
Bangladesh

Bangladesh experienced adverse effects from the global downturn, primarily through slower growth of 
exports and workers’ remittances, and damped investment sentiment. Still, it has maintained relatively 
strong expansion, reduced inflation, and kept a current account surplus. For FY2010, this Update maintains 
the projections made in March for moderately slower growth and inflation relative to FY2009, but now 
forecasts a small current account surplus rather than a deficit. The medium-term trajectory will depend 
heavily on the Government’s ability to implement reforms, which include substantially boosting budget 
revenue and raising infrastructure investment.

Updated assessment
GDP growth of 5.9% is estimated for FY2009 (ended June 2009), below 
the performance of the previous year but somewhat higher than the 
projection of 5.6% made in the Asian Development Outlook (ADO 2009) 
released in March this year (Figure 3.2.1). 

This stronger outturn is due to better than expected agricultural 
expansion, at 4.6%. The output of aman, the second rice crop (harvested 
in November–January), rose to 11.6 million tons, a 19.6% rise over the 
previous fiscal year and reflecting a strong recovery from the severely 
damaged FY2008 crop. Boro, the major rice crop (harvested in April–
May), is estimated at 17.8 million tons, marginally exceeding FY2008’s 
record output. Crop production benefited from favorable weather 
conditions as well as strong support from the Government that enabled 
farmers to access inputs and credit. Services sector growth (at 6.3%, down 
from 6.5% in FY2008) moderated, largely as a result of slower export and 
import activity.

Industrial growth of 5.9% fell below both the ADO 2009 projection of 
6.6% and the 6.8% outturn of FY2008, as export production in the second 
half of the fiscal year slowed more sharply than expected. Weakening 
construction activity and power outages pulled back manufacturing 
growth. Slow implementation of energy projects continued to restrict 
industry’s expansion, although the new Government (elected in January 
2009) has given power generation and gas development a high priority, as 
outlined in the ruling party’s election manifesto and reflected in a new 
public–private partnership (PPP) scheme.

GDP growth in FY2009 was again driven by consumption 
expenditure (Figure 3.2.2). Accounting for about four fifths of GDP, 
it grew by 5.8%, up from the previous year’s 5.4%. Growth in private 
consumption, which constitutes about three quarters of GDP, was, at 
6.0%, stronger than FY2008’s 5.5%. Public consumption as a share of GDP 
declined for the third consecutive year.

Private investment, growing by 7.2%, lifted its share from 19.3% of GDP 
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in FY2008 to 19.6% in FY2009, reflecting improved business confidence 
following the orderly return to elected government. Public investment, 
in contrast, declined further, sliding from 5.0% of GDP to 4.6%, as 
implementation of the annual development program (ADP) remained 
weak. Overall investment remained unchanged at 24.2% of GDP.

If Bangladesh is to attract greater investment, particularly from 
abroad, it will need to address some increasingly binding constraints. 
These are felt especially in infrastructure and the business environment, 
and include acute power shortages, transportation bottlenecks, inadequate 
and inefficient port facilities, high business startup costs, and slow 
institutional reforms.

Inflation fell steadily through the fiscal year, from 10.8% year on year 
in July 2008 to 2.3% in June 2009 (Figure 3.2.3). Annual average inflation 
declined to 6.7% in FY2009 (slightly lower than the ADO 2009 projection 
of 7.0%), from 9.9% in FY2008. The sharp decline in import prices 
and the rise in domestic food production were the main factors. The 
successive cuts in domestic fuel prices in October and December 2008 
and in January 2009, in line with the fall in global oil prices, also helped 
(though the fixed administrative prices of fuel have not since been raised 
as oil prices rose subsequently). Although food inflation has declined 
sharply, nonfood inflation has edged up since January 2009, reflecting the 
accommodative monetary policy of Bangladesh Bank, the central bank.

Reaching 24.0% in June 2009, the growth of net credit to government 
was high throughout FY2009, reflecting lower availability of external 
financing. The 19.2% growth in money supply (M2) in June 2009 was 
higher than the central bank’s annual program target of 17.5%. Private 
sector credit rose by 14.6% in June 2009; this was less than the annual 
program target of 18.5% and was largely on account of the slowdown in 
credit demand as the global recession damped domestic economic activity 
(Figure 3.2.4).

Yields on Treasury bills rose marginally during the year to March 
2009, but then fell sharply along with commercial banks’ call money rates 
as bank liquidity surged (Figure 3.2.5). Banks’ weighted average lending 
rate remained unchanged at 12.3% from the beginning of the fiscal year. 

To bolster credit conditions and the economy, Bangladesh Bank cut 
both the reverse repo and repo rates (1–2-day maturity) by 25 basis points 
in March 2009 to 6.5% and 8.5%, respectively. Moreover, in the March–
June quarter, it adjusted its open-market operations to allow a marked 
runup in reserve money, which immediately fed through to much lower 
short-term money market rates. However, with no corresponding decline 
in commercial lending rates, Bangladesh Bank decided to use mandatory 
measures and directed banks to lower their maximum lending rate to 
13% in a further effort to lower the rate structure and boost credit to the 
private sector. (Until that decision, the maximum rate had been 16% on 
agricultural loans.)

The weighted average deposit rate rose to 7.5% in March 2009 from 
7.0% in June 2008. The interest spread of the banking system narrowed 
to 4.8 percentage points in March 2009 from 5.7 percentage points in 
March 2008.

Revenue collection in FY2009 is estimated at 11.2% of GDP, similar to 
FY2008 (Figure 3.2.6). Revenue growth missed its target because of a fall 
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3.2.4 Growth of monetary indicators
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3.2.5 Interest rates
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in import prices that eroded the import-stage tax base, which accounts 
for over 40% of tax receipts. Domestic indirect taxes also performed 
below target as economic activity decelerated in response to the global 
economic downturn. The revenue outturn is low compared with countries 
at a similar stage of development and limits essential public spending 
on infrastructure and human development. The poor performance 
stems from the narrow tax base, excessive exemptions, and weak tax 
administration.

The new Government announced several tax measures in the FY2010 
budget, among others expanding the tax base, withdrawing exemptions 
and exclusions, simplifying procedures, amending laws, and streamlining 
tax administration. As a step toward eliminating tax holidays, it 
introduced a system of reduced corporate tax rates for certain sectors in 
lieu of existing tax holiday schemes. In an effort to expand the tax base, 
the Government will also conduct surveys covering cities, districts, and 
subdistricts to identify those who have avoided tax (by not filing). It also 
announced a tax amnesty program for FY2010: a modest 10% tax is levied 
on the declared amounts if they are invested in areas specified by the 
authorities, such as the stock market.

Savings on food, fuel, and fertilizer subsidies enabled by the fall 
in international commodity prices and by underspending in the ADP 
saw FY2009’s public spending come in at 15.3% of GDP, lower than the 
budget target of 16.3%. As savings on public spending were larger than the 
shortfall in revenue, the fiscal deficit of 4.1% of GDP was narrower than 
the budget target of 5.0%. Of the total deficit, 2.3% of GDP was financed 
domestically and 1.8% externally.

In FY2009, the net losses of the 44 nonfinancial state-owned 
enterprises shrank sharply from $1.5 billion to only $22.5 million. A 
high profit earned by the Bangladesh Telecommunication Regulatory 
Commission (from auctioning licenses to telecoms utilities) and higher 
earnings by Bangladesh Oil, Gas and Mineral Resources Corporation 
(from international oil companies after cost recovery was completed) 
largely offset the combined losses of all other enterprises (Figure 3.2.7).

Bangladesh Petroleum Corporation generated a profit for part of 
the year when international oil prices were low, but incurred losses 
again when these prices rose but administered domestic prices were left 
unchanged. Its overall loss in FY2009 was about $520 million, compared 
with about $1.4 billion a year earlier. The corporation is expected to 
record large losses in FY2010 if oil prices remain high and administered 
prices unadjusted. Bangladesh Power Development Board also registered 
sizable losses in FY2009.

The trade deficit narrowed markedly in FY2009 (by 1.4% of GDP 
from a year earlier) as import payments grew more slowly than export 
earnings. Export growth decelerated steadily as FY2009 unfolded due to 
weak global demand and declining prices, from 42.4% in the first quarter 
to 19.4% in the first half and further to 10.3% for all FY2009 (Figure 3.2.8). 
Weak retail sales in industrial economies caused a slowdown in garment 
export orders over the year. Moreover, as product prices fell by more 
than raw material prices, exporters’ profit margins shrank, retarding 
sales of some products. Earnings from “other” exports fell from a year 
earlier, largely due to a sharp drop in demand for processed leather, 
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3.2.8 Growth in exports and components
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and for frozen food, which is an item with a high income elasticity of 
demand.

Imports rose by only 4.1% in FY2009 because of falling commodity 
prices, particularly for oil, and a sharp decline in rice imports attributable 
to the excellent domestic crop harvests (Figure 3.2.9). Although growth 
in remittances slowed, inflows from that source still climbed by 22.4% 
to $9.7 billion in FY2009 (Figure 3.2.10), in view of the jump in workers 
who went abroad in 2007 and 2008 (and who are sending money back 
home). Given the substantial improvement in the trade deficit and the 
continued increase in remittances, the current account surplus ballooned 
to $2.5 billion (2.8% of GDP), from $680 million in FY2008.

The combined capital and financial account switched to a deficit 
of $357 million in FY2009 from a surplus of $119 million in FY2008, 
reflecting a net outflow in portfolio investment, a decrease in net inflows 
of medium- and long-term loans, and an increase in net outflows of 
short-term loans, trade credit, and other assets, despite the rise in net 
foreign direct investment. Net of errors and omissions and valuation 
changes, gross foreign exchange reserves rose to $7.5 billion at end-June 
2009, about $1.3 billion above the level a year earlier (Figure 3.2.11).

The exchange rate remained largely stable against the US dollar in 
FY2009, with the taka depreciating by about 0.8%. The real effective 
exchange rate appreciated by around 8%, in part reflecting relatively 
higher domestic inflation and implying some erosion in export 
competitiveness.

The Dhaka Stock Exchange general index experienced ups and downs 
in FY2009, though its end-June level was essentially unchanged from a 
year earlier (Figure 3.2.12). As at end-July 2009, the index had registered 
a gain of 4.3% in 7 months. The expected listing of GrameenPhone, the 
country’s largest mobile phone company, in October 2009 will deepen 
the market, encourage other large companies to list, and boost investor 
confidence. Lower corporate tax rates in FY2010 for mobile phone 
operators, provided that they list on the stock exchange, should encourage 
other mobile phone companies to follow. Market capitalization rose by 
36.1% during FY2009 to reach $19.0 billion in June 2009 (or over 21.0% of 
GDP), reflecting the listing of companies and declaration of bonus shares 
in lieu of cash dividends.

Prospects
The forecasts for FY2010 depend on some key assumptions. It is assumed 
that political stability will prevail, and that the Government will be able 
to move forward in fulfilling its development priorities, sustain its focus 
on prudent macroeconomic management, and deepen economic reforms. 
It is also assumed that the measures outlined in the FY2010 budget to 
accelerate ADP utilization (streamlining project approval processes and 
raising institutional capacities in key line ministries) will be implemented, 
and that the private sector will invest more in infrastructure through the 
new PPP scheme. 

It is further assumed that the Government will be able to mobilize 
adequate external assistance and improve revenue mobilization, and 
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3.2.11 Gross foreign exchange reserves
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avoid crowding out the private sector through excessive bank borrowing. 
Growth projections also assume normal weather conditions.

The GDP growth rate in FY2010 is forecast at 5.2%, the same as 
in ADO 2009, given that the impact of the global downturn is being 
felt broadly as envisaged. With the assessment of sector performance 
remaining unchanged, growth projections for agriculture, industry, and 
services have been maintained at their ADO 2009 levels. Agricultural 
growth is expected to remain strong at 4.1%, though this is somewhat less 
than the FY2009 expansion of 4.6%, reflecting farmers’ response to lower 
farmgate prices.

A pickup in industry to above the ADO 2009 projections is unlikely, 
as both external and domestic demand are expected to be sluggish, 
especially in the first half of FY2010. Although industrial growth 
should improve in the second half with the expected strengthening 
in the global economy and more activity in domestic construction, 
annual growth is projected at 6.0% in FY2010. With virtually no gain in 
industry’s performance, agricultural growth slowing, and moderation in 
domestic demand as growth in inflows of workers’ remittances tapers off, 
expansion in services is expected to continue sliding to 5.5%.

The FY2010 budget takes an expansionary stance, and includes 
measures for shoring up growth and protecting the poor and 
vulnerable from the effects of the global economic downturn. These 
measures, if implemented promptly, might boost GDP growth beyond 
the projection of 5.2%, but their full effects would likely be realized 
only in subsequent years. 

To encourage local industries, the Government has reduced 
import duties on raw materials while keeping duties on finished 
goods unchanged, thus raising the level of effective protection. Higher 
protection for local industries has also come in the form of regulatory 
import duties on some items and higher supplementary duties at the 
import stage for numerous other items. The Government has also raised 
the turnover threshold for value-added tax on smaller enterprises.

Other expansionary measures in the FY2010 budget include large 
infrastructure investment programs under the ADP and the new PPP 
initiative (Box 3.2.1) as well as a widening of social safety net operations. 
The fiscal stimulus package of Tk34.2 billion (about $500 million) 
announced in April 2009 to support the sectors affected by the global 
slump is continued through FY2010, with an additional allocation of 
Tk50 billion (about $725 million).

The budget has also strengthened existing safety net programs and 
introduced several new programs, including an enhanced employment-
generation program for the hardcore poor. Allocations for food subsidies 
(0.2% of GDP in FY2010) were raised by 21.1% relative to FY2009.

The FY2010 revenue target of 11.6% of GDP (compared with 11.2% 
in FY2009) may prove hard to meet because of the expected continued 
moderate expansion in imports and subdued economic growth. 
The large one-off collection by the Bangladesh Telecommunication 
Regulatory Commission in FY2009, which was paid as a dividend 
to the Government, will not be repeated this fiscal year. While the 
opportunity to legalize undeclared income should generate additional 
income for the year, it could potentially act as an incentive to taxpayers 
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3.2.13 Deficit financing

-6

-4

-2

0

2

DomesticForeign

10090807062005

% of GDP

Forecast

Sources: Ministry of Finance, Bangladesh Economic Review 
2008 and Budget in Brief 2009–2010.

Click here for figure data
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for concealing normal income so as to take advantage of the much 
lower tax rate applied, and could further undermine compliance as 
taxpayers underpay current tax in anticipation of future amnesties. The 
new revenue-enhancing measures in the budget may also take time to 
yield results.

Because of the substantially higher public expenditure (16.6% of 
GDP), the overall deficit will rise to 5.0% of GDP from 4.1% in FY2009 
(Figure 3.2.13). Foreign financing is 2.0% and domestic financing 3.0% of 
GDP, with over four fifths coming from the banking system. The absence 
of an active secondary bond market limits nonbank investors’ interest in 
this source of noninflationary financing. Stunted tax receipts are proving 
costly as borrowing shrinks the fiscal space through high budgetary 
allocations for interest payments, which amount to 18.2% of revenue in 
FY2010. In the event of shortfalls in revenue and external financing, 
the Government would either have to borrow more heavily from 
banks—squeezing private investment and fueling inflation—or cut public 
spending, which would affect its growth and poverty reduction programs.

For FY2010, this Update retains the ADO 2009 average inflation 
projection of 6.5% (slightly lower than FY2009’s actual 6.7%), as import 
price increases are expected to be moderate and the projected growth 
in crop output, though decelerating from FY2009, will remain healthy. 
In addition, moderation in domestic demand growth due to slower 
remittance inflows will soften price pressures. This projection does not, 
however, take into account the possibility of an adjustment to domestic 
fuel prices or the effects of any excessive government borrowing from the 
banking system.

In its half-yearly Monetary Policy Statement for July–December 2009, 
the central bank sought to continue its accommodative policy: supporting 
the Government’s borrowing needs to finance its countercyclical 
development program while ensuring an adequate flow of credit to 
the private sector. Its monetary program is aimed at 6.0% growth with 
inflation projected at 6.5% by June 2010, largely on continuation of the 
lowered policy rates, open-market operations, and the banks’ ceiling 
lending rate. The statement indicated that the monetary policy stance 
would be modified if inflation or growth prospects were to substantially 
deviate from program goals.

Imports in FY2010 are expected to grow by 10.0%, in part reflecting 
increased global commodity prices. Export growth is projected to be 
sluggish at 8.0% because of falling garment export orders and the lower 
prices offered by buyers, as well as the declines in most other export 
categories. Growth in workers’ remittances is expected to slow to 12.5% 
because of increasing numbers of overseas workers returning home and 
because of the marked slowdown in the outflow of migrant workers. Yet, 
because of the likely moderate trade deficit, a current account surplus of 
0.8% of GDP is still forecast.

Bangladesh faces several risks that could result in the economy 
failing to achieve the projections: a delay in the global economic 
recovery; shortfalls in revenue collections and mobilization of external 
financing, especially given the high targets set on each; political turmoil; 
and natural disasters.

3.2.1 Public–private partnerships 

The new Government in its election 
manifesto stated that it wants to see 
the country growing at 8% by FY2013 
and at 10% by FY2017. It estimates 
that investment of $28 billion above 
current levels will be needed for 
infrastructure investment by FY2014 to 
achieve these high growth rates.

The Government realizes that this 
greater investment will not be made if 
it continues to rely on the traditional 
annual development program (ADP) 
approach of public sector–led projects. 
The public–private partnership (PPP) 
scheme included in the FY2010 budget 
is designed to address weaknesses in 
the ADP-based approach for delivering 
infrastructure, which is characterized 
by complex project-clearance 
procedures, inadequate implementation 
capacity, and lack of monitoring. These 
weaknesses have resulted in substantial 
shortfalls in ADP spending and the 
failure of infrastructure to grow in line 
with the economy’s needs.

Based on encouraging experience 
with PPPs in various other countries, 
the Government has taken three 
special measures in the FY2010 budget 
to involve the private sector alongside 
itself in the PPP initiative. It feels 
that successful implementation of the 
PPP concept will open opportunities 
for higher flows of local and foreign 
investment in infrastructure, 
particularly in transport and power.

The three measures are PPP 
Technical Assistance to provide finance 
for feasibility studies; a Viability Gap 
Fund to provide subsidies for certain 
socially beneficial projects such as 
hospitals, schools, and roads; and an 
Infrastructure Investment Fund to 
provide equity or loan financing to 
private investors in PPP projects.

Yet setting up a sound PPP 
initiative will be a challenge. The 
capacity problems that have bedeviled 
the ADP approach will need to be 
addressed in PPPs as well, particularly 
in regard to the high level of technical 
and analytic capacity that will be 
needed to examine PPP projects.


