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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 
 Gross domestic product (GDP) growth is estimated to 

be below 6% in FY2008. 
 
 Severe floods, a cyclone, and low business confidence 

affected the economy.  
 
 Underpricing of energy products poses a major fiscal 

risk.  
 
 Exports are gradually increasing with an uptrend in 

knitwear exports.  
 
 Despite pressures on the current account, foreign 

exchange reserves remain comfortable.  
 
 Containing high inflation remains a major challenge. 

 
Sector Performance and Economic Growth 
 
1. Severe floods, a cyclone, and low business 
confidence have affected the economy. But an economic 
turnaround is expected in the second half of FY2008. To 
accomplish this, the Government will need to boost 
business confidence, restore flood- and cyclone-affected 
infrastructure and livelihoods, and augment external 
competitiveness.  

 
Agriculture 
 

2. Agricultural growth in FY2008 is likely to moderate 
to 2.4%, from 3.2% in FY2007, because of serious flooding 
and a cyclone during the first half of FY2008 (Figure 1). 
The natural disasters caused extensive damage to 
agriculture, affecting crops, livestock, poultry, and 
aquaculture. 

Figure 1. Agriculture Growth
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3. The area for aus cultivation, the first rice crop of the 
fiscal year, was larger than targeted. As a result, despite 
flood losses aus production in FY2008 is expected to be 
1.5 million tons, close to the actual production of the 
previous year. Farmers in many areas planted summer 
crops and vegetables after the first flooding. However, in 
most areas, transplanted aman and replanted vegetables 
were affected by the second flooding and the cyclone. 
About 1 million ton of aman was lost. Considering the loss 
estimates and decreased yield rate resulting from the 
repeated disasters, aman production in FY2008 is 

 



 

estimated at 9.6 million tons compared with 10.8 million 
tons in the preceding year.   
 
4. The effect of the floods and cyclone on agriculture 
could be substantial unless the losses are offset by a 
bumper boro crop. If the weather remains favorable and 
adequate inputs are ensured to farmers, an increase in 
boro production is expected to partly compensate for the 
loss of the aman crop. The planting of boro, traditionally 
the largest crop of the year, started in mid-December. 
Encouraged by higher domestic prices and for the 
opportunity to recoup production losses, farmers are 
expected to increase the land area under boro cultivation. 
The Department of Agriculture Extension and other 
government agencies are encouraging the planting of high-
yielding varieties by ensuring adequate supply of seed and 
necessary inputs. The Government has set an ambitious 
boro production target for the current year at 17.5 million 
tons compared with 15.0 million tons in the preceding year. 
This year 4.5 million hectares are under cultivation 
compared with 4.3 million hectares last year, including 
1.2 million hectares for hybrid rice. Meanwhile, fuel, 
fertilizer, and electricity shortages are reported in some 
parts of the country. The distribution of fertilizer to farmers 
should be uninterrupted to attain the higher yield in boro 
production. The fertilizer prices in the international market 
are rising sharply. The Government is providing huge 
subsidy to supply fertilizer to the farmers at lower prices. 
But farmers in most places pay higher prices to procure 
needed fertilizer. Fertilizer distribution system needs to be 
streamlined to improve performance of the fertilizer market.  
 
5. Farmers have already cultivated wheat on more 
land this year than in previous years. The crop is growing 
well everywhere, particularly in the northern region due to 
favorable climatic conditions. The Department of 
Agriculture Extension conducted motivational programs for 
farmers and provided them with quality seed, fertilizer, and 
necessary inputs to boost wheat production.  
 
6. The Government has taken several measures to 
support the recovery of agriculture, including enhancing 
boro rice production by ensuring adequate supply of 
agriculture inputs such as credit, diesel, fertilizer, and 
seeds to farmers. To increase agricultural production, 
government-owned and private commercial banks 
disbursed agriculture credit amounting to Tk45 billion 
during July–January of FY2008, up from Tk28 billion in the 
same period of the preceding year.   
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7. Heightened measures to prevent the outbreak of 
Avian Influenza (bird flu) is essential to protect the 
country’s poultry subsector, which was growing by 20% 
annually and supporting 5 million people directly or 
indirectly through 150,000 commercial poultry farms. 
 
8. Moderate growth is expected in the production of 
noncereal crops, such as potatoes, oilseeds, jute, 
vegetables, and sugarcane.  
  
 Industry and Services  
 
9. During the first half of FY2008, the industry sector 
was affected by sluggish investment and low export-
oriented manufacturing activity. Erosion in business 
confidence and slowdown in external demand for the 
garment industry affected manufacturing. Based on the 
quantum index, the output of medium- and large-scale 
manufacturing rose by only 3.5% in the first 5 months of 
FY2008 because of a slowdown in growth of garment 
exports (Figure 2). But the output of small-scale 
manufacturing (45% of manufacturing value added), which 
caters mostly to the domestic market, has not been 
affected by the slowdown in external demand, and erosion 
in business confidence as indicated by annual 8.1% 
growth in the first quarter of FY2008 (Figure 3). 
Construction suffered a setback because of recent drives 
against corruption and an increase in the price of 
construction materials. But growth in the power subsector 
seems to be steady with 5.5% annual growth in the first 5 
months of FY2008.  

Figure 2. Growth of Medium & Large Scale Manufacturing Production
(year-on-year)
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10. A turnaround in the industry sector is expected in 
the second half of FY2008. Disbursement of industrial term 
loans continues to maintain the previous year’s 
momentum, with 42.3% growth in the first quarter of 
FY2008 over the same quarter of FY2007. Following a 
setback in the first quarter of FY2008, garment exports 
sharply recovered in second quarter with 15.1% growth 
over the same quarter of the preceding year. The industry 
is optimistic about the surge in orders, although it still faces 
challenges. Construction is likely to be boosted by 
postflood and postcyclone reconstruction, continued strong 
growth in workers' remittances, and Bangladesh Bank's 
lower rate for its housing refinancing scheme to boost the 
housing industry. The pickup in private sector credit; 
imports; volume of cargo handled by Chittagong Port; bank 
advances to industry, transport, communication, and trade 
subsectors; and mobile phone subscribers indicate that 
services will continue to show strong growth.  

Figure 3. Quantum Index of Small Scale Manufacturing 
Production (Base: 1995-96=100)
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11. On a cumulative basis, the growth of garment 
exports was only 2.9% during first half of FY2008 over the 
same period of previous year (Figure 4). The worry of a 
recession in the United States (US) causes uncertainty in 
the outlook for the industry in the near term. Also, political 
disturbances, labor unrest, and social compliance issues 
remain potential threats. Much of the recent slow growth is 
attributed to transport blockades at the end of 2006 and 
persisting labor unrest in some factories. The decline of 
export orders at that time have taken a heavy toll on recent 
growth.  

Figure 4. Growth in Exports
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12. In October 2007, the New Partnership for 
Development Act (NPDA) was introduced in the US House 
of Representatives. It seeks to provide an additional trade 
preference program for least-developed countries (LDCs) 
under a market access initiative. The NPDA stipulates 
duty-free access to the US market for all products from 
LDCs and low-income sub-Saharan African countries. The 
2005 World Trade Organization ministerial decision offers 
preference for 97% of LDC products, but excludes major 
garment items. As a result, garments from Bangladesh do 
not receive any preferential treatment in the US, and have 
to enter by paying duties. If the NPDA materializes, it will 
provide duty-free access to garments. In the midst of fierce 
competition and withdrawal of quota restriction on the 
People’s Republic of China (PRC), duty-free access could 
provide an important boost for the ready-made garment 
industry. Currently, 33% of all apparel exports go to the 
US. The average tariff on Bangladesh garments was 15% 
in 2006, which meant that $500 million of import duties 
were imposed at customs entry points. A recent study 
estimates that duty-free access could result in exports to 
the US increasing by $500 million–$1,000 million.1  

13. But to obtain potential benefits from the NPDA, 
Bangladesh must meet some eligibility criteria including 
enforcement of core labor rights; acceptable conditions of 
work, health, and safety; elimination of barriers to trade 
and investment by creating a conducive environment for 
domestic and foreign investments; an established system 
to combat corruption; a mechanism for bilateral trade and 
investment dispute resolution; enforcement of laws to 
manage natural resources in an environment-friendly 
manner; and presence of adequate measures to prevent 
human rights violations. The products will also have to 
meet a 35% domestic appraised value addition 

Figure 5. Share of Exports (Jul-Dec, 2007)
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1  Center for Policy Dialogue. 2008. Dialogue on The New Market 

Access Initiative of the US Congress: Concerns and Interests of 
Bangladesh, and Possible Strategies. Dhaka. 
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requirement based on the direct cost of processing 
operations performed in one or more qualified beneficiary 
countries. Direct costs of processing operations include 
labor costs involved in the growth, production, 
manufacture, or assembly of merchandise; and dyes, 
molds, tooling, and depreciation on machinery and 
equipment allocated to the merchandise.  

14. To take full advantage of the prospective NPDA, 
Bangladesh needs to pursue a broad-based strategy to 
strengthen the competitiveness of the garment industry as 
well as diversify production to other labor intensive 
products. The country will lose this great opportunity to 
diversify exports to the US (with duty-free access) if it 
confines itself only to garments. Meeting NPDA eligibility 
criteria and diversifying across product lines will require an 
improved business climate, adequate incentives for local 
entrepreneurship development, and proper appraisal of 
foreign investment proposals. To boost the investment 
climate, policy reforms, institutional changes, and 
investments in infrastructure are needed. 

15. Because the economy relies heavily on the 
garment industry for employment, income generation, and 
foreign exchange earnings, the country cannot afford to 
lose its current position. With the expiry of the European 
Union quota restriction on the PRC, which has much larger 
and modern capacity in garments, Bangladesh faces a 
huge challenge to stay competitive. The key advantage of 
Bangladesh over other Asian producers is still confined to 
low labor cost. But this is gradually eroding with differences 
in other costs, quality, design, delivery times, and other 
nonprice factors.  

16. The garment industry needs joint public and private 
initiatives to improve its international image and market 
orientation in the fast-changing environment. Image 
building and branding can achieve high value addition and 
strengthen the industry’s reputation internationally. 
Investments in skills, design, and advertising are essential 
to develop reputed Bangladeshi brands and designer 
items. With major buyers and vendors repositioning to 
minimize total cost, Bangladesh must not rely solely on low 
wages as its core competency. It needs to diversify its 
apparel product base. At present, a small range of 
products such as shirts, trousers, T-shirts, sweaters, and 
jackets make up more than half of total exports. Vigorous 
marketing efforts are needed to enter markets for other 
products that Bangladesh can produce competitively. Apart 
from the European Union and the US, which absorb the 
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major proportion of Bangladesh exports, other potential 
markets need to be explored.  
 
17. Despite a few setbacks, some buyers continue to 
report satisfaction with Bangladeshi suppliers for producing 
quality garments in reasonable time and for showing 
flexibility with orders. Many also identify Bangladesh as the 
lowest-cost supplier. Some major international buyers 
recently established a permanent presence in Bangladesh. 
They appreciate the recent reform initiatives and major 
upturns in port, power, customs, and safety and labor 
standards in Bangladesh. 
  

Economic Growth 
 

18. GDP growth is expected to be below 6% in FY2008 
compared with 6.5% in the previous year, because of 
erosion of business confidence, extensive flooding and the 
cyclone, and a slowdown in external demand for garments 
(Figure 6).  A turnaround in economic activity is expected 
in the second half of FY2008 as indicated by recent 
recovery in exports and growth in private sector credit. The 
growth outlook points to the need to boost business 
confidence, restore flood and cyclone-affected 
infrastructure and livelihoods, and augment external 
competitiveness.  

Figure 6. GDP Growth and Sectoral Contributions
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19. The anticorruption drives of the caretaker 
Government, which apparently created some fear and 
uncertainty among the investor community, have started to 
ease. Although the actions were targeted at a noble cause, 
many investors were uncertain if the new system would 
work and be sustainable; this somewhat slowed economic 
activity in the first half of FY2008.  
 
20. But the caretaker Government recognizes the 
problem and organized a business forum to underline that 
a clear and targeted strategy is being followed in the 
anticorruption drives, aiming to safeguard better business 
practices in the country. It formed the Regulatory Reforms 
Commission to streamline and upgrade the regulatory and 
legal framework that governs business. A better-business 
forum was set up to facilitate systematic feedback from the 
private sector and other stakeholders on major issues and 
problems affecting private sector development.  
 
21. The devastating floods during July–September 
2007 and a cyclone during 15–16 November 2007, 
affecting 25 million people in 51 districts, caused severe 
damage to agriculture, livelihoods, infrastructure, and other 
assets. The combined losses of the floods and cyclone are 

 6



 

estimated at $2.8 billion. The floods and cyclone placed 
pressure on the economy by aggravating high inflation and 
slowing growth prospects. Substantial external assistance 
is expected to offset disaster-induced effects on economic 
growth, inflation, and external and domestic balances. As 
in the past, the country is likely to prove its resilience in 
recovering from the disasters. It is likely to overcome the 
temporary macroeconomic effects given its sound 
macroeconomic management and well-coordinated fiscal, 
monetary, and exchange rate policies.  
 
22. Underpricing of energy products poses 
considerable risk in macroeconomic management. The 
administered prices of petroleum products have already 
generated substantial fiscal and quasi-fiscal costs to the 
Government (paras. 53–65). The quasi-fiscal costs arise 
from government guarantees against loans negotiated by 
Bangladesh Petroleum Corporation (BPC) from domestic 
and international banks. In February 2008, BPC’s liabilities 
to domestic and international banks are estimated at about 
$1.3 billion. If BPC fails to pay its loan on time, payment is 
vested upon the Government with future fiscal implications. 
In April 2007, the Government raised prices by about 21% 
for diesel and kerosene, and about 16% for octane and 
petrol. Even after this price adjustment, the implicit subsidy 
for diesel and kerosene remains substantial. Using the 
average domestic and international prices of diesel and 
kerosene for January 2008, the implicit subsidy is 
estimated at $1.2 billion or 1.6% of GDP in FY2008. The 
implicit subsidy for diesel is $0.34/liter and for kerosene, 
$0.33/liter (Figure 7). 

Figure 7. Implicit Subsidy for Diesel and Kerosene*
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23. A continuation of the high fuel subsidy will 
adversely affect the country’s domestic and external 
balances, implying reduced expenditures for social and 
physical infrastructure and decreasing the country’s long-
term growth potential. If subsidies are contemplated for the 
benefit of the poor, targeting mechanisms would be 
needed; in practice, these are not easy to implement 
effectively. To offset the impact of price adjustments on 
farmers, cash transfers through social safety net programs 
from the budget may be undertaken to enable farmers 
using an irrigation system to pay for diesel. Following the 
modality of the old age pension scheme, the Government 
may select poor households and give them cards to 
receive a kerosene allowance to be disbursed by 
banks/other financial institutions to enable them to 
purchase kerosene from the market for household lighting.  
 
24. Energy conservation and the need to modernize 
energy infrastructure and agencies should also be 
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emphasized. Expansion of the domestic primary energy 
resource base should be stressed by developing coal 
resources and continuing oil and gas exploration. 
Strengthening BPC’s institutional capacity will improve its 
operating performance. The Bangladesh Energy 
Regulatory Commission should be strengthened and given 
responsibility for energy monitoring and conservation. 

Figure 8. Average Spot Crude Oil Price in International 
Market
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Fiscal Management 
  
25. Revenue performance continues to be buoyant, 
underpinned by vigorous tax collection and reform 
measures implemented by the National Board of Revenue 
(NBR). But administered prices of energy and fertilizer, and 
postflood and postcyclone rehabilitation expenditures pose 
significant challenges to fiscal management (Figures 8 and 
9).  
 
26. Government revenue collection by NBR increased 
by 24.6% in July–January FY2008 over the corresponding 
period of FY2007 (Figure 10). Sustaining this 
commendable revenue performance will depend on 
restoring business confidence and subsequent rebound of 
private sector activity.  

Figure 9. Average U.S. Farm Price of Urea Fertilizer*
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27. Import-based taxes increased by 20.7% during 
July–January FY2008, fostered by customs duty (10.8%), 
value-added tax (28.3%), and supplementary duty (48%) 
collection at the import stage. Reduction or exemption of 
customs duty on some imported food items, mainly rice, 
wheat, onion, lentils, and edible oil, moderated growth of 
customs duty collection. Domestic indirect taxes grew by 
19.8% during the same period, driven by value-added tax 
(16.6%) and supplementary duty (26%).  
 
28. Tax-reform efforts including the universal self-
assessment system, increasing the number of taxpayers, 
intensive supervision and monitoring, and concerted drives 
against tax evasion increased income tax collection. 
Income tax collection posted robust growth of 41.6% in 
July–January FY2008. The opportunity to legalize 
undisclosed income with a penalty on top of the normal tax 
rate (for a limited time) also aided collection. 

Figure 10. Revenue Collection by NBR (July-January)

66.1
85.8

34.9

1.6

188.5

79.2

103.5

49.4

2.7

234.8

0

25

50

75

100

125

150

175

200

225

250

Domestic Indirect
Taxes

Import     Taxes Income Taxes Other        Taxes Total

Billion Tk.
FY2007 FY2008

 Figure 11. Fiscal Balance
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29. Expenditures in FY2008 are likely to increase 
beyond the estimated expenditures in the original FY2008 
budget because of the postflood and postcyclone relief 
efforts; rehabilitation; expansion of food-assisted safety 
nets; and higher import costs of food grains, fuel, and 
fertilizer. The fiscal deficit is likely to increase to 4.7% of 
GDP in FY2008 compared with 3.2% in the preceding year 
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(Figure 11). The rise in subsidies following the increases in 
oil and fertilizer prices in international markets amplified 
pressures on the fiscal balance.  
 
30. Slow progress in implementing the annual 
development program (ADP), the main vehicle for 
implementing the Government’s development agenda, 
continues to undermine the efficiency of public expenditure 
management and delay efforts to reduce poverty. Only 
21% of the ADP target was met during July–December 
FY2008, the lowest level in the last 3 years (Figure 12). 
Steps taken to ensure ADP implementation have not 
provided the desired stimulus. Enhanced monitoring of the 
Government’s poverty reduction strategy is needed, 
including strengthening of project implementation capacity 
to realize the strategy’s targets. 
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Figure 12. ADP Implementation  (July-December)

Figure 13. Growth of Broad Money & Domestic Credit
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Monetary and Financial Developments 
 
31. Continuing the declining trend during the past few 
months, broad money growth reached 14.7% in December 
2007 down from 22.3% in December 2006 (Figure 13). 
This was fostered by a decline in the growth of domestic 
credit to 15.6%. It mainly reflects slowdown in private 
sector credit growth (17.6%) despite strong growth in net 
foreign assets (34.8%) of the banking system because of 
the continuous increase in workers’ remittances (figures 13 
and 14). Reserve money growth declined sharply to 11.3% 
from 38.2% over the same period, caused by a decline in 
net domestic assets of the central bank. Outstanding stock 
of Government treasury bills, bonds, and national savings 
directorate certificates stood at Tk713.5 billion at the end of 
December 2007 up from Tk623 billion at the end of 
December 2006. 

Figure 14. Growth of Domestic Credit Components
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32. The slowdown in private sector credit growth is 
attributed to uncertainty and low business confidence 
rather than tightening of monetary policy. The excess 
liquidity in banking remained substantial at  
Tk136.7 billion at the end of December 2007, causing 
some banks to lose interest revenue and thrive on higher 
lending rates. 

Figure 15. Selected Interest Rates
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33. To support higher economic growth, Bangladesh 
Bank maintained an accommodating monetary policy 
stance without adjusting policy rates and reserve 
requirements. The yield of 28-day treasury bills has 
remained at 7.3% since December 2006 (Figure 15). The 
reverse repo (repurchase agreement) rate for 1–2 day 
maturity has remained unchanged at 6.5% since 
December 2006 to keep monetary aggregates on track. 
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Increased central bank monitoring of the day-to-day 
liquidity position in the money market kept the call rate 
stable at 7.1% in November 2007. But in December, the 
rate rapidly increased to 9.4% because of the bank’s 
financial year closing and the Eid festival. The call money 
rate continued to increase, reaching 10.6% in January 
2008.  
 
34. Bangladesh Bank continues to strengthen 
regulation and supervision, including guidelines for 
mortgage-based securities, a road map for banks to 
implement BASEL II core principles, and stricter guidelines 
for merger/amalgamation of banks and financial institutions 
and loan write-offs. Banks’ gross nonperforming loans 
(NPLs) to total advances marginally declined to 14.0% at 
the end of September 2007 from 14.3% at the end of 
September 2006 (Figure 16). The NPLs of nationalized 
commercial banks at 26.9% and specialized banks at 
31.8% remained high because of a variety of government 
interventions, inefficiency, and lack of competitiveness. 
Profitability measures for banks, namely, the return on 
assets ratio, remained almost unchanged, while the return 
on equity ratio deteriorated (figures 17 and 18).  

Figure 16. Gross Nonperforming Loan Ratios by Type of Bank
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Figure 17. Return on Assets of Banks
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35. Bank advances show significant growth in credit for 
trade, industry, and working capital financing at the end of 
December 2007 (Figure 19). Disbursement of industrial 
term lending by banks and nonbank financial institutions 
increased in the first quarter of FY2008, growing by 42.3% 
over the corresponding quarter of FY2007 (Figure 20). 
Tk83 billion is programmed for disbursement as fresh 
agricultural credit in FY2008, with the aim of supporting 
recovery of postflood/cyclone damage. 

Figure 18. Return on Equity of Banks
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36. Weighted average lending rates continued to 
increase and stood at 12.9% at the end of September 
2007. But weighted average deposit rates declined to 
6.8%; these are unlikely to turn positive in real terms in the 
near term because of higher inflation. This is discouraging 
for depositors and is likely to have an adverse impact on 
bank savings in the medium term. The rush of equity 
money to the stock market during the past few months is a 
manifestation of this situation. The interest spread of the 
banking system remained high at 6.1%, indicating banking 
system inefficiencies and market segmentation.  

Figure 19: Growth of Bank Advances (Private Sector)by Economic Purpose
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37. In January 2008, Bangladesh Bank announced the 
monetary policy statement for January–June FY2008, 
underscoring the need to boost economic activity and 
maintain reasonable price stability through the use of 
financial instruments. The central bank will continue its 
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efforts to lower lending rates, increase competition among 
financial intermediaries, and urge banks to use excess 
liquidity to expand their credit operations. It will also 
continue to pursue strong monitoring and supervision 
measures so that financial institutions can cut costs by 
improving managerial efficiency and reducing NPLs.  

Figure 20. Disbursement of Term Loans by Banks and Non-
bank Financial Institutions
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Balance of Payments 
 
38. After a setback during July–September FY2008, 
exports recovered during October–December with a 15.4% 
growth because of an uptrend in knitwear exports (Figure 
21).  On a cumulative basis, growth in exports in the first 
half of FY2008 was 4.4%.  Gaining and sustaining 
momentum in exports require boosting competitiveness, 
capturing new markets, diversifying the export basket, and 
moving toward higher value products. 

Figure 21: Export and Import Growth (year on year)
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39. During July–November FY2008, imports increased 
by 17.5% compared with the same period of FY2007. 
Among the imported items, rice, wheat, pulses, sugar, 
spices, edible oil, and fertilizer imports recorded a steady 
rise. Based on opening of letters of credit during July–
December FY2008, imports grew by 21.4% over the 
corresponding period of the previous year. Food grain 
imports increased significantly to meet the shortfall in 
domestic food grain production. Imports of capital 
machinery slowed, indicating a poorer investment climate.  
 Figure 22. Workers' Remittances
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$ million40. The trade deficit surged to $2.1 billion in July–
November FY2008, up from $1.2 billion during July–
November FY2007. Despite healthy growth in workers’ 
remittances, the rise in the trade deficit turned the current 
account to a deficit of $153 million from a surplus of  
$265 million in the same period of the preceding year. But 
the overall balance showed a surplus of $140 million 
during July–November FY2008 because of a surplus of 
$368 million in the financial account, driven by higher 
external assistance. Workers’ remittances continue to 
provide a cushion for the external balance, and posted 
record growth of 25.0% during July–January FY2008 
(Figure 22). 

Figure 23. Gross Foreign Exchange Reserves

3739
4157 4200

4538 4439

5077 5042 5225 5158
5410

5095
5515 5387

0

1000

2000

3000

4000

5000

6000

Jan
2007

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan
08

Million $
 
41. Despite growing pressure on the current account, 
the foreign exchange reserve stood at $5.4 billion at the 
end of January FY2008, up from $5.1 billion at the end of 
June FY2007 (Figure 23). Higher net foreign aid receipts of 
$499.5 million during July–December FY2008 compared 
with $123.3 million in the corresponding period of FY2007 
mainly contributed to the continuous healthy buildup of 
foreign exchange reserves.  
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42. To help improve remittance processing, 
Bangladesh Bank, in partnership with the Department for 
International Development of the United Kingdom, 
established the Remittance and Payments Challenge Fund 
valued at Tk240 million. Progress has been made in 
increasing human resource exports. Malaysia started 
importing human resources from Bangladesh from October 
2007 after a long gap. The government of Oman has lifted 
the ban on recruitment of Bangladeshi workers. These 
opportunities would raise workers’ remittances in the 
country. But efforts are needed to divert the huge amount 
of remittances channeled through informal networks to the 
official route. Boosting the capacity and efficiency of 
financial institutions is crucial to direct more funds to the 
formal network. The Government should take steps to 
encourage higher remittance inflows through the migration 
of more semiskilled and skilled labor.  

 

Figure 24. Inflation, Point-to-Point (Base Year: 1995-96)

2

4

6

8

10

12

14

16

Dec
2006

Jan
07

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

% Consumer Price Index Food Non-food

Figure 25. Inflation, 12-Month Moving Average
(Base Year: 1995-96)
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Inflation and Exchange Rates 
 
43. Inflationary pressures continue to heighten because 
of the shortfall in domestic production, aggravated by 
higher food prices in international markets. On a point-to-
point basis, inflation increased to 11.6% in December 2007 
from 10.1% in July 2007 (Figure 24). Food inflation 
increased to 14.5% from 11.4% during this period. On an 
annual average basis, the inflation rate reached 9.1% up 
from 7.5% in the same period (Figure 25). Containing high 
inflation is a major macroeconomic challenge. Fixed 
income earners and the poor are particularly vulnerable to 
high and rising food prices.  

Figure 26. International Rice and Wheat Prices
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44. Food grain prices in international and domestic 
markets rose sharply because of the weak global crop 
outlook, higher demand for biofuel (ethanol) production, 
and shortfall in domestic food grain production because of 
severe flooding and the cyclone (figures 26 and 27). 
Shortfall in timely supply of food grains, price speculation, 
erosion in business confidence, and effects of higher than 
programmed monetary expansion during the past years 
amplified price pressures in domestic market. The rise in 
other international commodity prices also contributed to 
inflation. But the attractiveness of current higher prices of 
food grains in international markets is expected to lead to 
increased world supply in FY2009, helping to abate food 
prices and reduce global and domestic inflation. 

Figure 27. Domestic Open Market Retail Prices of Food 
Grains
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45. The Government has taken several measures to 
contain soaring prices including cutting import duty on 
imported food items, increasing food grain imports, raising   
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open market sales, and widening social safety net 
programs in various poverty-prone parts of the country. 
The Agriculture Ministry has taken steps to increase boro 
production under an extensive farm program including 
ensuring adequate and timely supply of agricultural inputs 
such as credit, diesel, fertilizer, and seeds to farmers. The 
Government has explored diplomatic channels to obtain 
food grains at lower prices. 

Figure 28. Nominal Exchange Rate (Taka-Dollar) and REER 
Index
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46. Bangladesh Bank is following a more flexible 
approach to exchange rate management to contain the 
pass-through of rising international prices on domestic 
prices. It has encouraged banks to provide credit facilities 
on softer terms to new importers, eased the letters of credit 
margin for food items, and extended the time limit for 
importers. Bangladesh Bank will maintain its policy of 
keeping annual average inflation between 8% and 8.2% as 
announced in its monetary policy statement for the second 
half of FY2008.  
 
47. The pressure on the nominal exchange rate 
(taka/dollar) moderated, showing the healthy buildup of 
foreign exchange reserves. The weighted average nominal 
exchange rate fell from Tk69.1:$1 in January 2007 to 
Tk68.6:$1 in January 2008 (Figure 28). The real effective 
exchange rate of the taka also appreciated, moderating the 
country’s external competitiveness. 

Figure 29. Dhaka Stock Exchange: Market Capitalization 
and General Index

0
100
200
300
400
500
600
700
800
900

Jan
2006

Mar May Jul Sep Nov Jan
07

Mar May Jul Sep Nov Jan
08

Tk billion

0
500
1000
1500
2000
2500
3000
3500

Index
Market Capitalization General Index

  
Capital Market 
 
48. The major capital market indicators experienced an 
uptrend. The Dhaka Stock Exchange (DSE) general index 
value climbed to 2,907.17 in January 2008, a 14% rise 
over September 2007. DSE market capitalization reached 
Tk787.4 billion, increasing by 25% (Figure 29). The 
Chittagong Stock Exchange selective categories index 
went up to 4,793.08 in January 2008, an increase of 13% 
from September 2007; while market capitalization surged 
23% (Figure 30). The gains are largely attributed to strong 
domestic demand for shares and a rise in foreign portfolio 
investment. Portfolio investment during July–November 
FY2008 rose to $45 million from only $8 million in the 
corresponding period of the preceding year.  
  Figure 30. Chittagong Stock Exchange: Market 

Capitalization and Selective Index
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Market Capitalization Selective Index49. The Government recently sold shares of Jamuna 
and Meghna oil companies, two state-owned oil distribution 
entities held as BPC subsidiaries. The shares were listed 
with the stock exchanges under direct listing rules, through 
which the price of a security is bid up by prospective 
investors on the basis of competitive quotes. The two 
companies received a good investor response; this will 
ease the process of selling shares of other government 
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entities. Earlier in 2006, the Government sold two state-
owned power companies; this sale also received huge 
demand from investors. Trading activity and market 
capitalization strengthened significantly during the last 2 
years following off-loading of shares of state-owned 
enterprises. The upcoming sale of shares by two large 
mobile telecommunications companies, AKTEL and 
Grameenphone, is expected to boost the capital market 
further by mid-2008. But small investors need to be 
cautious of buying direct-listed shares that reach 
irrationally high bid prices.  
  
50. The role of capital markets in channeling funds to 
productive investments is crucial to achieve higher 
economic growth. Bangladeshi companies with a high bias 
for bank finance are missing the opportunity of exploiting 
the many advantages of capital markets. The high 
dominance of bank loans often creates high-risk exposure 
for banks and financial institutions. It exposes banks to 
asset-liability duration mismatch. A deep capital market 
can ensure a proper financing balance and reduce risks 
borne by banking. But this requires the availability of a 
wide range of financing instruments to cater to varying risk 
return and liquidity preferences of investors, and to ensure 
that the adverse effects arising from one sector are not 
replicated in others. Although some new instruments such 
as government bonds have been introduced in the stock 
exchange, not much trading is taking place. Introducing 
new modalities as well as creating a secure trading 
environment is essential to boost capital market activity. 
Most merchant banks and brokerage houses confine 
themselves to limited activities because a market-based 
initial public offering (IPO) pricing mechanism is largely 
absent. This hugely undermines the potential for IPOs, and 
is a prime reason for the weak supply of quality shares.  
 
51. To strengthen the regulatory and supervisory 
framework, regulators need to act in a coordinated manner 
to avoid conflicting policies and regulations that can 
undermine the effectiveness of the system as a whole. 
This is necessary to ensure complementary development 
of the markets and to mitigate risks that can easily pass 
from one part of the financial sector to another. A joint 
coordinated effort will help identify and prevent risks. 
Coordination will also improve corporate governance, 
accounting practices, and institutional development.  
 
52. As the country gets involved in more international 
transactions in multiple currencies, the need for risk 
hedging instruments for currency and interest rate 
mismatches has become pervasive. Leading participants in 
the market need to step-up their coordination with global 
markets to explore the possibility of introducing risk-
management instruments. 
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MACROECONOMIC IMPACT OF RISING OIL PRICES2

 
53. Steadily rising global oil prices now fluctuate around $100 per barrel. Bangladesh is 
vulnerable to high oil prices because of its lower economic strength and high oil dependency for 
critical purposes such as transport, power, and irrigation. In recent years, the annual oil imports 
averaged about 3% of GDP. Rising oil prices are impacting real GDP growth, inflation, and 
domestic and external balances. From a policy perspective, the macroeconomic impacts of 
rising oil prices need to be assessed and then appropriate policy measures designed.  
 
Causes  
 
54. In the 1970s, oil price rises were mainly driven by supply disruptions. In recent years, 
prices have been rising because of conspicuous demand growth propelled by strong economic 
growth in the PRC and India. An important feature is the increased use of diesel by developing 
countries for transport, power, and irrigation. The depreciating US dollar has further contributed 
to increasing oil demand and thus to the rise of prices. Despite rising prices, low price elasticity 
of demand and high income elasticity for oil have sustained increased oil consumption. 
Geopolitical tensions and conflicts in some major oil-producing regions, especially the Middle 
East, are another potential cause of price increases. Also, oil supply-demand imbalances and 
uncertainties have been exacerbated by a massive influx of speculative money into the market 
for crude oil. The three main buffers have been shrinking: (i) surplus production capacity in 
Organization for Petroleum Exporting Countries, (ii) large oil inventories, and (iii) surplus refining 
capacity in consuming countries. In addition, investment in oil exploration and refining capacity 
has been inadequate. 
 
 Trends  
 
55. Bangladesh imports about 1.3 million tons of crude oil annually for refining at Eastern 
Refinery Limited.3 On average, it also imports about 2.5 million tons of refined petroleum 
products and lubricants annually. Of the different categories of crude oils, Bangladesh imports 
Marban crude oil from Abu Dhabi and Arab Light crude oil from Saudi Arabia. Figure 31 tracks 
the sharply rising movement of the average price of crude oil imported by BPC during FY1997–
FY2007. Bangladesh purchases petroleum products largely through state-to-state deals with 
Kuwait at a premium. Figure 32 shows the movements in the prices of octane, diesel, and 
kerosene during FY1997–FY2007. Figure 33 shows monthly average prices of crude oil and 
refined petroleum products during July 2004–December 2007. 

                                                 
2  This chapter was contributed by Nasiruddin Ahmed, Macroeconomic Analysis Specialist, Efficiency Enhancement 

of Fiscal Management II, ADB-supported technical assistance project, Finance Division, Ministry of Finance; and 
Siddique Zobair, Deputy Secretary, Finance Division, Ministry of Finance. The usual disclaimer applies.  

3  The installed capacity of the refinery is 1.5 million tons of crude oil. In 1968, when the refinery was established, the 
total import of oil was around 1 million tons. Over the last four decades, the demand for oil has increased by 280%. 
But the refinery’s operating capacity has declined over the years due to depreciation and lack of balancing, 
modernization, replacement, and expansion. To meet increasing oil consumption, the refinery’s refining capacity 
needs to be increased substantially through value addition by refining more crude oil and thereby making up for the 
loss of BPC. 
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Figure 31: Movement of Average Crude Oil Price, FY1997-
FY2007
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Figure 32: Movement of Prices of Octane, Diesel and Kerosene, 
FY1997-FY2007
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Figure 33: Monthly Average Prices of Crude Oil and Refined Products, 
July'04-Dec'07
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Figure 34: Oil Intensity of GDP, FY1997-FY2007
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Macroeconomic Impact 
 
 Economic Growth  
 
56. In Bangladesh, the transport sector consumes about 60% of available diesel followed by 
agriculture, which consumes about 31% (Table 1). Oil consumption as a percent of GDP 
increased from around 1% to 3% between FY1998 and FY2007 (Figure 34). This indicates 
higher oil intensity, which implies growing dependence on oil. High growth of public 
transportation and intensive irrigation has contributed to increased consumption of diesel. One 
of the worries about a steep rise in the price of oil is that it will stifle economic growth. During the 
period, despite the sharp increase in the diesel price4 in international markets, real GDP growth 
in Bangladesh trended up (Figure 35). The impact of higher oil prices on the country’s economic 
growth is difficult to assess because of administered prices.  

 
 

Table 1: Sector Consumption of Diesel for FY2005–FY2007 (in million tons) 
 

Sector FY2005 % FY2006 % FY2007 % 
Agriculture  0.74 32.66 0.79 34.37 0.72 31.41 
Industry  0.05 2.21 0.02 0.82 0.06 2.42 
Electricity  0.10 4.42 0.12 5.17 0.10 4.32 
Transport  1.35 59.64 1.35 58.55 1.37 59.60 
Household and others 0.02 1.07 0.02 1.09 0.05 2.25 
 Total Consumption 2.26 100.00 2.30 100.00 2.29 100.00 
Source: Bangladesh Petroleum Corporation. 

 
 
 

                                                 
4  Oil price is determined by the diesel price simply because of the preponderance of diesel in the overall 

consumption of petroleum products. 
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Figure 35: Rising Diesel Price and Real GDP Growth, FY1997-FY2007
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Figure 36: Change in Diesel Price and Inflation Rate
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Inflation 
   

57. Price increases of petroleum products have had only a limited effect on higher inflation in 
Bangladesh. The Government has shielded consumers from oil price rises by administering 
prices. One indicator of this is the pass-through coefficient5 measuring the extent to which oil 
price rises have been passed on to consumers. Table 2 shows the pass-through coefficients of 
diesel for eight countries including Bangladesh in local currency. Second, the consumer price 
index excludes diesel, which constitutes more than 60% of total annual imports of petroleum 
products. Consequently, its major impact is indirect through transport fares and irrigation costs. 
Figure 36 indicates that generally every increase in diesel price is followed by a rising trend of 
point-to point inflation with a lag of 1 to 3 months.  
 

Table 2: Pass-through Coefficients of Diesel  
for Eight Countries in Local Currency 

 
Country  Diesel 
Bangladesh 0.43a

People’s Republic of China 0.53 
India 0.66 
Indonesia 1.02 
Malaysia 0.84 
Pakistan 0.78 
Sri Lanka 0.83 
Thailand 1.15 

Notes: The period considered is January 2004 to April 2006.  
a With the adjustment of the diesel price effective from 2 April 2007, the 
pass-through coefficient of diesel for Bangladesh stood at 0.65 in January 
2008. 
Sources: Bacon, R. and M. Kojima. 2006. Coping with Higher Oil Prices. 
Energy Sector Management Assistance Program, World Bank; and authors’ 
calculation.  

 
Fiscal Balance 

 
58. The underpricing of petroleum products poses considerable risk to fiscal management. 
The administered prices have generated substantial fiscal and quasi-fiscal costs to the 
Government. The fiscal cost involves budgetary allocation for meeting the BPC’s liability. The 
quasi-fiscal costs arise from government guarantees against loans negotiated by BPC from 
                                                 
5  The pass-through coefficient is the ratio of change in domestic retail prices to the change in the appropriate 

international product converted to local currency. A coefficient of less than one means that not all the percentage 
increase has been passed on to consumers. The pass-through coefficient of diesel for Bangladesh is 0.65 meaning 
that 65% of diesel price increase has been passed on to consumers.  
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domestic and international banks. As of 6 February 2008, BPC had liabilities of $512.26 million 
to Islamic Development Bank, $299.50 million to Bangladesh Bank, and  
$446 million to four nationalized commercial banks. If BPC fails to pay its loan on time, payment 
is vested upon the Government; this has future fiscal implications.   
 
59. On 2 April 2007, the Government raised prices by about 21% for diesel and kerosene, 
and about 16% for octane and petrol. Even with this, the implicit subsidy for diesel and kerosene 
remains substantial. For example, in January 2008, the average BPC cost of diesel was 
Tk60.89/liter and average BPC transfer price was Tk37.68/liter. The average price gap between 
the BPC cost and BPC transfer price of diesel was Tk23.21/liter. At that time, the average BPC 
cost of kerosene was Tk60.41/liter and average BPC transfer price was Tk38.08/liter. The 
average price differential of kerosene was Tk22.33/liter. Using the average prices of diesel and 
kerosene for January 2008 and their estimated quantities for FY2008, the estimated implicit 
subsidy for diesel would be Tk70,194.01 million and for kerosene Tk15,572.94 million, totaling 
Tk85,766.95 million in FY2008 (Table 3). 
 
60. In FY2006, to meet BPC liquidity, a 3-year bond of Tk10 billion was issued in favor of 
Sonali Bank. In the FY2008 budget, the Government assumed BPC’s liability of Tk75,230 
million and allocated the same in the budget as noncash bond.  
  

Table 3: Estimated Implicit Subsidy for Diesel and Kerosene for FY2008 
 

 
Item 

Price  
(Tk/liter) 

Quantity  
(million liters) 

Total  
(Tk million) 

BPC Cost and Transfer Price of Diesel 
 Cost 60.89 3,024.30 184,149.63 
 Transfer Price 37.68 3,024.30 113,955.62 
Estimated Implicit Subsidy for Diesel 23.21  70,194.01 
 
BPC Cost and Transfer Price of Kerosene 
 Cost 60.41 697.40 42,129.93 
 Transfer Price 38.08 697.40 26,556.99 
Estimated Implicit Subsidy for Kerosene 22.33  15,572.94 
    
Estimated Total Implicit Subsidy for Diesel 
 and Kerosene 

  85,766.95 

BPC = Bangladesh Petroleum Corporation. 
Source: Authors’ estimation based on BPC data. 

 
Current Account Balance  

 
61. Rising oil prices contributed to the higher 
trade deficit in recent years. But the current account 
continued to be in surplus for FY2006 and FY2007 
(Figure 37), because of robust growth of export 
earnings and strong inflow of workers’ remittances.  
These offset the rising oil import costs. Thus while 
the country’s dependence on imported oil increased, 
its economic capacity to sustain imports grew faster. 
But in FY2008, pressures on the current account are 
increasing because of the slowdown in export growth 
despite continuing increases in workers’ remittances.  

Figure 37: Diesel Price and Current Account Balance, FY1997-FY2007
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62. The Government is pursuing several initiatives to curtail oil consumption including 
encouraging vehicles to use locally available compressed natural gas (CNG). As of 30 
November 2007, of the 123,573 CNG-fueled vehicles, 84,364 (68.27%) were converted to CNG 
within the country and 39,209 (31.73%), including 1,436 buses, had been imported. This 
initiative resulted in Tk3,400 million of savings from oil imports in FY2007, and is reflected in the 
declining growth of imports of petroleum products, especially octane and petrol (Table 4). 
According to the International Association for Natural Gas Vehicles, Bangladesh ranks 9th in the 
world and 3rd in Asia in the number of CNG vehicles. 
 

Table 4: Consumption of Major Petroleum Products (million tons) 
 

Item FY2003 FY2004 FY2005 FY2006 FY2007 
Octane 0.14 0.15 0.14  0.13  0.10  
Petrol 0.16 0.15  0.14  0.15  0.13   
Kerosene 0.70 0.69  0.54  0.50  0.46  
Diesel 1.82 2.00  2.26  2.30  2.29  
Others 0.58 0.66  0.67  0.70  0.59  
 Total 3.40 3.66  3.77  3.78  3.57 

Source: Bangladesh Petroleum Corporation. 
 
Policy Response 
 
63. Continuing the high fuel subsidy will adversely affect the country’s domestic and external 
balances, resulting in reduced expenditures on social and physical infrastructure and 
decreasing the country’s long-term growth potential. Funding subsidies through bank borrowing 
is much more inflationary than passing on international market price increases to domestic 
consumers. The hardships of the poor due to the subsidy withdrawal need to be carefully 
assessed against the likely macroeconomic imbalances if subsidies are continued.  
 
64. If subsidies are contemplated for the benefit of the poor, then targeting mechanisms are 
needed. In practice these are not easy to implement effectively. To offset the impact of price 
adjustment on farmers, cash transfers through social safety net programs from the budget could 
enable farmers using irrigation systems to pay for diesel. Following the modality of the old age 
pension scheme, the Government may select poor households and give them cards to obtain a 
kerosene allowance to be disbursed by banks or other financial institutions. This would enable 
them to purchase kerosene from the market for household lighting.  
 
65. The Government must emphasize energy conservation and the need to modernize 
energy infrastructure and agencies. An energy conservation law is needed. Expansion of the 
domestic primary energy resource base should be stressed by developing coal and continuing 
oil and gas exploration. BPC’s institutional capacity needs to be strengthened to improve its 
operating performance. The Bangladesh Energy Regulatory Commission should be 
strengthened and given the energy monitoring and conservation function.  
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PADMA BRIDGE: SOCIOECONOMIC IMPACT6

 
66. Transport infrastructure is fundamental to the growth of trade and investment in 
Bangladesh and for integration with its neighbors. Connecting the economically depressed 
southwest zone to the more advanced eastern zone will yield widespread benefits to the 
national and regional economies. The proposed Padma bridge (5.6 kilometers [km] long and 25 
meters wide) at Mawa-Janjira over the Padma River has the potential to play a vital role in 
integrating and upgrading transport networks in the country and in South Asia. The bridge 
construction and operation will result in significant positive impacts on national and intraregional 
growth. It will create a supportive environment for orderly facilitation of economic cooperation 
including trade, energy, investment, tourism, and transport corridors among neighboring 
countries, and distribution of benefits to the poor and vulnerable. 
 
Strengthening the Transport Network 
 
67. The subcontinent’s major rivers—the Padma, Jamuna (Brahmaputra), Ganges, and 
Meghna—geographically divide Bangladesh into four principal zones: north-central (Dhaka 
Division), east (Chittagong and Sylhet divisions), northwest (Rajahahi Division), and southwest 
(Khulna and Barisal divisions). The road network now provides good links connecting the 
northwest, north-central, and east zones, encompassing the national capital, Dhaka. This 
development includes five highway bridges over the major rivers. Three bridges cross the 
Meghna River and its tributaries (Meghna bridge, Meghna-Gumti bridge, and Bhairab bridge); 
one multipurpose (highway and railway) bridge crosses the Jamuna; one bridge crosses the 
Ganges (Paksey bridge), and one road bridge over the Rupsha River connects the second 
seaport in the southwestern region of the country. 
 
68. The Padma River separates the southwest zone from other parts of the country, 
especially the north-central zone. Although the road network of the southwest zone has been 
improved, links with the rest of the country across the Padma River are still only by ferry. The 
transport capacity of ferry services is limited, and waiting time at ferry ghats is about 1 hour for 
buses and light vehicles and 2 hours for trucks. In addition, the riverbank on the Mawa side of 
the river is very unstable, and the river width changes frequently, leaving approach ghats 
seasonally operative and complicating the expansion of existing ferry terminals. Moreover, the 
need to replace dangerous ferry and launch operations between Dhaka and the southwest 
region is urgent; a safer and more reliable surface transport system is needed. Overloaded 
vessels frequently sink in the waterways passing through the treacherously turbulent confluence 
of the Padma and Meghna rivers. 
 
69. The social, economic, and industrial underdevelopment of the southwest zone—which 
encompasses Bangladesh’s second major port, Mongla; its third main city, Khulna; and the 
inland port at Benapole—is due in part to difficult access across the Padma River to the rest of 
the country. A bridge across the river will strengthen links between the southwest and north-
central zones. A highway bridge in particular will enhance freight and passenger transportation 
between Dhaka and major points in the southwest zone, thereby contributing substantially to 
development of the southwest zone as well as to national economic growth. 
 

                                                 
6  This chapter is based on ADB. 2007. Report and Recommendation of the President to the Board of Directors on a 

Proposed Loan to the People’s Republic of Bangladesh for the Padma Multipurpose Bridge Design Project. Manila; 
and Japan International Cooperation Agency. 2005. Feasibility Study of Padma Bridge in the People's Republic of 
Bangladesh.  
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70. Asian Highway Route A-1 will pass through Bangladesh. The United Nations Economic 
and Social Commission for Asia and the Pacific is planning the highway to connect Asia to 
Europe (Tokyo, Japan, to Kapikule, Turkey, via Pusan, Beijing, Delhi, and Istanbul). One section 
will connect Kolkata in India to Dhaka through Mawa and Bhanga in the area near the Padma 
River. It will become an important highway for trading between Bangladesh and India. 
  
Benefits of the Bridge  
 

National Impacts   
 
71. Although the southwest region will benefit the most, the whole country will benefit from 
bridge construction and integration of the southwest region with other parts of the country. The 
multiplier effects of investment in the Padma bridge show new demand/output in related 
economic sectors, generation of additional factor income in the value-added chain, and creation 
of new jobs.7 Bridge construction is estimated to raise GDP growth by 1.2% through multiplier 
effects. Induced employment estimates indicate 0.7 million person-years of additional 
employment opportunities through demand increases in the transport sector.   
 

Impacts on the Southwest Region  
 
72. The southwest region will experience the greatest impact on economic development 
from bridge construction. Multiplier effects are estimated to increase the gross product in the 
southwest region by 35%. The bridge will provide a smooth, permanent, and all-weather road 
link over the Padma River to connect Dhaka. The road distance from Dhaka to nearly all major 
destinations in the southwest region will be reduced by 100 km or more, which will bring 
tremendous savings in passenger and commodity movement time and costs, as well as vehicle 
operation and maintenance costs, while lengthening the useful life of vehicles and reducing the 
import bill for fuels. 
 

Intraregional Impacts 
 
73. The Padma bridge will generate significant impacts on promoting trade among Bhutan, 
India, Myanmar, and  Nepal.  Bangladesh is strategically located to provide international links 
among the landlocked countries. But the impacts on international traffic or cross-border traffic 
will not be easily or automatically realized simply by constructing the bridge. Institutional and 
technical constraints have to be eliminated to allow expansion of international trade with 
surrounding countries. 
 
74. India, Bangladesh’s major trading partner in South Asia, is connected by road and rail 
networks. Benapole is the busiest land port, and Darsana is the main gate for railway traffic 
to/from India. Imports through Darsana declined from 90% in 2000 to 55% in 2004 because of 
capacity and other constraints. Benapole started railway services in 2001 and it now handles 
about 17% of import cargo to the four land ports. Imports from India through Benapole have 
been growing at 23% a year in recent years. Cross-border traffic demand statistics show that 
the corridor of Benapole–Jessore–Mawa–Dhaka has the highest potential. Thus the corridor is 
most important from the aspect of trade cooperation between India and Bangladesh. 

                                                 
7  Construction of the Padma bridge requires a huge amount of investment. Thus when it will be executed, demands 

on intermediate inputs of other sectors of the national economy will be stimulated and ripple effects will spread 
through the whole country. These effects are the multiplier effects through which increases in production, factor 
income, and job opportunities are expected to be realized. 
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75. The railway component of the Padma bridge project is expected to provide several 
benefits for intraregional economic cooperation. A new railway link that connects Dhaka–Padma 
bridge–Jessore–Benapole will shorten the distance between Dhaka and Kolkata through 
Benapole and Bongaon (nearest railway station across the border) interchange routes. The 
distance from Darsana to Dhaka via the Jamuna Bridge is 403 km, from Benapole to Dhaka via 
the Jamuna Bridge is 518 km, and from Benapole to Dhaka via the Padma bridge is 200 km. So 
movement of freight traffic from Benapole will be quicker and cheaper by avoiding extra haulage 
and transportation costs. Quick transport will result in quick return on investment and rise in 
traffic. It will open up a new era of surface communication between Dhaka and the southern part 
of Bangladesh, including Mongla Port.  
 
76. Revenues from cross-border railway traffic between India and Bangladesh through 
Benapole will greatly contribute to improved financial condition of Bangladesh Railway once the 
Padma bridge route (Trans-Padma corridor by railway) proposed by Bangladesh Railway is 
constructed. Traders on the Indian side will also gain because of lower transport costs and time 
savings. During FY2004, about 57,915 Indian Railway wagons were received through Darsana 
and Benapole interchange routes; of these 25,738 wagons (45%) containing about 570,000 tons 
of imported cargo were handled at Noapara (25 km to the southeast of Jessore). About 80% of 
the cargo handled at Noapara is bound for Dhaka and adjoining areas and transported by river 
after transshipment. Traders do not like this transfer because it involves extra time, wastage of 
contents, and extra costs. The provision of a direct rail link from Gandaria (near Dhaka) to 
Jessore via the bridge at Mawa will boost interchange traffic. It will also be the shortest route 
from Dhaka to Kolkata to operate international train services including future potential for 
international transport container traffic. 
  

Impact on Poverty  
 
77. The southwest region has one of the highest poverty rates in the country. The poor in 
the project area will reap immediate benefits from the bridge construction in the form of 
employment during construction, additional employment in relocation-related activities, 
subsistence allowances and other benefits from resettlement, and increased trading income 
during construction. In the long-term, the impact of the bridge on poverty reduction will be even 
more significant, as the economic benefits generated and accruing to the poor will be greater 
than their share of GDP. 
 
78. Approximately Tk10.6 billion of benefits resulting from Padma bridge construction will go 
to the poor living below the poverty line. The poverty impact ratio representing the proportion of 
net project benefits that accrue to the poor is greater than unity (4.3). This is attributable to the 
outstanding feature of the bridge (passengers being a significant gainer) combined with the 
differential proportions of the poor applied to the stakeholder gains. This suggests that the 
Padma bridge project has a pro ultra-poor nature, and benefits accruing to the poor are more 
than significantly greater than their income share of GDP. The sensitivity analysis also indicates 
that the proportion of benefits to the poor will be greater than unity. Light vehicle and bus 
passengers, truckers, utility companies, and the locality will gain from bridge construction. The 
environmental benefits include greater land use and agricultural production because of the 
prevention of embankment erosion.  
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Project Preparation Activities 
 
79. In 2000, the Government conducted a prefeasibility study for constructing a bridge 
across the Padma River to connect the southwest zone to the north and east zones. The 
prefeasibility report established the technical and economic viability of the bridge and 
recommended several potential sites. In 2001, at the request of the Government, the Japan 
International Cooperation Agency (JICA) began a full feasibility study for the bridge. In February 
2004 in their interim report, the feasibility study team recommended the Mawa-Janjira site as 
the crossing location for the bridge; the Government concurred and confirmed this site in July 
2004. In 2005, the feasibility study team submitted their final report reaffirming the technical and 
economic viability of the Padma bridge and recommended construction. In the course of 
conducting the feasibility study, the Government requested key aid agencies— ADB, Japan 
Bank for International Cooperation, and World Bank—to extend support for bridge construction 
using a similar cofinancing arrangement to that adopted for construction of the Jamuna Bridge. 
The Government then asked ADB to extend its support for technical assistance (TA) to 
supplement JICA’s feasibility study and a TA loan to finance the detailed design of the bridge.   
 
80. In 2005, ADB provided TA to complement JICA’s feasibility study, particularly to 
establish the financial viability of the Project and to develop a public-private partnership scheme 
for financing with commercial and revenue risks transferred to the private sector. The final TA 
report, issued in May 2007, confirmed the technical and economic viability of the Padma bridge 
project with a modified project cost of $1.48 billion at 2006 prices. Meanwhile, in November 
2007, ADB approved a TA loan to the Government to develop the detailed engineering design 
of the bridge including river-training works and approach roads, and to assist the Jamuna 
Multipurpose Bridge Authority (recently renamed Bangladesh Bridge Authority [BBA]) in 
procuring the services of civil works contractors. It will minimize technical uncertainty and 
ensure readiness to implement the follow-on loan.   
  
Major Challenges 
 
81. A large infrastructure project like the Padma bridge is planned for its benefits. But it may 
also carry adverse social and environmental impacts including land acquisition and 
resettlement. During the detailed design stage, the findings of the social and environmental 
impact study will need to be thoroughly discussed with those affected. Land acquisition and 
resettlement should be minimized and completed based on the final design. To achieve smooth 
implementation of the investment, the environmental and social concerns of those affected will 
need to be considered when designing the project. Because of the massive land acquisition and 
resettlement induced by the bridge and its associated infrastructure, the Government should 
allocate enough resources to plan, operate, and manage land acquisition and resettlement, in 
close coordination with the development partners, paying attention to restoring affected people’s 
livelihood in a country where land is scarce and poverty is high.  
   
82. To strengthen project implementation capacity, BBA should be restructured as a division 
of the Ministry of Communications; and have a separate and fully staffed land acquisition, 
resettlement, and environment unit as proposed by the Jamuna Bridge Impact Study. The study 
points out that the establishment of social and environmental units within BBA, with the 
necessary staff and support from management consultants, is instrumental in enabling 
implementation of the resettlement, land acquisition, and environmental management plans.   
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