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Executive Summary

Robust economic activities continued in Q2FY19 hinging upon strong domestic and external 
demand. Prevailing low-interest rates environment in the banking system coupled with solid 
remittance inflows (8.1 percent growth) in H1FY19 helped to boost private spending. At the same 
time, acceleration of government's development projects implementation on the run-up of national 
election led to higher government spending. In the external front, export performance remained 
solid (14.1 percent growth) during this period. On the supply side, the growth impulses arose mostly 
from the agriculture and the industry sectors, while the service sector registered a mixed trend, as 
reflected in some indirect indicators during the period under review. 

The moderation of food inflation, aided by diminishing rice and vegetable prices, kept headline CPI 
inflation (point-to-point) falling in Q2FY19 which reached 5.4 percent in December 2018. Non-food 
inflation, which had been rising since early 2018, reached 5.9 percent in October 2018 and then 
came down to 5.5 percent in December. Consequently, 12-month average inflation edged down to 
5.5 percent in Q2FY19 from 5.7 percent in Q1FY19.

Despite a deceleration in import growth (0.8 percent) together with a steady exports growth (14.1 
percent), current account deficit widened to USD 1.7 billion in Q2FY19 due mainly to a rise in 
primary income outflow and a bit slower remittance inflows. Albeit USD1.9 billion surplus in the 
capital and financial account, a large value of error and omission (USD -505 million) nudged 
overall balance to a deficit of USD 355 million in Q2FY19. Taka depreciated by 1.43 percent (y/y) 
in Q2FY19. To avoid excessive volatilities of exchange rate, Bangladesh Bank continued selling 
USD  in the foreign exchange market.

Among the money market indicators, at the end of Q2FY19, private credit growth (13.3 percent) 
remained below the program path (16.8 percent) for the first half of FY19 because of cooling of 
import demand. Nonetheless, broad money (M2) growth (9.4 percent at the end of December 2018) 
had been largely in line with the program path for H1FY19, owing to a significant (14.7 percent) 
rise in government sector credit from the banking system. Given the stable liquidity condition in the 
banking system, weighted average lending and deposit interest rates continued declining with some 
downward pressure on their spread. Contributed by all types of banks, NPL in the banking system 
significantly declined to 10.3 percent in Q2FY19 from 11.5 percent in Q1FY19; decline of NPL is 
also partly due to the rescheduling of loans ahead of national and local government elections. The 
capital market performance exhibited a mixed trend during Q2FY19, as reflected in the price 
indices, market capitalization, price earnings ratio, and turnover in the DSE.

On the fiscal side, strong growth in government expenditure against a moderate growth in revenue 
collection led to a fiscal deficit of BDT 303 billion in Q2FY19. With a limited amount of bank 
borrowing, deficit financing primarily relied on non-bank borrowings as in the recent past. 

Looking ahead, continued strong domestic demand, falling energy and food prices in the global 
market could likely provide important support to the growth and favorable support to the inflation 
outlook for FY19.  However, the lower growth in both advanced and emerging markets for FY19, 
and continued trade tensions, and uncertainties due to Brexit delay   could provide some downside 
risk for the economy. To ensure macro-financial stability, in the face of a sizeable but narrowing 
current account deficit and complex global environment, improving financial intermediation 
efficiency by reducing stressed asset in the banking system would require continued improvement in 
good governance.
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I. Developments in the Real Economy

1.1     Economic activities have been steady in Q2FY19 hinging upon strong domestic and 
external demand. Prevailing low- interest rate environment in the banking system coupled with 
solid remittance inflows (8.1 percent growth) in H1FY19 helped boost private spending. At the 
same time, acceleration of government's development projects implementation on the run-up of 
national election led to a higher government spending. On the external front, buyers' confidence in 
the RMG industry underpinned by improvement in workplace safety conditions, strong growth 
momentum in the US economy along with some relocation of demand away from China originated 
from recent US-China trade tensions.  Moreover, discovering new export destinations helped 
maintain solid export performance (14.1 percent growth) during this period. Besides, improving 
energy supply and prevailing political calm created a benign environment for economic activities. 
On the supply side, the growth impulses arose mostly from the agriculture and the industry sectors, 
while the service sector registered a mixed trend, as reflected in some indirect indicators.

1.2    The second quarter of FY19 was a brisk period for the agriculture sector. Aman rice, the 
second largest crop in Bangladesh, is harvested in this quarter.  As reported by the Department of 
Agriculture Extension (DAE), after a good harvest of aus rice in this fiscal year, the aman rice 
production also witnessed a sizeable growth (9.6 percent), aided by favorable weather condition 
and timely availability of finance and inputs. Although DAE has not finalized vegetable 
production data yet, ample supply in the market and falling prices suggest bumper vegetable 
production during Q2FY19.

1.3    The  robust  activities  in the industry sector continued in Q2FY19, as suggested by the 
strong growth in the Quantum Index of industrial production (QIIP). The decomposition of QIIP 
shows that manufacturing output drove the QIIP growth dynamics. Large and medium scale 
manufacturing output data available through November 2018 showed strong growth of 16.3 
percent, helped by domestic demand, increasing exports, and improving electricity and gas 
supply. The growth largely came from leather and leather products (52.1 percent), wearing 
apparel (28.8 percent), and chemical and chemical products (26.6 percent). The activities in 
construction sector were buoyant, with support from public investment projects and rebound of 
real estate business.  The strength of the construction activities was reflected in 64.8 percent 
growth of clinker import -the main raw material for cement production- in Q2FY19. 

  Source: BB staff's calculation based on BBS data Source: Department of Agriculture Extension 
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   Source: BB Staff's calculation based on BBS data Source: Delta Brac Housing Finance  Corporation  Limited 
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1.4     Generally, the performance of the agriculture and the industry sector positively affects the 
service sector activities. Despite the pickup in agricultural activities and strong industry sector 
growth, available indirect indicators of the service sector performance such as growth in cargo 
volume and credit to trade and commerce, and transport, depicted a mixed picture in Q2FY19. 
The volume of cargo handled through the Chittagong port increased by 4.8 percent in Q2FY19 
compared to the same period of the previous fiscal year. Bank credit to trade and commerce and 
transport grew by 12.6 and 22.4 percent, respectively in Q2FY19.

II. Price Developments

2.1     Headline CPI inflation (12-month average) continued its  steady fall since the last quarter of 
FY18 and reached 5.54 percent in Q2FY19,  supported  by declining food inflation. But non-food 
inflation has been rising steadily since December 2017. The decomposition of  headline  inflation 

Chart 1.5  Heat Map for Large and Medium Scale Manufacturing Output Growth 

                 (In percent)
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shows that of the 5.54 percent inflation in 
December 2018, around 3.77 percent contributed 
by food inflation and the rest (1.77 percent) from 
non-food inflation. 

2.2     Headline inflation (p-t-p) followed its falling 
trend and reached 5.35 percent (y/y) in Q2FY19.  
Food inflation has gradually eased since February 
2018, reflecting a recovery in crop harvests. 
However, increasing non-food inflation such as 
clothing, footwear, transport and communication 
created a challenging factor for inflation to remain 
within the target during FY19.      

 
Source: Bangladesh Bureau of Statistics              Source: BB staffs calculation based on BBS data 
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2.5    Looking ahead, moderate trend of global food and energy prices and favorable domestic 
production reduce inflation risks over the short to medium term.  However, the inflation outlook 
remains subject to significant upside risk from rising non-food inflation.
III. Money and Credit Market Developments

3.1    Almost all monetary aggregates in H1FY19 stayed close to or below the monetary program 
path. In December 2018 (Q2FY19), broad money (M2) growth of 9.4 percent was close to the 
programmed target of 10.2 percent set for December 2018, but the growth is higher than last 
quarter (8.8 percent). NDA growth of 12.5 percent was below target in spite of a strong 
performance in credit to public sector. NFA registered a growth of 0.3 percent in Q2FY19 which 
was much higher compared to the program level (-1.2 percent) for December 2018   (Table III.1 
and Chart III.1). Reserve money growth of 8.1 percent met the 8.0 percent target set for 
December 2018. Narrow money (M1) increased by 9.3 percent at the end of December 2018, 
higher than 5.9 and 6.2 percent growth recorded at the previous two quarters.

2.3  In Q2FY19 global commodity prices 
witnessed a mixed trend due to some supply 
factors such as oil price fluctuations, an 
appreciation of the US dollar, trade tensions 
between major economies and financial market 
pressures in some emerging market and 
developing economies. Global energy prices 
reached their recent highs in October 2018, 
reflecting the confront of  supply factors 
including US policy on Iranian oil exports, before 
reversing since November 2018 from higher 
production of other OPEC countries. Similarly, 
crude oil prices were declined to a 13-month low 
of $57/bbl in December 2018, before peaking at 
$77/bbl in October. Non-energy commodity 
prices declined to 3.5 percent in Q2FY19 as 
compared to Q2FY18 (Chart II.5).

2.4   Regional inflation shows a moderating 
scenario as inflation in most of the South Asian 
economies except Pakistan declined in Q2FY19.  
Inflation in India and Sri Lanka declined to 2.2 
percent and 0.4 percent, respectively, in 
December 2018, down from 3.7 percent and 0.9 
percent, respectively, in September 2018. On the 
other hand, inflation in Pakistan edged up to 6.2 
percent in December 2018 from 5.1 percent in 
September 2018 (Chart II.6).

 Source: World Bank 

0

20

40

60

80

100

120

Ju
n-

16
Au

g-
16

O
ct

-1
6

D
ec

-1
6

Fe
b-

17
Ap

r-1
7

Ju
n-

17
Au

g-
17

O
ct

-1
7

D
ec

-1
7

Fe
b-

18
Ap

r-1
8

Ju
n-

18
Au

g-
18

O
ct

-1
8

D
ec

-1
8

Chart II. 5: Global Commodity Price 
Indices(2010 = 100)

Energy
Non Energy
Food

 Sources : Central banks and Statistics Departments of
respective countries. 

0

2

4

6

8

10

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

FY17 FY18 FY19

Chart  II.6:  Inflation in South Asian 
Countries (In Percent)

Bangladesh India

Pakistan Sri Lanka



5

3.3   The liquidity condition in the banking 
system was comfortable during Q2FY18. 
Overall liquidity has slightly increased 
whereas excess liquidity moderated. Call 
money market rate edged down to 4.09 
percent at the end of December 2018 
compared to 4.22 percent at the end of 
September 2018 (Chart III.4). Both weighted 
average lending and deposit rate inched down 
to 9.49 and 5.26 percent in Q2FY19 compared 
to 9.54 and 5.27 percent in Q1FY19. This led 
the spread to reduce by 4 basis points to 4.23 
percent at end Q2FY19 compared to 4.27 
percent in Q1FY19 (Chart III.5).

3.2  Private sector credit growth (13.3 
percent) moderated further in Q2FY19. In 
fact, private credit growth has been falling 
since March 2018 after registering 18.0 
percent growth (Chart III.2). The slowdown 
can be attributed to industrial and 
agricultural sector activity as credit to these 
sectors grew by 13.7 percent and 1.5 percent 
respectively during the quarter under review.  
In contrast, credit to construction and trade 
and commerce picked up in Q2FY19 (Chart 
III.3).

0.0

5.0

10.0

15.0

20.0

25.0

30.0

35.0

M
ar

-1
6

Ju
n-

16

Se
p-

16

De
c-

16

M
ar

-1
7

Ju
n-

17

Se
p-

17

De
c-

17

M
ar

-1
8

Ju
n-

18

Se
p-

18

De
c-

18

Agriculture Construction
Industry Trade & Commerce

Source: Bangladesh Bank

Chart III.3: Sectoral Private Credit Growth 
(In percent)

-5

0

5

10

15

20

25

30

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

FY16 FY17 FY18 FY19

NFA NDA M2

Source: Bangladesh Bank

Chart III.1: Broad Money, NFA and NDA Growth 
(In percent)

10

12

14

16

18

20

Se
p-

14
D

ec
-1

4
M

ar
-1

5
Ju

n-
15

Se
p-

15
D

ec
-1

5
M

ar
-1

6
Ju

n-
16

Se
p-

16
D

ec
-1

6
M

ar
-1

7
Ju

n-
17

Se
p-

17
D

ec
-1

7
M

ar
-1

8
Ju

n-
18

Se
p-

18
D

ec
-1

8

Source: Bangladesh Bank

Chart III.2: Private sector credit growth
(In percent)

0.00
1.00
2.00
3.00
4.00
5.00
6.00
7.00

0.0
500.0

1000.0
1500.0
2000.0
2500.0
3000.0
3500.0

Ju
n-

15
Se

p-
15

D
ec

-1
5

M
ar

-1
6

Ju
n-

16
Se

p-
16

D
ec

-1
6

M
ar

-1
7

Ju
n-

17
Se

p-
17

D
ec

-1
7

M
ar

-1
8

Ju
n-

18
Se

p-
18

D
ec

-1
8

(In
 p

er
ce

nt
)

(In
 b

ill
io

n 
B

D
T)

Chart III. 4: Liquidity Condition

Liquid Asset (LHS)
Excess Liquidity (LHS)
Call Money Rate (RHS)

Source: Bangladesh Bank.



3.5    Yield on T-bills continued to edge down. The yields on 91-day, 182-day and 364-day T-bills 
were 2.18, 2.96 and 3.40 percent respectively at the end of December 2018 compared to 2.23, 
3.41 and 3.54 percent at the end of September 2018. On the other hand, yields on the 
longer-maturity government treasury bills and bonds went up in the same period. The yields on 
2-year, 5-year, 10-year, 15-year and 20-year BGTB were 4.33, 5.35, 7.53, 7.69 and 8.42 percent 
in the quarter under review. The lower end of the government security yield curve flattened in 
Q2FY19 compared to Q2FY18 (Chart III.6 and III.7).
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3.4    The public sector credit grew by 14.7 percent (y/y) in December 2018, compared to 2.9 
percent in September 2018 and negative 7.9 percent in December 2017 (Chart III.6). Claims by 
BB on government shot up by 105.6 percent in December 2018 as large volumes of treasury 
bonds and bills were devolved on the central bank. On the other hand, banks have also purchased 
significant amounts of longer-term Treasury bonds with a very little amount of T-bills during the 
same time period. (Table III.1). Outstanding of NSC showed a 22.2 percent growth during the 
same period.
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IV. Fiscal Developments

4.1     Fiscal deficit widened in Q2FY19 compared 
to Q1FY19 due to a moderate growth in revenue 
collection over much higher growth in 
expenditure. A half of the deficit financing was 
met from domestic sources and the rest of from 
external sources during the quarter under 
review. Of the domestic sources, non-bank 
financing covered about more than three-fourth 
in Q2FY19. 
4.2     Total revenue collection increased moderately by 7.5 percent (y/y) to BDT 627.0 billion in 
Q2FY19 due to lower tax collection, particularly from customs duties and income tax (Chart 
IV.1). In Q2FY19, NBR tax revenue collection rose by 6.8 percent to BDT 518.6 billion from 
Q2FY18.The value added tax (14.7 percent) and income tax (8.6 percent) were the main driver of 
NBR revenue collection. Total revenue collection during H1FY19 met only 35.1 percent of annual 
budget target (BDT 3,392.8 billion) for FY19. 

4.3  Overall  expenditure accelerated in 
Q2FY19 due to higher growth in ADP 
expenditure and current expenditure (Chart 
IV.2). Total expenditure amounted to BDT 
929.9 billion (3.7 percent of GDP) in Q2FY19. 
Of the total expenditure, current spending rose 
by 22.0 percent to BTD 500.4 billion and ADP 
expenditure grew by 25.9 percent to BDT 
347.2 billion. During H1FY19, total fiscal 
expenditure was about 36.2 percent of the 
annual revenue target of BDT 4,645.7 billion 
for FY19. 

4.4     The fiscal deficit widened to 1.2 percent 
of GDP in Q2FY19 from 0.8 percent a year 
ago as a result of moderate revenue collection 
over much higher expenditure. The deficit 
reached at BDT 302.8 billion Q2FY19, up 
68.5 percent from Q2FY18. In H1FY19, 
budget deficit covered about 40.6 percent of 
projected deficits of BDT 1,212.4 billion in 
budget FY19. 
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4.5   The deficit financing from domestic sources rebounded sharply in Q2FY19, up 145.7 
percent from the level of Q2FY18 and was mostly met up from non-bank sources (Chart IV.3). 
Bank financing also continued its positive trend from last two quarters. Of the total deficit 
financing, domestic financing amounted to BDT 158.2 billion (0.6 percent of GDP) and foreign 
financing amounted to BTD 144.7 billion (0.6 percent of GDP) in Q2FY19.

V. External Sector Developments  

5.1    Current account deficit inched up in Q2FY19 compared to Q1FY19 due to slower growth 
in remittance inflow.  (Chart V.1). Higher export growth along with fairly low growth in import 
released some pressure on trade deficit during the quarter under review. Despite improvement in 
capital and financial account, overall balance remained negative in Q2FY19, due to the sharp 
widening in deficit of   error and omission account during Q2FY19.

5.2     Trade deficit edged down to 1.3 percent of GDP in Q2FY19 as compared to 1.8 percent of 
GDP in Q2FY18 due to robust growth in export against slower growth in import. Import grew at 
a lower rate of 0.8 percent in Q2FY19 compared to 23.6 percent in Q2FY18, which was the 
lowest in last 13 quarters. The lower import growth was attributable mainly to sharp decline in 
imports of food items and slower growth in investment related goods. On the other hand, the 
higher growth of RMG related export helped to keep export growth stable at 14.0 percent during 
Q2FY19 (Chart V.3 4). 

 
Source: Bangladesh Bank Source : Bangladesh Bank 
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5.3   While current account deficit (CAD) slightly narrowed in Q2FY19 as compared to 
Q2FY18, the declining net capital and financial inflows dominated by medium and long term 
loan was less than sufficient to finance CAD.  Capital and financial inflows tapered by 39.8 
percent to USD 1.88 billion in Q2FY19 from the level of Q2FY18 which covered the entire 
CAD financing of Q2FY19. In comparison to Q1FY19 capital and financial inflow   increased by 
129 percent in Q2FY19. The higher inflow in capital and financial account resulted from 
expanding inflow in net foreign direct investment (FDI) and MLT loan under net other 
investment category in Q1FY19. Total aid including grants and loans went up by 8.1 percent 
during the quarter due to rising medium and long term external borrowings as compared to the 
same quarter of previous year. 

5.4  The growth in remittance inflows 
moderated to 2.4 percent in Q2FY19 
compared to 13.2 percent in Q1FY19. Gulf 
based remittance inflows constituted around 
58.4 percent of total remittance during the 
quarter under review, supported by higher 
remittance inflows from Saudi Arabia, 
Kuwait and Qatar. Remittance inflows from 
Euro Region and Asia Pacific region were 
stable, while, inflows from the rest of the 
world reduced by 2.7 percent during the 
quarter under review.

  

                    Source: BB staff's calculations based on EPB data            Source: BB staff's calculations based on NBR data 
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5.6     Looking ahead, external sector outlook is likely to remain favorable due to the lower import 
growth and strong external demand. The stable economic activities in Middle East are expected 
to help remittance inflow. The supportive policy for reducing the cost of remittance transfer and 
curbing the role of unauthorized intermediaries in transferring remittance and also maintained 
exchange rate flexibility could boost up remittance earnings. The lower food and energy price in 
the global market will support to continue moderate import growth in coming quarters.  

VI. Banking Sector Performances 

6.1    The performance of the banking sector's indicators show some improvement during Q2FY19, 
as reflected in the non-performing loan (NPL), capital adequacy, provision shortfall position and 
liquidity conditions. During Q2FY19, overall NPL went down, driven mainly by the performance 
of the state-owned commercial banks (SCBs) and private commercial banks (PCBs). 

6.2    Overall NPL in the banking sector declined in Q2FY19 compared to Q1FY19. Gross NPL 
for private commercial banks (PCBs) moderated from 6.7 percent in Q1FY19 to 5.5 percent in 
Q2FY19. Gross NPL for SCBs also fell by 1.3 percentage point to 30.0 percent in Q2FY19, 
however maintaining a weaker provisioning (Table 6.1, Table VI.1 and Chart VI.1).  The 
system-wide gross NPL edged down by 1.2 percentage point during the quarter to 10.3 percent 
(Table VI.2 and Chart VI.2).

5.5    Persistent current account deficit in the last several quarters put pressure on exchange rate 
during the quarter under review and Taka depreciated by 1.43 percent (y/y) in Q2FY19. 
Bangladesh Bank continued its intervention in the foreign exchange market by net selling of 
foreign currency to avoid excessive volatility during the quarter under review.  Foreign exchange 
reserve slightly edged down to USD 32.2 billion at the end of Q2FY19 and its coverage of 
import remained at an adequate level of 5 months (Chart V.5). Given the recent movement in 
Taka against US Dollar, the shifts in major currencies' movements and the inflation in the trading 
partner countries, NEER and REER appreciated  by 3.5 and 6.4 percent (y/y) respectively in 
Q2FY19 (Chart V.6). Nominal exchange rate of the most peer countries appreciated except 
Pakistan and Sri Lanka (Chart V.7). 

Source: Bangladesh Bank Source: IFS 
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6.3     Overall capitalization of the banking system remained stable at the end of December 2018. 
The CRAR for private commercial banks rose modestly from 12.2 percent in Q1FY19 to 12.8 
percent in Q2FY19 and remained well capitalized. Capital position of SCBs fell from 6.1 percent 
in Q1FY19 to 1.9 percent in Q2FY19, indicating weaker capitalization (Chart VI.3 and Table 
VI.3).  

6.4     Profitability of the banking sector moderated in 2018 as reflected by return on asset (ROA) 
and return on equity (ROE). ROE for private commercial banks moderated from 12.0 percent in 
2017 to 11.0 percent in 2018. ROE for SCBs also declined to -29.6 percent in 2018 from 3.5 
percent in 2017 (Table VI.4).

Table 6.1: Comparative Position of Classified Loan and Provision Maintained

 Source: Bangladesh Bank  Source: Bangladesh Bank 
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Gross NPL Net NPL

    
(In billion of BDT) 

Quarter Items SCBs SBs PCBs FCBs All Banks 

Q
3 

FY
18

 Total classified loan 436.9 54.3 372.9 21.9 885.9 
Required provision 243.1 26.1 207.5 15.7 492.4 
Provision maintained 147.8 27.6 221.0 16.4 412.8 
Excess(+)/shortfall(-) -95.3 1.5 13.4 0.8 -79.6 

Q
4F

Y
18

 Total classified loan 428.5 52.4 389.8 22.7 893.4 
Required provision 252.9 25.0 234.6 16.2 528.8 
Provision maintained 162.0 27.9 242.0 17.0 448.9 
Excess(+)/shortfall(-) -90.9 2.9 7.4 0.7 -79.9 

Q
1F

Y
19

 Total classified loan 480.8 52.4 436.7 23.8 993.7 
Required provision 270.1 25.0 253.1 16.6 564.9 
Provision maintained 177.2 27.9 261.2 17.3 483.6 
Excess(+)/shortfall(-) -92.9 2.9 8.1 0.7 -81.3 

Q
2F

Y
19

 Total classified loan 487.0 47.9 381.4 22.9 939.1 
Required provision 289.3 23.4 241.1 16.6 570.4 
Provision maintained 210.6 25.9 250.2 17.6 504.3 
Excess(+)/shortfall(-) -78.6 2.5 9.0 1.0 -66.1 



12

Table 6.2: Deposit and Advance Position of Scheduled Banks (In percent)

6.5   Private sector credit growth moderated 
further to 13.4 percent in Q2FY19 from 14.8 
percent in Q1FY19, a three year low, while 
deposit growth remained almost unchanged at 
9.6 percent in Q2FY19 (Chart VI.4). As a result, 
overall advance deposit ratio (ADR) in the 
banking system edged up to 77.5 percent in 
Q2FY19 from 76.4 percent in Q1FY19, though 
remaining below the maximum regulatory 
ceiling (Chart VI.5 and Table 6.2). 
Consequently, excess liquidity moderated in the 
banking system in Q2FY19.

Source: Bangladesh Bank 
-35 -30 -25 -20 -15 -10 -5 0 5 10 15 20 25 30

SBs

SCBs

All banks

PCBs

FCBs

Chart VI.3: Capital to Risk Weighted Assets Ratio (CRAR)  
(In percent)
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Chart VI.4: Private Credit and Deposit
Growth(In percent)

Total deposit growth

Private credit growth

Source: Bangladesh Bank

Bank groups Year-on- year growth of 
deposit, % 

(excluding interbank)* 

Year-on- year growth of 
advances, % 

(excluding interbank) 

Advance Deposit Ratio 
(ADR) 

Dec. 18 Sep. 18 Dec. 18 Sep. 18 Dec. 18 Sep. 18 

SCBs 7.7 6.1 14.2 14.8 58.1 56.7 

PCBs 11.5 12.1 14.3 14.0 85.9 84.4 

FCBs 30.7 11.3 15.3 15.3 62.4 67.9 

SBs 4.9 6.5 5.8 3.5 79.2 77.6 

All 11.1 10.2 14.1 13.8 77.5 76.4 

Source: Bangladesh Bank. *Adjusted deposits growth for ADR 

 

6.6     Overall liquidity condition in the banking system remained stable and adequate in Q2FY19 
(Table 6.3). Excess liquidity, the excess of CRR and SLR as percent of total demand and time 
liabilities (TDTL) remained stable in Q2FY19 (Chart VI.6) 



* SLR does not apply to specialized banks as exempted by the Government.

**includes cash in tills, balance with BB in foreign currency, balance with Sonali Bank as an agent of BB, 
unencumbered approved securities and excess reserve (column 4)

Note: According to the circular No-MPD-02, 2013 with effect from February 01, 2014 SLR has been 
calculated separately (excluded CRR) as 13% for conventional banks and 5.5% for Islamic banks of the total 
demand and time liabilities. 

According to circular No. MPD-01, April 4, 2018, CRR revised to 5.5 percent from 6.5 percent effective from 
April 15, 2018

Table 6.3: Liquidity Position of the Scheduled Banks 
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Source: Bangladesh Bank, staff's calculation

     (In billion of BDT) 

Bank groups 

CRR SLR  

CRR 
requirem

ent 

Balance 
with BB 
in local 

currency 

Excess(+)/ 
shortfall (-) 
in reserve 

SLR  
SLR eligible 

liquid assets of 
banks** 

Excess(+)/ 
shortfall (-) 

of SLR 

1 2 3 4=3-2 5 6 7=6-5 
As of end-December, 2018 

SCBs 155.0 176.1 21.1 362.7 720.7 358.0 
SBs* 280.6 305.8 25.2 663.2 853.4 190.2 

PCBs (other than 
Islamic) 123.0 160.0 37.0 123.0 184.1 61.2 

Private Banks (Islamic) 26.5 88.3 61.8 61.1 226.5 165.4 
FCBs 15.6 15.8 0.2 0.0 0.0 0.0 

All 600.6 746.0 145.4 1209.9 1984.7 774.8 

As of end-September, 2018 
SCBs 154.0 203.1 49.2 360.3 797.7 437.3 
SBs* 15.5 15.2 -0.2 0.0 0.0 0.0 

PCBs (other than 
Islamic) 272.1 290.1 18.0 643.1 825.3 182.2 

Private Banks (Islamic) 119.0 152.6 33.5 119.0 173.2 54.2 
FCBs 24.9 49.1 24.2 57.5 190.0 132.6 

All 585.5 710.2 124.7 1180.0 1986.3 806.3 
Source: Bangladesh Bank 



6.7     Although NPL ratio has moderated during this quarter, a judicious surveillance is needed 
to manage those stressed assets for financial stability. The slower pace in credit growth aided 
stable liquidity conditions but moderate deposit growth is a concern for maintaining stable 
liquidity. However, the focus remains on ensuring that credit goes to productive sectors that 
support inclusive growth and macro-financial stability. 

VII. Capital Market Developments 

7.1    The performance of the capital market witnessed a mixed trend during Q2FY19, as reflected 
in price indices, market capitalization, price earnings ratio, and turnover. The price index inched 
up while total turnover drooped during the quarter under review. The movements in the Dhaka 
Stock Exchange (DSE) indices are closely associated with that of the global equity market due to 
growing trade and financial integration and the increased participation of global portfolio 
investors in DSE. Market capitalization rose 0.7 percent to BDT 3321.1 billion in Q2FY19 from 
Q1FY19 (Chart VII.1 and VII.2).

7.2    The key indicators of the capital market, the DSE broad index (DSEX) inched up while 
DSE-30 index moderated in Q2FY19. The DSEX index was 0.3 percent higher than in 
September 2018 but 13.8 percent lower than in December 2017. The DSE- 30 index declined by 
0.5 percent and 17.6 percent from September 2018 and December 2017 respectively (Chart VII.1 
and Table VII.1). Sector- wise index1 show that food and allied product reached the highest 
(3714) while banking sector remained the lowest level (209) (Chart-VII.4).

7.3     The overall price-earnings (PE) ratio of the DSE edged up in Q2FY19. The average price 
earnings ratios rose to 15.19 in December 2018 from 15.17 in September 2018. Sector-wise PE 
data show that banking sector's PE score was the lowest position while that of the cement sector 
was highest in Q2FY19(Chart VII.3).     
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1 Sector wise index= (Sector wise market capitalization/ Sector wise paid-up capital)*100
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7.4     The issued capital in the DSE continued to expand, but total turnover growth has moderated 
in Q2FY19. The value of issued equity and debt increased by 2.1 percent and three new 
companies were listed in the capital market in Q2FY19. Thus the number of listed securities rose 
to 357 at the end of Q2FY19. Total turnover value dropped by 26.4 percent during Q2FY19 
compared to previous quarter (Chart VII.1).  Market liquidity as measured by the Turnover 
Velocity Ratio (TVR)2  decreased to 39.9 percent in Q2FY19 from 47.4 percent in Q1FY19. 

7.5    The growth in total turnover by foreign and non-resident Bangladeshi increased but net 
investment reduced during Q2FY19 as some investors locked in their profits. In Q2FY19 
investment by foreign and non-resident Bangladeshi investors edged up to BDT 8.5 billion from 
BDT 8.4 billion in Q1FY19. The net portfolio investment of foreign and non-resident 
Bangladeshi reduced to BDT-3.25 billion in Q2FY19 due to increasing sales of BDT 11.8 billion 
from 8.3 billion in Q1FY19.
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2TVR= (Turnover during the Quarter/Quarter-end Market capitalization)*4.

Chart VII.3: Heat Map for Sectoral Price Earnings Ratio of DSE 

Sector Share of Total M.cap 
Dec-18 Dec-13 Dec-14 Dec-15 Dec-16 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18

Bank 17.6 10.0 8.6 7.4 8.1 10.7 11.2 9.0 8.8 8.8 9.1

Financial Instituitions 5.8 19.5 19.5 15.1 17.1 24.4 20.9 14.9 14.7 13.6 14.0

Engineering 5.7 23.7 22.5 29.5 23.0 20.7 18.7 16.5 16.8 17.9 15.5

Food & Allied 8.3 28.0 33.5 30.3 28.0 25.3 28.3 28.2 26.7 25.7 26.7

Fuel & Power 13.0 11.9 12.8 12.3 11.1 12.2 11.8 11.0 12.6 14.3 14.9

Textile 4.3 18.0 13.2 10.5 12.7 14.4 18.6 16.0 17.6 18.0 18.0

Pharmaceuticals 15.3 22.5 26.4 27.3 14.8 17.6 21.1 21.3 20.6 19.2 18.6

Service & Real Estate 0.5 22.7 42.8 34.7 29.2 31.3 20.6 17.1 16.7 16.7 15.6

Cement 3.1 19.4 34.8 27.2 26.5 21.5 25.0 21.4 34.6 33.7 35.9

IT 0.5 23.2 23.7 17.4 29.6 33.3 28.0 25.4 26.0 27.4 23.8

Tannery 0.8 16.0 20.2 24.1 24.2 21.6 18.1 17.4 15.8 17.0 19.0

Insurance 3.1 18.5 13.5 10.6 13.1 14.8 14.5 12.9 11.0 11.9 11.7

Telecommunication 15.4 16.1 33.6 18.0 20.3 25.6 28.6 28.0 19.5 18.5 18.6

Miscellaneouse 6.1 17.2 46.2 32.7 27.8 21.3 21.3 20.5 16.9 27.8 25.8

Sources: DSE Monthly Review, Various Issues
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7.6   Cross-country  data  on price earnings  (PE) ratios as of December 2018 show that 
Bangladesh has the moderate PE ratio among the South and East Asian countries while dividend 
yield of Bangladesh is the highest among these countries (Table 7.1). Market capitalization in 
Bangladesh remains low at around 20 percent of GDP.
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Table 7.1: Selected Countries: Price Earnings Ratio 

and Dividend Yield as of December 2018
 

                     

Country Price Earnings Ratio Dividend Yield 

  
 

 

   

   

   

Source: DSE Monthly Review, December 2018 

Bangladesh 15.30 3.63

India 23.50 1.20

Sri Lanka 9.65 3.09

Thailand 15.03 1.75

Hong Kong 10.45  -

China 12.49  -
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Box-1
Foreign Exchange Market Dynamics in Bangladesh"

Foreign exchange market dynamics in 
Bangladesh has been evolved overtime in 
tandem with increasing openness of the 
economy including import, export and 
remittances growth. During FY15-FY18, a 
mixed trend was observed in interbank 
foreign exchange transactions volume. The 
foreign exchange market is segmented in two 
categories based on market participants i.e. 
interbank and other than interbank. 
Authorized dealers (scheduled banks) and 
Bangladesh Bank are engaged in interbank 
transactions while both banks and money 
changers are engaged in transactions with the 
business entities and individuals. Currently 59 
scheduled banks with 1010 branches and 225 
money changers are doing their foreign 
exchange business in the country. Banks 
(authorized dealers) are the dominant player 
because remittance, exports and imports 
proceeds are solely transacted through 
banking channel, while a part of the foreign 
exchanges are transacted by the money 
changers within the country. 

Transactions in the inter-bank market are 
comprised of spot, forward and SWAP basis. 
The SWAP is typically used for liquidity 
support and as a hedging tool against the 
market risks. Presently SWAP transaction 
occupies the major share (86 percent) in the 
interbank foreign exchange market of 
Bangladesh (Chart 2 and 3). 

* The note is prepared by a team comprising of Md. Sakhawat Hossain, Md. Yousuf and Md. Ezazul Islam of Chief 
Economist's Unit and Mohammad Iftakhar Awal Bhuiyan, Forex Reserve and Treasury Management Department. 
The views expressed in the paper are authors' own and do not reflect those of Bangladesh Bank..

SPOT
11%

SWAP
86%

FORWARD
3%

Source: Bangladesh Bank

Chart 3: Share of inter-bank trasaction by type in 
in FY18 (In percent)
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Chart 1: Volume of foreign exchange transaction in 
the inter-bank (In billion USD) 
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Chart 2: Interbank foreign exchange Transaction
by Type (In billion USD) 

Source: Bangladesh Bank.
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Authorized dealers deal in some major foreign 
currencies mainly US dollars, euro, Japanese 
yen, and pound starling in the interbank market. 
More than 95 percent currency transactions 
occurred in USD. 

In order to avoid exchange rate volatility, BB 
actively participates in the foreign exchange 
market. BB updates foreign exchange 
transactions guideline on a regular basis to align 
the foreign exchange market with the economic 
fundamental. In FY18, BB sold USD 2.31 billion 
(net) in the market as against bought of USD 
1.77 billion (net) in FY17. 

The movement of nominal exchange rate was negatively associated with current account balance 
(the coefficient of correlation is -.7885) for the period of Q1FY14 to Q2FY19 in Bangladesh. 
The relationship between daily turnover and nominal exchange rate also found a negative 
association (the coefficient of correlation is -0.27) 

The analysis (an ARCH estimation on daily transaction data for the period FY15-FY18) shows 
that both the exchange rate and transaction volume of Bangladesh in the foreign exchange 
market is less volatile than that of India. The volatility of the foreign exchange market depends 
on markets participants, size of market, product derivatives, and level of intervention for 
maintaining stability. 

Although the foreign exchange market in Bangladesh is very swallow compared with 
neighboring countries in terms of turnover and product derivatives, evolving market dynamics 
gradually is noteworthy. It is likely that the depth of the market will increase in near future due to 
expanding openness of the economy.
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Chart 4: Exchange rate movements and daily turnover 
foreign exchange transactions
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