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EXECUTIVE SUMMARY

This report provides an in-depth analysis on the key trends in the financial system of Bangladesh and
broader macroeconomic landscape. Considering both global and domestic macroeconomic environments,
along with the performance of banks and other financial intermediaries, the report is aimed at informing
the stakeholders about the condition of the financial system stability of the country. It discusses potential
risks and vulnerabilities within the domestic macro-financial system, as well as resilience thereof to various
adverse events. The goal of the report is to enable stakeholders to adopt pre-emptive measures well before
any shock event materializes.

During 2023, the global economy remained broadly stable, registering a real GDP growth of 3.2 percent,
largely attributed to the tightening of monetary policy stance taken by central banks to counterbalance the
heightened inflation. The speedy disinflation spurred global growth by boosting employment and income
levels, complemented by heightened government expenditure and household consumption. Against this
backdrop, consumer perception and investor confidence in global market improved. In 2023, major stock
indices showed significant improvement, while the yields of 10-year government bonds in major economies
experienced some decline. Additionally, crude oil prices reversed their upward trajectory from 2022 and were
projected to decrease further in the near future. Furthermore, the growth outlook of major external trade
partners of Bangladesh and remittance source countries appeared to be promising, signaling optimism for
fostering sustainable growth in Bangladesh.

The GDP growth of Bangladesh stood at 5.78 percent in FY23, despite elevated inflationary pressures. The
12-month average inflation stood at 9.02 percent at the end of FY23, which was 2.87 percentage points higher
than that of the previous fiscal year. The domestic credit from the banking system surged by 15.25 percent
during FY23 compared to that of the preceding year. In the external sector front, Bangladesh exhibited a
moderate level of resilience during FY23. In comparison with FY22, export (FOB) and wage earners'
remittances increased by 6.27 percent and 2.8 percent respectively, while import (FOB) contracted by 15.76
percent. Eventually, deficit in current account balance (CAB) narrowed significantly in FY23. However, the
Bangladesh Taka (BDT) depreciated by 11.84 percent in FY23, rendering exports more appealing while
increasing the cost of imports. Furthermore, net FDI inflow experienced a decline of 6.98 percent in FY23;
still, highest FDI stock was emanated from the USA. The total external debt of Bangladesh stood at USD 98.1
billion at the end of FY23, out of which 16.3 percent was short-term external debt (STED). Pertinently, STED
of Bangladesh was equivalent to 51.4 percent of gross reserves, indicating the country’s high debt servicing
capacity.

After experiencing a slow asset growth in 2021 and 2022, a notable asset growth was observed in the
banking sector during the review period. With a moderate growth of 9.20 percent, total assets of the banking
sector reached BDT 23,983.97 billion in 2023. Total loans and advances, holding the highest share of banking
sector assets, grew by 9.75 percent, which was 3.70 percentage points lower than that of the preceding year.
Net profit after taxes of the banking sector increased marginally compared to that of 2022. The return on
equity (ROE) increased moderately while return on assets (ROA) decreased marginally compared to those of
the preceding year. Total deposits in the banking sector, excluding inter-bank deposits, stood at BDT 17,641.1
billion, registering a growth of 10.1 percent at end-December 2023.

The asset quality of the banking sector slightly declined. At end-December 2023, gross NPL ratio of the
banking sector reached 9.00 percent, up from 8.16 percent recorded in the previous year. The net NPL ratio
recorded minor increase and reached to 0.59 percent at end-December 2023. The Trade and Commerce sector
held 17.13 percent of total outstanding loan while NPL of this sector constituted 23.13 percent of total NPLs,
thereby raising apprehension of concentration risk for the overall banking sector.



The banking sector’s Capital to Risk-weighted Assets Ratio (CRAR) declined by 19 basis points while the
Tier-1 capital ratio increased by 5 basis points in 2023, and both the ratios remained well above the
respective regulatory requirements. The CRAR of the banking industry stood at 11.64 percent at end-
December 2023, slightly declining from 11.83 percent of the preceding year. Noteworthy that banking sector’s
CRAR remained above the minimum regulatory requirement of 10.0 percent, largely due to the improved
regulatory capital position of Foreign Commercial Banks (FCBs) amid decline in capital positions of State-
Owned Commercial Banks (SOCBs), Specialized Development Banks (SDBs), and Private Commercial
Banks (PCBs). In addition, the banking industry maintained a Capital Conservation Buffer (CCB) of 1.64
percent against the regulatory requirement of 2.50 percent in 2023. Moreover, the banking sector maintained a
leverage ratio of 4.67 percent, much higher than the minimum regulatory requirement of 3.25 percent, mainly
led by high leverage ratio of FCBs.

The liquidity situation in the banking industry remained broadly stable during 2023. The banking sector’s
Advance-to-Deposit Ratio (ADR) stayed below the admissible limit of 87 percent but showed steady upward
progress after second quarter of 2023 and increased to 80.4 percent at end-December 2023 from 79.0 percent
at end-December 2022. Call money rate showed a gradual declining trend up to August 2023 and thereafter
peaked at 8.8 percent in December 2023. The rising call money rate in the last four months of 2023 was
largely attributed to Bangladesh Bank's continued efforts of keeping tightened monetary policy stance on
board for curbing the inflationary pressure. Furthermore, the banking industry maintained liquidity coverage
ratio (LCR) and Net Stable Funding Ratio (NSFR) above the respective minimum regulatory requirements in
2023, except the PCBs (Islamic) cluster. Banking industry’s stock of high-quality liquid assets showed a
decline, primarily due to shrinkage in the stock of high-quality liquid assets of SOCBs and PCBs (Islamic)
clusters.

The Islamic banks in Bangladesh demonstrated a mixed trend in 2023. The Islamic banks posted a better
performance in terms of total deposit growth in 2023. However, the Islamic banks, on a cluster basis,
registered lower growth in total assets, investments (advances), and shareholders’ equity. Moreover,
comparatively higher growth in total investments than the total deposits of Islamic banks significantly
increased the Investment Deposit Ratio (IDR) of the cluster during the review year. In addition, the key
capital-related indicators, overall asset quality, and profitability of the Islamic banking cluster slightly
declined at end-December 2023. The Islamic banks were able to fulfill the regulatory requirement of NSFR;
however, the cluster could not maintain the required LCR.

In 2023, the intensizy of the banking sector’s risks associated with the Risk-weighted Assets
(RWA) decreased slightly compared to the same of the preceding year. RWA density ratio
demonstrated a marginal improvement during the review year. RWA associated with credit risk
showed relatively higher growth than the growth recorded in case of RWA originated from market
and operational risks. The aggregate lending exposure of all banks to the corporate sector was 54.82
percent. Among the categorized ones, retail and SMEs sector had the highest RWA density ratio
followed by corporate sector. Noteworthy that rated exposures as percentage of total exposure of the
banking industry decreased slightly in the review period. This created the necessity for banks to keep
more capital than the amount they maintained in the previous year. However, banking industry's
overall CRAR was above the minimum regulatory requirement.

Stress test results, as of end-December 2023, revealed that both banking and Fls sector would remain
moderately resilient to different shock scenarios. Among the prime risk factors, credit risk remained the most
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prominent in terms of its impact on the banks’ capital adequacy. Results of the test indicate that default of top
03 borrowers would likely to have the most adverse impact on the banking sector’s resilience in terms of
capital adequacy, followed by an increase in NPLs of 3.0 percent. For both shocks, the CRAR of the banking
sector would fall below the minimum regulatory requirement. However, the CRAR of the banking sector
would stand above the minimum requirement for all shock scenarios of market risk, except the case of interest
rate risk. In the event of combined shock, excluding default of top 03 borrowers and increase in NPLs of the
highest outstanding sector, the CRAR of the banking industry would decline to 6.84 percent from pre-shock
CRAR of 11.64 percent. On the other hand, the stress test results of the Fls sector revealed that 16 Fls out of
35 would remain resilient to specified shock scenarios at end-December 2023.

An increasing trend in the NPL ratio and the maintenance of extra loan loss provisions in 2023 largely
impeded the income generation of the FIs sector. In 2023, total assets of the Fls sector exhibited an increase
of 8.12 percent, mainly driven by an increase in investments and loans compared to that of the preceding year.
Although the share of borrowings and deposits increased, equity declined compared to that of the previous
year, which led to an increase FlIs’ liabilities to assets ratio. In the reporting year, the Capital Adequacy Ratio
(CAR) of the Fls sector, in line with Basel Il, experienced moderate decline compared to the position of the
preceding year. However, the industry maintained reasonable liquidity in the review year.

The yield of treasury securities as well as the volume of government borrowings through primary auction
increased notably in the review year. The primary issuance of short-term government T-bills increased by
67.74 percent in 2023 compared to the same of 2022 while the issuance of the long-term government T-bonds
rose by 10.94 percent during the period. However, mandatory devolvement of the treasury securities declined
marginally.

During 2023, the money market faced some liquidity strain, leading banks and Fls to avail considerable
liquidity support from Bangladesh Bank. In the review year, liquidity assistance to banks and Fls from
Bangladesh Bank increased by 111.15 percent compared to that of the previous year. The transactions volume
in interbank repo and interbank call money market declined by 6.13 percent and 9.06 percent respectively
compared to those of 2022 while the interest rate of those two markets remained considerably high.

The capital market demonstrated a mixed trend. The DSE index recorded a marginal increase while market
turnover displayed a notable decline in 2023. In particular, the year 2023 started with a DSE broad index
(DSEX) of 6,195.37 and market capitalization of BDT 7,602.65 billion, which ended up with 6,246.50 and
BDT 7,808.50 billion respectively at end-December 2023. High government borrowings and better yields
from alternative investments, among others, appeared to be two reasons behind the sluggishness of the capital
market. The role of the banking sector remains crucial in the DSE as it has a sizable fraction of total market
capitalization. Banks’ capital market exposures, based on both solo and consolidated basis, decreased slightly
in 2023 compared to the same of 2022 and remained well below the regulatory limit, indicating no major
stability threat that may emanate from the banking sector in the form of stock price shock.

Volume of financial transactions through digital platforms increased notably. BB introduced a local
currency card called “TakaPay” in November 2023 to reduce dependency on international card networks.
Additionally, Fls are allowed to conduct FI to FI, and bank to FI transactions through BD-RTGS System.
Compared to 2022, the amount and number of transactions through different types of digital platforms like
BEFTN, NPSB, ATMs, debit cards, and internet banking increased significantly in 2023. At end-December
2023, Mobile Financial Services (MFS) transactions experienced substantial growth compared to that of the
preceding year. The number and amount of agent banking transactions including deposit amount increased
significantly, whereas inward foreign remittance through agent banking decreased compared to that of the
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previous year. Being a regulator, BB intensifies its monitoring and supervision efforts to mitigate cyber risks
at both domestic and cross-border transaction levels and also instructs the banks and financial institutions to
take adequate precautionary measures.

Foreign exchange (FX) market of Bangladesh demonstrated a moderate level of resilience in 2023 with a
modest fluctuation in exchange rate. As of end-December 2023, total assets of the banking sector in FX
decreased whereas liabilities and contingent liabilities increased compared to those of the preceding year. As
Bangladesh Bank took various austerity measures for maintaining a reasonable level of foreign exchange
reserves, both L/C opening and L/C settlement recorded notable decline during the review period.
Consequently, trade deficit narrowed in 2023. However, wage earners’ remittances slightly increased during
the year. The real effective exchange rate (REER) and the nominal exchange rate (BDT against USD)
depreciated during the review year, which appeared to have contributed to the enhancement of the export
growth of the country. In 2023, BB purchased and sold a notable amount of USD in the domestic FX market
to keep the nominal exchange rate as well as the FX market stable. At end-December 2023, the gross reserve
position was USD 27.10 billion, deemed to be adequate to meet 5.1 months’ import payments on a
prospective basis. Noteworthy that the FX reserves, as per BPM6, was USD 21.87 billion at end-December
2023.

Insurance sector demonstrated a mixed trend in 2023. Life insurance companies held most of the assets and
contributed to major part of gross premiums in the insurance sector. Among the key indicators of life and
general insurance sectors, claims settlement ratio, investment to total assets ratio, and risk retention rate
improved while management expense ratio, and return on investment deteriorated in the review year.
Pertinently, due to its limited exposure to other sectors of the financial system, adverse shocks in the insurance
sector may not pose any significant threat to the stability of the entire financial system.

MFI sector in Bangladesh was reasonably stable during FY23. This sector recorded a moderate growth in
credit accompanied by a decline in NPL ratio as well as the amount of NPL during the review year. Though
NPL ratio of this sector was lower than that of the banking and Fls sectors, close monitoring and surveillance
are indispensable for keeping this sector sound and stable. Key profitability indicators of the MFI sector, ROA
and ROE, increased moderately, largely attributable to improvement in asset quality and recovery of non-
performing loans in FY23. Also, donation-to-equity ratio, i.e., dependency ratio, decreased in the last couple
of years, indicating a substantial improvement in self-sustainability of the sector.

In the review year, Bangladesh Bank took several decisive policy measures to enhance resilience of the
financial system. For example, BB introduced Prompt Corrective Action (PCA) Framework for banks,
market-based interest rate system for loan/investment, bancassurance guidelines for banks, guidelines to
establish digital banks in the review year. BB also continued facilitating priority sector lending to boost
domestic production.

Overall, Bangladesh economy demonstrated a moderate level of resilience with steady GDP growth amidst
global resurgence in 2023. The banking sector expanded moderately with a slight deterioration in asset quality
and capital adequacy. Both the banking and FI sectors exhibited moderate level of resilience in terms of
plausible stress scenarios. Financial markets remained moderately stable despite some sporadic liquidity stress
and sluggishness in the stock market.
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CHAPTER 1 : MACROECONOMIC DEVELOPMENTS

Amidst continued global challenges like supply chain disruptions and geopolitical tensions, the global
economy remained mostly resilient owing to faster disinflation and stable economic growth. The soft
landing of global economy has also been anticipated amid ongoing advancements in reducing inflationary
pressures as well as fostering of business and household financing at reduced costs. The financial markets
also reacted exuberantly in tandem with enhancing investors’ confidence over central bank initiatives in
transitioning away from the tighter monetary policy. However, divergence in disinflation process across
regions and concurrent geopolitical tensions might exacerbate the price instability and impede the global
growth prospect.

Despite facing elevated inflationary pressures, Bangladesh economy grew moderately supported mainly
by robust growth in the industry and services sectors. Government borrowing from the banking system
recorded a notable rise while private sector credit growth remained relatively subdued. The sustained low
credit-to-GDP gap suggests that there is no immediate threat to the financial system stability stemming
from credit flow to the private sector.

During FY23, the external sector of Bangladesh demonstrated moderate resilience albeit prevalence of a
number of global and domestic macroeconomic challenges. The deficit in the current account balance
narrowed significantly in FY23 mainly attributable to modest growth of export as well as wage earners’
remittance coupled with declining import payments. The local currency continued to demonstrate
depreciation in FY23, making exports more competitive and imports costlier. Moreover, net FDI inflows
decreased by 6.98 percent in FY23 while the USA retained the highest FDI stock in Bangladesh. The
external debt stock of Bangladesh increased to USD 98.1 billion at the end of FY23, although its growth
declined considerably compared to the previous fiscal year. However, the short-term external debt stood
at 16.3 percent of total external debt at the end of FY23 pertaining to 51.4 percent of gross foreign
exchange reserves, signifying Bangladesh’s stable debt servicing capacity.

1.1 GLOBAL MACRO-ECONOMIC ENVIRONMENT

In 2023, the global economy demonstrated resilience by maintaining steady growth in the face of
significant challenges, including supply chain disruptions, geopolitical tensions stemming from the
Russia-Ukraine war, and substantial inflationary pressure. The central banks’ tighter monetary policy
actions, aimed at counterbalancing the inflationary pressure, proved to be effective in bringing the
inflation within target. Global economic growth remained broadly stable in 2023 with growing
employment and income level along with higher government expenditure and household consumption.
The global financial markets also exhibited notable improvement during 2023. The major stock indices
improved markedly in the review year while the yield of 10-year government bonds of major economies
declined marginally. The price of crude oil declined from its peak of 2022 and remained moderately stable
during 2023. Overall, the global economy appeared to be on the right track in continuing the disinflation
process and achieving stable growth. Moreover, the growth outlook of major external trade partners and
remittance source countries of Bangladesh seems to be promising, indicating greater growth prospect for
Bangladesh economy in coming days.

1.1.1 GLOBAL GROWTH SCENARIO AND OUTLOOK

As reported by the IMF in their April 2024 World Economic Outlook (WEQ), the growth of global
economy remained stable in 2023 as inflation descended within target, thanks to the decisive monetary
policy initiatives by central banks across countries and upgraded monetary policy frameworks
implemented especially by the Emerging Market Economies (EMESs). Global economic growth was also
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supported by the steady growth in employment and income alongside expanded government spending and
household consumption. At the end of December 2023, the world GDP? stood at USD 104.79 trillion,
showing a slight increase from USD 100.66 trillion at end-December 2022. In comparison with 2022, the
share of advanced economies in world GDP increased by 0.79 percentage point and reached at 58.55
percent in 2023, whereas the share of emerging and developing Asian countries decreased by 0.81
percentage point and stood at 24.04 percent for the same period. The contribution of other countries in
world GDP exhibited no significant change, standing at 17.41 percent (Chart 1.1). The real GDP growth
of advanced economies declined by 1.0 percentage point in 2023 compared to 2022 and stood at 1.6
percent, which is projected to record minor increase in 2024 and 2025. However, the Emerging and
Developing Asia demonstrated a significant increase in real GDP growth during 2023 and projected to
grow steadily in the next two years. Overall, the real GDP of global economy experienced a steady growth
of 3.2 percent in 2023 which is projected to remain same in 2024 and 2025 (Chart 1.2).

CHART 1.1: GDP SHARE BY CATEGORIES OF ECONOMIES CHART 1.2: WORLD GDP GROWTH
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Source: IMF, World Economic Outlook, April 2024.

As the global economy has been poised to a soft landing amid steady growth outlook and declining
headline inflation, developing economies like Bangladesh could benefit from both supply-side and
demand-side implications. Despite some exceptions, the top import originating countries of Bangladesh
have bounced back their growth trajectory in 2023 and are projected to maintain stable growth in 2024 and
2025 (Chart 1.3). Economic recovery in those countries might help Bangladesh in reducing uncertainties
over imports and associated costs in coming days. However, the prolonged downturn in the Chinese real
estate sector and its subsequent effects on its economy might pose some ambivalence as Bangladesh is
mostly dependent on China for imports. The top export destination countries of Bangladesh except the
USA, experienced weakened economic condition during 2023 but their growth outlook for 2024 and 2025
seem to be stable and promising (Chart 1.4). The growth perspective of those export destination countries
could help Bangladesh in sustaining export growth and reducing balance in trade deficit. Furthermore, the
ongoing economic recovery of the USA would help Bangladesh in expanding its export opportunities
since the country is the top export destination of Bangladesh.

LAt the current price.
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CHART 1.3: GDP GROWTH OF TOP IMPORT ORIGINATING CHART 1.4: GDP GROWTH OF TOP EXPORT DESTINATION
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1.1.2 GLOBAL FINANCIAL MARKET ENVIRONMENT

Despite challenges, the global financial market remained broadly stable towards the economic recovery
worldwide with continued monetary and fiscal policy support. To contain the headline inflation within
target, global central banks responded with extensive interest rate increases, particularly in advanced
economies like the USA, the UK, and Russia. The major stock indices witnessed notable improvement in
2023, while the yield of 10-year government bonds of major economies experienced some downturn.
Moreover, the crude oil price reversed back from its increasing trend in 2022 and projected to decline
further in coming year. Overall, 2023 witnessed a multifaceted financial ecosystem poised for further
transformation and adaptation to emerging challenges and opportunities.
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1.1.2.1 INTERNATIONAL INTEREST RATE ENVIRONMENT

In 2023, a significant number of central banks implemented the most extensive and rapid interest rate
increases, responding decisively to tackle escalating inflationary pressures.

raised their policy interest rates by substantial

margins in 2023, with increases of 1.02 and 1.80 Elazl
percentage points respectively compared to 2022 I
(Chart 1.6). Amongst the emerging countries, Russia =~ Russia
increased their policy rate substantially by 8.50 China
percentage points whereas India followed suit by = ‘apan
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year, while Brazil and China reduced their policy
rates by 195 and 15 basis points respectively.

* End-December 2023  ® End-December 2022

Source: Bank for International Settlements.
1.1.2.2 DEVELOPMENT IN MAJOR FINANCIAL MARKETS

Equity prices made an uptick in the review year, largely driven by easing financial condition, rising asset
values and elevated capital flows to emerging countries. Major stock indices such as S&P 500, NASDAQ
Composite Index, Nikkei 225, FTSE 100, and Euro Stoxx 50 registered substantial increase in indices of
24.2, 43.4, 28.2, 3.8, and 19.2 percent respectively at the end of December 2023 compared to the same
period of 2022 (Chart 1.7).

CHART 1.7: MOVEMENT OF MAJOR GLOBAL STOCK MARKET INDICES
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In 2023, the yield of 10-year government bonds in major advanced and emerging market economies
experienced some downturn amid expected short-term interest rate cuts coupled with reductions in term
premiums. Albeit some fluctuations throughout the year, the yield of the United States 10-year
government bond remained unchanged at end-December 2023 compared to that of end-December 2022.
However, the bond yield of Germany, China and the United Kingdom decreased by 56, 27, and 13 basis
points, respectively during the period (Chart 1.8). The downturn in yield rates in major economies may
induce bondholders to sell the bond and those investors may be tempted to opt for alternative risky
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investments anticipating higher returns. Such investors would likely switch to other economies, including
developing ones in a bid to achieve higher yields.

CHART 1.8: YIELD OF 10-YEAR GOVERNMENT BONDS OF MAJOR ECONOMIES
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1.1.2.3 CRUDE OIL PRICES IN INTERNATIONAL MARKET

Petroleum, oil, and lubricants (POL) are major drivers of global energy composition and have significant
impact on the global economic dynamics. Moreover, fluctuations in oil prices play a significant role in
driving domestic inflation, as production and transportation costs are largely contingent on oil prices.
Chart 1.9 displays the global crude oil price movement in the last four years, which implies that the oil
price fell more quickly than anticipated from its peak in mid-2022. The decline in oil price was partially
attributable to increased production by non-OPEC countries, higher natural gas output, and elevated oil
exports by Russia in non-Western-allied countries. At the end of 2023, the crude oil price declined to USD
71.90 per barrel from USD 78.12 at the beginning of the year. However, the price experienced some
fluctuations throughout the year peaking at USD 89.43 per barrel on the first day of September 2023.
Although the oil prices exhibited an upward trend in the first quarter of 2024, as per IMF projection,
prices may decline by about 2.5 percent in 2024 in their April 2024 Outlook.

CHART 1.9: CRUDE OIL PRICE (WTI)*
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Source: Federal Reserve Economic Data. (https:/fred.stlouisfed.org/seriess/DCOILWTICO)
‘West Texas intermediate (WTI), also known as Texas light sweet, is a grade of crude oil used as a benchmark in oil pricing.
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1.2 DOMESTIC MACROECONOMIC DEVELOPMENT

The real GDP of Bangladesh demonstrated a growth rate of 5.78 percent in FY23. The industry and
services sectors largely supported the growth amid prevalence of elevated inflation throughout the year.
Government borrowing from the banking system increased notably during the period, whereas private
sector’s credit growth was relatively low. The persistent low credit-to-GDP gap suggests no possibility of
immediate threat to the stability of the financial system arising from domestic credit flow to the private
sector.

1.2.1 GDP GROWTH

The economy of Bangladesh experienced moderate growth in FY23?, supported by the robust expansion in
the industry and services sectors in spite of a number of challenges, such as inflationary pressure,
continuous depreciation of Bangladesh Taka (BDT) against the US Dollar, and decline in of foreign
exchange reserves. The Government and Bangladesh Bank took various decisive actions to bolster the
economy, which helped the country to record real GDP of BDT 32,104.33 billion and a growth rate of
5.78 percent in FY23. The industry, services, and agriculture sectors marked 8.37 percent, 5.37 percent,
and 3.37 percent growth rates respectively on an individual basis; share of these sectors in GDP® were
37.65 percent, 51.05 percent, and 11.30 percent respectively. Additionally, the economy recorded a Gross
Value Added (GVA) amounting BDT 31,035.19 billion with a growth rate of 6.25 percent in FY23. The
industry and services sectors contributed approximately 3.09 percentage points and 2.77 percentage points
to the GVA growth rate respectively, while the agriculture sector made a modest contribution of 0.39
percentage point (Chart 1.10). Among selected Asian economies, Bangladesh recorded the second highest
GDP growth in 2023 (Chart 1.11).

CHART 1.10: GROSS VALUE ADDED (GVA) OF BANGLADESH CHART 1.11: REAL GDP GROWTH OF SELECTED ASIAN
ECONOMIES
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1.2.2 INFLATION

Likewise the last year, Bangladesh economy continued to experience rising inflationary pressure during
FY23. The 12-month average general CPI inflation (Base: FY2021-22 = 100) reached to 9.02 percent at
end of FY23 while food and non-food inflation stood at 8.71 and 9.39 percent respectively; 2.87, 2.66 and
3.08 percentage points higher than the corresponding figures of end-FY22 with base year FY2005-06. At

2FY Stands for Fiscal Year spanning from July to next June.

SAs per BBS data retrieved on 22 April 2024 from https://bbs.portal.gov.bd/sites/default/files/files/bbs.portal.gov.bd/
page/057b0f3b_a9e8 4fde b3a6 6daec3853586/GDP_2022-23 Final.pdf
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the end of Q2FY24, the 12-month average general, food, and non-food inflation was 9.48 percent, 10.08
percent and 9.05 percent respectively with base year FY2021-22 (Chart 1.12).

The point-to-point CPI inflation for general, food and non-food items (Base: FY2021-22 = 100) rose to
9.74 percent, 9.73 percent and 9.60 percent respectively whereas the corresponding figures were 7.56
percent, 8.37 percent and 6.33 percent at the end of FY22 (Base: FY2005-06 = 100). At the end of
Q2FY 24, the point-to-point general, food and non-food inflation stood at 9.41, 9.58 and 8.52 percent with
base year FY2021-22 (Chart 1.13).

CHART 1.12: 12-MONTH AVERAGE CPI INFLATION CHART 1.13: END-QUARTER POINT-TO-POINT INFLATION AND ITS
COMPONENTS.
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1.2.3 DOMESTIC CREDIT FROM THE BANKING SYSTEM

At the end of FY23, domestic credit by the banking system surged to BDT 19,267.69 billion, marking a
notable increase of 15.25 percent from that of FY22. Amongst the total credit, private sector credit
expanded by 10.58 percent, reaching BDT 14,942.55 billion, while public sector credit® soared by 34.94
percent and reached to BDT 4,325.15 billion. Moreover, the ratio of the private sector credit to the public
sector credit declined to 3.45 at the end of FY23 (Chart 1.14).

CHART 1.14: DOMESTIC CREDIT FROM BANKING SYSTEM-COMPONENTS’ SHARE AND GROWTH
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However, the ratio increased to 3.92 at the end of Q2FY24. The declining private sector credit growth
compared to public sector credit growth may have a contractionary impact on domestic private
investment.

1.2.4 CREDIT-TO-GDP GAP

The credit-to-GDP gap, assessed using the Hodrick-Prescott Filter method as per the Basel Committee on
Banking Supervision (BCBS) guidelines, suggests no significant excessive credit expansion within
Bangladesh during FY1980 to 2022. Throughout most of this period, the credit-to-GDP gap remained
relatively subdued. In 2016, it turned negative and reached to -2.04, which continued to remain negative
until 2022, reaching -6.47. Despite these fluctuations, the consistently low credit-to-GDP gap indicates
that there is no apparent threat to the stability of the financial system stemming from the flow of domestic
credit to the private sector (Chart 1.15).

CHART 1.15: CREDIT-TO-GDP RATIO-ITS TREND AND THE GAP
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1.3 EXTERNAL SECTOR DEVELOPMENTS

Considering the growing global interconnectedness, the external sector of Bangladesh has become an
important driver of sustained economic growth and overall development of the country. The external
sector of Bangladesh remained moderately resilient during FY23. The deficit in current account balance
(CAB) narrowed significantly, mainly attributable to modest growth of export as well as wage earners’
remittances coupled with a decrease in import payments. However, the local currency (BDT) continued
depreciation against the USD in FY23 amid widened demand-supply gap in the foreign exchange market.
Inflow of foreign direct investment (FDI) appeared to remain stalled amid concerns over geopolitical
tensions and depreciation of local currency. External debt stock increased gradually with dominance of
long-term public sector debt inflows while short-term external debt declined notably.
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1.3.1 EXPORT AND IMPORT
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17.2 billion in FY23, it remained lower than
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that of the previous fiscal year (USD 33.3 Sources: Statistics Department,BB and Export Promotion Bureau as
billion in FY22). cited in BB Quarterly.

Amid modest export growth and declining imports, exports as percent of import increased in FY23
compared to that of the previous fiscal year. The ratio stood at 75.3 percent in FY23 which was 59.7
percent in FY22. The decline in imports could partly be attributed to BB’s policy initiatives to discourage
the import of luxury goods and increase vigilance over external trade. It is noteworthy that, total exports
(FOB) and total imports (FOB) during the first half of FY24 were USD 25.99 billion and USD 30.58
billion respectively.

The commaodity-wise exports, demonstrated in Chart 1.17, exhibit that the knitwear continued to dominate
the total exports followed by the woven garments in the last three consecutive fiscal years. During FY23,
knitwear and woven garments captured 49.17 percent and 40.61 percent of total exports respectively
whereas other items accounted for only 10.22 percent of total exports. In comparison with FY22, the
exports of knitwear and woven garments grew by 10.87 percent and 9.56 percent respectively while
exports pertaining to ‘others’ category declined by 19.35 percent.

The region-wise exports growth of readymade garments (RMG) demonstrates that RMG exports to the
European Union (EU) grew by 9.68 percent during FY23 while the same to the USA declined by 5.50
percent (Chart 1.18). The exports of RMG to the countries other than the EU and the USA continued to
grow faster and recorded 33.65 percent growth in FY23.

CHART 1.17: COMMODITY-WISE EXPORTS OF BANGLADESH CHART 1.18: REGION-WISE EXPORTS GROWTH OF RMG
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Source: Export Promotion Bureau, Bangladesh as cited in BB Quarterly (for both charts).
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During FY23, imports® in Bangladesh dominated by industrial raw materials imports followed by the
imports of other items, petroleum and petroleum products, and consumer goods. The imports of industrial
raw materials captured 35.26 percent of total imports. However, the commaodity-wise imports trend exhibit
(Chart 1.19) that imports of each category declined in FY23 except petroleum and petroleum products.
During FY23, imports of petroleum and petroleum products increased by 15.92 percent, while imports of
industrial raw materials, capital machinery, and other items declined by 13.94 percent, 36.65 percent, and
4.95 percent respectively. Imports of consumer and intermediate goods also demonstrated a downturn by
11.35 percent and 23.68 percent respectively compared to those of the previous fiscal year.

CHART 1.19: CATEGORY-WISE IMPORTS TREND OF BANGLADESH
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Sources: Foreign Exchange Operation Department, BB as cited in BB Quarterly.

Chart 1.20 presents the trade balance’ of Bangladesh with major trading partners in FY23. It depicts that
Bangladesh had a sizeable trade deficit with China and India largely due to substantial imports from these
two countries. Higher concentration on some specific countries for imports implies their strategic
importance in the external sector of Bangladesh. The major countries with which Bangladesh had a trade
surplus were the USA and Germany, underpinned mainly by RMG exports. Given any reduction in
preferential treatment or elimination of trade term facilities due to graduating from an LDC to a
developing economy, Bangladesh may have to face new challenges especially in terms of exports.

CHART 1.20: TRADE BALANCE WITH MAJOR TRADING PARTNERS OF BANGLADESH
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®Imports refer to import settlement.
"Trade Balance = Exports (FOB) - Import Payments.
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1.3.2 REMITTANCE

The wage earners’ remittance plays a dominant role in stabilizing the external sector balance of
Bangladesh as it contributes substantially to offsetting trade deficit. After a dip down during FY22,
remittance inflows increased by 2.8 percent in FY23 compared to that of the previous fiscal year and
reached USD 21.61 billion. Moreover, in FY24*, total inflow of remittance was USD 10.80 billion
(Chart 1.21). Importantly, the share of the trade deficit covered by remittances surged significantly,
reaching 125.92 percent in FY23 compared to 63.25 percent for the same during FY22. It is worth
mentioning that, curbing imports with BB’s recent policy initiatives as well as encouraging remittance
inflow through legitimate channels helped recovering this scenario in FY23.

CHART 1.21: WAGE EARNERS’ REMITTANCE INFLOW CHART 1.22: REGION-WISE REMITTANCE
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Source: Statistics Department,BB as cited in BB Quarterly (for both charts).

The Gulf Cooperation Council (GCC) countries continued to contribute the lion's share (51.5 percent in
FY23) of remittance inflows in Bangladesh. The USA remained the second highest source of remittance
with 16.3 percent of total inflows in FY23. Chart 1.22 demonstrates the region-wise remittance inflow in
different fiscal years. During FY23, the remittance inflows from the GCC countries remained unchanged
when compared with that of the previous fiscal year (posting a meager growth of 0.11 percent), whereas
the same increased notably in the case of the EU and Asia Pacific region (16.2 percent and 9.9 percent
growth respectively). The remittance from other countries also experienced positive growth in FY23.

1.3.3 EXCHANGE RATE MOVEMENT

In FY23, the movement of global currencies witnessed a diverse behavior as some notable currencies
continued to depreciate against the US dollar while some currencies rebounded and become stronger.
Bangladesh Taka (BDT) recorded notable depreciation (11.84 percent in FY23), making exports more
attractive and imports costlier. Chart 1.23 represents the change in the nominal exchange rate to selected
currencies against USD in FY23. The depreciation of the currencies of import partner countries like
China, India and Japan might help Bangladesh in reducing import cost to some extent. Moreover,
appreciation of Euro and UK Pound Sterling, the two major export destination countries of Bangladesh,
might make exports to those countries more appealing.
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CHART 1.23: NOMINAL CHANGE IN SELECTED CURRENCIES AGAINST USD IN FY23
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1.3.4 CURRENT ACCOUNT BALANCE
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balance.

However, it might remain a crucial challenge for the overall balance of payments (BOP) and the external
sector of Bangladesh to sustain this trend of improvement throughout the fiscal year.

1.3.5 CAPITAL FLOW MOVEMENT

Capital investment from other countries plays a crucial role in developing economies like Bangladesh in
filling up the capital gap needed for improving the productivity. Among other components, foreign direct
investment (FDI) and external loans make up the major part of capital inflows in Bangladesh.

1.3.5.1 FOREIGN DIRECT INVESTMENT

The net foreign direct investment (FDI) inflows to Bangladesh stood at USD 3.20 billion in FY23,
registering a decline of 6.98 percent from that of the preceding year. Chart 1.25 demonstrates the trend of
net FDI inflows in recent years. It is observed that the net FDI inflows declined considerably in FY20,
thereafter rebounded in FY21 and FY22, and fell somewhat again in FY23. The net FDI inflows in the
first half of FY24 was USD 0.67 billion, indicating sluggish inflows in the current fiscal year. Based on
the country-wise distribution of FDI stock, the USA continued to possess the highest FDI stock in
Bangladesh followed by the UK and Singapore (Chart 1.26).
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CHART 1.25: NET FDI INFLOW CHART 1.26: MAJOR COUNTRY-WISE FDI STOCK IN 2023**
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1.3.5.2 EXTERNAL DEBT

Amid growing investment demand, the external debt stock of Bangladesh has continued to rise in recent
years. The total external debt of Bangladesh stood at USD 98.1 billion at the end of FY23 which increased
considerably to USD 100.6 billion at end-December 2023. However, the growth of external debt declined
notably in FY23 and stood at 2.7 percent as opposed to 17.0 percent in the previous fiscal year
(Chart 1.27). Importantly, the short-term external debt declined by 22.3 percent in FY23 while the long-
term external debt increased by 9.8 percent, indicating that the country seems to be more focused on the
long-term external debt. The short-term external debt continued to decline at end-December 2023
(first half of FY24), which is a good sign from financial stability point of view.

CHART 1.27: TERM-WISE EXTERNAL DEBT STOCK CHART 1.28: SECTOR-WISE EXTERNAL DEBT OF BANGLADESH
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Source: NSDP, BB Economic Data (for both charts).

In the case of sector-wise decomposition of external debt, it is observed that the private sector external
debt declined by 14.2 percent in FY23 and stood at USD 22.3 billion. In contrast, the public sector
external debt continued the upward trend and increased by 9.2 percent in FY23, reaching USD 75.9
billion. Likewise FY23, the private sector external debt continued to decline in the first half of FY24 while
public sector external debt continued its rising trend (Chart 1.28). The decline in private sector external
debt could partly be attributed to the volatility in the foreign exchange market in recent periods.
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The gross inflow of external debt, comprised of public sector external debt and private sector external
debt, was USD 2.65 billion in FY23 compared to USD 13.84 billion in FY22 (Table 1.1). It is noteworthy

that, gross inflow of private sector external debt was negative (USD -3.69 billion) in FY23. However, the
gross inflow of public sector external debt was USD 6.35 billion in FY23.

TABLE 1.1: YEAR-WISE GROSS INFLOW OF EXTERNAL DEBT
(Amount in Billion USD)

Public Sector External Debt

Short-term 0.21 -0.79 0.91 0.65 -0.52 0.06
Long-term 6.17 6.93 7.42 5.95 6.86 3.78
Sub-total 6.38 6.14 8.33 6.60 6.34 3.84
Private Sector External Debt

Short-term -1.21 -0.49 3.20 5.93 -4.10 -1.86
Long-term 1.44 0.27 1.53 1.31 0.41 0.55
Sub-total 0.23 -0.22 4.73 7.24 -3.69 -1.31

Total Inflow of External Debt 6.61 5.92 13.06 13.84 2.65 2.53

Note: *FY24 indicates data upto first half of FY24.
Source: NSDP, BB Economic Data.

The economic growth of Bangladesh has been significantly aided by its external debt, which helps to
finance the nation's growing need for investments especially for infrastructural projects. However, rising
external debt may entail some risks of surging cost of funds due to adverse movement in the exchange rate
and deterioration in the country's credit rating, especially when the bulk of the debt servicing will be
warranted on the accumulated debt. Therefore, prudent and productive use of external debt must be
ensured for minimizing the risk from the external sector front.

1.4 MAPPING FINANCIAL STABILITY

The financial stability map shows that the domestic economy, non-financial corporations, fiscal condition,
financial market condition, and funding and liquidity components weakened notably while the condition of
households, and capital and profitability component declined slightly in 2023 compared to the position of
2022. On the other hand, external economy component showed notable improvement from risk
perspective.

®Reserves indicate gross foreign exchange reserves.
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As financial stability can be influenced through a range of channels, mapping the state of the components
of financial stability is critical. This is also important because each financial crisis has had a unique impact
on financial system stability, necessitating the development of a wide-ranging framework to address all
potential stability threats. In this context, the stability map for 2023 is presented to analyze potential
stability threats to Bangladesh's macro-financial system using 08 (eight) broad components®: external
economy, domestic economy, households, non-financial corporations, fiscal condition, financial market
condition, capital and profitability, and funding and liquidity (Chart 1.29).

CHART 1.30: FINANCIAL STABILITY MAP (2022 AND 2023)

External Economy

Fiscal Condition

Source: Various publications of BB, IMF and WB; Compilation: FSD, BB.

Chart 1.30 depicts the comparative financial stability condition of Bangladesh's macro-financial system in
2023 and 2022 using a stability map®® which has been developed by following the global best practices
considering the features of Bangladesh’s financial system. The stability map depicts notable outward shift
in the risk scale across various components, including the domestic economy, non-financial corporations,
fiscal condition, financial market condition, and funding and liquidity. Among them, the condition of
households and non-financial corporations component shifted in a little riskier direction in 2023.
Compared to 2022, the stability situation in the external economy component improved slightly. Despite
risks associated with foreign exchange reserves and higher SOFR rates, the external economy component
appeared to be less risky in 2023. In contrast, a notable deterioration in the domestic economy component
was observed, owing partially to increased inflation despite the positive output gap. In 2023, the
households component became slightly riskier due to deteriorated quality of credit portfolio to households.

°i) External economy component consists of 7 sub-indicators: real GDP growth of major trading partners, average inflation of top 6 countries from
which Bangladesh imports, average unemployment rate in countries from which Bangladesh receives highest inward wage earners’ remittances,
international crude-oil price, 180 days Average SOFR rate at month end, current account deficit to GDP ratio, and reserve adequacy in months;
(ii) Domestic economy component uses 4 sub-indicators, namely output gap, external debt to GDP, currency fluctuations, and consumer price
index; (iii) Household component consists of 3 sub-indicators, namely, household debt to GDP, credit portfolio quality in household sector, and
inward remittance to GDP ratio; (iv) Non-financial corporations component covers 4 sub-indicators: NFC credit to GDP, NFC loans as proportion
of banking sector loans, indebtedness of large NFCs, and credit portfolio quality of large NFCs; (v) Fiscal condition component uses 4 sub-
indicators: Public debt to GDP, government budget deficit to GDP, sovereign risk premium, and tax revenue to GDP; (vi) Financial market
consists of banking sector, financial institutions, and capital market. Eight (08) different sub-indicators have been used to assess this component:
asset concentration of D-SIBs, Gross NPL ratio in banks, RWA density ratio, banking sector resilience map score, deposit covered by DITF, asset
quality of Fls, P/E ratio in DSE, and DSEX value; (vii) Capital and profitability component uses 4 indicators: CRAR, Tier | capital to RWA, NIM
and ROA,; and (viii) Funding and liquidity component uses 3 sub-indicators: ADR, LCR, and NSFR.

91t had been constructed using 8 components and 37 underlying indicators. Standardized scores for those indicators have been calculated using a
formula: [Standardized Score = (x;-min)/(max-min)] where maximum and minimum values are incorporated using time series data, and in some
cases, by assigning appropriate threshold values. Threshold values are selected using judgment, economic logic and experience of other countries.
The component scores are calculated using weighted average of the indicators and component scores are plotted in the map (in a scale
of 0 to 1). The components closer to the origin have values close to zero indicating lower risk while components further from the origin
indicates higher risk and have value closer to one.
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The non-financial corporations component appeared to be comparatively riskier in 2023 for financial
stability, attributable to increased leverage of the NFCs and deteriorated quality of credit portfolio to Top
50 NFCs. The fiscal condition appeared to be riskier, partly due to a decline in the tax revenue to GDP
ratio, an increase in public debt to GDP, and high sovereign risk premiums, despite a reduced budget
deficit to GDP ratio. Financial market condition showed a modest level of risk with declined asset quality
in both the banking and financial institution (FI) sectors, and seemingly negative investor sentiment about
the capital market. Capital and profitability component displayed minor downward changes in terms of the
risk dimension in 2023. The funding and liquidity component exhibited notable deterioration in 2023. The
detailed component-wise analysis is explained below, while the scores are summarized in the Appendix.

External economy component: In 2023, the external economy component experienced some easing as
the global economy exhibited resilient growth and faster disinflation pointing towards favorable supply
developments like fading of earlier energy price shocks, rebound in labor supply supported by strong
immigration flows in many advanced economies. Besides, decisive monetary policy actions and improved
monetary policy frameworks in emerging market economies have helped anchor inflation expectations
despite geopolitical tension in some regions. Moreover, the improved current account balance had an
easing effect on this component, owing to necessary policy support from Bangladesh Bank, such as
market-based exchange rate determination, BB’s net sale of forex to meet excess demand, and enhanced
import monitoring. On the contrary, external economy component experienced risks surfaced from higher
Secured Overnight Financing Rate (SOFR) and gradual depreciation of local currency against the US
dollar, which together pushed consumer prices higher by making imports costlier and weighing on
domestic inflation, and reduced wage earners' remittances from top remittance-source countries leading to
pressure on Bangladesh's foreign exchange reserve adequacy. These factors collectively contributed to the
lower risks observed in the external economy component for 2023.

Domestic economy component: In 2023, despite a positive output gap, the domestic economy faced
somewhat elevated risks as inflation rose considerably which could partly be attributable to rising import
costs and depreciation of local currency against US dollar. Public sector external debt rose notably
compared to private sector debt while the exchange rate remained volatile. The economy struggled to
reconcile distorted dynamics, posing significant risks. Stabilizing the exchange rate, curbing inflation, and
maximizing domestic production are vital to mitigate these risks.

Households Component: In 2023, the household sector exhibited higher credit risk compared to the
previous year, as evidenced from a rise in non-performing loans (NPLs) within the household sector.
Despite a reduction in household credit to GDP and positive growth in household remittances, persistently
high inflation may have strained households' debt repayment capabilities, leading to deterioration in the
household credit portfolio. In summary, these trends shifted the risk scale of household component
towards minutely riskier toward outer periphery in 2023.

Non-financial corporations component: In 2023, the risk to the financial system from this component
escalated significantly due to a substantial increase in non-performing loans (NPLs) among the top 50
NFCs, and elevated leverage ratio of NFCs despite a drop in NFCs’ credit to GDP ratio and top 50 NFCs
loan shares to banking sector loans. Overall, the risk stemming from this component increased during
2023.

Fiscal condition component: In 2023, despite various fiscal measures taken by the Government to reduce
the budget deficit to GDP ratio, the fiscal condition remained somewhat stressed due to a drop in tax
revenue to GDP ratio, accompanied by a rise in public debt to GDP ratio and higher sovereign risk
premiums that made external borrowing costlier, adding pressure to deficit management. Taking all these
factors into account, the overall risk from the fiscal condition component slightly deteriorated in the
review year.
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Financial market component: In 2023, financial market condition demonstrated elevated risks. Both the
banking and financial institution (FI) sectors experienced a decline in asset quality. The capital market,
represented by the DSE index, remained mostly bearish as it experienced a decline. The banking sector
seemed to be less resilient to sensitivity shocks like increase in NPL by 3 percent and default of top 3
large borrowers compared to the preceding year. These factors collectively contributed to the outward
shift of risk scale for the financial market component in 2023.

Capital and profitability component: In 2023, net interest margin (NIM) and Tier-1 capital ratio of the
banking sector demonstrated slight improvements compared to 2022. Conversely, banks saw a modest
decline in their capital to risk-weighted assets ratio (CRAR) and return on assets (ROA) due to a rise in
non-performing loans (NPLs). This led to notable downward shifts in both capital and profitability
indicators, reflecting increased risk in 2023.

Funding and liquidity component: In 2023, the liquidity scenario of the banking sector experienced a
notable tapering compared to that in 2022. This was demonstrated by the increase in the advance to
deposit ratio (ADR), the continued drop in the liquidity coverage ratio (LCR), and the decline in the net
stable funding ratio (NSFR). These adjustments reflect a significant outward movement in the risk scale of
the funding and liquidity components indicating minor liquidity stress.

In a nutshell, the financial stability map indicates that the overall macro-financial condition of Bangladesh
weakened somewhat in 2023. There had been a notable outward shift in the risk scale due to weaker
performance of several components such as the domestic economy, funding and liquidity components,
fiscal condition and financial market condition while slightly riskier shifts were observed in the
households and non-financial corporations components. This signifies increased risks and challenges in
these areas compared to the previous year, reflecting some deterioration in overall financial stability.
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CHAPTER 2 : BANKING SECTOR’S PERFORMANCE

The banking sector of Bangladesh remained broadly stable in 2023. Aggregate assets of the sector
recorded modest asset growth. The deposit growth was higher than that of the preceding year and
appeared to be well supportive of meeting the increasing demand for loans and advances. However, the
sector’s asset quality slightly decreased during the review year. In 2023, the banking sector was able to
maintain the minimum regulatory requirements of Capital to Risk-weighted Assets Ratio (CRAR), Tier-1
capital ratio, and leverage ratio. The sector’s CRAR declined by 19 basis points while Tier-1 capital ratio
increased by 5 basis points. CRAR remained above the minimum regulatory requirement, largely due to
improved regulatory capital positions of Foreign Commercial Banks. Also, the banking sector maintained
leverage ratio above the minimum regulatory requirement, attributable to higher leverage ratio
maintained by FCBs. In 2023, the industry's liquidity remained above the minimum regulatory
requirement, albeit a decline in the Liquidity Coverage Ratio (LCR) of Islamic Shari’ah-based PCBs and
shrinkage in high-quality liquid assets of SOCBs and Islamic Shari’ah-based PCBs.

2.1 FINANCIAL SYSTEM OF BANGLADESH

The financial system of Bangladesh is categorized into three broad different sectors based on the degree of
regulation and organizational settings. These are the formal sector, semi-formal sector, and informal
sector. The banking industry dominates the formal sector, which also includes Non-Bank Financial
Institutions (NBFIs), capital market intermediaries, insurance companies, and Micro-Finance Institutions
(MFIs), each of which is regulated by separate authorities. The semi-formal sector is comprised of a few
specialized financial institutions, e.g., Bangladesh House Building Finance Corporation (BHBFC),
Bangladesh Samabaya Bank Limited (BSBL), Investment Corporation of Bangladesh (ICB), Palli Karma-
Sahayak Foundation (PKSF), Grameen Bank, Non-Governmental Organizations (NGOs), different co-
operatives and credit unions. These institutions are regulated by different ministries or organizations of the
government under certain Acts or legal frameworks. Furthermore, Authorized Dealers (ADs), Mobile
Financial Services (MFS) Providers, and Payment Service Providers (PSPs) perform designated roles in
financial market development under the regulation and supervision of Bangladesh Bank. The informal
sector refers mainly to the private intermediaries that remained mostly unregulated.

Bangladesh Bank (BB), being the regulatory authority of the money market, foreign exchange market, and
payment and settlement systems of the country, regulates and monitors the activities of all the scheduled
banks, Non-Bank Financial Institutions (NBFIs), and payment and settlement systems of the country. At
present, there are 6 State-Owned Commercial Banks (SOCBs), 3 Specialized Development Banks (SDBs),
43 domestic Private Commercial Banks (PCBs) including 33 conventional and 10 Islamic Shari’ah-based
banks, 9 Foreign Commercial Banks (FCBs), and 35 Non-Bank Financial Institutions (NBFIs) operating
in Bangladesh. The capital market, comprising of two stock exchanges namely the Dhaka Stock Exchange
(DSE) and the Chittagong Stock Exchange (CSE), is regulated and supervised by Bangladesh Securities
and Exchange Commission (BSEC). Currently, 67 merchant banks, 444 brokers, 421 dealers, 25 custodian
banks, 8 credit rating agencies, 29 fund managers, 65 asset management companies and 269 trustees are
operating in the capital market. Insurance companies and Micro-Finance Institutions (MFIs) are regulated
and supervised by the Insurance Development and Regulatory Authority (IDRA) and the Microcredit
Regulatory Authority (MRA) respectively. At present, 81 insurance companies and 727 registered MFIs
are functioning in Bangladesh. The Department of Co-operatives under the Ministry of Local
Government, Rural Development and Co-operatives regulates the co-operatives and credit unions. In
addition, the Ministry of Finance regulates Bangladesh House Building Finance Corporation (BHBFC)

23| Financial Stability Report 2023



and Investment Corporation of Bangladesh (ICB). Table 2.1 exhibits the financial system structure of
Bangladesh.

TABLE 2.1: FINANCIAL SYSTEM STRUCTURE OF BANGLADESH

Merchant banks (67)

Brokers (444)
Dealers (421)
DSE Custodian banks (25)
Capital Market CSE Credit rating agencies (8) BSEC
CDBL Fund managers (29)

Asset Management
companies (65)

Trustees (269)
Life Government Owned (2)
Insurance Market Non-Life Others (79) IDRA
Micro Credit Market | MFIs MFIs (727) MRA

Semi-formal
Sector

BHBFC, BSBL, ICB, PKSF, Grameen Bank, NGOs, co-operatives and credit
unions, discrete government programs, etc.

Informal Sector

2.2 ASSET STRUCTURE OF THE BANKING SECTOR

In 2023, the banking sector exhibited faster growth in asset size after recording slower growth in the
year 2022.

In 2023, total assets of the banking sector demonstrated notably higher growth than that of 2022
(Chart 2.1). With a moderate growth of 9.20 percent compared to 2022, the total assets size of the banking
industry reached to BDT 23,983.97 billion in 2023.

In the review year, amongst the four banking clusters, SDBs posted the highest asset growth of 16.29
percent while SOCBs, PCBs and FCBs registered asset growth of 9.30 percent, 9.10 percent, and 7.40
percent respectively compared to 2022. The asset growth of SDBs and SOCBs increased by 8.63 and 8.38
percentage points respectively. On the other hand, the FCBs and PCBs exhibited a slower asset growth in
the reporting year compared to that of the preceding year (Chart 2.2).
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CHART 2.1: TOTAL ASSET GROWTH: ANNUAL BASIS CHART 2.2: ASSET GROWTH OF BANKING CLUSTERS
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Source: DOS, BB; Compilation: FSD, BB.

In 2023, total loans and advances, captured the highest share in the banking sector assets, followed by
total investment. Total loans and advances constituted 68.76 percent share, whereas total investment
grabbed 15.78 percent of total assets, as shown in Chart 2.3. These shares were 68.42 percent and 15.65
percent respectively in 2022,

Although the growth of total loans and advances slowed down, the growth of investment in government
and other securities elevated in 2023 (Chart 2.4). Investment in government securities and other securities
experienced a growth rate of 11.26 and 8.32 percent respectively compared to the same of the preceding
year. It is noteworthy that the growth of total loans and advances was 9.75 percent in 2023, as opposed to
13.45 percent in the preceding year.

CHART 2.4: YEAR-WISE GROWTH OF LOANS AND ADVANCES
CHART 2.3: YEAR-WISE BANKING SECTOR ASSET STRUCTURE AND INVESTMENT IN SECURITIES
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Note: Other Assets includes Fixed Assets and Non-banking Assets.
Source: DOS, BB; compilation: FSD, BB.

In 2023, major earning assets of SOCBs, FCBs and SDBs as a percentage of aggregate earnings assets of
the banking industry demonstrated a marginal upturn while that of PCBs showed a marginal decline
compared to their respective positions in 2022 (Chart 2.5). PCBs held the maximum portion of earning
assets (69.35 percent) while SOCBs had the second highest market share of the earning assets
(23.17 percent). The share of loans and advances in total assets of SDBs and PCBs was 77.34 percent and
72.92 percent respectively, whereas this share of FCBs was 49.33 percent.
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The comparative positions of several asset items of balance sheet like cash, due from BB (balance with
BB), due from other banks and Fls (balance with other banks and FlIs) and money at call of different
categories of banks are shown in Chart 2.6. The chart depicts that, in 2023, shares of SDBs and SOCBs in
these assets increased by 1.68 percentage points and 1.09 percentage points respectively while shares of
PCBs and FCBs declined by 1.82 percentage points and 0.95 percentage point respectively compared to
the previous year.

CHART 2.5: SHARE OF MAJOR EARNING ASSETS OF DIFFERENT CHART 2.6: SHARE OF CASH, DUE FROM BB, OTHER BANKS &
CLUSTERS OF BANKS Fls AND MONEY AT CALL OF DIFFERENT CLUSTER OF BANKS

70% 70%
60% 60% 7
50% 50%
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2022 22.98% 69.62% 5.30% 2.11% ©2022 ) 21.11% 65.41% 11.57% 1.92%
m 2023 23.17% 69.35% 5.34% 2.13% W2023 | 22.20% 63.59% 10.61% 3.60%

Source: DOS, BB; Compilation: FSD, BB.

Compared to 2022, the concentration of assets within a few banks increased marginally in 2023, along
with an increase in sector-wise loan concentration.

CHART 2.7: ASSET CONCENTRATION IN TOP 5 AND TOP 10 BANKS BASED ON ASSET SIZE
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As demonstrated in Chart 2.7, the asset concentrations within the top five (05) and top ten (10) banks were
31.00 percent and 45.47 percent respectively at the end of December 2023, compared to 30.73 percent and
44.61 percent at end-December 2022. In 2023, the top ten (10) banks were composed of five (05) PCBs,
four (04) SOCBs and one (01) FCB.

In the case of sector-wise loan concentration, the calculated score of the Herfindahl-Hirschman Index
(HHI) was 1,533.06 in 2023, indicating a moderate level of concentration risk™.

™ HHI Score <1500 = low-level concentration, 1500-2500 = moderate concentration, and above 2500 = high concentration as
referred in https://www.investopedia.com/terms/h/hhi.asp; retrieved on 21 May 2024.
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On the contrary, in 2022, the index illustrated a low level of concentration risk with a score of 1,437.21. In
2023, four sectors, namely Large Industries, Wholesale and Retail Trade (CC, OD, etc.), Miscellaneous
and Import Financing (LIM, LTR, TR, etc.) had double-digit market shares, i.e., 28.21 percent, 19.10
percent, 11.93 percent and 10.14 percent respectively (Table 2.2), representing almost similar scenario
compared to that of 2022. A higher market share of large industries’ loans (28.21 percent) indicates that
banks were focused on disbursing corporate loans.

TABLE 2.2: SECTOR-WISE LOAN CONCENTRATION IN 2023

(In Billion BDT)
1  Large Industries 4,340.90 28.21 795.80
2 Wholesale and Retail Trade (CC, OD etc.) 2,938.84 19.10 364.81
3  Miscellaneous 1,835.33 11.93 142.32
4 Import Financing (LIM, LTR, TR etc.) 1,559.93 10.14 102.82
5  Service Industries 920.40 5.98 35.76
6 | Small and Medium Industries 856.97 5.57 31.02
7  Agriculture 731.90 4.76 22.66
8  Export Financing (PC, ECC etc.) 720.65 4.68 21.90
9 E;L;zl:g (Residential) in Urban Area for Individual 373.60 243 5.90
10 = Other Construction 344.75 2.24 5.02
11  Housing (Commercial): For Developer/Contractor 303.44 1.97 3.88
12 ?g\r/\?:'r[r:gt);re Development (Road, Culvert, Bridge, 102.29 066 0.44
13  House Renovation/Repairing/Extension 73.19 0.48 0.23
14 | Air Transport 54.07 0.35 0.12
15 Lease Financing/Leasing 49.67 0.32 0.10
16 E;l;zl:g (Residential) in Rural Area for Individual 4765 031 0.10
17  Fishing 44.00 0.29 0.08
18 E::geTFriz:]r;i%c;r)t (Excluding Personal Vehicle and 3720 024 0.06
19  Water Transport (Excluding Fishing Boats) 21.31 0.14 0.02
20  Procurement by Government 18.95 0.12 0.01
21  Cottage Industries/Micro Industries 10.58 0.07 0.01
22 | Water-works 0.55 0.00 0.00
23 Forestry and Logging 0.05 0.00 0.00
24 Sanitary Services 0.03 0.00 0.00
Total Loans and Advances 15,386.25 100.00 1,533.06
Notes:

(i) P: Provisional;

(ii) The amount shown in the table excludes Interbank placement, Money at Call (lending), Bills Purchased and Discounted;
(iii) HHI: Herfindahl-Hirschman Index.

Source: Statistics Department, BB; Computation: FSD, BB.
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2.3 NON-PERFORMING LOANS, PROVISIONS, WRITTEN-OFF LOANS AND ADVANCES IN
THE BANKING SECTOR

The asset quality of the banking sector, in term of gross non-performing loan (NPL) ratio®, slightly
deteriorated in 2023. Also, the net NPL ratio®® experienced an increase and reached to 0.59 percent
from -0.08 percent in the preceding year.

At the end of December 2023, the banking sector’s gross NPL ratio reached to 9.00 percent, recording a
minor increase from 8.16 percent of the previous year (Chart 2.8). It is noteworthy that gross NPL in the
banking sector increased by BDT 249.77 billion and reached to BDT 16,176.89 billion at end-December
2023, whereas the total outstanding loans and advances increased by BDT 1,399.00 billion. The asset
quality of the banking sector might have deteriorated partly due to lack of oversight on regular and
rescheduled or restructured loans and advances as well as slow progress in NPL recovery. Also, external
problems like the ongoing Russia-Ukraine war, lsrael-Palestine conflict, other global and domestic
challenges may have impaired the borrowers’ repayment capacity, which in turn might have translated
into worsening in the asset quality of the overall banking sector.

CHART 2.8: GROSS NPL RATIO OF THE BANKING INDUSTRY CHART 2.9: GROSS NPL RATIO OF BANKING CLUSTERS
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Pertinently, the gross NPL ratio of SOCBs increased by 0.71 percentage point compared to that of end-
December 2022 and reached to 20.99 percent at end-December 2023 (Chart 2.9). Contemporaneously,
PCBs and SDBs exhibited an increase in the gross NPL ratio, reaching 5.93 percent and 13.87 percent
respectively. On the other hand, asset quality of the FCBs improved during the reporting year, as evident
from an overall decline in the NPL ratio of 0.09 percentage point to reach 4.82 percent at end-December
2023. It is worth mentioning that SOCBs and PCBs both held significant shares (45.17 percent and 48.74
percent respectively) of the total NPLs of the banking sector at end-December 2023 whereas, the shares of
NPLs held by FCBs and SDBs were only 2.20 and 3.89 percent respectively.

2Total classified loans as a percentage of total loans outstanding. Loans and Advances from both the Domestic Banking Unit
(DBU) and Offshore Banking Unit (OBU) are considered in calculating the NPL ratio.

18Net NPL ratio or net non-performing loan ratio = (Gross NPLs — Loan Loss Provisions — Interest Suspense)/(Total Loans
Outstanding-Loan Loss Provisions-Interest Suspense).
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CHART 2.10: GROSS NPL RATIO OF BANKS INTO DIFFERENT BUCKETS
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The distribution of banks based on gross NPL ratios is presented in Chart 2.10. A total of 34 banks had
their NPL ratios below 5 percent in 2023, in contrast to 38 in 2022. All FCBs except one and all PCBs
except six recorded single-digit gross NPL ratios at end-December 2023. From the stability perspective,
distress might arise from the fact that 9 banks (3 SOCBs, 4 PCBs, 1 FCB, and 1 SDB) out of 61 had more
than 20 percent NPL ratio. Likewise, the net NPL ratio marginally increased to 0.59 percent at
end-December 2023 from -0.08 percent in the previous year (Chart 2.11).

CHART 2.11: GROSS AND NET NPL RATIO IN 2023 CHART 2.12: NET NPL RATIO OF BANKING CLUSTERS
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The net NPL ratios of different clusters of banks are shown in Chart 2.12. The PCBs, like the previous
year, had negative net NPL ratio in 2023, despite holding the significant part of the banking industry’s
total assets. Also, FCBs had a negative net NPL ratio. These banks appeared to be resilient to a certain
level of deterioration in their asset quality. On the contrary, the net NPL ratio of SOCBs and SDBs
deteriorated further at the end of the review year; stood at 6.21 percent and 1.68 percent respectively.

As of end-December 2023, the top 5 and top 10 banks’ gross NPLs (based on the volume of gross NPLS)
stood at 47.60 percent and 66.21 percent of industry NPLs respectively (Chart 2.13 and Chart 2.14), as
opposed to 45.97 and 64.75 percent in 2022 respectively. In 2023, in terms of highest gross NPL size, the
top 10 banks made up of 05 SOCBs, 04 PCBs, and 01 SDB. However, in terms of gross NPL ratio, the top
10 banks consisted of 04 SOCBs, 04 PCBs, 01 FCB, and 01 SDB.
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CHART 2.13: TOP 5 BANKS’ (BY GROSS NPL SIZE) SHARES IN NPLs CHART 2.14: TOP 10 BANKS’ (BY GROSS NPL SIZE) SHARES IN NPLs
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Source: BRPD, BB; computation: FSD, BB.

Sector-wise NPL distributions showed that the Industrial (Manufacturing) sector had the highest
concentration of NPLs followed by the Trade and Commerce sector, in 2023.

Table 2.3 shows the concentration of NPLs across different sectors in 2023. The magnitude of NPL
concentration was the highest in the Industrial (Manufacturing) sector, as the share of NPL of the sector
was 54.32 percent. Some specific sub-sectors of the Industrial (Manufacturing) sector, such as Leather and
Leather-based Industry, Ship building and Ship breaking, and RMG experienced elevated NPL ratios in
comparison with all the other sectors and sub-sectors. The leather and Leather-based Industry (a sub-
sector of Manufacturing Industries) experienced the highest gross NPL ratio of 21.27 percent, followed by
the Ship building and Ship breaking sub-sector with 17.78 percent of gross NPL ratio in 2023. However,
considering the loan exposure share and NPL concentration, the asset quality of the Leather and Leather-
based Industry and Ship building and Ship breaking sub-sector may not pose a significant stability threat
to the overall system. On the other hand, the gross NPL ratio of RMG (13.88 percent) with relatively
higher loan exposure and NPL concentration could become a significant driving factor for the asset quality
of the Industrial (Manufacturing) sector and the banking industry as a whole.

The share of NPLs in the Trade and Commerce sector stood notably high at 23.13 percent compared to the
17.13 percent of total loans distributed to this sector. Furthermore, the gross NPL ratio of this sector
exceeded the industry average by 3.13 percentage points in 2023. As the volume of loans outstanding in
the Trade and Commerce sector was nearly one-sixth of the total loans outstanding in the banking sector,
it could be a concern for the overall banking sector from the stability point of view.

TABLE 2.3: SECTOR-WISE NON-PERFORMING LOANS DISTRIBUTION (2023)

1 Agriculture 613.52 42.46 6.92 4.10 3.18
2 Industrial (Manufacturing) 7,569.17 726.41 9.60 50.58 54.32
21 RMG 1,635.99 227.02 13.88 10.93 16.98
2.2 Textile 1,302.01 153.44 11.79 8.70 11.47
2.3 Ship building and Ship breaking 200.92 35.73 17.78 1.34 2.67
24 Agro-Base Industry 1,156.00 85.59 7.40 7.73 6.40
2.5 Other Industries (Large Scale) 2,311.65 117.91 5.10 15.45 8.82
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Other Industries

2.6 (Small, Medium and Cottage) 633.05 72.90 11.52 4.23 5.45
2.7  Pharmaceutical Industry 197.13 5.65 2.87 1.32 0.42
2.8  Leather and Leather-based Industry 132.42 28.17 21.27 0.88 2.11
3 Industrial (Services) 1,805.52 118.30 6.55 12.07 8.85
3.1 Construction Loans 938.21 70.68 7.53 6.27 5.29
3.2 Transport and Communication 210.72 12.14 5.76 141 0.91
3.3 Other Service Industries 656.59 35.48 5.40 4.39 2.65
4 Consumer Credit 1,009.38 33.25 3.29 6.74 2.49
4.1 Credit Card 85.72 7.17 8.36 0.57 0.54
4.2 Autos (Car) Loan 28.73 0.39 1.35 0.19 0.03
4.3 Housing Finance 301.82 15.37 5.09 2.02 1.15
4.4  Personal 593.11 10.32 1.74 3.96 0.77
5 Igiﬂi)a“d Commerce (Commercial 2,562.71 30032 1207 17.13 2313
6  Credit to NBFI 85.97 4.99 5.80 0.57 0.37
7 Loans to Capital Market 90.83 1.25 1.38 0.61 0.09
7.1  Merchant Banks 52.65 0.75 1.43 0.35 0.05
7.2 Other than Merchant Banks 38.18 0.50 1.30 0.26 0.04
8 Other Loans 1,227.55 101.24 8.25 8.20 7.57
Total 14,964.65 1,337.22 8.94 100.00 100.00

Source: DOS, BB; computation: FSD, BB.

The significantly high ratio of Bad and Loss loan to gross NPL persisted in 2023, albeit a marginal
decrease compared to that of 2022.

In 2023, the share of Bad and Loss (B/L) loans in gross NPL decreased to 87.06 percent (Chart 2.15) from
88.67 percent in 2022. Still, this high B/L loan ratio indicates that a significant chunk of the NPL has not
been performing for a long period of time. At the end of December 2023, the banking sector’s total B/L
loans stood at BDT 1,267.82 billion, increased by 18.51 percent from BDT 1,069.82 billion of end-
December 2022.

The other two categories of classified loans, sub-standard (SS) and doubtful (DF), constituted 9.05 percent
and 3.90 percent in the review year, against 6.79 percent and 4.54 percent respectively recorded in 2022
(Chart 2.16). As Chart 2.16 shows, bad and loss (B/L) loans consistently remained higher than 80 percent
over the years, which implies sluggish recovery process of B/L loans. Pertinently, higher B/L loans have
the most negative impact on the banks’ capital adequacy and profitability since 100 percent provision has
to be maintained against such loans as per existing regulation.
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CHART 2.15: GROSS NPL COMPOSITION IN 2023 CHART 2.16: YEAR-WISE SHAR;ngF THE THREE CATEGORIES OF
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All the banks except three (03) PCBs, three (03) SOCBs and one (01) SDB kept their loan-loss
provisions in accordance with the regulatory requirement of BB in 2023.

The loan-loss provision maintenance scenario recorded somewhat decline in 2023. The gross NPLs stood
at BDT 1,456.33 billion at end-December 2023, generating a loan-loss provision requirement of
BDT 989.41 billion. However, the amount of provision actually maintained by the banks was BDT 796.80
billion as shown in Chart 2.17. In comparison with the previous year, the provisions held by the banks got
augmented by 8.93 percent in 2023. On the other hand, the overall provision shortfall increased from
BDT 110.09 billion in 2022 to BDT 192.61 billion in 2023, indicating a degradation of loan status during
the period. Also, the provision maintenance ratio declined to 80.53 percent in 2023 from 86.92 percent in
2022. Consequently, the ratio of maintained provision to gross NPL decreased from 60.63 percent in 2022
to 54.71 percent in 2023.

oo represented a mixed pattern in maintaining
the loan loss provision. The provision
shortfall of SOCBs rose from BDT 88.28
billion in 2022 to BDT 100.84 billion in
2023. Alike the SOCBs, the provision
shortfall of PCBs increased from
BDT 27.45 billion in 2022 to BDT 100.30
billion in 2023. Importantly, there was a
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Source: BRPD, BB; computation: FSD, BB.

Additionally, from the individual banks’ perspective, 03 PCBs, 03 SOCBs and 01 SDB had provision
shortfall. Among these three categories, only SDBs as a banking cluster had an aggregate provision
surplus in 2023. The provision shortfall of the banking industry increased in terms of aggregate amount
and decreased in terms of the number of banks in 2023 as opposed to what recorded in the previous year.

32 | Financial Stability Report 2023



The outstanding balance of written-off loans stood at BDT 536.12 billion at end-December 2023.

The cumulative written-off loan amount stood at BDT 716.99 billion at the end of the review year™,
which was BDT 653.21 billion at the end of the preceding year. The cumulative written-off loan amount
was equivalent to 2.99 percent of the banking sector’s on-balance sheet assets at end-December 2023.
Indeed, out of the total written-off loans, banks have been able to recover BDT 180.87 billion by
end-December 2023 and thus the total adjusted outstanding balance of written-off loans reached at
BDT 536.12 billion out of which the balance of SOCBs, PCBs, FCBs and SDBs stood at BDT 181.53
billion, BDT 338.24 billion, BDT 12.93 billion, and BDT 3.42 billion respectively™.

BOX 2.1: PROCEDURE OF WRITING OFF OF LOANS/INVESTMENTS OF BANKS

During the normal course of business, some portion of loans/investments of banks might become
non-performing and remain unadjusted for a longer period owing to various plausible risks. Those
loans/investments may overstate the balance sheets by accumulating bad assets for years. Such
exposures of banks are often required to be written-off following standard procedures and
internationally recognized norms.

Banks in Bangladesh are advised to write off their loans/investments complying with the prescribed
policies® of Bangladesh Bank. According to the existing rules, a bank can write off only those
loans/investments which have a minimum chance of recovery and remained classified as ‘Bad/Loss’
at least for three years. The concerned bank must have maintained 100 percent provision against that
particular bad/loss loan/investment after adjusting interest suspense from the outstanding balance. If
the maintained provision against such loans/investments is not enough, the additional required
provision must be ensured by debiting current year’s income of the concerned bank. However, a
bank cannot write off any loan/investment partially.

Noteworthy that prior to the writing off of the loans/investments, it is mandatory for banks to file
lawsuits against the respective defaulters. However, if lawsuit is not mandatory under the provisions
of Money Loan Court Act 2003, banks can write off any loan up to BDT 0.2 million without filing
any lawsuit. Besides, writing off the loans/investments must be approved by the board of directors of
the related bank. After writing off, the same amount must be kept aside from the balance sheet
figure. In addition, as per Section 28KA of Bank Company Act, 1991 (as amended up to 2023) there
is no hindrance for retaining bank’s claim and continuing legal steps in order to recover the written
off loan.

Banks have to maintain a separate ledger for the written-off loan/investment accounts and make a
footnote to their balance sheets in accordance with section 38 of the Bank Company Act, 1991.
Albeit written-off, the respective borrower will be treated as a loan defaulter unless and until
the borrowing entity repays the full liability of the concerned loan/investment. Importantly, written-
off loans/investments cannot be rescheduled or restructured; however, if such loans/investments
remain under any exit plan, the concerned bank may fix repayment schedules for those loans.

a- BRPD Circular No. 01/2019 dated 06 February 2019.

¥Source: BRPD, BB. Provisional data has been used.
BDespite the loans being written-off, the legal procedures against the defaulted borrowers continue and initiative persist by the
banks for successful recovery of those loans.
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2.4 RESCHEDULED ADVANCES

The total amount of loans rescheduled in the review year increased compared to that of the preceding
year. However, most part of the rescheduled loans remained unclassified.

The banking sector’s rescheduled loans in 2023 were BDT 912.21 billion, which was higher than that of
the preceding year (Table 2.4). In 2022, Bangladesh Bank introduced a temporary and somewhat lenient
policy®® on loan rescheduling allowing banks to reschedule loans by taking reduced down payment and
granting a relatively longer tenure to the borrower for repayment. Banks were also allowed to frame their
own policy to reschedule loans based on the parameters set by the Bangladesh Bank earlier. The stated
policy might have contributed to the increase in rescheduling of loans in 2023. Furthermore, banks were
allowed to reschedule loans of particular sectors (such as ship building and cold storage related loan) for
longer tenure®’.

TABLE 2.4: YEAR-WISE AMOUNT OF RESCHEDULED LOANS CHART 2.18: YEAR-WISE AMOUNT OF RESCHEDULED
(LOANS RESCHEDULED DURING THE YEAR) LOANS
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The rescheduled loan ratio (RSDL)* reached to 17.8 percent in 2023 from 14.4 percent in 2022. The
classified rescheduled loans ratio (CRSDL) and unclassified rescheduled loans ratio (URSDL) stood at 3.3
percent and 14.5 percent respectively in 2023 compared to 2.8 percents and 11.6 percents in 2022
(Chart 2.19). It is worth noting that more than 80 percent of total outstanding rescheduled loans remained
unclassified in 2023 (Chart 2.20 and Table 2.5).

CHART 2.19: TOTAL RESCHEDULED LOANS OUTSTANDING AS A CHART 2.20: COMPOSITION OF RESCHEDULED LOANS
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Source: Scheduled Banks (provisional); computation: FSD, BB.

BRPD Circular No. 16, dated 18 July 2022.

YBRPD Circular No. 12, dated 20 June 2023; and BRPD Circular No. 13, dated 13 July 2023.

¥Rescheduled Loans Outstanding (RSDL) Ratio=Total Rescheduled Loans Outstanding to Total Loans Outstanding.

Classified Rescheduled Loan (CRSDL) Ratio=Total Classified Rescheduled Loans Outstanding to Total Loans Outstanding.
Unclassified Rescheduled Loan (URSDL) Ratio=Total Unclassified Rescheduled Loans Outstanding to Total Loans Outstanding.
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TABLE 2.5: COMPOSITION OF RESCHEDULED LOANS OUTSTANDING

Amount in Billion BDT

2019 1,362.3% 1,063.5 298.8 78.1% 21.9%
2020 1,556.3 1,257.0 299.3 80.8% 19.2%
2021 1,683.9% 1,354.3 329.6 80.4% 19.6%
2022 2,127.8 1,719.2 408.6 80.8% 19.2%
2023 2,885.4 2,344.8 540.6 81.3% 18.7%

Note: Year indicates calendar year.
Source: Scheduled Banks (provisional); computation: FSD, BB.

Chart 2.21 illustrates the sector-wise share of rescheduled loans outstanding at end-December 2023. Most
of the outstanding rescheduled loans pertained to industrial, RMG and textile sector, and working capital
with 26.4 percent, 20.9 percent and 11.3 percent of the total outstanding rescheduled loans respectively.

In Chart 2.22, industry-wise data shows that 64.8 percent of outstanding rescheduled loans belonged to the
large industries. 10.5 percent and 15 percent were disbursed in the medium industries and other industries
respectively (Chart 2.22).

CHART 2.21: SECTOR-WISE SHARE OF OUTSTANDING CHART 2.22: INDUSTRY WISE SHARE OF OUTSTANDING
RESCHEDULED LOANS IN 2023 RESCHEDULED LOANS IN 2023
Industrial 26.4%
RMG & Textile 20.9%
Working Capital: 11.3%
Commercial Loans 11.0%

Import Credit 8.7%
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Agriculture 5.2%
Ship building 1.9%
Transport & Communication 1.3%
Export Credit 1.1%

Consumer Credit

0.2%

0% 5% 10% 15% 20% 25% 30% Wlarge [ Medium = Small Micro and cottage others

Source: Scheduled Banks (provisional); computation: FSD, BB.

Chart 2.23 exhibits that, as of end-2023, the PCBs held more than two-thirds of rescheduled loans
outstanding in the banking industry followed by SOCBs with around one-fourth of the total. The share in
rescheduled loans of different clusters of banks remained almost tantamount to that of the previous year.

CHART 2.23: BANK CLUSTER-WISE COMPOSITION OF OUTSTANDING Out of total outstanding rescheduled
RESCHEDULED LOAN IN 2023

loans, the share of top 5 banks was 41.0

percents while the top 10 banks

-~ 50CBs possessed 59.8 percents (Chart 2.24).

PCBs The top 5 banks comprised of 04 (four)

| FeBs PCBs and 01 (one) SOCB, whereas the

\ : s top 10 banks included 03 (three) SOCBs,
06 (six) PCBs, and 01(one) SDB.

FCBs, 0.5% 2085 4%

Source: Scheduled Banks (provisional); computation: FSD, BB.
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CHART 2.24: SHARE OF TOP 5 AND TOP 10 BANKS IN OUTSTANDING RESCHEDULED LOANS
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Source: Scheduled Banks (provisional); computation: FSD, BB.

2.5 LIABILITY STRUCTURE OF THE BANKING SECTOR

Deposit remained the dominant part of the liability structure as usual. At end-2023, deposit growth
increased and it was deemed to be enough to support the increased demand for loans and advances.

At end-December 2023, the total liabilities, excluding equity, of the banking sector stood at BDT 22,648.8
billion. The total deposits, including inter-bank deposits, constituted 79.3 percent of total liabilities (Chart
2.25). The growth rate of the different segments of liabilities showed that term deposit recorded the
highest growth of 16.5 percent while inter-bank deposits shrank by 5.6 percent. Likewise, current deposits
and borrowings from other banks grew by 9.0 and 2.4 percent respectively. In addition, savings deposits
experienced a marginal growth of 0.1 percent during the review period (Chart 2.26).

CHART 2.26: YEAR-WISE GROWTH OF DEPOSITS AND
CHART 2.25: YEAR-WISE BANKING SECTOR LIABILITY STRUCTURE BORROWINGS FROM BANKS AND Fls
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Source: DOS, BB; compilation: FSD, BB.

The banks appeared to have necessary deposit in meeting the demand of the loans and advances. The
deposit growth, excluding inter-bank deposit, was higher than the loan growth in 2023. Total loans and
advances stood at BDT 16,491.4 billion, registering a yearly growth of 9.8 percent. Total deposits reached
BDT 17,641.1 billion with a growth rate of 10.1 percent (Charts 2.27 and 2.28).

36 | Financial Stability Report 2023



CHART 2.27: LOANS AND DEPOSITS OUTSTANDING CHART 2.28: YEAR-WISE LOANS AND DEPOSIT GROWTH
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The comparative positions of deposit, excluding inter-bank deposit, and loan growth of four banking
clusters in 2023 are shown in Chart 2.29. The FCBs, SDBs, and PCBs had higher deposit growth than
their growth in loans and advances. In contrast, SOCBs attained higher growth in lending than their rise in
deposits.

The composition of total deposits at end-December 2023 is depicted in Chart 2.30. Term deposits
constituted almost half of the total deposits. Moreover, its share increased moderately to 48.6 percent in
2023 from 45.9 percent in 2022. A larger proportion of term deposits provided the banks with a more
stable source of funding and thus contributed to promoting funding stability for the banks. Shares of
current deposits, savings deposits, and other deposits were 21.9 percent, 21.7 percent, and 7.8 percent
respectively in 2023.

CHART 2.29: GROWTH OF LOANS & ADVANCES AND DEPOSITS CHART 2.30: BANKING SECTOR’S DEPOSIT (EXCLUDING
(EXCLUDING INTER-BANK) BY BANK CLUSTERS IN 2023 INTER-BANK) SHARE BY TYPES OF ACCOUNTS IN 2023

SOCBs Othe.r Current
Deposits Deposits
7.8% 21.9%

Term
Deposits
48.6%

PCBs

Loans & Advances

Growth Savings
Deposits
Deposits Growth 21.7%

Source: DOS, BB; compilation: FSD, BB.

In the case of deposits concentration, top 5 deposit holding banks retained 32.2 percent of total deposits
(excluding interbank) whereas top 10 banks possessed 46.3 percent of total deposits (Chart 2.31). Four
(04) SOCBs and one (01) PCB were ranked as the top 5 in terms of deposit holding. In the previous year,
concentrations of deposits in top 5 banks and top 10 banks were 32.7 percent and 46.4 percent
respectively.
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CHART 2.31: TOP 5 AND TOP 10 BANKS BASED ON SIZE OF DEPOSIT IN 2023
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Source: DOS, BB; compilation: FSD, BB.

Off-Balance Sheet (OBS) exposures to on-balance
BALANCE SHEET ASSETS RATIO

sheet assets ratio decreased to 27.5 percent in 2023
from 28.4 percent in the previous year (Chart 2.32). 2% S0

The OBS exposures reached to BDT 6,586.5 billion 30% | 295%

at the end of 2023, which was BDT 6,234.9 billion at 255 27.8% - 27.5%
the end of 2022. Although the amount of OBS
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of 2022, OBS to on-balance sheet assets ratio 24%
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higher rise in on-balance sheet assets. Among the

OBS items, acceptance experienced a decline of BDT 20
127.35 billion whereas other items increased by BDT
260.1 billion in 2023.
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Source: DOS, BB; compilation: FSD, BB.

2.6 BANKING SECTOR DEPOSIT SAFETY NET

91.2 percent of the total depositors and 19.0 percent of the total deposits of the entire banking system
remained insured under Deposit Insurance Trust Fund as of end-December 2023.

The deposit insurance system in Bangladesh is now being administered by the “Bank Amanat Bima Ain,
2000”. In accordance with the stated Act, Bangladesh Bank (BB) is entrusted with operating Deposit
Insurance Trust Fund (DITF). The Board of Directors of BB acts as the Trustee of the DITF. In case of
winding up of an insured bank, BB will take necessary steps to pay each depositor of that bank an amount
equal to his/her deposits, not exceeding BDT 100,000 in line with the aforementioned Act. The following
table shows the recent position of DITF.

TABLE 2.6: DEPOSIT INSURANCE TRUST FUND

(In Billion BDT)
Particulars 2023
Insurable Deposits 12,379.20 13,217.94 13,999.98
Insurance Premium (during the year) 7.93 8.66 9.17
Deposit Insurance Trust Fund Balance 116.39 133.33 151.52

Source: DID, BB.
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The scenario of deposit safety net is illustrated in

. T o wan o o Chart 2.33. The insured amount® of total insurable
:g; 1 deposits decreased slightly from 21.2 percents in
70% - 2022 to 19.0 percents in 2023. Importantly, 91.2
ol percent of the total depositors (depositors with
40% - deposit amount up to BDT 100,000) of the entire

banking system® are insured within this deposit

insurance  system,  which provides a

30%
20%
comprehensive deposit safety net especially for the

10%
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Source: DID, BB.

“The insured amount refers to the aggregate figure considering the deposits up to BDT 100,000 per depositor of each bank.
®Taking into account scheduled banks only.
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BOX 2.2: THE CAPACITY OF EXISTING DITF AND ITS FORECAST

As of end-December 2023, the balance of accumulated Deposit Insurance Trust Fund (DITF) stood at BDT 151.52
billion. The present capacity of the DITF appears to be adequate for the liquidation of any single bank. Chart
B2.2.Y.1 and B2.2.Y.2 illustrate that the fund of the DITF, accumulated up to end-December 2023, will be enough
to liquidate three (03) PCBs chosen based on the highest Gross Non-Performing Loan (GNPL) ratio®® in the
banking industry. Only 5.9 percent of the current DITF balance would be required to pay for the insured deposit.
The current DITF balance would also remain sufficient in case the limit of insured deposit gets doubled to
BDT 200,000 in future.

CHART B 2.2.Y.2: UTILIZATION OF FUND FROM DITF TO
LIQUIDATE THREE PRIVATE COMMERCIAL BANKS AT

CHART B 2.2.Y.1: UTILIZATION OF FUND FROM DITF TO

LIQUIDATE THREE PRIVATE COMMERCIAL BANKS AT
CURRENT INSURANCE LEVEL OF BDT 100,000
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Source: DID, BB; Compilation: FSD, BB.

Chart B2.2.Y.3 illustrates that the present balance of DITF would be able to compensate insured deposits (up to
BDT 100,000 per depositor) of up to 23 small banks in the case of a series of banks’ liquidation. Here, the banks
are arranged in an ascending order of their corresponding deposit size, irrespective of the category. However,
depositors of a significant number of banks may not be fully covered and compensated (hypothetical scenario) with
the current balance of DITF due to the larger deposit bases of those banks.
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Source: DID, BB; Compilation: FSD, BB.

After the inception of deposit insurance system in 1984, the DITF has steadily grown over time, reached to
BDT 151.52 billion at end-December 2023. Assuming no bank failure and no requirement of fund for liquidation
in next 2 years, the DITF fund may reach to over BDT 186 billion in 2025 (Chart B2.2.Y.4).

Z1Gross NPL to Total Loans ratio.
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2.7 BANKING SECTOR PROFITABILITY
Net profit after taxes of the banking sector increased marginally in 2023 compared to that of 2022.

In 2023, the banking sector registered a 10.00 percent rise in operating profit? that stood at BDT 376.43
billion, up from BDT 342.22 billion in 2022. Despite a 20.63 percent increase in net interest income, net
operating income of the banking sector experienced a decline of 32.95 percent compared to that of 2022,
mainly due to a sizeable upsurge in non-interest expenses in 2023. Consequently, net profit** experienced
a moderate increase of 4.32 percent to reach at BDT 148.41 billion in 2023, from BDT 142.26 billion in
2022. Additionally, allocation for loan loss expenses or provisions grew by 24.83 percent and stood at
BDT 109.44 billion in 2023, in contrast to BDT 87.67 billion in 2022.

In 2023, return on equity of the banking sector increased moderately while return on assets decreased
marginally compared to those of 2022.

The return on assets (ROA) of the banking sector dwindled and stood at 0.59 percent in 2023 from 0.62
percent in 2022. Conversely, return on equity (ROE) saw an improvement and reached 11.12 percent from
10.70 percent in 2022, marking a minor increase over the previous year. Total assets of the banking sector
recorded a growth of 9.20 percent than that of the previous year, which contributed to reduction of ROA
in 2023. Additionally, larger allocation for loan loss expenses in accordance with the regulatory
requirement of BB, as mentioned earlier, exerted a negative impact on net profit and ROA as well.

CHART 2.34: BANKING SECTOR RETURN ON ASSETS (ROA) CHART 2.35: BANKING SECTOR RETURN ON EQUITY (ROE)
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Source: DOS, BB; Compilation: FSD, BB.

At end-December 2023, ROA of 36 banks had an upturn, while the same declined of 25 banks. Similarly,
the ROE of 34 banks increased while the same of 27 banks decreased compared to the position of 2022.
Noteworthy that, 90.16 percent of the banks had ROA up to 2.0 percent (Chart 2.34) and 39.34 percent
held ROE up to 10.0 percent (Chart 2.35).

22profit before provision and tax.
2profit after provision and tax.
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In 2023, the overall Net Interest Margin®of the banking sector increased to 1.6 percent from 1.2
percent in 2022.

In the review year, interest income and interest expenses recorded increases of 22.50 percent and 23.25
percent respectively compared to the corresponding amount of the preceding year. Likewise, non-interest
income and non-interest expenses grew by 4.39 percent and 10.72 percent respectively. The higher growth
rate of non-interest expense over non-interest income led to 32.95 percent decrease in net operating
income compared to the same of the preceding year.

n 2023 the SOCBs PCBs, and FCBe
CY2021-2023 . . . . .
reglstered a marglnal Increase In net Interest

3.5%
margin (NIM) compared to 2022. On the

2.6%
3.2%

3.0% . x
2.5% 5 S other hand, NIM of SDBs remained almost
& 2"’:" unchanged with negative value like previous
% iz; two consecutive years. Among the banking
£ 0s% clusters, NIM of FCBs recorded a significant
£ oo increase to 3.2 percent in 2023 from 2.6
0% percent in 2022. In aggregate, the industry’s
-1.0% : x . .
s ? o 3 spBs s FCBs  Aggregate NIM also increased and stood at 1.6 percent in
2091 w02 o023 2023 compared to 1.4 percent in 2022.

Source: DOS, BB; Compilation: FSD, BB.
CHART 2.37: YEAR-WISE NON-INTEREST EXPENSE TO GROSS OPERATING During the assessment period’ non-interest
INCOME RATIO CY 2021-2023 . . 25
expenses and gross operating income
55.42% increased by 10.72 percent and 10.39 percent
respectively. Nevertheless, the ratio of non-
interest expenses or operating expenses to
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—_ . . percentage point increase and stood at 54.08

53.0% : . . percent in 2023 from 53.91 percent in 2022
2021 2022 2023 (Chart 2.37).

Source: DOS, BB; Compilation: FSD, BB.

*Net interest margin is a measure of the difference between the interest income generated and the amount of interest paid out to
their depositors and lenders, relative to the amount of interest earning assets.
%Net interest income + Non-interest income.
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interest income to total assets increased to
2.50% ) 5% 1.38 percent in the review year from 1.25
197% i 2.04% percent in the preceding year. Conversely,
non-interest income to total assets declined
and stood at 2.04 percent in 2023, which was
2.13 percent in 2022. It is noteworthy that,
from 2022 to 2023, net interest income
demonstrated an increase while non-interest
income moved downward in terms of

absolute amount.
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* Net interest income to total assets M Non-interest income to total assets

Source: DOS, BB; Compilation: FSD, BB.

The interest rate spread demonstrated a hefty upturn of 1.67 percentage points at end-December 2023
in contrast to that of end-December 2022.
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as shown in Chart 2.39, the weighted average
interest rate spread for banks rose from 2.99
percent in December 2022 to 4.66 percent in
December 2023.
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2.8 CAPITAL ADEQUACY

The banking industry's Capital to Risk-weighted Assets Ratio (CRAR) declined by 19 basis points while
Tier-1 capital ratio, also known as core capital ratio, increased by 5 basis points at the end of December
2023. Both the ratios remained above the regulatory requirement. The industry’s overall CRAR was
above the minimum regulatory requirements despite a decline in capital position of SOCBs, SDBs, and
PCBs, attributable to a significant increase in FCBs’ CRAR during the review year. Except the weaker
leverage ratios of SOCBs and SDBs, banking sector as a whole maintained a leverage ratio well above
the regulatory minimum requirement, owing primarily to the elevated leverage ratios of FCBs. The
liquidity situation in the banking industry remained broadly stable.

The banking industry's CRAR fell by 19 basis points to 11.64 percent at the end of December 2023, down
from 11.83 percent of the preceding year. However, it exceeded the minimum regulatory capital
requirement of 10.0 percent of Risk Weighted Assets (RWA) under the Basel IlI capital framework. The
number of CRAR-compliant banks increased to 51 as of end-December 2023. Furthermore, at end-
December 2023, these 51 banks held 79.84 percent of total assets and 78.48 percent of total liabilities in
the banking system (Charts 2.40 and 2.41). At end-December 2023, the asset share of CRAR-compliant
banks increased by 8.13 percentage points from that of the previous year.
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CHART 2.40: YEAR-WISE CRAR, CRAR COMPLIANT BANKS, AND CHART 2.41: ASSET AND LIABILITY SHARE OF BANKS BY CRAR AT
THEIR ASSET SHARE END-DECEMBER 2023

90.0% 55

60.0%

73.00%
72.40%
69.59%
71.71%
79.84%

0,
75.0% - - 50.23% 50.28%

51
50 50 L 51

50.0% -

60.0% -
40.0% -

45.0% - 29.61% 78 20%

Share of Asset & Liability of Banks (%)

48 . - - L 49 30.0% -
2 5| 7 3 & 8 g 20.16% 21.52%
) — - — ~ 20.0% -
150% | o - - - - [ & { ‘j £§
10.0% - T T 1
oo L0 D WO OB B, :
Dec-19 Dec-20 Dec-21 Dec-22 Dec-23 CRAR range <10% 210% to <15% 215%
) : Number of Banks ~ (10) (19) (32)
axmaies Banking sector Asset share of No of compliant
CRAR(LHS) compliant banks(LHS) Banks(RHS)
[ Asset Share (%) @ Liability Share (%)

Source: DOS, BB; Compilation: FSD, BB.

also known as core capital ratio, increased
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Allnough PCBs and FCB maintaied he
AND 2023

CCB well above the minimum regulatory
requirement, SOCBs and SDBs drew down
0% 1 the industry’s CCB at end-December 2023
24.5% 1 (Chart 2.44). However, out of 61, forty-
seven (47) banks maintained the minimum
required CCB in 2023 while forty-four (44)
banks (out of 60) were CCB compliant in
2022. At end-December 2023, CCBs of
FCBs increased and reached 27.30 percent
whereas that of PCBs experienced a
moderate decline and stood at 3.48 percent.
SOCBs and SDBs could not maintain CCB
as they could not fulfill the MCR of 10.0
percent.
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Taking the cross-country scenario into account (Table 2.7), the capital adequacy of Bangladesh’s banking
sector was lower compared to that of neighboring countries as of end-December 2023.

TABLE 2.7: COMPARISON OF CAPITAL ADEQUACY AMONG THE NEIGHBORING COUNTRIES.

CRAR (%)

Countries T T T T
2019 2020 2021 2022 2023

India 15.1* 15.8* 16.6* 16.0* 16.8*
Pakistan 17.0 18.6 16.7 16.6 19.7
Sri Lanka 17.2 17.1 16.5 15.3 16.9°

Bangladesh 11.6 11.6 11.08 11.83 11.64

* Data as of end-September, P-Provisional.

Source: Financial Stability Report (various issues), Reserve Bank of India; Financial Stability Report, December 2023, State
Bank of Pakistan; Quarterly Compendium: Statistics of the Banking System (https://www.sbp.org.pk/ecodata/fsi.asp), Central
Bank of Sri-Lanka (https://www.cbsl.gov.lk/en/statistics/statistical-tables/financial-sector); and DOS, BB.

2.9 LEVERAGE RATIO

Except SOCBs and SDBs, the banking sector as a whole maintained a leverage ratio well above the
minimum regulatory requirement, primarily owing to the elevated leverage ratios of FCBs.

The Basel Il framework introduced a simple, transparent, non-risk-based leverage ratio to act as a
credible supplementary measure to the risk-based capital framework in order to limit the accumulation of
excessive on- and off-balance sheet leverage in the banking system. Against the minimum regulatory
requirement of 3.25 percent, the banking sector maintained a leverage ratio of 4.67 percent at end-
December 2023, which was 0.07 percentage point lower than 4.74 percent recorded at end-December
2022 (Chart 2.45). FCBs had the highest leverage ratio of 14.71 percent followed by PCBs with 5.50
percent in the review year. SOCBs’ leverage ratio rose but still remained below 3 percent and stood at
2.26 percent, which was 2.18 percent at end-December 2022, while SDBs had negative 26.74 percent
leverage ratio. The lower leverage ratios of SOCBs and SDBs appear to be a matter of concern for the
banking sector as a whole since it will fade their ability to withstand any potential near-term adverse
shock. In 2023, the number of non-compliant banks in terms of leverage ratio increased to 11 from 9 in
2022 (Chart 2.46).
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CHART 2.45: YEAR-WISE LEVERAGE RATIO OF BANK Clusters CHART 2.46: DISTRIBUTION OF BANKS’ LEVERAGE RATIO at
End-December 2023
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2.10 INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS (ICAAP)

In order to ensure smooth functioning of Pillar 1l of Basel Ill, Bangladesh Bank is working for the
implementation of Internal Capital Adequacy Assessment Process (ICAAP) in Bangladesh. To ensure
adequate capital covering all material risks, banks evaluate their internal processes and strategies through
ICAAP. SRP-SREP dialogue stands for an exclusive meeting between the Supervisory Review Evaluation
Process (SREP) team of BB and Supervisory Review Process (SRP) team of the bank to determine the
adequate level of capital and the quality of capital needed for a bank by reviewing the ICAAP and the risk
management and control strategies of the bank. SRP-SREP dialogue with the banks for the base year 2021
was completed in October 2023. In the dialogue, the risks of different types of banks were discussed based
on their ICAAP reports. The banks were advised to take necessary steps according to their risks profile.
Recent experience has revealed that the estimated additional capital requirement for residual risks rises
mainly due to documentation error. Besides, strategic risks and core risks management are also concerns
for the banks.

2.11 BANKING SECTOR LIQUIDITY

The liquidity situation in the banking industry remained broadly stable during 2023. The decline in
banking industry's Short-term High Quality Liquid Assets (SHQLA), except that of the PCBs (Islamic)
cluster, was partially attributable to the decline in SHQLA of the SOCBs and PCBs (Islamic) clusters.

The banking industry experienced somewhat stressed liquidity condition after second quarter of 2023 as
indicated by gradual increase in Advance-to-Deposit Ratio (ADR) and call money borrowing rate.
Chart 2.47 depicts that the banking sector’s ADR stayed below the admissible limit® of 87 percent but
demonstrated a burgeoning progress after second quarter of 2023. Pertinently, albeit lying below the
admissible limit, ADR reached 80.4 percent at end-December 2023 from 79.0 percent at end-December
2022. Month-wise ADR demonstrated a downward trend up to eight months and then took an upward
trend for the rest four months in 2023. Call money borrowing rate showed gradual declining trend very
similar to ADR up to August 2023 and then peaked at 8.8 percent in December 2023 (Chart 2.47). The
rising call money borrowing rate in last four months of 2023 was largely attributed to Bangladesh Bank's
continuous effort to put tightened monetary policy stance in place by raising the policy (repo) rate with a
view to curbing the inflationary pressure.

%Banks were instructed in April 2020 to rationalize their ADR within maximum 87.0 percent for conventional banks and 92.0
percent for Islamic Shari’ah based banks respectively (ref.: DOS Circular no.02 dated 12 April 2020).

46 | Financial Stability Report 2023



CHART 2.47 : MONTHLY ADR AND CALL MONEY BORROWING RATE

ADR (%)

Call Money Borrowing Rate (%)

81.0% 1

79.8%
80.4%
8.8%

9.0% 1
8.0% -
7.0% -
6.0% -
5.0% -
4.0% -
3.0% -
2.0% -
1.0% -
0.0% -

o PO "3,@" @63,@ P R

>
QY Qv V)
R U S U Ut i

7.3%
- 8.0%

80.0%

79.2%
- 79.4%
79.3%

- 6.6%

79.0% -

78.0% -

77.0% -

76.0% -

Source: DOS, BB. Source: DMD, BB.

Chart 2.48 exhibits that ADRs of three bank clusters increased at end-December 2023. ADR of SDBs
registered a decline of 11.82 percentage points to reach at 63.94 percent in 2023 from 75.76 percent in
2022. Among the clusters, PCBs held the highest ADR of 85.73 percent in 2023 compared to that of the
preceding year. In the case of SOCBs and FCBs, ADR recorded increases of 3.85 and 0.01 percentage
points respectively compared to the position of the preceding year. Importantly, ADR of the banking
industry increased to 80.38 percent in 2023 from 79.00 percent in 2022; number of banks with ADR of
90.00 percent or higher decreased to 8 (eight) from 9 (nine) during the period (Chart 2.49).

CHART 2.48: BANKS’ CLUSTER-WISE ADR CHART 2.49: DISTRIBUTION OF BANKS IN TERMS OF ADR
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The industry as a whole and all banking clusters except PCBs (Islamic) maintained the liquidity coverage
ratio (LCR?") while all the banking clusters maintained the net stable funding ratio (NSFR?®) above the
minimum regulatory requirement®® throughout the review year (Chart 2.50 and 2.51). At end-December
2023, the LCR of the banking industry decreased and stood at 147.69 percent from 153.97 percent at end-
December 2022. However, under a hypothetical financial stress scenario, this 147.69 percent LCR was
sufficient to meet the short-term obligations for the next 30 calendar days. FCBs maintained the highest
LCR among the bank clusters, posting 393.15 percent at end-December 2023, followed by SOCBs with
218.68 percent and PCBs (Conventional) with 139.23 percent, while PCBs (Islamic) fell short of the
required LCR level. On the other hand, the NSFR of the banking industry decreased by 1.86 percentage
points and stood at 108.36 percent at end-December 2023, which was 110.22 percent at end-December
2022.

ZI'LCR measures a bank’s need for liquid assets in a stressed environment over the next 30 calendar days.
%8 NSFR measures a bank’s need for liquid assets in a stressed environment over one year period.
2Minimum requirement: >100 percent for LCR; >100 percent for NSFR.
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CHART 2.50: BANKS’ CLUSTER-WISE MONTHLY LCR CHART 2.51: BANKS’ CLUSTER-WISE QUARTERLY NSFR
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Source: DOS, BB.
NB:SDBs (BDBL, BKB, PKB and RAKUB) are exempted from maintaining regulatory LCR and NSFR.

Furthermore, the banking industry was able to maintain the minimum required Cash Reserve Ratio (CRR)
and Statutory Liquidity Ratio (SLR) at end-December 2023. Although the banking industry met the
regulatory requirements of liquidity ratios, there was a minor liquidity risk concern, as illustrated in Chart
2.52, as evident from a 2.72 percent or BDT 116.95 billion decline in SHQLA® in 2023. The decline in
banking industry's SHQLA was partially due to decline in SHQLA of the SOCBs and PCBs (Islamic)
clusters.

CHART 2.52: BANKING INDUSTRYS’ STOCK OF HIGH QUALITY LIQUID ASSETS AT END-DECEMBER
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*Industry figure excludes BDBL, BKB, PKB and RAKUB (SDBs) as exempted from LCR & NSFR
requirement.

2.12 PERFORMANCE OF LOCAL BANKS’ BRANCHES OPERATING ABROAD

In 2023, the performance of overseas branches of Bangladeshi banks experienced some fluctuations.
Two state-owned commercial banks (SOCBs) namely Sonali Bank PLC and Janata Bank PLC along
with one private commercial bank (PCB) named AB Bank PLC have been operating with a total of
seven (07) full-fledged overseas branches across various locations in the UAE and India. Additionally,
Social Islami Bank PLC has two branches in the UAE, although they are yet to commence operations.
On the contrary, 21 Bangladeshi banks have been facilitating overseas banking services for foreign
remittance collection and other activities through 24 exchange houses, 5 representative offices, and 6
subsidiary companies abroad, as of end-2023.

®SHQLA of banking industry includes Cash on hand (local and foreign currency), Balance with BB (local and foreign currency,
excluding lien part) and un-encumbered approved securities (excluding lien part).
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In 2023, the net profit of the overseas branches of 3 (three) banks was USD 9.40 million, which was
USD 4.10 million higher than that of 2022. In the review year, the customer deposits of overseas branches
increased by 8.58 percent and reached USD 373.13 million from USD 343.64 million in the previous year.
Besides, loans and advances of overseas 