Part A: Economic and Financial Developments
Overview and Executive Summary

Developments in the Real Economy: The Bangladesh economy continued in the trend of steady
performance in Q3 FY 09(Jan-March 09), despite the ongoing global financial turmoil and
economic slowdown that has significantly impacted performance in the major Asian growth
nodes like China, Japan and India. The limited openness of Bangladesh economy, particularly to
short term capital flows, has largely shielded the domestic financial and non financial corporates
from adverse impact of the turmoil in the global financial market. Liquidity and credit flows
have remained normal in the domestic financial market. Domestic demand has held up well, with
correspondingly good output response in agriculture and manufacturing. Thus far, the global
growth slowdown has impacted Bangladesh mainly by way of some moderation in export
growth, and some slackening in investment momentum as evidenced by lingering weakness in
growth of capital machinery imports. Export of frozen food, jute and jute goods, leather,
vegetables, ceramics etc. has suffered decline, but sustained growth in export of apparels and
textiles (comprising over three fourth of total exports) has retained overall growth trend in
positive, with around six percent y-o-y growth in Q3 FY 09 and 14.5 percent y-0-y growth in the
first three quarters of FY 09. Imports declined 3.6 percent y-o0-y in Q3 FY 09, but had 12.4
percent y-0-y growth in the first three quarters of FY 09; the slowdown import growth resulting
from decline in need for food grain import, slack in capital machinery import and general decline
in global commodity prices. Workers' remittance inflows continued in healthy growth trend and
strengthening external sector viability with bop current account surplus and increase in foreign
exchange reserves.

The fiscal and monetary authorities announced various measures to support export sectors
suffering growth decline, and generally to minimize the likely adverse effects from the
continuing global slowdown Based on the current trends, the BBS has provisionally estimated
5.88 percent real GDP growth for FY 09, an estimate not far from the earlier BB projection of
around six percent. Inflation continued in declining trend in Q3 FY 09; the annual average CPI
inflation coming down to 7.7 percent in March 09 from 8.9 percent of December 08.

Monetary and Credit Market Developments: Monetary and credit market developments in Q3
FY09 moved in line with the monetary policy stance adopted by BB for H2 FYQ9 in
consideration of the need to contain inflationary pressure in one hand and ensure the adequate
liquidity to the productive sector to facilitate the growth of economic activities on the other.
However, at the end of Q3, monetary policy stance eased a little following comparatively benign
picture of inflation for coming months. Besides, in order to weather potential adverse effect of
global financial crisis on the domestic economy emanating from worldwide economic recession
especially in the developed economies in the first round which may transmit to the middle and
low income countries as second round effect through trade, remittances, aid, and investment
channels, monetary sector developments were under constant vigilance of BB to ensure proper
monetary management.

Fiscal Developments: During the first three quarters of FYQ9, fiscal developments remained
mostly in line with yearly targets set in FYQ09 budget. During the period, preliminary estimates of
total revenue and total expenditure, as percent of GDP, stood at 7.4 percent and 10.3 percent as
against the yearly targets of 11.3 percent and 16.3 percent respectively for FY09. Overall fiscal
deficit, as share of GDP, reached at 2.9 percent in the first three quarters of FY09 as against the



yearly target of 4.99 percent. During the period, total deficit financing amounted to Tk. 178.2
billion of which Tk. 118.4 billion was accommodated from domestic sources that included bank
financing of Tk. 80.7 billion while the remaining Tk. 59.8 billion came from foreign sources.

External Sector Developments: Based on healthy growth in inflow of workers' remittances and
export earnings, the current account balance (CAB) maintained a sizeable surplus during the first
three quarters of FY09. Despite the recent uncertainty due to ongoing global economic crisis the
inflow of workers' remittance maintains its momentum and witnessed a growth of about 14.5
percent during Q3 (January-March) of FYQ09 over the same period of last fiscal. Another
important aspect of recent external sector development is that, in spite of global recession,
Bangladesh able to maintain a surplus of US$ 816 million in the current account balance (CAB)
and a surplus of US$ 773 million in the overall balance of payments during July-February FYQ9.

Price Developments: Inflation situation has been gradually easing in the country since
September 2008. The point to point inflation has declined to 5.04 percent in March 2009 from
6.03 percent in December 2008 and 10.19 percent in September 2008. On an average (12-month)
basis, inflation rate declined to 7.69 percent in March 2009 from 8.90 percent in December 2008
and 10.06 percent in September 2008. The decline in inflation during the quarter under review is
mainly due to the fall in the price of rice domestic market. Besides, prices of importables,
particularly non-food items have been stabilized somewhat in the backdrop of ongoing global
financial crisis. With the help of improved domestic supply condition along with the stability in
the international commodity market, softening of inflationary pressure is likely to continue.
However, it is important to keep in view that the current price fall in the global commodity
market is largely due to changes in demand side factors while global supply situation has
remained unchanged. As such, if the major economies, especially the advanced ones, succeed in
recovering from the crisis within a relatively short period, commodity market may again
experience tight conditions.

Health of the Banking System: Major indicators of health of the banking system showed
improvements during the period under review. The risk-weighted asset to capital ratio for the
banking system as a whole stood marginally above the regulatory requirement of 10 percent. The
ratio of non-performing loans (NPL) to total loan for the banking sector, in both gross and net
terms, declined significantly. Return on asset (ROA) and return on equity (ROE), two important
measures of bank profitability increased reasonably. The interest rate spread (IRS) for all banks
also declined. Both total deposits and advances increased during the period under review. The
country's banking sector remained shielded from the global financial turmoil mainly due to the
low level of global integration and good health underpinned by prudent regulation and sound
management resulting from past reforms. It would however be important to refresh banking
sector surveillance and revisit financial sector management to counteract any potential adverse
impact on the country's banking sector.

Capital Market Developments: The downward trend of DSE general index with some volatility
has been continued since July 2008. All the indicators except turnover of capital market show
some weaknesses during Q3 FYQ9 as evidenced by a decline in general price index and market
capitalization. During Q3 of FY09, DSE general index and market capitalization declined by
12.5 percent and 11.1 percent respectively (Chart VII.1 and Table VII.1). Year-on-year position
of DSE general index declined significantly by 18.9 percent while market capitalization
increased by 7.2 percent.



Near-Term Economic Outlook: Despite the looming economic threat due to global recession,
the developments in the first nine months of FYQ9 in Bangladesh economy so far remained
mostly unaffected. The economy has shown reasonable stability in terms of most
macroeconomic indicators. This is mainly due to the limited international openness to short-term
capital flows and innate wariness about excessive debt. Nonetheless, small economies like
Bangladesh are however by no means invulnerable to fallouts from such a deep global downturn.
Given the degree of globalization and the contagious nature of the crisis, the looming economic
conditions and financial market instability in the developed and several emerging economies are
more likely to spillovers to the developing countries like Bangladesh.

Looking at the sectoral developments, the productive performance of the agriculture sector has
remained robust with increased production of rice, maize and potato, and restoration of normalcy
in other farm and non farm production activities. Both industry and services sectors have also
maintained growth momentum in the current quarter. Given the fact of recent moderation in the
inflationary pressure, the overall outcome of the monetary policy was positive especially in
ensuring adequate flow of credit to redress supply shortages in the economy and boost private
sector activities. The money market and the foreign exchange market remained reasonably
stable. At the end of March 2009, the external balance maintained a comfortable international
reserves position with the help of record inflow of workers' remittances and healthy growth of
export earnings during the current quarter. In the fiscal sector, growth in tax revenue fell short of
its target while expenditure showed high growth. The implementation rate of the annual
development program (ADP) also fell short of the target showing the priority to take measures to
enhance the implementation of ADP projects especially in social and physical infrastructure
sectors like electricity, gas, transport, health services, education, and poverty reduction activities.

In the current quarter, the newly elected government continued its emphasis on policies and
programs toward rehabilitation and expansion of essential infrastructure and other basic public
services, especially in the rural areas, to spur economic growth, facilitated by reallocation of
ADP expenditures based on priorities. The BB's monetary policy also remained accommaodative
to credit demand for productive pursuits of the private sector with watchfulness about limiting
any potential inflationary consequence. In view of these growth supportive policies and the
resilience of the economy, the BBS provisionally estimates around 5.9 percent real GDP growth
in FY009.

Growth outlook for Bangladesh economy for FY10 will depend on the prospects for global
economic recovery, in absence of which positive trend in export growth may not be sustained.
Growth prospects for FY10 and beyond will also depend on the pace of new investment
activities, the current declining trend in capital machinery imports signaling a need for attention
to growth momentum in investments.



I. Developments in the Real Economy

The real economy remained steady during the quarter despite ongoing global slowdown. The
external sector was shielded by its low share in global apparel exports and cost-effectiveness
compared with its competitors. With robust domestic performance, GDP growth is likely to be
around 5.88 percent in FYQ9 as provisionally estimated by the BBS. Along with good aus and
aman harvests, expected production in the boro season is also likely to be satisfactory. Moderate
import growth, mainly due to fall in international prices and adequate domestic production of
rice, along with resilience of exports and remittances would help in ensuring reasonable stability
in the external sector in FY09. With further strengthening of growth supportive policies and
institutional measures and the government's adoption of stimulus package for the depression
affected activities, it would be easier to bring economic stability and higher growth.

Bangladesh achieved a real GDP growth rate of 6.19 percent (revised) in FYO08 despite
unfavorable and challenging environments created by natural disasters and other adverse
domestic and external developments. The current year's growth environment has so far
maintained favorable signs. The performance of agricultural sub-sectors is robust and generally
follows past growth trends. The production of aus and aman rice has been higher than their levels
in FY08. With favorable weather, higher disbursement of agricultural credit, and government
initiatives to ensure timely delivery of inputs and other support services, growth outlook for boro
rice is good as well. Also, production in other sub-sectors like forestry, livestock, fishing, and
poultry remains satisfactory. Overall, growth outlook for the agriculture sector remains bright
and is likely to achieve a growth of 4.8 percent in FYQ9 as indicated by the BBS recently.

The newly elected government has taken various measures including a fiscal stimulus package to
streamline the input and service delivery systems and strengthen marketing and processing links.
The allocation for subsidy has been raised by Tk. 15 billion to nearly Tk. 58 billion from the last
year's total of around TKk. 43 billion. The credit disbursement target has been raised along with
fresh allocation of Tk.15 billion as re-capitalization fund for strengthening financial position and
enhancing credit distributing capacity of Bangladesh Krishi Bank (BKB), Rajshahi Krishi
Unnayan Bank (RAKUB) and Karmasanstan Bank. Thus public efforts to reduce production
costs (e.g., through lowering the prices of fertilizer and diesel oil) and provide stimulus package
would be critical to bringing a positive growth outlook for agriculture.

The Directorate of Agricultural Extension (DAE) and Food Planning and Monitoring Unit
(FPMU) have set the revised gross domestic food grain production (rice, wheat, and maize)
target at 35.3 million metric ton (MMT) in FYQ09 which is 14 percent higher than the production
realized in FY08. Estimates by BBS show that the production of aus rice was 26 percent higher
in FY09 and stood at 1.9 MMT over the actual production of 1.5 MMT in FY08. The revised
target for aman rice production is 13.0 MMT in FYQ9 which is nearly 35 percent higher than the
last year's production of 9.7 MMT. For boro, the largest rice crop, the production target is 18.0
MMT for FY09, higher than the last year's bumper production of 17.8 MMT. With favorable
weather condition, higher disbursement of agricultural credit, better price incentives for the
farmers, and adoption of the government's fiscal stimulus package of Tk.15 billion for enhanced
credit and measures to ensure timely delivery of inputs, credit, and other support services, boro
production is likely to achieve its target.



The target for production of wheat in FY09 is 1.0 MMT which is 18.5 percent higher than the
level in FY08 Auvailable reports suggest a good harvest. Among other cereals, significant
increase has been achieved in the production of maize which has emerged as the fastest growing
cereal over the last few years. The target production of maize has been set at 1.4 MMT in FYQ9,
nearly 7 percent higher than the last year's production level (Table 1.4). In the wake of high
prices and buoyant domestic demand, the area and production level of non-cereal crops such as
vegetables, oilseeds, potato, and sugarcane grew strongly in FY08 and this is likely to continue
in FY09.

In order to support higher production levels, the annual target for agricultural credit disbursement
is set at Tk. 93.8 billion for FYQ9, nearly 13 percent higher over FY08 disbursement, of which
Tk. 69.1 billion was disbursed during the first three quarters of FY09 (9.4 percent growth over
the same period of FY08). Of the total amount disbursed, Tk. 24.4 billion was given to the crop
sector while Tk. 13.9 billion, Tk. 3.6 billion, and Tk. 3.3 billion went to poverty alleviation,
livestock, and fisheries respectively. Overdue as a percentage of outstanding loans declined to
33.4 percent at the end of Q3 FYQ09 which was 36.0 at the end of Q3 FYO08. In the recently
announced fiscal stimulus package, another Tk.15.0 billion has been allocated to agricultural
credit rescheduling scheme.
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Strong growth in private sector credit (by 17.2 percent in Q3 FY09 over Q3 FY08) and buoyant
growth in industrial term lending (a disbursement of around Tk. 89.4 billion for long-term, mid-
term, and short-term combined, during July-December FYQ9) has largely overcome last year's
slower growth performance (6.9 percent in FY08) in the industry sector. Also, contribution of
manufacturing products to total export growth during July-February FY09 indicates sustained
growth of this sector over the period. The industrial quantum index including the index of major
sub-sectors showed strong growth during H1 FYQ09. Available evidence shows the continuation
of similar trend in H2 FYQ9 indicating strong expected contribution of the manufacturing sector
to overall growth in FY09 (Tables 1.3 and 1.5). The industrial quantum index during Q2 FYQ09
achieved a growth rate of 4.8 percent over the same period of the previous fiscal which exhibited
a mild moderation in the industrial sector growth especially in the medium and large scale
manufacturing units. The two major sub-sectors in terms of relative weight, namely 'jute, cotton,
RMGs and leather' and ‘chemical petroleum, and rubber' grew at the rate of 4.6 percent and 3.5
percent respectively during Q2 FYQ9 where sub-sectors like 'non-metallic products' and 'basic
metal products' showed significant growth of 17.1 percent and 17.0 percent respectively over Q1



FY09. Growth of 'food, beverage and tobacco', ‘paper and paper products' and ' fabricated metal
products' sub-sectors were also up to expectations.

The strong activities in manufacturing sector are also visible in strong export stimulus from the
industry sector which is reflected in robust export growth (15.9 percent) during July-February
FYQ9 over the same period of FY08. The performance of several other indicators during the
period also suggests that manufacturing production is likely to grow at faster rates in the coming
months. Growth of industrial loan by banks and non-bank financial institutions, growth of
private sector credit and export-import situation were favorable for industrial activities.
Disbursement of industrial loan experienced a robust growth of 15.7 percent over H1 FY09 and
stood at Tk.316.0 billion which was Tk.273.1 billion during H1 FY08; especially there has been
a remarkable growth of 28.4 percent in loan for working capital financing which indicates the
possibilities of higher manufacturing production in the coming months. At the end of Q2 FY09
about 20.5 percent of total disbursed loan by banks and non-bank financial institutions (NBFIs)
went to small and medium enterprises (SMEs) sector reflecting boost of activities in this sector
which is a pre-requisite to attain higher productivity though building local capacity. Import of
industrial raw materials, intermediate goods and capital goods has also become buoyant with
17.0 percent growth in overall imports L/Cs settlement in July-February FY09 over the same
period of FY08 that are likely to expand industrial production base in the coming months of
FY09. After the inception of new government, overall favorable investment climate is reported
and also business confidence is likely to improving gradually resulted in higher growth in the
industry sector. Nonetheless, to promote the industry sector, the prevailing shortages in power
and gas supplies need to be improved urgently. New investment in bulk would be essential in the
near term to ensure the required supply of power and gas. In this regard, higher dependence on
local resources, public and private, would be best option.
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Furthermore, in the recent fiscal stimulus package, the allocation for house building fund has
been increased by 200 crore taka to 500 crore taka which will boost service activities related to
construction sector.

A large number of measures have also been taken in the recent fiscal stimulus package to
facilitate the higher disbursement of credit to agriculture to achieve the target of domestic food
grain self-sufficiency. Furthermore, new thrust sectors are targeting such as shipbuilding, IT,
agro-processing, and export oriented industries to give required supports in order to accelerating
real sector growth of the economy. Government has announced a two phased fiscal and financial
incentive package along with policy support and administrative reformation to boost up domestic
economy in the backdrop of global financial turmoil. Under this program a joint attempt has been
taken by government and BB to promote export sector including increase of Export
Development Fund (EDF) to US$150 million and extended financial facilities from banks and
NBFIs for the adversely affected export oriented industries on a case to case basis. Thus under
the current real sector outlook, the Provisional growth projection of 5.88 percent by the BBS for
FY09 appears realistic. The buoyancy in economic activities that started in H1 FY09 has been
strengthened in H2 FYQ09. For realizing the growth target and preparing the economy to move to
a higher growth path, it would be important to strengthen existing growth supportive policies
with additional policies to realize the potentials. The policy thrust would be to put adequate
emphasis on rapid expansion of export oriented industries, SMEs and non-farm activities which
will create more employment opportunities. The policy thrust should also be aimed to increase
the investment rate and enhance productivity growth to boost growth friendly economic activities
and encourage private sector led growth.

Il. Monetary and Credit Market Developments

Monetary and credit market developments in Q3 FY09 were largely consistent with the monetary
policy stance adopted by BB for H2 FY09. The thrust was to contain inflationary pressure on the
one hand and ensure adequate liquidity to the productive sectors to facilitate growth of economic
activities on the other. At the end of the quarter, monetary policy stance eased a little following
lowering of inflationary pressure and inflation expectations. Besides, in order to weather
adverse effects of global slowdown on the domestic economy through trade, remittances, aid,
and investment channels, monetary sector developments were under constant vigilance of BB to
ensure proper monetary management.
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Total private sector credit by DMBs grew at 19.8 percent (y-0-y basis) in February 2009, which
grew by 19.4 percent during the same period of the preceding year. The disbursement of
agricultural credit during July-February FY09 stood at Tk. 59.4 billion which is 7.2 percent
higher than the same period of the preceding year. On y-0-y basis, total credit growth to private
sector from banks and micro finance institutions increased to Tk. 2,075.0 billion and Tk. 129.8
billion respectively during Q3 FYQ09 from Tk. 2045.3 billion and Tk.128.7 billion at the end of
December FYQ9 reflecting increased overall economic activity during the period under review.

Among the monetary aggregates, broad money (M2) recorded a growth of 19.3 percent in
February 2009 up from 15.3 percent in February 2008. This higher growth was caused mainly by
increased growth of 22.1 percent in net domestic assets (NDA) although net foreign assets
(NFA) showed a moderate growth of 3.3 percent. The rise in NDA was driven by growth of
public sector credit by 21.8 percent and private sector credit by 19.8 percent respectively in
February 2009 compared with 8.6 percent and 19.4 percent growth over the same period in the
previous year. The growth of narrow money (M1) moderated slightly and grew by 14.3 percent
in February 2009 which grew 14.6 percent over the same period in the preceding year.
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An analysis of the components of M2 shows that currency demand and time deposits grew by
20.0 percent and 20.8 percent in February 2009 compared with 13.1 percent and 15.5 percent
growth respectively recorded in February 2008. The growth rate of demand deposits, on the
other hand, decelerated from 16.5 percent in February 2008 to 7.2 percent in February 2009. The
money multiplier (M2/RM) declined to 4.7 in February 2009 from 4.9 during the same period of
the preceding year due to larger increase in RM relative to M2.

The RM grew by 22.9 percent and stood at Tk. 581.7 billion in February 2009 showing 9.4
percent y-0-y growth in February 2008. This occurred despite a significant slowdown in growth
of NFA (from 33.6 percent in February 2008 to 7.1 percent in February 2009).! On the other
hand, NDA grew by 51.8 percent in February 2009 driven by a substantial increase in BB's
claims on Government (31.1 percent in February 2009 compared with (-) 19.1 percent in
February 2008), while the growth of BB's claims on DMBs decreased by 19.3 percent in
February 2009 over the same period of the preceding fiscal.

! NFA refer to foreign exchange reserves in BB.



In December 2008, total advances by economic purposes increased by 21.88 percent and stood at
Tk. 1,873.4 billion which was Tk. 1,537.1 billion during the same period in the preceding year.
Bank advance by economic purposes shows that in Q2 FYQ9, credit for miscellaneous purposes
increased by 37.05 percent, industry sector by 25.18 percent, construction by 22.60 percent, trade
by 21.85 percent, agriculture by 15.36 percent (of which credit for crops rose by 15.13 percent
and for others by 18.67 percent), working capital financing increased by 12.6 percent, transport
and communication by 12.5 percent. These growth rates were 25.55 percent, 23.11 percent, 8.56
percent, 15.40 percent, (-) 1.7 percent (of which crop) (-) 1.28 percent and others 19.05 percent),
13.79 percent and 54.30 percent respectively during the same period of the preceding fiscal year
(Table 1.8).
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The disbursement of term lending by banks and NBFIs decreased by 32.1 percent and stood at
Tk. 39.9 billion in Q2 FY09 (y-0-y basis) which was Tk.58.8 billion during the same period in
the preceding year. Between Q2 FY08 and Q2 FYQ9, term lending by SCBs decreased from Tk.
3.3 billion to Tk. 2.9 billion and that of PCBs decreased from Tk.41.2 billion to Tk.25.5 billion,
while the decline for FCBs was from Tk. 7.3 billion to Tk. 6.1 billion. Term lending by NBFIs
also declined from Tk.6.2 billion to Tk. 4.4 billion (Table 1.11).

The rates of repo and reverse repo were reduced to 8.50 percent and 6.50 percent from 8.75
percent and 6.75 percent respectively on 11 March 2009. The call money rate remained mostly
stable and stood at 8.68 percent at the end of March 2009. Overall, yields on short term treasury
bills (182-day, 364-day) displayed slight increase in Q3 FY09 over Q3 FY08 although yields on
long term bonds such as 5-year and 10-year BGTB remained unchanged while yields on 15-year
and 20-year BGTB declined slightly over the same period of the preceding year (Table 111.3).
Outstanding stock of government treasury bills including NSD certificates increased slightly and
stood at Tk.877.6 billion at the end of February 2009 compared with Tk. 852.0 billion at the end
of December of 2008.

I11. Fiscal Developments

During the first three quarters of FYQ9, fiscal developments remained mostly in line with yearly
targets set in the FY09 budget. During the period, preliminary estimates of total revenue and
total expenditure, as percent of GDP, stood at 7.4 percent and 10.3 percent as against the yearly
targets of 11.3 percent and 16.3 percent respectively for FY09. Overall fiscal deficit, as share of
GDP, reached 2.9 percent in the first three quarters of FY09 as against the yearly target of 4.99
percent. During the period, total deficit financing amounted to Tk. 178.2 billion of which Tk.



118.4 billion was accommodated from domestic sources that included bank financing of Tk. 80.7
billion while the remaining Tk.59.8 billion came from foreign sources. *

The target for National Board of Revenue (NBR) tax revenue is Tk. 545 billion for FY09. As
against the target, NBR collected Tk. 361.7 billion during the first three quarters of FY09 which
is 13.2 percent higher than the level achieved during the same period of FY08. The tax revenue
growth was led by value added tax (VAT), income tax, and other sources.’ In the first nine
months of FYQ09, tax revenue collected from VAT, income tax, and other sources, increased by
16.1 percent, 20.8 percent, and 9.3 percent respectively over the same period of FY08. However,
revenue earnings from custom duty (18 percent share in total NBR revenue) slowed down in the
first nine months of FY09 due to falling prices of imported commodities in the international
market along with declining imports of consumer goods. In order to achieve the targeted revenue
collection, various measures have been adopted such as strengthening tax collection efforts,
identifying new tax payers, and enhancing transparency, accountability, and efficiency of tax
administration, and introducing electronic cash register for retail sellers.

Chart 111.1: Trendin Government Revenue and » Chart I11.2: Financing of Budget Deficit
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In FYQ9, the targets for current expenditure and annual development program (ADP)
expenditure have been set at Tk.667.6 billion (10.9 percent of GDP) and Tk.256.0 billion (4.2
percent of GDP). These targets are higher by more than one-third and 50 percent respectively
than their actual levels in FY08. Against these targets, current expenditure in the first nine
months of FYQ9 stood at 469.2 billion (70 percent of the annual target) which is 46.0 percent
higher than the level of the same period of FY08. The increase has partly been contributed by
payment of enhanced salaries to government employees and increased expenses on subsidies and
debt services. The estimated data show that the implementation rate of ADP stood at 41 percent
during the first nine months of FY09. Rapid implementation of ADP projects especially in social
and physical infrastructure sectors like electricity, gas, agriculture, transport, education, health,
and poverty reduction activities should be given priority in order to achieve the ADP target and
promote desired growth. It may be added that the ADP utilization rate was 75.9 percent of the
revised target in FY08.

2 In the absence of actual data up to March 2009, estimated data of revenue, expenditure, and financing have been
used in the analysis of this section. As a result, the figures may differ from other sources.

® The share of VAT is around 41 percent in total NBR tax revenue. Other sources include supplementary duty (local
and import), excise duty, turnover tax, and travel tax.
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In FY09 budget, deficit financing from domestic and foreign sources is set at Tk.170 billion and
Tk.72.4 billion respectively. Among domestic sources, Tk. 135 billion is expected to come from
bank financing and Tk.35 billion from non-bank financing. During the first nine months of
FY09, bank borrowing stood at Tk. 80.7 billion compared with Tk.62.0 billion in the same
period of FY08. Non-bank borrowing stood at 37.7 billion in the first nine months of FY09
compared with 25.2 billion in the same period of FY08 (Table I11.1 and Chart 111.1).

IV. External Sector Developments

The current account balance (CAB) maintained a sizeable surplus during July-February period
of FY09 due mainly to healthy growth in inflow of workers' remittances and export earnings. The
slowdown of new manpower exports to some countries has been a source of concern and the
government has taken steps to improve the situation so that inflow of workers' remittances can
maintain its growth momentum. An important aspect of the external sector is that, in spite of
global recession, Bangladesh has succeeded in maintaining external sector stability showing
surplus in CAB as well as in overall balance of payments during July-February FYQ9.

The CAB showed a healthy surplus of USD 584 million in January-February period of 2009 as
against a small surplus of USD 12 million in the corresponding months of 2008. In Q2 FYQ09,
CAB had a deficit of USD 134 million. As a whole, CAB showed USD 816 million surpluses
during July-February period of FYQ09. This surplus emerged due to healthy surplus in current
transfers of USD 1609 million that included an inflow of workers' remittances of USD 1,643
million despite deficits in trade balance (USD 586 million), and income account (USD 444
million) during January-February 2009. The capital and financial account, on the other hand,
maintained a small deficit (USD 216 million) during January-February 2009 against a surplus of
USD 80 million during January-February 2008. Capital and financial account showed USD 9
million and USD 334 million surpluses during Q1 FY09 and Q2 FYQ9 respectively. The overall
balance showed a surplus of USD 284 million during January-February 2009 compared with a
deficit of USD 67 million during the same period of 2008 and a surplus of USD 64 million and
USD 425 million in Q1 and Q2 FYQ09 respectively. Overall, the country's balance of payments
showed a healthy USD 773 million surplus during July-February period of FY09.

Chart IV.1: Trends in Current Account and Chart IV.2: Exchange Rate Movements
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The foreign exchange market remained mostly stable and Taka depreciated marginally by 0.14
percent against USD during Q3 FY09 and 0.72 percent during July-March period of the current
fiscal due to healthy situation in the foreign exchange reserves (USD 5.95 billion at the end of
Q3 FY09) and appropriate policy stance adopted by the government and the BB. The BB, as part
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of its pro-active monetary policy, remained active in the foreign exchange market and made
necessary interventions showing a net purchase of USD 457.7 million in the inter-bank market
during the first nine months of FY09.

Both the nominal effective exchange rate (NEER) index and real effective exchange rate (REER)
index appreciated during January-February 2009. On the other hand, the nominal value of Taka
depreciated marginally during the quarter. The nominal exchange rate remained higher than the
REER based exchange rate and Bangladesh enjoyed reasonable competitiveness in the
international market during the quarter under review (Chart 1V.2).

Following the global recession, export earnings showed some dip in October 2008 but the
country's overall export earnings bounced back and regained its momentum in November 2008.
Export earnings registered a slower 5.5 percent growth during January-February period but the
overall growth was 15.9 percent during July-February FYQ9 over the corresponding period of
previous fiscal. During January-February period of FY09, RMGs (woven garments and knitwear
products) which cover almost 80 percent of total exports registered higher exports but some other
commodities like raw jute, jute goods, leather, frozen shrimps and fish, fertilizer, terry towels
etc. registered shortfall over the same period of the last fiscal (Table 1V.2). The exports of RMGs
registered a 21.2 percent growth during July-February period of FY09.

Chart IV.4: FOREX Reserve & Exchange Rate

Chart IV.3: Trends in Exports & Imports
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According to the Export Promotion Bureau (EPB), during July-March FY09, several export
commodities including RMG products as well as terry towel, textile fabrics, pharmaceuticals,
handicrafts, computer services and chemical fertilizer recorded higher growth over the
corresponding period of the last fiscal and achieved or exceeded their targets. The exports of foot
wear, home textile, agricultural products and other manufacturing goods also recorded higher
growth over the same period of FY08 but fell short of their targets. On the other hand, exports of
raw jute, tea, jute goods, electronics, leather, ceramic products, frozen foods, petroleum bi-
products and other primary commodities recorded declines over their corresponding period of
FYO08 levels as well as fell short of their targets (Table 1V.6).

Destination-wise trend of RMG exports is given in Table 1VV.5. The table shows that exports of
woven categories increased significantly to US but fell sharply to EU regions during Q2 FYQ9
which recorded a higher growth in both regions during Q1 FY09. Exports of knitwear category
recorded decline in both US and EU markets during Q2 FY09 which also recorded higher growth
during Q1 FYO09 in both markets. On the other hand, exports of both woven and knit category
increased significantly in other than USA and EU markets during Q1 and Q2 of FY09. Overall
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export of RMGs increased by 12.4 percent to USA but declined sharply by 30.7 percent to EU
markets while its export increased significantly by 337.7 percent to other than US and EU
markets during Q2 FY09.

Total merchandise imports declined by 3.9 percent (on cif basis) during January-February 2009
compared with a 12.1 percent growth recorded in Q2 FY09 (Table 1V.3). This decline in imports
in January-February 2009 reflected decline in imports of food grains (-47.2 percent), consumer
and intermediate goods (-11.2 percent) and imports by EPZ (-19.1 percent). Merchandise imports
recorded a 15.6 percent growth during July-February period of FY09 over the same period of the
previous fiscal. During July-February period, food grains imports decreased sharply by 40.2
percent of which rice import decreased by 62.5 percent and wheat import decreased by 8.1
percent. Imports of other food items decreased by 5.1 percent of which the decline in milk and
cream was by 36.3 percent, spices by 35.3 percent, oil seeds by 13.4 percent, pulses by 54.2
percent. On the other hand, edible oil and sugar imports increased by 2.6 percent and 63.7
percent respectively during July-February period of FYQ9. Imports of consumer and intermediate
goods recorded a high 23.8 percent growth during July-February period of the current fiscal. The
import growth is largely accounted for by increased imports of POL (28.7 percent),
pharmaceutical products (54.9 percent), fertilizer (113.1 percent), dyeing and tanning material
(34.8 percent), and yarn (25.2 percent). The import of capital goods and others recorded 25.4
percent growth during July-February FYQ09. The higher growth in this sub-sector was mainly due
to sharp increase in imports of iron, steel and other base metals (34.6 percent) and other goods
and machineries (39.2 percent) in spite of decline in import of capital machinery (-12.4 percent).

The inflow of workers' remittances, the critical anchor for the current account balance, recorded
14.5 percent growth (USD 2.5 billion) during January-March FYQ9. During Q2 FY09, the inflow
of workers' remittances recorded a growth of 19.7 percent to USD 2.2 billion. Overall inflow of
workers' remittances recorded a strong 24.5 percent growth (USD 7.0 billion) during July-March
period of FY09. During January-March 2009, the largest source of remittance was Saudi Arabia
(USD 769.0 million) followed by UAE (USD 482.8 million) and USA (USD 428.4 million).

Maintaining a healthy balance of payments position including a stable and competitive par value
of Taka requires continuous efforts to increase export earnings as well as well-conceived
measures to ensure rising inflow of workers' remittances. In this context, strengthened initiatives
are needed to explore new markets to diversify the country's export products and destinations. In
order to capture new labor markets and sustain its position in the competitive global labor
market, Bangladesh needs to formulate adequate policies and programs to impart appropriate
training and skills to meet country specific labor demands.

V. Price Developments

Inflation has significantly subsided in Q3 FY09 which started in September 2008. The point-to-
point (p-t-p) inflation stood at 5.04 percent in March 2009 down from 6.03 percent in December
2008 and 10.19 percent in September 2008. The 12 month average inflation was 7.69 percent in
March 2009 which was 8.90 percent in December 2008 and 10.06 percent in September 2008.
The decline in inflation during the quarter under review is mainly due to fall in the price of rice
in the domestic market. Besides, prices of most imported items, particularly non-food items also
declined in the backdrop of the ongoing global recession (Table V.1).

However, prices of several essential food items in the international market moved up during Q3
FY09 (January 2009) as compared to the end of Q2 FYQ9. The price of rice in the international
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market increased by around 12 percent in January 2009 compared to the price in December 2008.
Prices of several other primary commodities e.g. wheat, edible oil, and sugar also increased in
January 2009. The average price of crude oil (petroleum) increased in January 2009 and stood at
USD 45 per barrel compared with USD 41.53 per barrel at the end of Q2 FY09. Overall, the
price situation in the domestic market remained mostly under control during the quarter although
prices of several food and non-food commodities increased in the international market (Table
V.2).

Chart V.1: 12-Month CPI Inflation Chart V.2: Commodity Prices in International
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The global meltdown also had some moderating effect on inflationary pressure in other South
Asian countries. The CPI inflation (p-t-p) in India slightly eased to 9.6 percent in February 2009
compared with 9.7 percent in December 2008. Inflation in Pakistan as measured by changes in
CPI (p-t-p) came down to 21.1 percent in February 2009 which was 23.3 percent in December
2008. In Sri Lanka, inflation as measured by Colombo consumer price index (CCPI) declined by
6.8 percentage points to 7.6 percent in February 2009 as compared with 14.4 percent in
December 2008 (Table V.3).

In the backdrop of gIObaI recession and backed Chart V.3: Inflation in South Asia (Year on Year)
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V1. Health of the Banking System

Major indicators of health of the banking system showed improvements during the quarter under
review. The risk-weighted asset to capital ratio for the banking system as a whole stood
marginally above the regulatory requirement of 10 percent. The ratio of non-performing loan
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(NPL) to total loan for the banking sector, in both gross and net terms, declined. Return on asset
(ROA) and return on equity (ROE), two important measures of bank profitability increased. The
interest rate spread (IRS) for all banks also reduced. The country's banking sector remained
shielded from the global financial turmoil mainly due to the low level of global integration and
good health underpinned by prudent regulation and sound management. It would however be
important to refresh banking sector surveillance and revisit financial sector management to
counteract any potential adverse impact on the country's banking sector.

The risk-weighted capital asset ratio (RWCAR) for all banks increased to 10.1 percent in
December 2008 from 9.5 percent in June 2008, reflecting positive changes in the ratio from 6.3
percent to 6.9 percent for SCBs; from 10.9 percent to 11.4 percent for PCBs; from (-) 5.6 percent
to (-) 5.3 percent for SBs, and from 22.9 percent to 23.8 percent for FCBs. This is partly the
result of corporatization of three SCBs (Sonali, Janata and Agrani) by the government as well as
policy measures implemented by BB. The RWCAR, however, remained significantly above the
regulatory requirement of 10 percent only for FCBs and marginally higher for PCBs (Table
VI1.1).* In view of the growing share of PCBs in the overall banking activities, it would be
prudent to encourage the PCBs to further augment their capital ratio to acquire higher capacity to
successfully weather any episode of systemic shocks in the banking sector.

The ratio of gross NPL to total loans of the banking sector declined from 12.3 percent during end
September 2008 to 10.8 percent in end December 2008. During the period, gross NPL ratio for
SCBs declined from 29.3 percent to 25.4 percent which contributed significantly in reducing the
overall ratio. The ratio for the FCBs increased marginally to 1.9 percent during end December
2008 from 1.6 percent at the end of September 2008 (Chart V1.1). For the PCBs and SBs, similar
ratios decreased from 5.4 percent to 4.4 percent and 26.2 percent to 25.5 percent respectively
(Table V1.2).

Chart VI.1: Ratio of Gross NPLs to Total Loans Chart V1.2: Ratio of Net NPLs to Total Loans
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On the other hand, the net NPL ratio for all banks declined to 2.8 percent in Q2 FY09 from 3.7
percent in Q1 FY09 led by healthy improvement in the ratio of SCBs from 8.0 percent to 5.9
percent. Similarly, the ratio decreased from 17.9 percent to 16.9 percent for SBs; from 1.5
percent to 0.9 percent for PCBs; and from (-) 1.9 percent to (-) 2.0 percent for FCBs (Table V1.3
and Chart V1.2).

* As per BB’s BRPD Circular No. 05/2007 of 14 May 2007, banks are required to maintain capital to risk-weighted
asset ratio of 10 percent at the minimum with core capital not less than 5 percent.

15



Among the profitability measures, overall ROA increased from 0.9 percent to 1.2 percent during
2008 because of healthy profits earned by PCBs; while ROE for the same period increased from
13.8 percent to 15.6 percent due mainly to sharp growth in ROE for SCBs: from nil to 22.5
percent. Both ROA and ROE turned negative for SBs over the last few years. The figures show
similar poor performance in 2008. Since BB requires that taxes and provision shortfall be
accounted for in determining net income, net returns of SCBs turned negative since 2006.> Hence
both ROA and ROE for the group have been administratively set at zero for 2007. But in 2008,
both ROA and ROE increased to 0.7 percent and 22.5 percent respectively for the SCBs which is
the result of corporatization of the three NCBs under which the amount of loss of the banks were
converted into goodwill and shares were issued equivalent to the amount in favor of the
government. Another feature is that the ROE figures for FCBs and PCBs have narrowed down
to 17.8 percent and 16.4 percent in 2008 compared with the 20.4 percent and 16.7 percent
respectively in 2007. The ROA for FCBs, on the other hand, decreased from 3.1 percent in 2007
to 2.9 percent in 2008; the group still remains the front runner compared with other bank
categories (Table V1.4).

During end December 2008, the interest rate spread (IRS) stood at 5.00 percentage points for all
banks; lower than 5.17 percentage points in end September 2008. During Q2 FY09, the deposit
rate increased to 7.31 percent from 7.17 percent in Q1 FYQ9 while the lending rate decreased
from 12.34 percent to 12.31 percent over the same period. However, IRS increased from 2.95
percentage points to 3.12 percentage points for SBs while the same decreased from 4.54
percentage points to 3.96 percentage points for SCBs; from 4.76 percentage points to 4.70
percentage points for PCBs; and marginally from 9.34 percentage points to 9.33 percentage
points for FCBs. This shows the result of BB's persistent effort in persuading the banks to reduce
the spread in a rational manner (Table 11.3).

At the end of Q2 FY09, total deposit (excluding inter-bank) of the banking sector stood at Tk.
2,527.6 billion which was 5.1 percent higher than Tk. 2,404.5 billion in end Q1 FY09. Similarly,
total advances (excluding inter-bank) increased by 2.8 percent from Tk. 1,910.8 billion to Tk.
1,963.9 billion over the same period. During Q2 FYQ9, among different bank categories, SBs
recorded the highest deposit growth of 6.1 percent over Q1 FYQ9; the growth was 5.5 percent for
PCBs; 6.0 percent for SCBs; and (-) 1.0 percent for FCBs. In the case of advances, PCBs
recorded 3.4 percent growth during Q2 FY09 over Q1 FY09 compared with 3.3 percent growth
for SCBs; 3.0 percent for SBs and (-) 3.9 percent for FCBs.

Thus most of the indicators of health of the banking sector have shown improvement over the
recent past. This may largely be attributed to the BB's regulatory framework as well as cautious
monitoring and supervision of the banking sector. On the other hand, the country's banking
sector possesses low level of global integration. The banking sector in Bangladesh still remained
largely immune to the current global financial crisis more particularly, the crisis in the global
banking sector. Under these circumstances, being the regulator of the banking and financial
sector, it will be prudent for BB to augment the regulatory framework for the banking sector to
avoid any episode of global shocks to be transmitted in the country's banking system.

® It may be noted that the net income was negative even without accounting for the provision shortfall during the
calendar year 2004. But in 2006, income before provision was positive, but it turned negative after allowing for the
provision shortfall.
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VII. Capital Market Development

The downward trend of DSE general index along with some volatility continued during the
quarter. All indicators except turnover of capital market showed weaknesses as evidenced by
declines in general price index and market capitalization. During Q3 FY09, DSE general index
and market capitalization declined by 12.5 percent and 11.1 percent respectively (Chart VII.1
and Table VII.1). Year-on-year position of DSE general index declined significantly by 18.9
percent while market capitalization increased by 7.2 percent.

The liquidity situation in the capital market improved significantly during the quarter vis-a-vis
the previous quarter. Total turnover increased to Tk. 217.8 billion as compared with Tk. 152.4
billion in the previous quarter recording a healthy growth of 15.8 percent. On a year over year
comparison, the increased turnover shows robust growth of 67.5 percent. The number of listed
securities was 301 in December 2008 which increased to 306 in March 2009, while the value of
issued equity and debt increased merely by 4.1 percent during the quarter under review (Table
VII.1). Five new companies were listed in the capital market during Q3 FY09.

Sector-wise DSE data show that during Q3 _ o
FYO9 market capitalization  increased Chart VILL Tren: E)”S'\E/'Trzﬂ Capitalisation
everywhere except for banks, investment and 880 - - e -+ 3200
the cement sector. During Q3 FY09, market 770 T
capitalization of the banking sector declined by
35.4 percent while issued capital of the sector
increased by 3.0 percent. The domination of
banks, power, and pharmaceuticals in total
market  capitalization ~ with  significant
contribution from cement industries continued
up to end of September 2008. At the end of Q3 IIIIIIIIIIIIIIIII

FY09, the share of banking (including NBFIs) s Market Capitalisation Index

sector in total market capitalization declined to

32 percent from 45 percent in Q2 FY09 mainly due to sharp decline in prices of banking sector
stocks.

A major weakness of the country's capital market is its inability to reflect company fundamentals
adequately along with the danger of insider trading in manipulating market prices. Along with
measures to address these weaknesses, it would be important to reduce volatility in the market
which has shown increasing trend in recent times. For sustaining the development of the capital
market, it is necessary to attract nonresident Bangladeshis in increasing numbers to invest in the
capital market.

VIII. Near-Term Economic Outlook

In the backdrop of the ongoing global economic crisis, the growth prospects for the developed as
well as the emerging countries have deteriorated significantly over the last few months. This is
mainly due to significant downturn in economic activities in the advanced economies. According
to the recent update of the World Economic Outlook (WEO, March 2009 IMF), it is apprehended
that advanced economies would experience their sharpest contraction in the post-World War Il
period. The IMF predicts that real activity could contract by 2.6 percent in the USA, 3.2 percent
in the euro area, and by 5.8 percent in Japan. Though more resilient than in previous global
downturns, emerging and developing economies would also suffer serious setbacks. However,
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global economic growth is projected to rebound in 2010 after falling sharply to negative 0.5 to
1.0 percent in 2009. The 2009 world growth forecast has been revised downward by 1.0 to 1.5
percentage points compared with the last IMF projection of 0.5 percent made in January 2009.°

Despite the looming economic threat due to global recession, the developments in the
Bangladesh economy remained mostly unaffected in the first nine months of FY09. The
economy showed reasonable stability in terms of most macroeconomic indicators. This is mainly
due to the limited openness to short-term capital flows and in-built resilience of the domestic
economy. Nonetheless, Bangladesh like other small economies is vulnerable to fallouts from the
deep global downturn. Given the degree of globalization and the contagious nature of the crisis,
the looming economic conditions and financial market instability in the developed and several
emerging economies are more likely to have spillovers to developing countries like Bangladesh.

Recent Developments and Prospects

Looking at the sectoral developments, the productive performance of the agriculture sector
remains robust with increased production of rice, maize, and other products, along with normalcy
in other farm and non-farm production activities. Both industry and services sectors have also
maintained momentum in the current quarter. With recent moderation in inflationary pressure,
the overall outcome of the monetary policy was positive especially in ensuring adequate flow of
credit to redress supply shortages in the economy and boost private sector activities. The money
market and the foreign exchange market remained reasonably stable during the quarter. At the
end of March 2009, the external balance maintained comfortable international reserves supported
by record inflow of workers' remittances. In the fiscal sector, growth in tax revenue fell short of
its target while expenditure showed high growth resulting in government's bank borrowing to
exceed BB's monetary program target. The implementation rate of the annual development
program (ADP) fell short of target indicating the need to take measures to enhance the
implementation of ADP projects especially in social and physical infrastructure sectors like
electricity, gas, transport, health, education, and poverty reduction activities.

Bangladesh's exposure to the contagion effects of the global financial markets has been low and
the country's financial sector has remained largely immune to the recent global financial turmoil.
The broad macroeconomic picture that emerges from the data for the first nine months (July
2008-March 2009) of FY09 shows reasonable stability along with healthy prospects. However,
with economic slowdown in the developed economies and somewhat unpredictable oil prices for
the oil exporting countries, Bangladesh's external sector faces considerable uncertainty especially
in terms of export earnings and remittance inflows. The Bangladesh economy has already
suffered significant loss from severe terms of trade shock originating from higher food and
petroleum prices which was only partly met by compensating growth in remittances.

The short term economic outlook thus remains significantly blurred by potential channels of
transmission of multiple downside risks of the global financial crisis including lower inflow of
foreign aid and foreign capital, adverse effect on exports, downward pressure on remittances, and
slowdown in investments and growth. If significant slowdown in export earnings and inflow of
remittances becomes a reality, the current account balance including the overall balance would
face significant pressure withy consequent adverse effects. It is important therefore to recognize

® For further details, see IMF online survey, 19 March, 2009.

18



the significant uncertainty that surrounds the nature, scope, and severity of the crisis and the
extent and duration of slowdown of global growth which make it extremely difficult to predict
the impact of the crisis on the Bangladesh economy.

One of the priority areas of the newly elected government during the quarter under review has
been to rehabilitate and expand essential infrastructure and other basic public services, especially
in the rural areas, to spur economic growth. The BB's monetary policy also remained
accommodative to credit demand of the private sector, especially in the productive sectors,
keeping in view the limits of potential inflationary consequences. In view of the continuation of
these growth accommodating and growth enhancing policies and the strong resilience that the
economy has shown, GDP growth during FY09 is provisionally estimated at 5.88 percent by the
BBS.

The point-to-point inflation has been easing in recent months which fell to around 5.0 percent in
March 2009 after hitting a peak of 11.6 percent in December 2007. Both food and nonfood
inflation has been falling. This trend is likely to continue and may further decline in the
remaining months of FY09. Moreover, the expected good harvest of boro rice would create a
sobering effect in the food grain market with positive impact on food inflation in the country. If
the current trends are maintained, it is more likely that average inflation would be softened
further in the coming months.

Challenges

Although the Bangladesh economy has remained somewhat unaffected from the global
recession, significant downside risks remain especially relating to Bangladesh's exposure to real
economy effects of the financial crisis through exports, remittances, and foreign capital inflow
channels. The growth rate of exports has remained steady in recent months. The growth in
remittance earnings might slow down as well. The near term outlook is thus underpinned by
several factors covering both policy and institutional dimensions. The continuing slowdown of
global growth, especially growth in advanced economies, may pose a big challenge if it persists
for long.

The exports of traditional items like jute, jute goods, handicrafts, electronics, frozen food, leather
and ceramic products including some primary commodities and engineering products declined
significantly during the last six months. It is apprehended that export of RMG products could
also slowdown in the near future. The best way of weathering the RMG sector would be to
enhance the efficiency of customs, ports, and infrastructure as producers/exporters need cost-
cutting measures to stay competitive. For increasing productivity, this is the time to install and
strengthen safety net programs for garment workers such as through public-private partnerships.
Along with remaining vigilant regarding price competitiveness, more efforts are needed toward
diversifying the export basket, adding more value added products to export items, and exploring
new markets in order to expand both export products and destinations. For the RMG sector, it
would be critical to ensure smooth and production friendly environment and uninterrupted access
to power and other inputs to retain competitiveness. It may be useful to adopt a comprehensive
export (including export of services) promotion program to expedite the implementation of short
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and medium/long term export promotion measures employing a product and country specific
approach.

Two distinct features of remittance inflows make the remittance issue more vulnerable. Firstly,
since most of the remittance earners are unskilled or low-skilled workers from the rural areas,
any adverse impact on remittance inflows would affect the livelihood activities of a significant
number of poor and vulnerable households. Secondly, most of the migrant labor works in the
Middle East or in developed countries. The fall in oil prices might wipe out the windfall gains
resulting in interruption of the massive programs of modernization and infrastructure buildup in
the oil rich countries creating adverse consequences on new recruitments in the near future.
Remittances from the developed economies like USA and Europe could also face setback
depending on the duration and the depth of crisis. As such, Bangladesh's policy priority should
be to resolve the hurdles facing expatriate workers at home and abroad and explore new markets
especially for skilled technical and service workers.

The fiscal sector had to withstand significant pressure during the first nine months of FYQ9 due
to rapidly rising cost of subsidies and other current expenditures and slower than targeted growth
in revenue earnings. In view of the large demands for public funds that are already
accommodated in the FYQ9 budget, it would be prudent to (i) trim low priority expenditure and
improve revenue collections to help protect fiscal position and the government's ability to
finance priority projects; (ii) rationalize tariffs/duties on imports of nonessential/luxury goods
and similar goods produced locally as a means of increasing the fiscal base as well as to support
priority domestic production, (iii) prepare an action plan to create some fiscal space to respond to
any downturn in economic activities or external shocks due to the ongoing global crisis. In
particular, tax collection efforts need strengthening especially since earning from customs duty is
likely to slowdown in the coming months due to falling value of imports resulting from declining
commodity prices in the international market.

In view of the likely reduction in trade volume, inflow of workers' remittances, and foreign
capital inflows, the Bangladesh economy would probably face several challenges in the near to
medium term:

e Despite slow growth in the import bill, sharper fall in exports and remittances could lead
to depletion in foreign exchange reserves unless compensating flow of ODA package is
arranged,;

e The export industries, especially the RMG, could face a threat of job cuts and job losses
in case the export sector is hard hit by global recession;

e If pressure on the external sector mounts, the exchange rate could depreciate losing par
value of Taka with some losses of real income and purchasing power;

e Due to sagging export performance to the recession-ridden world markets and weak
outlook of current transfers including inflow of remittances, FDI and other ODAs, the
current account as well as overall balance would face increasingly rising pressure turning
the accounts into deficit;
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e A sizable stimulus/rescue package on top of the risk of lower tax revenue collection and
continuation of ongoing subsidy programs and the need for widening other social safety
nets programs may lead to more than expected fiscal deficits;

In view of providing a cushion to the economy, it is important to closely monitor the
developments in key economic indicators. The government has already declared a stimulus
package of Tk. 3424 crore consisting cash subsidies, loan facilities and social security to
safeguard Bangladesh's key economic sectors such as agriculture, exports including readymade
garments, jute, leather, and frozen foods, and power generation. Under the package, the
government has marked Tk. 1,500 crore for the agriculture sector, Tk. 500 crore for farm loan re-
capitalization, Tk. 600 crore for the power sector, Tk. 374 crore for social security (food) and Tk.
450 crore for the exports sector. The size of the stimulus package will be extended in order to
boost cash incentives for the textile sector as well. Besides, other initiatives such as: cash
incentives, redefining 'non-performing’ loans (changing CIB rules), paying all outstanding cash
incentives to the export sector, extra incentives for the frozen food sector, cutting VAT on export
products, strengthening BSTI support for enhancing export quality, and issuing license for
captive power plants for adequate supply to industries have also been taken. The stimulus
package needs effective implementation in order to derive the expected benefits. It needs careful
monitoring as well to facilitate introduction of needed adjustments and corrections to meet the
dynamic changes. To facilitate required flow of credit to the productive sector, BB has recently
reduced interest rates on repo operation by 25 basis points. Besides, in order protect the loss of
future remittance flows, the government is taking several steps such as facilitating faster and
easier transfer of remittances through official channels, finding new markets, reducing
uncertainty, and maintaining stability in the existing markets.

Increasing productivity growth across the economy would be the key to achieving the positive
near term outlook and moving to higher growth trajectories essential for poverty reduction and
social development. In this respect, some critical issues need priority action including inadequate
energy supply especially electricity and gas shortages, transport bottlenecks, inefficiencies in
agricultural input distribution and marketing networks, and other infrastructure deficiencies. In
addition, improvement in business as well as consumer confidence and investment climate would
be critical to further improving the near term outlook along with ensuring economic stability and
brightening the prospects of higher economic growth.
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