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ECONOMIC AND FINANCIAL ANALYSIS 
 
A. Economic Overview 
 
1. Bangladesh is a low-income country, with a gross national income per capita of $900 in 
2013, significantly less than the South Asian average of $1,473.50. Bangladesh’s economy has 
expanded at an average pace of over 5.7% since 1995 while its real gross domestic product 
(GDP) per capita has grown at a rate of 4.2% in the same period. While its growth has been 
slower than that of its neighboring countries, it has resulted in poverty declining from 70.2% in 
1992 to 43.3% in 2010.1 Since 2006, real GDP has grown at an average rate of 6.2%, led by 
manufacturing (9.0%) and financial intermediation (9.8%).2 
 
2. Bangladesh’s economy is dominated by services, which accounted for 54.1% of GDP in 
fiscal year (FY) 2014, followed by industry (29.6%), and agriculture (16.3%). Manufacturing, a 
subset of the industry sector, accounted for 19.5% of GDP. GDP growth is driven primarily by 
the industry sector, with average growth of 9.2% between FY2012 and FY2014, and is projected 
to grow at 8.5% in FY2015, as unrest affects exports, small-scale manufacturing, and 
construction. In FY2016, industry growth is projected to rise to 9.0% thanks to better prospects 
for the ready-made-garment segment, aided by improvements in the safety and compliance 
standards as well as stronger external demand.3 In a country where two-thirds of the 
156.6 million inhabitants live in rural areas and are directly or indirectly dependent on 
agriculture,4 and with 2.0 million people joining the labor force each year, the growth of 
manufacturing is critical for employment generation and for moving workers away from low 
productivity and informal economic activities. 
 
3. Bangladesh is currently rated Ba3 (foreign currency) by Moody’s Investors Service, and 
BB– by both Standard & Poor’s and Fitch Ratings. 
 
B. Financial Overview 
 
4. The finance sector in Bangladesh is underdeveloped. Total credit by financial 
intermediaries represented only 53.6% of GDP in FY2014, while credit to the private sector 
represented 42.7% of GDP.5 The finance sector comprises 56 scheduled banks, 31 nonbank 
financial institutions (NBFIs), and about 742 microfinance institutions (MFIs). The banks had a 
total of 8,794 branches at the end of FY2014, with the private and foreign banks concentrating 
on urban areas. MFIs, with a network of over 17,200 branches (FY2013), primarily in rural 
areas,6 play an active role in improving access to finance. Nevertheless, given over 68,000 
villages, penetration of financial services remains low in Bangladesh—only 31% of the adults 
have an account with a financial institution.7 
 
5. Although banks have fewer branches, they dominate the finance sector, accounting for 
89.6% of private sector credit in FY2014 (NBFIs: 6.3%, MFIs: 4.1%). The banking system is well 
diversified: as of the end of 2013, the four state-owned commercial banks (SCBs) held 26.4% of 
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banking assets; four state-owned development financial institutions held 5.7%; 39 private 
commercial banks (PCBs)—all domestically owned—held 61.9%; and nine branches of foreign 
commercial banks (FCBs) held 6.1%. 
 
6. Bangladesh banks implemented Basel II in 2010 and must have a minimum total capital 
adequacy ratio (CAR) of 10.0% of risk-weighted assets, or Tk4.0 billion ($51.4 million) in capital, 
whichever is higher. At the end of FY2014, the CAR for the industry stood at 10.7%, driven 
down primarily by the poor performance of the development financial institutions (–13.7%) and 
the SCBs (8.7%). As at December 2013, five scheduled banks failed to maintain the total CAR 
of 10.0% because of high nonperforming loans (NPLs) and deteriorating profits.8 The central 
bank (Bangladesh Bank) injected $519 million to recapitalize the four SCBs in December 2013 
and also took steps to implement the bank resolution and lender-of-last-resort frameworks. The 
gross NPL ratio for the banking industry has improved from 11.9% in FY2013 to 10.8% in 
FY2014, while the net NPL ratio improved from 4.4% to 3.9%. The gross NPL ratio remained 
quite high for SCBs (23.2% in FY2014), but was more manageable for the PCBs (5.7%) and the 
FCBs (6.2%). Provision coverage remains high, especially among the PCBs (net NPLs: 1.2%) 
and FCBs (–0.2%).9 The performance of the SCBs continues to be dismal given a rising NPL 
trend for the last three consecutive quarters.10 
 
7. The profitability of the banking industry has deteriorated since FY2013 because of the 
poor performance of the SCBs. The return on assets for the industry fell from 0.90% to 0.61% in 
FY2014. For the SCBs, it declined from 0.59% in FY2013 to –0.09%, while that of the PCBs fell 
from 0.95% to 0.78%.11 
 
8. During FY2010–FY2014, private sector credit expanded by a compound annual growth 
rate of 17.0%, above the nominal GDP growth rate of 14.0% in the same period. The banking 
industry is expected to continue its strong growth, expanding private sector credit at a higher 
rate than the nominal GDP growth of 13.6% over the next 5 years, as forecast by the 
International Monetary Fund. 
 
C. Economic Analysis of Subprojects 
 
9. The economic analysis of individual subprojects to be financed under the proposed 
Second Small and Medium-Sized Enterprise Development Project (SMEDP2) cannot be 
conducted in advance because of their very limited size (expected to be a maximum $386,000 if 
assuming a maximum subloan size of Tk30 million under Part 2) and because details of the 
subprojects are not yet known—Bangladesh Bank will submit subprojects for Asian 
Development Bank (ADB) financing only once the project has become effective. However, the 
eligibility requirements for subproject selection include appraisal of the subproject’s economic 
and financial viability, and review and acceptance of the results of the appraisal by participating 
financial institution (PFI). In addition, subprojects will be required to meet the ADB requirements 
as well as to follow the subproject approval procedure, details of which are stipulated in the loan 
and project agreements, and the project administration manual, and will include requirements 
for safeguard and procurement compliance. 
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D. ADB’s Financial Due Diligence Process 
 
10. Bangladesh banks and NBFIs may apply to be PFIs in the credit line under the SMEDP2 
if they are compliant with Bangladesh Bank regulations, including its guidelines for 
environmental risk management. Applicant PFIs shall comply with Bangladesh Bank’s prevailing 
mandatory prudential standards (listed in the table below but not limited to them). 
 

Table 1: Overview of Bangladesh Bank’s Mandatory Prudential Standards 
Summary of Bangladesh Bank Prudential Information Regulatory Requirement 

1. Minimum ratio of total capital to risk-weighted assets for banks 
and financial institutions

a
 

>=10% 

2. Minimum capital for banks Tk4 billion or 10% of risk-weighted 
assets, whichever is higher

b
 

3. Minimum ratio of Tier 1 capital to total capital for banks* >= 50% 
4. Minimum paid-up capital for nonbank financial institutions Tk1 billion 
5. Single person/counterparty or group exposure for banks* <= 35% of capital 
6. Aggregate outstanding principal amount of funded exposure* <=15% of capital 
7. Limits of large loans against bank’s total loans and advances, 

depending on its respective classified loans 
Graduated amounts per Bangladesh 
Bank policy

c
 

8. Capital conservation buffer for banks and financial institutions 2.5% of risk weighted assets 
a
 Prudential Guidelines on Capital Adequacy and Market Discipline for Financial Institutions, December 2011 
(https://www.bb.org.bd/openpdf.php). 

b
 Guidelines to Establish a Banking Company in Bangladesh (https://www.bb.org.bd/openpdf.php). 

c
 Under the Guidelines on Risk-based Capital Adequacy, December 2014, Basel III regulation is to be adopted in a 
phased manner from January 2015, with full implementation of capital ratios by 2019 
(https://www.bb.org.bd/fnansys/regulator.php). 

 
11. Applicant PFIs should also comply with the country’s prevailing regulations on combating 
money laundering and the financing of terrorism, including Bangladesh Bank regulations. 
 
12. Meeting ADB’s due diligence requirements. To satisfy ADB’s financial due diligence 
requirements, applicant PFIs should meet ADB’s capital, liquidity, asset quality, and profitability 
benchmark ratios applicable to the project12 and satisfy ADB that they have adequate policies, 
systems, and other procedures in place, as set out in the project administration manual. 
Applicant PFIs are also subject to integrity due diligence carried out by ADB. 
 
13. Environmental and social subproject screening checklist. Furthermore, each 
candidate PFI will have to ensure that  

(i) the environmental and social subproject screening checklist is implemented in its 
small and medium-sized enterprise (SME) operations to the satisfaction of ADB 
and Bangladesh Bank, and  

(ii) it has appointed designated staff who are experienced in implementing the 
checklist for screening prospective subprojects. 

 
14. Experience with similar projects. Applicant PFIs should have successfully participated 
in a similar government loan project that supports SMEs and is administered by Bangladesh 
Bank. 
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15. Commitment to the project objectives. Applicant PFIs must demonstrate to ADB and 
Bangladesh Bank that they are willing and able to design and offer financial products and 
services that mitigate currency, interest rate, and tenor mismatch risks, and prudently grow and 
service their SME loan portfolios in general, and the portfolio of women-led SMEs in line with 
the objectives of the project. To evidence this, each applicant PFI should have a strategy 
showing how it will design and offer financial products that mitigate these risks and increase its 
portfolio of loans to women-led SMEs. 
 
16. 3-year projections. Applicant PFIs will have to submit to Bangladesh Bank financial 
projections for a 3-year period to ensure that they have the ability to absorb the proposed 
funding.  
 
17. Maintaining separate records of subloans. Each PFI will have to demonstrate its 
ability to maintain separate records of all subloans under SMEDP2 to confirm that it has met all 
the project-relevant criteria, e.g., 15% allocation to women entrepreneurs under component A, 
or financing of subprojects located outside the metropolitan areas of Dhaka and Chittagong. 
 
E. Selection and Allocation Process 
 
18. Once ADB has determined that an applicant PFI has met ADB due diligence 
requirements, has experience with similar projects, and is committed to the project objectives, it 
will request Bangladesh Bank to confirm that (i) the applicant PFI complies with Bangladesh 
Bank regulations, and (ii) Bangladesh Bank agrees to provide a subsidiary loan to the applicant 
PFI under the project based on its own independent due diligence and the completion of legal 
documentation. 
 
19. To ensure that only those PFIs that have sufficient capacity and interest to absorb the 
funds under SMEDP2, each PFI will have to utilize a minimum of $5 million equivalent for 
making subloans to eligible subborrowers for eligible subprojects over 2 years from project start. 
This will be demonstrated through projected financial statements for the next 3 years. PFIs that 
fail to comply with this requirement will be excluded from the project. 
 
20. ADB has identified an initial group of four PFIs (two banks and two NBFIs) that 
accounted for 54% of the total lending volume under the earlier SMEDP intervention.13 These 
four PFIs appear to meet the eligibility criteria, have indicated their interest in participating in the 
credit line, and have the ability to grow and service SME portfolios in line with project objectives. 
An assessment of their financial management systems, financial analysis, and integrity due 
diligence was conducted. This was done thematically in relation to elements of the project and 
comprised review and assessment of (i) credit and risk management policies, operating 
systems, and procedures to prudently make loans to SMEs; (ii) corporate and financial 
governance and management practices; (iii) sound business objectives and strategy; and 
(iv) the ability to assess creditworthiness of borrowers and determine market-based loan terms. 
Integrity due diligence was also conducted. 
 
21. Subject to the successful launch of SMEDP2, additional banks and NBFIs will be 
encouraged to apply to be PFIs—due diligence conducted, selection completed, and subsidiary 
loan limits allocated. The allocation of the $200 million equivalent credit amount to PFIs will 
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consider the following: (i) ensure competition—no PFI subsidiary loan limit should exceed 33% 
of the credit line; and (ii) avoid dependency on the project as a source of funding—no PFI 
subsidiary loan limit should exceed 25% of the PFI’s total liabilities. 
 
F. Financial Analysis of Applicant Participating Financial Institutions 
 
22. Table 2 summarizes the due diligence report on the initial short list of applicant PFIs. 
 

Table 2: Summary of Applicants’ Compliance with Bangladesh Bank’s Prudential 
Regulations and the Project’s Eligibility Criteria 

 
BB Prudential Regulation 

 
IDLC (NBFI) 

 
Eastern Bank 

 
MIDAS (NBFI) 

Mercantile 
Bank 

1. Minimum ratio of total capital to 
risk-weighted assets for banks and 
financial institutions (>=10%) 

13.33% 13.22% 14% 12.95% 

2. Minimum capital for banks 
(Tk4 billion or 10% of risk-weighted 
assets, whichever is higher) 

not available Tk13.7 billion not available Tk13.5 billion 

3. Minimum ratio of tier 1 capital to 
total capital for banks (>=5%) 

12.53% 10.19% not available 8.43% 

4. Minimum paid-up capital for NBFIs 
(Tk1 billion) 

Tk2.01 billion not available Tk1.20 billion not available 

Key Ratios and Other Information     
NPL ratio 2.02% 4.36% 32.86% 5.10% 
Expenditure to income ratio     
Return on assets 2.18% 1.28% -5.60% 0.76% 
Return on equity 20.95% 10.93% -87.00% 9.11% 
BB CAMELS rating not available 1.00 not available 1.00 
Credit rating agency ECRL CRISIL CRISIL (2011) CRISIL 
Long-term credit rating AAA AA A AA- 
Latest financial statement (FY) 2014 2014 2014 2014 
Latest audit report Unqualified Unqualified Unqualified Unqualified 
Existence of audit and risk 
committees 

Audit 
committee 
and risk 

management 
department 

Audit and risk 
management 
committees of 
the board, risk 
management 

unit 

Risk 
management 
forum set up 

Audit 
committee 
and risk 

management 
committee 

SME program Separate 
SME division, 

38.04% of 
loan portfolio 

56 SME 
centers, 

separate SME 
unit, 16% of 
total portfolio 

85% of 
portfolio 

Separate 
SME unit, 

SME-
dedicated 

desks at all 
branches 

Membership in stock exchanges DSE & CSE DSE & CSE DSE & CSE DSE & CSE 
BB = Bangladesh Bank, CSE = Chittagong Stock Exchange, DSE = Dhaka Stock Exchange, ECRL = Emerging 
Credit Rating Limited, FY = fiscal year, MIDAS = Micro Industries Development Assistance and Services, NBFI = 
nonbank financial institution, NPL = nonperforming loan, PFI = participating financial institution, SMEs = small and 
medium-sized enterprises. 
Source: Asian Development Bank. 
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1. IDLC Finance Limited 
 
23. Background. IDLC was incorporated in Bangladesh in May 1985. Initially starting with 
lease financing as a core product, IDLC has grown into a multiproduct NBFI servicing corporate, 
retail, and SME customers, and capital markets. IDLC is listed on the Dhaka Stock Exchange 
(DSE) and the Chittagong Stock Exchange (CSE). IDLC has two subsidiaries: IDLC Securities 
Limited and IDLC Investments Limited. 
 

24. Corporate governance. IDLC has developed a corporate governance model aligned 
with the company's well-defined goals and objectives. It focuses on six important areas—
(i) board of directors and committees, (ii) legal and regulatory frameworks, (iii) organizational 
hierarchy, (iv) monitoring and internal control, (v) transparency and accountability, and (vi) and 
policies and procedures that revolve around its effective corporate governance strategy. 
 

25. SME lending commitment and capacity. IDLC is one of the most SME-dedicated 
financial institutions in Bangladesh, with a particular focus on the development of women 
entrepreneurship. In FY2014, its SME division had a total portfolio size of Tk17,905 million and  
a customer base of 7,619. During 2010‒2014, IDLC increased its SME portfolio by 3.4 times 
and its women-led business portfolio by 41 times. IDLC was also the biggest drawer of funds 
under SMEDP1, drawing 18% of the fund total of $76 million. 
 

26. Risk management. An independent credit risk management department is in place. A 
detailed credit administration process applies to the opening and closing of accounts as well as 
to loan administration for different products while considering know-your-customer and anti-
money-laundering compliance. The credit evaluation committee is primarily responsible for 
approving the loans. 
 

27. Rating and performance. Emerging Credit Rating Limited (ECRL) rated IDLC AAA in 
the long term and ECRL-1 in the short term, with a stable outlook as of April 2015, signifying an 
exceptionally strong capacity to meet financial commitments and a high degree of resilience to 
adverse developments in the economy. Profit after tax in FY2014 was Tk1,153.4 million, 
compared with Tk811.0 million in FY2013. IDLC's tier 1 capital and total capital ratios stood at 
12.5% and 13.3%, both above the regulatory requirement of 5% and 10%. 
 

2. Eastern Bank Limited 
 
28. Background. Eastern Bank Limited (EBL) is a public limited company that began 
operations in August 1992 and is listed on both the DSE and CSE. The bank offers a wide 
range of depository, loan and card products, and a variety of services, e.g., savings and current 
accounts, personal loans, debit cards, credit cards, prepaid cards, internet banking, corporate 
banking, SME banking, investment banking, and treasury and syndication services. 
 

29. Corporate governance. EBL’s audit committee was formed by the board to provide 
independent oversight of the company’s financial reporting, nonfinancial corporate disclosures, 
internal control systems, and compliance with governing rules and laws. To ensure proper 
accountability and transparency through due diligence, EBL formed three board committees to 
oversee and guide the bank’s operations, performance, and strategic direction, i.e., executive 
committee, audit committee, and risk management committee. 
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30. SME commitment, capacity, and outreach and/or network. EBL earned the 
“Structured SME Bank of the Year 2014” from Bangladesh Bank and SME Foundation of 
Bangladesh. Key priorities for SME banking in 2015 are the introduction of credit scores for 
analyzing loan appraisals, a cluster approach for customized products, and introduction of start-
up financing for new entrepreneurs. Corporate banking units make use of nationwide EBL 
branches and affiliated networks. 
 

31. Risk management. EBL’s risk management unit is responsible for integrated risk 
management across the bank. The final authority and responsibility to manage credit risks lies 
with the board of directors. Management of credit risk is independent of business origination 
functions to establish better internal control and reduce conflict of interest. The asset liability 
committee is responsible for managing and controlling liquidity and interest rate risks at the 
desired level. Compliance with anti-money-laundering and anti-terrorism laws are under the 
responsibility of a separate central compliance unit. Internal control and compliance is handled 
by EBL’s internal audit team, which performs risk-based audits on various businesses and 
operational areas of the bank. 
 

32. Rating and performance. CRISIL maintained EBL’s long-term rating of AA, a short-
term rating of ST-2, and a stable outlook. In the face of low credit appetite, excess market 
liquidity, and a rising NPL trend, EPL took a strategic approach by rationalizing costs and 
emphasizing service excellence and product innovations, which led to a 7.36% increase in total 
operating income from Tk9,439 billion in FY2013 to Tk10,134 billion in FY2014. Profit after tax 
fell by 18% from FY2013, to Tk2,106.5 billion, mainly because of a 90% increase in loan-loss 
provisioning because of subdued business conditions in 2014. The CAR stood at 13.22% in 
FY2014. 
 

3. MIDAS Financing Limited 
 
33. Background. MIDAS Financing Limited (MFL) is an NBFI incorporated in 1995 as a 
public limited company to provide technical and financial assistance to micro and small 
enterprises. MFL is listed on DSE and CSE. Its operations are divided into five broad divisions: 
lease finance, term loan, housing loan, auto loan, and consumer’s credit. Its mandate is to 
develop micro and small enterprises. 
 

34. Corporate governance. The board consists of 13 members led by the chairman, and 
the managing director as ex-officio director. The board has a five-member executive committee 
and a five-member audit committee. The delegation of power is appropriate, as the managing 
director has full authority in running the day-to-day business. 
 

35. SME commitment, capacity, and outreach/network. MFL provides short-term and 
medium-term loans on easy terms to micro enterprises like collateral-free loans of up to 
Tk0.75 million to create employment and develop entrepreneurial skills among small-business 
persons, especially women. Total lease finance and term loans extended to SMEs in 
manufacturing, trading, and services amount to Tk4,283 million (85% of the portfolio). MFL 
maintains its network through 15 branches. 
 
36. Risk management. The MFL management appointed nine committees to oversee its 
business: (i) management committee, (ii) integrity committee, (iii) promotion and selection 
committee, (iv) risk management forum, (v) credit committee, (vi) monitoring and recovery 
committee, (vii) securities investment committee, (viii) asset liability management committee, 
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and (ix) purchase and disposal committee. MFL follows a structured guideline for credit 
appraisal and approval process. As per Bangladesh Bank guidelines, a risk management forum 
was formed to discuss and mitigate various risks such as credit risk, operational risk, interest 
rate risk, market risk, and reputation risk. 
 
37. Rating and performance. On 20 January 2011, CRISIL gave MFL a long-term rating of 
A and ST-3 in the short term. The company reported a net operating loss of Tk370.7 million for 
FY2014, compared with a profit of Tk9.4 million in FY2013. The loss arose mainly from 
maintaining huge provisions  against classified loans and advances which were deducted from 
the operating profit in the amount  of Tk394 million, aggravated by political unrest during the 
period. 
 

4. Mercantile Bank Limited 
 
38. Background. Mercantile Bank Limited (MBL) was incorporated as a public limited 
company in 1999 and began operations in the same year. MBL is listed on both the DSE and 
CSE. It has a full range of financial services to individuals, SME companies, entrepreneurs, and 
corporate bodies. MBL’s operations include corporate banking, institutional banking, offshore 
banking, investment banking, securities trading, and brokerage services. It has two subsidiaries: 
Mercantile Exchange House (UK) Limited and Mercantile Bank Securities Limited. 
 

39. Corporate governance. MBL’s board of directors is involved in setting key targets of the 
bank, monitors progress, approves long-term strategic plans, appoints key management, and 
adopts sufficient risk management systems to mitigate the bank’s core risks. In compliance with 
the central bank’s guidelines, MBL’s board has formed (i) an executive committee, (ii) an audit 
committee, and (iii) a risk management committee to oversee and direct operations, assess 
performance, and provide inputs for its strategic direction. 
 

40. SME commitment, capacity, and outreach and/or network. MBL has set up 
dedicated desks for SMEs and women entrepreneurs in all bank branches, and has executed a 
participation agreement with Bangladesh Bank for refinancing agro-based industries in rural 
areas, in support of the SME segment. MBL management has targeted an SME portfolio 
expansion up to Tk20,000 million by the end of FY2015. MBL has a network of 100 branches, 
and five SME branches and/or centers. 
 

41. Risk management. MBL’s board has overall responsibility for ensuring that efficient risk 
management measures are in place and properly implemented. MBL has a risk management 
division looking after the core risk areas in banking operations, in accordance with Bangladesh 
Bank’s risk management guidelines. MBL’s treasury division and international division manage 
market risks with the help of the asset liability committee and asset liability management desk. 
MBL’s internal control manual, policies, regular training, and awareness programs establish 
accountability and transparency, and provide clear delineation of responsibilities between the 
divisions according to Bangladesh Bank’s core risk management guidelines. 
 
42. Rating and performance. CRISIL has maintained MBL’s long-term rating of AA- and a 
short-term rating of ST-2 for FY2014. The rating was based on improved financial performance 
as evidenced by a 9% increase in operating income in FY2014.  


