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MACROECONOMIC  DEVELOPMENTS 
 

The Bangladesh economy grew at a rate of 5.5 percent in FY2000 (ending 30 June 2000) 
mainly due to bumper harvest, experienced a low inflation rate of 3.8 percent, and an improvement 
in the current account of the balance of payments. Despite these achievements, the economy faced 
major challenges to sustain the growth momentum and maintain macroeconomic stability.  

 
At the beginning of FY2001, Bangladesh faced the following major challenges: 
• sustaining the growth rate of the economy; 
• addressing the rising fiscal deficit and reducing it to sustainable level; and 
• strengthening the balance of payments and increasing the level of foreign exchange 

reserves. 
 

Impact of Floods 
 
 Bangladesh experienced serious flooding in the southwestern region from 
late-September to mid-October 2000 due to a late monsoon downpour and 
continued onrush of water from across the border, resulting from unusually high 
rainfall in neighboring state of West Bengal in India. Districts of Jessore, Chuadanga, 
Satkhira, Meherpur, Kushtia, and Jhenidah were particularly affected; about 60 
percent of land areas of these districts was inundated which affected nearly 3 million 
people and resulted in about 30 deaths. Since this region had not experienced any 
serious flooding over the past 60 years, the people and their livelihood patterns, 
including dwelling structure and materials, were not geared to cope with the 
calamity. While the floodwaters receded relatively quickly in some districts, in 
others, due to a combination of factors like low-lying lands, lack of outlets to drain 
water, and siltation of drainage channels, the recession of floodwater took a 
considerable amount of time. About 500,000 houses were completely destroyed by 
floods, while 231,000 were partially damaged. Physical infrastructure was also badly 
affected with major damages to roads, water management system, irrigation 
facilities, public buildings, and educational institutions. Significant damage is 
reported to about 600 kilometers (km) of roads, 1,213 km of embankment, and 800 
bridges and culverts. The floods also affected more than 1,000 primary/community 
schools, 300 junior/secondary schools, 134 Madrasas, (religious schools), and 35 
colleges.  
 
 Given the local nature of flooding, the overall impact on national agriculture 
production was limited. Within the affected region, however, there was extensive 
damage to standing aman crop, vegetables, fruits, shrimp farms, poultry, and 
livestock. The floods also affected production of small-scale enterprises in the 
region. Poverty levels in the flood-affected areas were aggravated with the loss of 
crops, physical assets, and income-generating activities. The vulnerable landless 
households, and families headed by women, were particularly affected. Despite the 
rapidity and severity of the deluge, the Government effectively handled the 
immediate calamity and post-flood rehabilitation. The Government's efforts were 
supplemented by assistance from donors, non-government organizations (NGOs), 
and other voluntary agencies. The Asian Development Bank (ADB) responded 
swiftly to the rehabilitation needs of the flood affected people of the southwestern 
part of the country by providing a loan of $54.8 million for the Southwest Flood 
Damage Rehabilitation Project.  
 

Floods seriously 
affected south-
western region of 
Bangladesh. 

Poverty in 
flood affected 
areas was 
aggravated. 
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Agriculture, Manufacturing, and GDP Growth 
 
 Despite floods in the southwestern region, current indications are that 
Bangladesh is expected to have another record harvest in FY2001. The July/August 
2000 aus harvest was 
impressive. The November/ 
December 2000 aman harvest 
is also estimated to be good 
and, according to the latest 
available information, the 
target output of 10.5 million 
tons has been met even 
though floods had damaged about 0.15 million hectares, about 2 percent of total 
aman crop area. Provided the weather conditions remain favorable and the 11.2 
million tons target for boro is met, the overall foodgrain production during FY2001 
will be about 26 million tons compared with 24.91 million tons in the preceding year 
(growth of 4.4 percent). The prospects currently appear to be encouraging for the 
entire crop subsector (accounting for 60 percent of agriculture output). Good crops 
have dampened market prices for rice and wheat and, with satisfactory stocks of 
foodgrains (1.15 million tons at the end of December 2000), the Government has 
decided not to import rice in FY2001. A remarkable achievement is that the country 
has attained self-sufficiency in food grain production since last year.  

 
 The manufacturing sector’s growth rebounded sharply during the first 
quarter of FY2001 with the overall index of industrial production increasing by 13.8 
percent compared with the 
corresponding period of 
FY2000. The recovery was led 
by a sharp surge in textile 
output, including garments, by 
about 20 percent. Production 
of food processing and 
chemicals industries also 
increased by 10.0 percent and 
11.8 percent, respectively. 
Growth of the manufacturing sector in Bangladesh appears to be linked closely to 
the performance of the export sector; most sectors displaying robust growth were 
either directly involved in exports, or provided intermediate inputs to export 
industries. According to current trends, manufacturing growth in FY2001 is 
expected to attain the normal trend growth rate of over 7-8 percent following 
somewhat depressed performance over the preceding two years. However, there are 
concerns that the growing political uncertainty in the country could have an adverse 
impact on the performance of the manufacturing sector. In particular, the 
dislocation in the Chittagong Port, owing to series of localized hartals, is likely to 
have a negative impact on the output of manufacturing sector, especially export-
oriented products. The energy subsector and the services sector are expected to 
maintain steady growth. During the first quarter of FY2001, production of 
electricity and natural gas increased by 11.4 percent and 22.0 percent, respectively.  

 
Provided the projected agriculture growth is realized and the recent recovery 

in the industry sector is sustained, GDP growth rate during FY2001 is expected to be 
somewhat above 5 percent, more or less at the same rate attained in FY2000.  

Manufacturing 
sector rebounds 
sharply. 

Another bumper 
harvest is 
expected. 
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Fiscal Management, Monetary Developments and Inflation 
 
 A positive macro-
economic development during 
FY2001 was the strong growth in 
current revenue1 by 20.3 percent 
during the first six months of 
FY2001, after the dismal revenue 
collection performance over the 
last two years. During this period, 
actual revenue collection 
exceeded the target by 1.0 
percent. The improved 
performance occurred in all major sources of revenue, i.e. customs duty, value 
added tax (VAT), supplementary duty and income tax. Customs duty increased by 
13.7 percent in July-December 2000 over the corresponding period last year, VAT 
(domestic) by 29.6 percent, VAT (imports) by 16.8 percent, supplementary duty 
(imports) by 56.8 percent, and income tax by 27.9 percent. Introduction of pre-
shipment inspection (PSI) scheme, surge in imports, and target oriented drive by the 
National Board of Revenue (NBR) officials were the main reasons for better 
revenue performance. While the overall revenue generation performance is 
impressive over the first six months, it is important to note that the growth rate has 
been declining over the recent months. Growth in revenue collection peaked in 
October 2000 and has fallen over the next two months. This is a disturbing trend 
and needs to be reversed. The major challenge before the Government is to ensure 
that there is no further slippage in collection efficiency, and the current decline in 
the growth of revenue collection is arrested in the remaining part of the year. 

 
Despite relatively good revenue performance, the fiscal deficit in FY2001 is 

unlikely to be lower than the budget estimate of 6.1 percent of GDP. An accurate 
assessment of expenditure levels during this period is difficult to make because of 
data deficiencies. However, despite healthy growth in revenue receipts during July-
December 2000, growth of government borrowing from the banking system has not 
come down. This suggests that expenditure levels are probably higher than 
projected in the FY2001 budget. According to latest available information, 
government borrowing from the banking system (Bangladesh Bank and Deposit 
Money Banks) increased by 22.2 percent over the year ending 20 December 2000 
and, since the beginning of FY2001, government borrowing from the banking 
system has increased by 13.0 percent. Part of the increase in expenditure is flood 
related, but it is also likely that locally funded Annual Development Program (ADP) 
expenditures are higher than anticipated in the budget. For the remaining period of 
FY2001, escalation in aggregate expenditures is likely as the country approaches the 
general election. With the growth in revenue collection declining, an increase in 
expenditure in excess of the budgeted amount will increase the fiscal deficit further, 
straining the fragile macroeconomic stability. To maintain macroeconomic stability, 
it is important that expenditure is strictly prioritized.  

 
 The monetary policy continues to be expansionary with the annual broad 
money supply growth of 19.6 percent in October 2000. A 24.6 percent growth in 
government credit was an important contributory factor in monetary expansion. In 

                                                                 
1 Based on National Board of Revenue (NBR) tax collection. 
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October 2000, growth of private sector credit rose to 13.6 percent from 10.7 
percent in June 2000, indicating that private sector activities are probably picking up. 
Although the link between inflation 
and money supply growth is 
complex in Bangladesh, there are 
concerns that rapidly growing 
money supply coupled with high 
fiscal deficit could eventually 
reverse price stability and put 
further pressure on the balance of payments. In November 2000, the inflation rate 
was less than 1 percent on a point-to-point basis, and 2.6 percent on a 12-month 
average basis, largely reflecting decline in food prices due to successive record 
harvests. 
 
External Trade and Balance of Payments 
 
 During the first six 
months of FY2001, export 
growth was a robust 23.3 
percent compared with the 
same period of previous year.2 
With the exception of jute 
goods and engineering 
products, exports of all other 
major products grew at healthy 
rates. The revival in exports was 
led by readymade garments (19.6 percent growth) and hosiery products (30.4 
percent growth); the two commodities accounting for over 70 percent of export 
growth. Maintaining these growth rates in the remaining part of the year would 
require that exporters be given preferential access to scarce infrastructure facilities 
and that political frictions do not hamper normal production activities. The 
Government will also need to closely review changes in export competitiveness and 
make appropriate exchange rate adjustments. Over the medium term, the 
Government needs to take appropriate policy measures to diversify the very narrow 
export base. 

 
 Import growth [based on opening of Letters of Credit (L/Cs)] picked up 
sharply during the first six 
months (July-December) of 
FY 2001 with growth of 22.8 
percent compared with the 
corresponding period of last 
year. Rise in imports of 
petroleum and oil products, 
capital goods, and industrial 
raw materials accounted for most of the increase. Overseas workers' remittances 
increased by about 7 percent during the first five months of FY2001. There are, 
however, indications that a sizeable amount of remittances is being channeled 
through the informal foreign exchange market.  

 

                                                                 
2 In US Dollar terms based on data provided by the Export Promotion Bureau. 
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 Despite strong growth in exports and overseas workers' remittances, the 
balance of payments remains weak. Foreign exchange reserves were a mere $1.5 
billion at the end of December 2000, equivalent to about two months of imports. In 
the remaining months of FY2001, the pressures on the reserve levels and current 
account of the balance of payments will depend largely on the Government’s 
continued success in arresting the outflow of foreign exchange and improving 
investors’ confidence. In recent months, the Bangladesh Bank (BB) has introduced 
some measures to partially liberalize foreign exchange transactions, especially those 
relating to nonresident foreign currency deposit (NFCD) accounts. Instead of 
transacting all dollar purchases and sales from authorized dealers at fixed rates of 
Taka (Tk.) 53.85 and Tk. 54.15 respectively, BB now decides the buying and selling 
rates within the band of Tk. 53.85 and Tk. 54.15. BB intends to eventually widen the 
band. To stem the outflow of foreign exchange, margins were introduced in 
December 2000 for opening of L/Cs for some imports.3 Simultaneously, restrictive 
procedures were imposed on the purchase of foreign currency by overseas travelers. 
The devaluation of the Taka by 6 percent in mid-August 2000, while a delayed 
response, was a step in the right direction to arrest declining external 
competitiveness. 

 
Political Developments 
 
 The failure of the ruling party and the opposition to reconcile differences 
through dialogue and well established democratic norms, continues to deepen the 
political impasse. The irony is that the two major political parties do not appear to 
have divergent views on substantive socio-economic issues. The confrontation 
between the Government and the opposition on religious issues, in particular, is 
conveying disturbing signals. 
 

Political disputes were aggravated following the enactment of the Public 
Safety Act (PSA). The opposition, which has been boycotting Parliament, is pressing 
for the resignation of the Government alleging widespread abuse of PSA, 
politicization of judiciary, and deterioration of law and order. The opposition 
alliance that was formed at the end of 1999 to step up antigovernment agitation 
continues to hold and remains united. Though the incidence of hartals was less in 
2000 compared with 1999, it picked up in the current year. Hartals have been 
already enforced on two days during January and nine days in February 2001. 
Besides, the port city of Chittagong has been hit by a series of localized hartals. The 
current political situation indicates that hartals are likely to increase in the run-up to 
the election. According to current indications, the Government may stay in power 
until July 2001, and a caretaker government will hold the general election three 
months thereafter, in October 2001. However, the possibility of early election 
cannot be ruled out. The Government is at the moment reluctant to undertake 
politically sensitive policy measures like reforms in public administration, 
privatization, and other sectoral reforms.  
 
 
 
                                                                 
3 Initially BB fixed a 30 percent L/C margin for import of industrial goods and 50 percent for 
commercial items barring petroleum and petroleum products, capital machinery, and imports under 
back-to-back L/Cs. Following adverse reaction from business circle, margins for import of industrial 
goods was withdrawn. BB has also alerted exporters and banks that punitive action will be taken if 
export earnings are not realized within a reasonable time span. 
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Box 1: The Asian Development Bank’s  (ADB’s) Long Term Operational 
Strategy for Advisory Assistance for Macroeconomic Analysis and  

Data Management for Bangladesh. 
 
ADB recently prepared a Long Term Operational Strategy for Advisory Assistance 
for Macroeconomic Analysis and Data Management for Bangladesh. The strategic 
focus of ADB’s future advisory assistance in these areas will be on overhauling data 
management, enhancing quality and timeliness of key economic and social data, 
improving fiscal management, sustaining balance of payments stability, promoting 
macroeconomic research, and strengthening the planning capacity. The 
underpinning thrusts will be on long-term involvement for internalizing the 
improvements initiated in past interventions. 
 
The following broad areas have been recommended for interventions: 
 
• Assisting the organizational reforms of the Bangladesh Bureau of Statistics 

(BBS) to overhaul data management; improving national accounts with 
emphasis on development of national accounts on an annual, or more frequent 
basis; developing satellite accounts for the household sector; preparing detailed 
input-output tables; sustaining survey program for periodic compilation of 
national accounts; institutionalizing sector accounts; and training national 
accounts staff.  

 
• Supporting the establishment and operationalization of a policy analysis unit 

(PAU) in the Finance Division for undertaking research and analytical work; 
assessing the impact of policy reforms; assisting in formulation and 
implementation of policies; and maintaining information and database in the 
areas of fiscal, monetary, and external sector policies.  

 
• Assisting the Economic Relations Division (ERD) and Bangladesh Bank to 

develop capacities to improve external debt management with particular 
emphasis on the linkages between macroeconomic management and external 
debt.  

 
• Enhancing the institutional capacity of BBS and other agencies to generate 

timely and reliable data on income poverty, and social indicators focusing on 
those agreed in the Partnership Agreement on Poverty Reduction (PAPR), 
between the Government and ADB.  

 
• Improving the institutional capacities of research agencies in the areas of 

macroeconomic research and sector studies relevant for ADB’s operational 
program in Bangladesh. 

 
• Assisting the reorganization of Planning Commission to reorient its mission in 

an open-economy perspective, and strengthening the planning cells in the line 
ministries.  
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SECTOR POLICY ISSUES AND REFORMS 
 

 Each issue of the Quarterly Economic Update (QEU) will review policy issues and reform initiatives in 
sectors where ADB has operational interest. This issue reviews developments in the power sector and reforms in the 
capital market. 
 
 

POWER SECTOR REFORMS 
 
 
Sector Constraints: Bangladesh’s 
annual per capita electricity 
consumption of about 71 kilowatt-
hour (kWh) is the third lowest among 
the developing countries in Asia after 
Nepal and Cambodia.4 Only about 18 
percent of the population has access 
to electricity. The two main sector 
entities ?  the Bangladesh Power 
Development Board (BPDB) and Dhaka Electric Supply Authority (DESA) ?  are 
unable to efficiently manage power-generating plants, transmission and distribution 
systems. Of the present installed capacity of 3,500 megawatt (MW), only about 
2,500 MW (71 percent) is ‘effectively available’ because of low efficiency of existing 
plants. This is considerably below peak demand of around 2,900 MW and the 
country continues to suffer on account of persistent load shedding.5 Weak 
institutional capacity of BPDB and DESA is also responsible for high system losses 
and for substantial accounts receivable. Distribution losses are estimated at above 30 
percent while the collection-to-billing ratio is less than 80 percent. Only the Pally 
Biddut Samities (PBSs), under the Rural Electrification Board (REB), with a 
collection to billing ratio of over 95 percent and distribution loss of about 16 
percent, can be considered as performing relatively efficiently. REB’s share of 
distribution market has increased from 14 percent in 1998 to 24 percent in 2000.  
 

The Power System Master Plan (PSMP), prepared with the assistance of 
ADB, estimated that the demand for electricity would increase by about 8 percent 
annually reaching a peak demand of 4,443 MW by 2005. To meet the envisaged 
demand, it was estimated that on investment of over $6.0 billion was required for 
1997-2005, which is well beyond the capacity of the Government.  
 
Approach of ADB and other donors: Poor performance of the power sector in 
the late 1980s, led to suspension of external assistance in 1991. In 1994, the 
Government adopted the paper Power Sector Reform in Bangladesh (PSRB), which was 
formulated in consultation with the major development partners, including ADB 
and the World Bank. The PSRB outlined the reform process of gradually removing 
the constraints in the sector by improving sector corporate governance, inducing 
greater competition, and encouraging public-private partnership. The main elements 
of the PSRB are (i) separation of sector regulation and operation; (ii) autonomy and 
                                                                 
4 In 1998, the annual per capita consumption in Nepal and Cambodia was 50 kWh and 55 kWh, respectively. 
 
5 According to some estimates, the loss of output on account of unreliable power supply, is almost one percent of GDP. 
See the paper delivered by Mr. Arabinda Kar, Secretary,  Power Division, Ministry of Energy and Mineral Resources, in the 
Workshop on Bangladesh Power Sector Reforms, Dhaka, September 30-2 October, 2000. 
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commercial orientation of the sector entities; (iii) “unbundling” of generation, 
transmission, and distribution; and (iv) increased private sector participation. In 
accordance with the PSRB, the power sector in Bangladesh has been undergoing 
gradual structural changes. The development partners have been supporting the 
sector in accordance with the principle of “reforms-linked assistance.”  
 
Reform Initiatives 
 

The following initiatives have been taken to restructure the power sector 
and increase operational efficiency. 
 
Generation: The Government agreed to allow private sector participation in 
generation in 1994 and approved a ‘Private Power Generation Policy’ in 1996. The 
ADB assisted in the 450 MW Meghnaghat power project for private sector 
participation on a solicitation basis. The BPDB signed the contract for Meghnaghat 
project with AES Corporation, USA, an independent power producer (IPP). The 
solicitation process helped the Government to get one of the lowest power prices 
($0.0279/kWh) in Asia. The World Bank also assisted the Government for 
solicitation of a 360 MW power plant at Haripur. The Government, on its own, also 
implemented three barge-mounted power plants (340 MW) on a ‘fast track basis’ 
through IPPs. So far, the Government has signed six IPP contracts [(inclusive of the 
contract with Rural Power Company (RPC)] and is negotiating two more projects. 
ADB also extended a loan for a 70 MW power plant to be constructed by RPC, a 
corporate entity created by the Rural Electrification Board (REB). The objective of 
creation of RPC was to break BPDB’s generation monopoly and to mobilize 
domestic resources for power generation. RPC has successfully constructed a 70 
MW power plant in Mymensingh Phase I, and another 70 MW plant on the same 
site through mobilization of domestic resources. BPDB has signed a power 
purchase agreement (PPA) with RPC to purchase the entire power generated by the 
plant. USAID has simultaneously assisted REB for solicitation of small-scale (10 
MW) power plants for internal use of PBSs. The Government’s Small-Scale Power 
Generation Policy (announced in 1998) allows fiscal incentives in line with those 
provided to IPPs. REB has signed contracts for three 10 MW plants and solicited 
for another eight plants, which are under negotiation.  
 

IPP generation currently accounts for a little over 10 percent of total 
generation. This is expected to reach a level of 40-50 percent of total generation by 
the year 2003 ?  a remarkable shift in power production from the Government to 
the private sector.  
 

Another significant measure is that the Government has agreed to 
corporatize the Ashuganj Power Station, a 725 MW power generation complex of 
BPDB. The Cabinet has approved the Memorandum and Articles of Association 
and the new company is expected to be incorporated soon. The ADB has provided 
a $1.0 million TA to operationalize the corporate entity within a year. 
 
Transmission: As a step towards vertical disintegration of BPDB, the Government 
incorporated the Power Grid Company of Bangladesh (PGCB) in 1996.6 PGCB has 
commenced its operation with the construction of transmission lines and associated 
facilities required for evacuation of power generated from the Meghnaghat Power 

                                                                 
6 This was a condition of the ADB’s Ninth Power Project. 
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Station. BPDB has also handed over some of the transmission lines and substations 
to PGCB for operation and maintenance. The remaining transmission assets, 
inclusive of load dispatch center will be handed over to PGCB by December 2002. 
The Government has decided that all new transmission lines and associated facilities 
will be constructed by PGCB.  
 
Distribution: As a condition of 
ADB’s Ninth Power Project, 
the Government incorporated a 
new company, ?  Dhaka 
Electric Supply Company 
Limited (DESCO) ?  in 1997 to 
gradually take over the 
operation of DESA by the year 
2002. DESCO commenced 
operation in September 1998 by 
taking over the Mirpur area 
from DESA and is expected to take over the Gulshan area by June 2001. The 
Government has amended the DESA Act, redefining the boundary of DESA and, 
accordingly, all areas outside the redefined boundary have been handed over to the 
seven PBSs around Dhaka. This had helped PBSs to consolidate their operation in 
semi-urban areas. With this transfer, PBSs’ distribution share went up from 13.3 
percent in 1997 to 24.0 percent in June 2000.  
 
Regulatory Framework: The Power Cell was created to facilitate implementation 
of reforms and to frame the Electricity Reform Bill. The Power Cell currently acts as 
a quasi-regulator, and is in the process of framing rules and regulations for the 
proposed Regulatory Body. The Cabinet approved the draft Electricity Reform Bill 
in 1999, which defines the restructured sector and provides for the creation of a 
regulatory body. 

 
Tariff Rationalization: As an interim arrangement, till the adoption of a 
rationalized tariff structure, the Government has adopted the policy of semi-annual 
tariff adjustment to compensate the sector entities for enhancement of gas price and 
the devaluation of the Taka. This has been implemented regularly since March 1997, 
although adjustment due on 1 September 2000 has been partially implemented. 
 
Outlook and Outstanding Policy Issues: The major outstanding issues are (i) 
enactment of Electricity Reform Bill and establishment of regulatory body; (ii) 
compensation policy for absorption of BPDB staff by PGCB; (iii) hand over of 
Gulshan area by DESA to DESCO; and (iv) introduction of a rationalized tariff 
structure.  
 

 
RECENT CAPITAL MARKET REFORMS  

 
Over the last two years, Bangladesh has undertaken some key reforms to 

strengthen the domestic capital market. These reforms were supported by ADB’s 
Capital Market Development Program (CMDP) loan. The CMDP, which is due to 
end in June 2001, supports a policy reform program to develop the domestic capital 
market in five broad areas.  
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A. Strengthen Market Regulation and Supervision 
 
 A major CMDP achievement is the formal establishment of legislative 
changes to enhance Securities and Exchange Commission’s (SEC’s) autonomy. SEC is 
now vested with authority to make rules and regulations consistent with the SEC Act 
without the need for 
government approval. The 
CMDP has strengthened 
the regulatory framework 
for disclosure, listing rules, 
inspection, sanctioning, 
and broker conduct. The 
authority over the contents 
of prospectuses, which was 
earlier vested with the 
Registrar of Companies, 
has been transferred to SEC. SEC has also been vested with authority over clearing, 
settlement, and depository functions.  
 

SEC has taken several initiatives to increase its image as a regulator and to 
enhance its interaction with market practitioners to generate a consensus for 
reforms. In mid-1998, SEC formed the Reforms Committee consisting of senior 
management of the Dhaka Stock Exchange (DSE), Chittagong Stock Exchange 
(CSE), and SEC. Another encouraging development is the voluntary formation of 
two trade associations: Association of Merchant Banks (formed late in 1998) and 
Bangladesh Association of Stock Exchange Listed Companies (formed in July 1999). 
In June 1999, SEC commenced a weekly investor education program. SEC has also 
introduced a web site to provide information on its activities. 
 
 From a situation of gross understaffing, SEC has made progress in 
increasing its organizational strength. However, the organization still needs more 
staff with adequate experience in audit and inspection, investigative expertise, and 
ability to conduct examinations of brokers/dealers. The inability to attract staff with 
requisite skills is partly the result of SEC’s salary structure, which is determined 
within the parameters of civil service salary scales. The issue is under review and 
ADB will continue to work closely with the Government to make SEC a financially 
independent entity so that its salary structure can be made comparable with the 
private sector. 
 
B. Develop Capital Market Infrastructure 
 

Significant reform measures have been taken to improve the transparency 
and efficiency of stock exchange operations. The boards of the two stock exchanges 
have been restructured and their composition now includes 50 percent non-brokers. 
Both stock exchanges have also raised the minimum capital requirement for brokers 
and have introduced risk-based capital adequacy norms for all member brokers. The 
stock exchanges have also eliminated membership limitations and permitted 
membership of up to 500, although due to the depressed state of the market, the 
current membership is considerably lower. SEC has also amended the necessary 
regulations to eliminate inactive members from the stock exchange. To promote 
competition and efficiency among the stock exchanges, the mandatory dual listing 
of securities was eliminated.  
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In view of the potential conflict of interest, and to protect investors, the 
dealership operation of the brokers has been partially separated from the brokerage 
operation. Another significant reform is the setting up, by the two stock exchanges, 
of investor protection funds (funded by members’ contributions) with uniform rules 
to compensate investors from losses arising from defaults of member brokers. 
 

At the beginning of the program period, the Institute of Chartered 
Accountants of Bangladesh (ICAB), the main statutory accounting body in 
Bangladesh, had adopted 15 of the 32 international accounting standards (IAS). 
Similarly, ICAB had adopted 15 of the 29 international auditing standards (ISA) 
issued by the International Federation of Accountants (IFAC). The CMDP 
envisaged that all listed companies would conform to IAS already adopted by ICAB 
when preparing and reporting on their accounts. Consequently, SEC amended the 
Securities and Exchange Rules 1987 (Public Issues Rule, 1998) which require all 
listed companies to prepare financial statements to be filed with the SEC in 
accordance with applicable IAS, and audited according to the applicable ISA. ICAB 
has so far adopted 23 of the new 40 IAS and 22 of the 46 ISA. 

 
C. Modernize Capital Market Support Facilities 
 
 A significant achievement of the CMDP has been the ongoing 
modernization of the capital market support facilities. The antiquated system of 
trading in the stock exchanges has been replaced by an automated trading system; 
and the ‘kerb’ market, which was responsible for much of the malaise following the 
stock market crash of 1996, has, for all practical purposes, disappeared. The stock 
exchanges also include basic surveillance tools in their automated trading systems. 
DSE is already in the process of upgrading its automated trading system as the 
existing system has reached capacity limits. CSE’s automated wide-area-network 
system currently links three major cities: Dhaka, Chittagong, and Sylhet. CSE is also 
planning to bring the northern region of the country under its on-line trading 
network by opening an office at Bogra. Similar schemes are planned for Khulna and 
Rajshahi.  
 

In April 1999, the Parliament passed the Depository Act paving the way for 
the establishment of a computer-based depository, and introducing a system of 
scriptless trading. The Central Depository Bangladesh Limited (CBDL) was formed 
with the participation of 10 sponsors from banks, insurance companies, listed firms, 
and the two bourses. It is a matter of concern that the CDBL has not yet become 
operational and progress is being hampered by internal management problems. The 
issues need to be resolved soon. 

 
D.  Increase the Limited Supply of Securities to the Market 

 
 As an incentive for securitization, the Government reduced the corporate 
tax for all listed banks, insurance companies, financial institutions, and nonresident 
companies to 35 percent to make it uniform with the rate applicable to all listed 
industrial companies. However, progress on privatization continues to remain slow 
and is unlikely to pick up before the forthcoming general elections.  
  

Under the CMDP, the Government has streamlined the procedures for 
initial public offerings (IPOs). The earlier practice of merit regulation by SEC, 
particularly for pricing of IPOs, has been withdrawn. Instead of fixing the price of 
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new issues, SEC is gradually moving to a system of full disclosure (i.e., providing 
investors with relevant information) instead of passing judgement on the merits of a 
new issue. Instead, the merchant banks will underwrite securities and assume the 
responsibility to conduct due diligence for these issues. Under the CMDP, the 
Government has since September 1998 been regularly auctioning two-year Treasury 
bills to develop the long-term debt securities market. These bills have been 
purchased mainly by the commercial banks and, as yet, there is no secondary market 
for these securities. 

  
E. Develop Institutional Sources of Capital to Improve Demand for 

Securities. 
 

 In order to develop institutional sources of capital and to improve the 
demand for securities, the Government has taken several initiatives in line with the 
recommendations of the CMDP. The Insurance Act has been amended which now 
restricts mandatory investment in government securities, government approved 
securities and investments to only 30 percent of total invisible funds. Further, with 
the amendment of the relevant clauses of the Trusts Act, up to 25 percent of private 
pension and provident funds, which were earlier fully invested in government 
securities, can now be invested in the capital market. 

 
The CMDP has also encouraged greater private sector participation in 

merchant banking and mutual funds operations. Correspondingly to increase 
transparency, create a level playing field, and remove the potential conflict of 
interest, the Government has amended the Investment Corporation of Bangladesh 
(ICB) Ordinance, 1976. With this amendment, three new separate subsidiary 
companies have been created, and all new business activities relating to merchant 
banking, mutual funds management, and stock brokerage of ICB will now be 
handled by these ICB subsidiaries. ADB has agreed to extend a TA to complete the 
restructuring of ICB.  
 
New Initiatives 
 

ADB would initiate a financial sector study in early 2001 to identify the 
sectoral constraints and areas of medium- to long-term involvement in the sector. 
Late last year, ADB approved a TA to further strengthen SEC. This TA will address 
strengthening market regulation, surveillance, and monitoring; assisting the stock 
exchanges in developing rules and code of ethics for member brokers; and 
improving the corporate governance structure and compliance with international 
accounting and auditing standard. ADB has also initiated a project preparatory TA 
(PPTA) aimed at introducing reforms in the contractual savings sector. This PPTA 
will prepare a possible loan project to develop the policy and legal framework, build 
capacity to regulate and supervise the insurance and pension sector, extend its 
coverage, and assist with the transition cost in establishing a multipillar pension 
system. The reforms will aim to improve social protection, reduce the long-term 
fiscal burden, develop a source of long-term funds for infrastructure investment, 
and provide funds for the capital market. 
 
Outstanding Issues 
 

While the Government has been able to implement a majority of the 
CMDP conditions, there are some issues on which further attention needs to be 
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given. The autonomy of the SEC can only be effectively exercised if the 
organization is able to attract and retain staff with requisite skills and experience. 
This will require SEC to pay a market based compensation package to its staff, 
which is feasible only if the organization can become financially autonomous. The 
Government should seriously consider various alternatives for achieving this 
objective. Further, for reaping the potential benefits from the automation of trading 
in the stock exchanges, and to check the problem of fake shares, it is essential that 
the Central Depository Company becomes operational soon. The internal 
management problems, which are holding back the implementation progress, need 
to be resolved expeditiously. Similarly, steps need to be taken to transfer the existing 
assets of ICB to the three newly formed subsidiaries. This will bring greater 
efficiency and transparency in the equity market, and remove the current conflict of 
interest. It will also increase investor confidence in the market and encourage 
companies to list on the stock exchange. Finally, the depth of the market can 
increase significantly if the Government pursues the privatization program with 
seriousness and determination. The past experience with privatization has not been 
particularly encouraging. 
 
 

IMPLEMENTATION OF THE PARTNERSHIP AGREEMENT  
ON POVERTY REDUCTION 

 
In April 2000, the ADB and the Government of Bangladesh signed the ‘Partnership 

Agreement on Poverty Reduction’ (PAPR). The PAPR specifies medium term (upto year 2005) 
and long term (upto year 2010) goals for reduction in income poverty, and for improvement in other 
social indictors such as primary education, gender disparities, maternal and infant mortality rates, 
malnourishment, and access of women to reproductive health services. In order to prepare a 
comprehensive policy agenda for the implementation of PAPR, the ADB is undertaking special 
studies on different aspects of the poverty reduction program. The final version of the studies will 
become available in the second half of 2001. In the meanwhile, preliminary findings of some of these 
studies have become available. In this issue of QEU, we report the preliminary findings of the study 
on ‘Social Sector Investments and Policy Priorities to Address Poverty Reduction in Bangladesh’. 
This is a critical area for addressing poverty reduction and requires active and effective involvement 
of the Government. A major preliminary finding is that merely stepping up the scale of social sector 
investments is unlikely to be sufficient for rapid poverty reduction. Equally important are the 
effectiveness of service delivery, improvement in quality, greater community participation in the design 
and implementation of programs, and more active involvement of NGOs – and in some areas – the 
private sector. 

 
 

Social Sector Investments and Policy Priorities to Address Poverty Reduction 
in Bangladesh 

 
In the last decade, Bangladesh has made encouraging progress in social 

development. Between 1992 and 1998, Bangladesh’s Human Development Index 
(HDI) increased by 49 per cent with improvements in life expectancy, adult literacy, 
gross primary school enrollment ratios; and decreases in infant mortality rates, total 
fertility rates and dropout rates in primary schools. Despite these improvements, 
Bangladesh’s HDI is lower than most South Asian countries. Bangladesh has a long 
way to go before the key social indicators reach acceptable levels. 
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Based on the assessment of the ongoing study, some preliminary findings 
are as follows:  
 
• Despite increased allocations for social sector development over the last decade, 

the performance indicators are still low, even in comparison with South Asian 
countries. Since public investments in social sectors directly benefit the poor, 
the Government needs to increase the budgetary allocations for these activities. 
The current budgetary constraints limit the ability of the Government to do so. 
In order to increase social sector spending without jeopardizing macroeconomic 
stability, expenditure needs to be strictly prioritized.  

 
• Benefits from social sector expenditure remain low due to several reasons. 

Vested interest groups at various stages tend to frustrate reforms in the delivery 
of services. Bureaucratic delays and extraneous interference affect the system at 
all levels. Centralized management of basic social services and inadequate 
community involvement further erode the efficiency of the programs. The 
overall implementation capacity is weak. 

 
• Given the administrative and resource constraints of the Government, the 

social development strategy should focus on some of the core social services 
targeted towards the poor and vulnerable groups. The Government should 
develop an explicit criterion for identifying the core social services for which 
priority would be given in public provisioning. The core services should be 
basic, and focusing on those which have a direct impact on the key social 
indicators e.g. literacy; primary school enrolment; gender disparity in basic 
education; maternal, infant and child health; primary and reproductive health 
services; and malnourishment of children.  

 
• The Government should give priority to alternative means of service delivery. 

Experience of Bangladesh and of other countries suggests that NGOs and 
private organizations, in partnership with government agencies, can be 
effectively utilized for increasing the efficiency of service delivery.  

 
• Over the medium term, Bangladesh needs to double its social sector spending 

from the current level of 3 percent of GDP to almost 5-6 percent. This is 
feasible only if domestic resource mobilization is considerably strengthened 
along with prudent public expenditure management. Furthermore, the 
budgetary allocations for capital expenditure in the social sectors need to be 
considerably increased.  

 
• Improving aid utilization is an effective option for enhancing the availability of 

public resources for social sectors. However, to utilize the existing pipeline of 
assistance, and to gain access to higher levels of concessional assistance 
(concentrated mainly for social sector investments), Bangladesh needs to 
demonstrate major improvements in project implementation and in its ability to 
undertake policy/institutional reforms. 

 
• The main emphasis of social sector investments should be on quality and equity 

of public spending. This requires effective social expenditure management: 
selecting and designing of programs with high poverty reduction impact; 
addressing existing weaknesses in project preparation, approval process, and 
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implementation; decentralizing management responsibilities to the local levels; 
incorporating beneficiary participation; forging stronger partnership with 
NGOs and the private sector in service provision; ensuring better financial 
management; and appropriate pricing policies of services.  

 
 

 
Box 2: Success stories that can inspire many Bangladeshis 

 
Harun-or-Rashid has become a self-made millionaire because of his keen determination to do 
something on his own and also within the country. He saw his elder brother fall victim to 
cheating while trying to fulfill a lifetime dream to go abroad for earning a living for their family. 
He now owns a big poultry farm and a fisheries project at their Bhaluka Baghra Para village 
under Bhaluka upazilla in Mymensingh district. He was recently awarded the National Youth 
Award 2000 by the Prime Minister as a recognition of his successful venture. 
 
"As a schoolboy and afterwards, I saw severe financial hardships in my family. That made me 
desperate to undertake a self-employment project," Harun told this to a correspondent. He 
comes of a traditionally large family that consists of eight brothers and two sisters. Presently a 
Master's student, Harun had his Secondary School Certificate (SSC) examination in 1991, the 
year he started making his fortune after having trained under the Government's youth 
development training and self-employment project. Harun's poultry farm, an investment of Taka 
2.3 million, generates Taka 150,000 or US$2,778 net profits every month and employs 14 people 
on a regular basis. "He is now a role-model, an inspiration for other youths to take up such 
initiatives," Upazila Nirbahi Officer (UNO) Sharfuddin Jilani explained to the journalists during 
a visit in the area. 

 
Another success story is Nazmul Huq Talukder, who owns Sonali Matsya Khamar at Bhatgaon 
in Bhoradoba. Having fish in ponds on 8-9 acres of land, he earned more than Taka 2.2 million 
in 2000. An employer of 20 people in his projects, Talukder has already become the owner of 
two costly plots in Dhaka city and Mymensingh town. 

 
At the village Mamarishpur, Khodeja Khatun Rani along with her husband is fighting for a better 
life to ensure a bright future for their two daughters. Taking micro-credit from a rural-based 
organization, Rani bought a cow and leased some farmland. With earnings from their venture, 
they are gradually bringing about significant improvement in their livelihood. "My elder daughter 
is reading in Class VIII and she will not get married before she completes her Higher Secondary 
Certificate (HSC) examination," said a vocal Rani.  

 
 Source: www.bangladeshinfo.com  
 
 


