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Growth in FY2011 was better than projected in ADO  2011 of April this year, buttressed by a rebound in 
exports and strong domestic demand. Inflation, though, was higher than projected, but the drop in the 
current account surplus was less than projected. For FY2012, this Update marginally raises the growth 
forecast but retains the outlook for inflation and the current account balance. A major challenge will 
be balancing higher growth with credit policies that are consistent with price and balance-of-payments 
stability. Boosting power generation remains an unrelenting task. 

Updated assessment 
The economy grew by 6.7% (Figure 3.2.1) in FY2011 (ended June 2011), 
higher than the projection of 6.3% in the Asian Development Outlook 
2011 (ADO 2011) released in April this year. A marked recovery in exports 
and a pickup in domestic consumption supported by a surge in credit 
underpinned the high growth momentum. These factors offset the modest 
expansion in workers’ remittances, which are usually an important 
contributor to growth. Investment rose marginally to 24.7% of GDP, from 
24.4% the previous year. 

Agricultural growth is estimated at 5.0% (higher than 4.1% projected 
in ADO 2011), as all major crops performed better than expected, 
responding to favorable weather, continued policy support (including 
access to inputs at subsidized prices), greater access to credit, and better 
extension services. Services grew by 6.6%, marginally better than a 
year earlier, as the trade, transport, and telecommunications subsectors 
continued to perform well.

Industry grew briskly by 8.2%—faster than April’s projection of 
7.5%—largely on the back of a very strong recovery in garment exports. 
Industries targeting the domestic market, as well as construction and 
housing activities, also contributed. 

Power shortages continued to crimp industrial activity, although 
additions to capacity appear to have lessened outages. Smaller enterprises, 
unable to afford backup power plants, are more affected by uncertain 
power supplies than larger firms. 

Inflation, year on year, rose rapidly through most of FY2011, settling 
at 10.2% in June 2011 (Figure 3.2.2). Average annual inflation was 8.8%, 
higher than ADO 2011’s projected 8.0%. Mounting global food and 
commodity prices as well as domestic demand pressures were the main 
reasons for the variance, abetted by a hike in administratively fixed fuel 
and power tariffs as well as depreciation of the taka from January 2011. 
Food inflation, 12.5% in June 2011, was the main factor in the rise in 
overall inflation; nonfood inflation was moderate at 5.7% in June 2011. 

3.2.1 GDP growth by sector
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This chapter was written by Mohammad Zahid Hossain, Shamsur Rahman, Md. Golam 
Mortaza, and Barun K. Dey of the Bangladesh Resident Mission, Dhaka.

3.2.2 Contributions to inflation
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The financing needs of the private and public sectors pushed 
total credit growth to 27.4% in FY2011, creating demand pressures. 
Money supply (M2) expanded by 21.3%, well above the annual target of 
Bangladesh Bank (the central bank) of 16.0%. Private credit grew by 25.8% 
(Figure 3.2.3), against the target of 16.5%, reflecting strong demand by 
industry for term loans as well as credits to agriculture and small and 
medium-sized companies. Net credit to government jumped by 34.9% 
in FY2011 to offset a sharp decline in budget financing from the sale of 
national savings certificates and a shortfall in external financing. 

To rein in credit growth, the central bank raised repo and reverse 
repo rates four times in FY2011 for a total of 225 basis points for each 
category. It also raised commercial banks’ cash-reserve requirement by 
50 basis points in December 2010. Yet these measures had little effect 
in controlling credit expansion: growth in commercial banks’ reserves 
remained accommodative. Banks’ average lending rate climbed only 
slightly during FY2011 and real average deposit rates stayed negative.

The fiscal stance was expansionary during the year, with the 
spending-to-GDP ratio rising to 16.5%, from 14.6% in FY2010. Revenue 
collection was buoyant at 12.1% of GDP, up from 10.9% in FY2010 
(Figure 3.2.4). Robust economic activity and better tax administration 
helped. Higher revenue and a shortfall in planned spending by the annual 
development program combined to limit the fiscal deficit to 4.4% of GDP, 
below the budget target of 5.0%.

Higher global oil prices, increased energy use, and the prevailing 
structure of fuel and electricity subsidies turned the consolidated 
income position of nonfinancial state-owned enterprises to a net loss of 
$974.6 million in FY2011 (about 1% of GDP), from a $401.4 million net 
profit a year earlier. Much steeper losses—of $1.0 billion at the Bangladesh 
Petroleum Corporation and $662.7 million at the Bangladesh Power 
Development Board (Figure 3.2.5)—more than fully accounted for the 
swing from overall profit to the large loss. 

To cut the corporation’s losses, the government raised prices of 
furnace oil (mainly used for power generation) by 14.3% in April 
2011 and of all petroleum products (including furnace oil) again by 
2.5%–5.0% in May. 

It lifted power tariffs for bulk and retail consumers by 11.0% and 5.0%, 
respectively, in February 2011, again raising the bulk tariff by 6.5% in early 
August. It also raised the price of compressed natural gas for vehicles by 
50% in May 2011. Yet despite these measures, the government will need to 
bring in further steep price hikes over the rest of FY2012 if it is to keep a 
lid on energy (fuel and electricity) subsidies. 

Export growth shot up to 41.7% in FY2011, from only 4.2% the 
previous year, reflecting a rebound in demand for garment exports 
(including knitwear at 46.3% and woven products at 40.2%), which 
account for nearly four-fifths of total exports (Figure 3.2.6). Higher 
export prices following the rise in costs of cotton, yarn, and accessories, 
inventory rebuilding among international buyers, and sales to new 
markets such as South Africa, Turkey, and various Latin American 
countries contributed to the unprecedented export gain. Other exports 
also sharply rebounded, benefiting from a rise in demand and the 
previous year’s low base. 

3.2.3 Growth of monetary indicators
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3.2.4 Government budget trends
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3.2.5 Profit and loss at selected state-
owned enterprises
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3.2.6 Growth in exports and components
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Escalating wages in other garment-exporting countries and much 
relaxed rules of origin under the Generalized System of Preferences by the 
European Union (from January 2011) are expected to continue boosting the 
country’s garment industry. Increased prices for power and the prospect of 
further upward adjustment, however, push up production costs. 

In step with the rebound in garment exports, which depend heavily 
on imported raw materials, imports climbed by a similar rate (41.8%, 
Figure 3.2.7). Foodgrains rose sharply, reflecting higher international 
prices and larger volumes, as the government sought to build stocks 
and enhance food security. Imports of intermediate goods and capital 
equipment also climbed sharply, reflecting the pickup in exports and 
domestic economic activity. Still, because the base for imports is much 
larger than that for exports, even with similar growth rates, the trade 
deficit widened to $7.3 billion, from the previous year’s $5.2 billion. 

Growth in workers’ remittances—a major source of foreign earnings—
had begun to weaken in FY2009. At about $11.7 billion in FY2011, they 
were up by only 6%, about one-half the previous year’s gain. Still, since 
February 2011, remittance growth appears to be strengthening, apparently 
reflecting a reversal of the falling trend in the numbers of workers leaving 
for jobs abroad. 

Given the large expansion in the trade deficit and the slowdown 
in remittance growth, the current account surplus fell sharply to only 
$995.0 million or 0.9% of GDP in FY2011, but still higher than the 
ADO 2011 estimate of 0.2% of GDP.

The combined capital and financial account is estimated to show a 
deficit of $984.0 million in FY2011, mainly owing to a decline in medium- 
and long-term loans. With these accounts weakening during the year, 
gross foreign exchange reserves of the central bank rose marginally over 
the financial year to $10.9 billion (Figure 3.2.8).

The nominal taka–dollar exchange rate remained stable in the first 
half of FY2011, but came under pressure in the second as import demand 
grew rapidly. The taka depreciated by 6.3% against the dollar in FY2011; 
the nominal effective rate fell by more than 13%, reflecting the dollar’s 
global weakening; and the real effective exchange rate depreciated by 8.1%. 

Between 5 December 2010 and end-February 2011, the Dhaka Stock 
Exchange general index slumped by 41.7%, thereafter making only a slight 
gain through end-June 2011, 31.4% below the December high and down 
0.6% during FY2011 (Figure 3.2.9). The authorities took several ad hoc 
steps to stabilize the market and are on guard with policies to prevent 
credit for wasteful, unproductive, and high-risk uses. 

Prospects
The forecast for FY2012 takes into account the central bank’s decision, 
as reflected in the Monetary Policy Statement of late July, to continue 
tightening monetary policy to lower inflation and restrain import 
demand. It also assumes that the government will keep subsidy spending 
under control by adjusting energy and fertilizer prices, and will achieve 
the budget’s revenue targets. It further assumes that the government will 
be able to mobilize the projected external financing and address capacity 
issues in line agencies to accelerate implementation of projects, especially 

3.2.8 Gross foreign exchange reserves
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3.2.7 Growth in imports and components
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3.2.9 Dhaka Stock Exchange indicators
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those linked to expanding power supply (Box 3.2.1). Finally, both the 
weather and political environment are taken to stay fair. 

GDP growth in FY2012 is projected to rise to 7.0% (Figure 3.2.10), 
above the ADO 2011 forecast of 6.7%. Strong export growth is seen, 
though volume growth will be lower than the previous year (as the 
cyclical rebound will no longer be felt). The expected expansion in 
domestic demand stems from growth-oriented economic policies, rising 
income, and a pickup in remittances. 

Industrial growth is seen edging up to 8.8% as exports perform 
well and smaller and agro-based industries, alongside housing and 
construction, expand. Government efforts to tackle power issues 
by commissioning new plants and buying power from independent 
producers is expected to mitigate power shortages and boost industrial 
production. 

Growth in agriculture is likely slow to 4.6% from 5.0% in FY2011, 
because of the high base in two successive years, but the expansion in the 
use of higher-quality seeds and better performance in livestock, poultry, 
and fisheries will support still-high growth. Services are expected to do 
well with 6.8% growth, in line with industry’s acceleration and reflecting a 
pickup in trade and transport activities and telecommunications services. 

Fiscal policy will stay expansionary with total spending set to grow by 
25.8%. Supported by a strong revenue effort, the budget deficit is projected 
at 5.0% of GDP, slightly wider than 4.4% in FY2011 (Figure 3.2.11). The 
deficit is planned to be financed by domestic borrowing (3.0% of GDP) 
and external sources (2.0% of GDP). Government policies aim to facilitate 
rapid growth in FY2012, but close coordination between monetary 
and fiscal policies will be needed to ensure macroeconomic stability—
controlling expansion of credit, both to contain inflation and balance-of-
payments pressures, while providing a steady flow of credit to the private 
sector. In this effort, the authorities will need to keep a close eye on 
budget finance from the bank system. 

The FY2012 budget assumes 24.4% growth in revenue (a 0.9 percentage 
points rise in the revenue-to-GDP ratio). Higher tax effort—an outcome 
of the tax authorities’ systematic efforts to expand coverage and 

3.2.10 GDP growth
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3.2.11 Deficit financing

-6

-4

-2

0

DomesticForeign

12111009082007

% of GDP

Forecast
Source: Asian Development Outlook database.

Click here for figure data

3.2.1 FY2012 budget measures: Investment and infrastructure

To shore up public investment, especially in physical 
infrastructure such as power and energy, transport and 
communications, and urban and rural infrastructure 
(consistent with the growth targets of the Sixth Five-Year 
Plan approved in June 2011), the FY2012 budget continues 
an expansionary stance, with public spending projected to 
rise by 25.8% from the previous year. 

The budget also has higher allocations for health, 
education, information technology, and social safety net 
programs. It allocates $335 million equivalent of fresh 
funds for public–private partnerships in infrastructure 
development, adding to the $773 million of unused 
resources allocated in the two previous years. To encourage 

such partnerships and to attract domestic and foreign 
investment, the budget earmarks supplementary allocations 
for technical support and viability-gap funding for projects 
that may not be commercially profitable but are important 
for economic development and public services. It also 
lifts the tax holiday period for physical infrastructure to 
10 years from the current 5–7 years.

For addressing power shortages, the government plans 
to generate an additional 7.8 gigawatts (GW) of electricity 
by 2013. In the public and private sectors, 29 power plants, 
with a capacity to produce 2.5 GW, are under construction. 
The bidding process for setting up another 31 power plants 
with 4.2 GW capacity is under way. 

3.2.1 Selected economic indicators (%)
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strengthen tax administration, including further automation of tax 
collection—is a crucial element in achieving the GDP growth target.

This Update maintains the ADO 2011 average inflation projection 
of 8.5% for FY2012, which is lower than 8.8% inflation in FY2011 
(Figure 3.2.12) but higher than the Monetary Policy Statement projection 
of 7.5%. To keep inflation within the rate projected in this Update, the 
central bank will need to bring down annual money and credit growth at 
least to 18.5% and 20.0%, respectively, as specified in that statement. 

The likely projected slight decline in global food and commodity 
prices in the baseline assumptions are expected to damp price pressures. 
The good boro harvest (of June 2011) and the government’s efforts in 
ensuring supply of essential commodities and open-market sales at 
subsidized prices will also hold down prices. The expected adjustments in 
domestic power and energy prices would, however, exert upward pressure.

The import bill is expected to rise by 20.0% in FY2012, reflecting the 
effects of the tighter monetary policy and the expected stability in prices 
of raw materials, including those related to export industries. The growth 
of export receipts is projected at 15.0%, close to the historical average. 

An uptick in remittances is expected, with more people leaving for 
work abroad. Several million Bangladeshis working out of country are 
a reliable source of remittances. The government’s engagement with 
recruiting countries appears to be yielding results. Remittances are 
expected to grow by 12.0% in FY2012, but, as in recent years, they will be 
unable to offset the expected trade, services, and income account deficits. 
The current account is expected to move to a modest deficit of 0.3% of 
GDP in FY2012, from a 0.9% surplus the previous year (Figure 3.2.13). 

Downside risks abound. The monetary policy stance may be 
compromised to meet the high growth target, or the attempted tightening 
may not control inflation or contain import demand. The expected 
revenue and external financing may not be mobilized as planned. Failure 
to boost power generation could hold back industrial expansion, and 
political instability could affect economic activity. Natural disasters 
remain a perennial risk. 

3.2.13 Current account balance
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3.2.12 Inflation
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