto, the government 
revised the NSAPR-II8 prepared by the caretaker government in October 2008, and submitted 
the new draft (footnote 1) for discussion in Parliament. 
  
79. The new government declared its medium-term development agenda in its first budget 
(for FY2010) announced in Parliament in June 2009. To expand the economy's productive 
capacity and increase productivity, the budget attaches high priority to infrastructure and human 
resource development, and enumerates steps to enhance institutional capacity in its key 
agencies. Realizing that sustained higher growth is needed to meet the infrastructure deficit, the 

                                                 
7  Government of Bangladesh. Election Manifesto of Bangladesh Awami League–2008, Ninth Parliamentary 

Elections. 29 December 2008. 
8  Government of Bangladesh. 2008. Moving Ahead (National Strategy for Accelerated Poverty Reduction II). Dhaka.  
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government introduced a new PPP scheme, while at the same time seeking to streamline 
implementation and expand the size of the traditional ADP—the main vehicle for building 
infrastructure. The budget also announced a major expansion of SSNPs, and measures to 
ensure food security by increasing support to agriculture and addressing the effects of climate 
change through measures including climate-proofing infrastructure built by the public sector. In 
the FY2010 budget, the government expanded its April 2009 stimulus package to build support 
for exports, increase infrastructure investment, and expand SSNPs.  
 
80. The government’s expansionary fiscal stance in the FY2010 budget is reflected in the 
projected higher deficit of 5% of GDP, up from the estimated 4.1% in FY2009 (the actual fiscal 
deficit, once final numbers are available, is expected to be well below 4%). In selecting the four 
components (Table 2) of its countercyclical development program (i.e., a new PPP scheme, a 
larger ADP, expanded SSNPs, and a fiscal stimulus package) and making corresponding 
resource allocations in the FY2010 budget, the government attached priority to measures for 
mitigating the social impact of the global economic crisis and enhancing growth prospects.  
 

Table 2: The Government's Countercyclical Development Program 
Broad Allocations  

($ million) 
Item FY2010 FY2009 % Increase 

Fiscal stimulus  724 495  46.3 
SSNPs 2,509 2,005 25.2 
ADP 4,400 3,330  32.6 
PPP 362 0 Introduced in FY2010  
ADP =       , PPP =                 , SSNP = social safety net program. 
Source: Government of Bangladesh  

 
81. With regard to fiscal stimulus, the allocation of Tk50 billion ($724 million) in the FY2010 
budget will allow the government to quickly respond to the needs of sectors affected by the 
global economic crisis. The fresh allocation will increase the subsidies announced in the first 
stimulus package in April 2009. One-third of the new fiscal stimulus spending is allocated to the 
export sector to mitigate the effects of the global economic crisis on export items such as 
garments, frozen foods, and leather. The remaining resources from the package will go to 
power and agriculture. The government has also reduced the tax burden on exporters.  
 
82. The large allocation (15.2% of the budget and 2.5% of GDP) made to SSNPs is in line 
with the government's political commitment to reduce poverty in the shortest possible time. The 
government has announced measures, and allocated resources for expanding existing SSNPs 
and introducing new programs. The SSNPs cover many schemes that include cash transfers, 
food security, microcredit, job creation, and stipends for students. To strengthen the provision of 
infrastructure facilities, the government made a combined allocation for the larger ADP and new 
PPP scheme that increase government capital spending in FY2010 by 43% ($1.5 billion) over 
the previous year. This spending program, if implemented well, will inject liquidity into the 
economy and enhance domestic activity, in addition to helping fill the infrastructure deficit and 
contribute to long-term growth.  
 
83. Based on the revenue collection experience of FY2009, the likely slowdown (or even 
decline) in the growth of import payments (a major source of revenue), and the subdued 
domestic economic activity, the FY2010 revenue outturn will likely also be weak. With lower 
than expected revenue collection, the government could face difficulty mobilizing resources to 
implement its infrastructure development and social spending programs.  
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Monetary Stimulus 
 
84. Monetary policy was supportive of the fiscal stance although considering the prevailing 
high credit growth and double-digit inflation, Bangladesh Bank initially raised policy rates in late 
2008. Rates were however cut in March 2009 (and again in October 2009), as credit growth 
slowed and inflation moderated. Bangladesh Bank has intervened heavily in the interbank 
foreign exchange market to prevent the taka from appreciating, which has sustained easy credit 
conditions, as it did not sterilize the resulting higher taka liquidity. Responding to the reluctance 
of banks to lower lending rates, Bangladesh Bank has set lending rate ceilings for clients in the 
priority sectors, including agriculture and SMEs. Bangladesh Bank seeks to continue the 
accommodative monetary stance in FY2010 by focusing on the needs of the affected sectors, 
and for catering to the public sector borrowing needs envisaged in the FY2010 budget. 
 
Need for External Borrowing  
 
85. The financial system in Bangladesh does not have adequate depth to support any 
significant increase in domestic financing of the fiscal deficit without stoking inflationary 
pressures. Because of this, the government traditionally relies on substantial external financing. 
The projected larger fiscal deficit in FY2010 will significantly increase dependence on domestic 
and foreign financing. 
 
86. If the government's spending plans for FY2010 are to be implemented and, if at the 
same time, the revenue targets are not realized, the fiscal deficit will likely not remain within the 
targeted 5%. This will imply a correspondingly higher borrowing requirement. The planned 
sizable deficit financing from the banking system, if it materializes, will limit the flow of credit to 
the private sector. On top of this, a major shortfall in external assistance would mean that the 
government will have to either reduce its essential spending or borrow more from the banking 
system to implement its programs. If external assistance in FY2010 does not exceed its annual 
average historical $1.8 billion, this would imply correspondingly higher borrowing for the 
government from the domestic banking system. While presenting the FY2010 budget, the 
government indicated that it is likely to get Tk35 billion ($500 million) as special support or credit 
from development partners. 
 
ADB Support for the Government’s Countercyclical Program  
 
87. On 13 October 2009, the Asian Development Bank (ADB) approved a $744 million 
support package under the Public Expenditure Support Facility (PESF) and the Countercyclical 
Support Facility (CSF) to Bangladesh to help the government deal with the impact of the crisis 
on the economy. Upon effectiveness of the loans, the $500 million of the CSF was disbursed in 
early November 2009 along with $149 million for the first tranche under the PESF. The timely 
availability of this financing from ADB is expected to help the government implement its 
countercyclical program in FY2010.    
 
88. The PESF will support the government to put in place policy actions in three areas:  
(i) delivering services effectively, by supporting the government in undertaking a significant 
scaling up of SSNPs, effective gender targeting, and legal measures to increase the ability to 
ensure quality and effectiveness of service delivery; (ii) developing a conducive investment 
climate—by strengthening the government's ability to attract private investment, in particular 
through PPPs, in sectors critical to sustaining and accelerating economic growth; and  
(iii) strengthening the public financial management system—by helping the government to 
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increase fiscal resources through enhanced efficiency and integrity in public spending, and 
higher revenue generation. 
 
89. The CSF loan will contribute to implementing the expanded SSNPs—a key component 
of the government's countercyclical development program. Implementing the expanded SSNPs 
will serve the twin functions of immediately addressing the needs of the poor and vulnerable 
affected by the global crisis through income and food support, and providing strong stimulus to 
growth. Such spending will directly raise aggregate demand. This, in turn, will free up fiscal 
resources to finance the other components of the government's countercyclical development 
program—in particular, the planned scaling up of infrastructure investment, so that efforts to 
enhance longer-term growth potential or macroeconomic stability are not compromised.  
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