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 MACROECONOMIC DEVELOPMENTS 

 
 

In FY2001 (ending 30 June), Bangladesh achieved robust economic growth 
with low inflation due mainly to successive bumper harvests and rebounding of 
growth in the industrial sector. Foodgrain self-sufficiency is no longer a dream - for 
two consecutive years, the country has produced foodgrains in excess of domestic 
requirements. The manufacturing sector has also recovered sharply from the 
lackluster performance of the preceding two years. Despite these encouraging 
developments, the medium term growth prospects are fragile due to mounting 
pressures on fiscal and external balances. Restoring macroeconomic stability is a 
major challenge for the Government in the next fiscal year. 
  
 
GDP Growth, Agriculture and Industry 
 
 At the beginning of 
FY2001, growth prospect for 
the year appeared somewhat 
bleak because of serious 
flooding in the southwestern 
region of the country. Although 
the floods caused extensive 
damage to the standing crops 
and physical infrastructure in 
the southwestern region, the 
overall impact on the national 
economy was limited. The 
economy remained robust and GDP growth rate in FY2001 is estimated to be about 
6 percent, close to the 5.9 percent growth rate achieved in FY20001. Exceptionally 
high crop harvests, and a sharp recovery in the industrial sector contributed to the 
impressive growth performance in FY2001. Over the last three-four years, the 
agriculture sector, and in particular the foodgrain sub-sector, has been the engine of 
economic growth in Bangladesh.  
 
 Foodgrain production target for FY2001 was initially set at 25.7 million tons, 
higher than the production of 24.9 million tons achieved in FY2000. In FY2001, 
total production of aman and aus has been impressive at 11.25 million tons and 1.92 
million tons respectively. Although production target for boro was set at an ambitious 
level of 11.2 million tons, current indications are that production is likely to exceed 
the target. Boro output is expected to be 11.8 million tons, or even more. In addition, 
wheat output is expected to be close to the projected target of 2 million tons.  The 
country is thus expecting another bumper harvest this year. Depending on the final 
outcome of the boro crop, overall foodgrain production is conservatively estimated at 
                                                           
1 Based on revised national accounts series (1995/96 base year), GDP growth rate for FY2000 has 
been revised upward to 5.9 percent from the earlier estimate of 5.5 percent.  
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between 26.4  - 27.0 million tons, implying a growth rate of 6 to 8.4 percent over the 
preceding year. Foodgrain production is thus expected to be about 2 million tons 
more than domestic 
requirement (455-
gm/daily/per capita).2 
Favorable weather, expansion 
of high yielding varieties, 
liberal credit policies, and 
availability of diesel, 
electricity, and urea fertilizers 
at subsidized prices 
contributed to the record 
harvests during recent years3.  
 

In view of the satisfactory foodgrain stock position, the Government did not 
need to import any foodgrain commercially. Further, the Government has recently 
imposed restrictions on import of rice by the private sector to avoid a situation of 
glut in the domestic market. Consecutive record harvests dampened the prices of 
foodgrains in the domestic market. During July–March FY2001, the price of coarse 
rice declined by 17 percent in nominal terms compared to the corresponding period 
of FY1999. After the harvest of boro in May – June, prices have further declined. In 
some parts of the country, farmers are reportedly selling paddy below production 
cost.  Low foodgrain prices, while directly benefiting the poor, could induce some 
amount of diversion of production towards other crops in the coming years. This 
could contribute to crop diversification in the agriculture sector. 
  

Industrial4 growth is estimated at 8.7 percent in FY2001 compared to 6.7 
percent in FY2000, due mainly to surge in manufacturing output. Growth in the 
manufacturing sector is estimated at 9.1 percent – substantially higher than 4.8 
percent in the previous year. The acceleration in the growth rate, albeit from a 
relatively depressed base, is partly attributable to expansionary macro policies and 
partly to rapid expansion of export oriented industries viz. textiles including  
garments, food processing, and chemicals. There was also an upturn in the output of 
small-scale industries. However, traditional jute industry stagnated. Sharp surge in 
credit to the private sector and an increase in the imports of raw materials and 
machinery  have contributed to rebounding of the manufacturing sector. The 
recovery in manufacturing output from prolonged recession is encouraging, given 
the lingering political disruption and mounting infrastructure constraints in the 
country.  Increased growth in electricity and gas also contributed to industrial 
expansion. The growth of construction, however, is expected to fall slightly to 7.9 
                                                           
2 In the preceding year, production was about one million tons in excess of requirements. 
3 In addition, the Bangladesh Bureau of Statistics (BBS) has adopted certain methodological changes and the 
agriculture statistics now provides a more accurate estimate of crop production. The sample size of clustered 
survey has been increased from 5,753 to 9,348. Besides, the acreage and yield estimating procedures have been 
improved. The Government has launched the Early Warning and Food Information System (EWFIS) to provide 
advance information on expected food production based on Geographic Information System (GIS) and other 
techniques.  The satellite images also generate crop area and production estimates, which are periodically 
reviewed in finalizing crop production data. 
4 The industry sector comprises mining and quarrying, manufacturing, power, gas, water, and construction. 
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percent from 8.5 percent in the preceding year. New construction has slowed down, 
as there is apparently a glut in 
the supply of apartment, 
office spaces and shopping 
malls.  During FY2001, the 
growth in the services sector 
is estimated at 5.3 percent as 
against 5.5 percent in previous 
year. In this sector, catering, 
telecommunication, financial, 
public administration and 
defense and health and social 
work services recorded 
notable progress. 

 
Investment and Savings: Investment during FY2001 is preliminarily 

estimated to have increased marginally to 23.6 percent of GDP from 23 percent 
during the preceding year. Public investment increased by 0.5 percentage points to 
7.9 percent of GDP due to an increase in the development budget. However,  
private investment is estimated to have increased by only 0.1 percentage point to 
15.7 percent of GDP probably reflecting political uncertainty and growing 
infrastructure constraints in the country. Gross national saving rate is estimated to 
have stagnated at 22.1 percent of GDP during FY2001 – about the same level of last 
year, due mainly to decline in overseas workers remittances. If the economy is to 
grow at 7-8 percent, which is necessary for meeting the Government’s poverty 
reduction targets, then the savings and investment rates need to be substantially 
stepped up. In this context, the Government should expedite implementation of 
financial sector reforms. A vibrant and efficient financial sector is the key to 
mobilizing potential savings and allocating them to the most efficient use. 
 
Fiscal Management, Monetary Developments and Inflation 
 
 The Finance Minister presented the national budget for FY2002 in the 
Parliament on 7 June 2001. The budget has several welcome proposals, particularly 
the emphasis on environment, poverty alleviation, export expansion, and setting up 
of a revenue commission, and an expenditure review commission. The budget is, 
however, based on somewhat ambitious projections. In order to reduce the high 
fiscal deficit of the last two years, the FY2002 budget projects revenue/GDP ratio to 
increase by 0.4 percentage points while expenditure/GDP ratio is envisaged to 
decline by 0.4 percentage points. Understandably, the exceptional boost in revenue 
in FY2001 encouraged the Government to project even higher revenue performance 
for FY2002. However, the FY2002 budget lacks substantive new measures to 
strengthen tax administration and increase the coverage.  On the other hand, 
projected expenditure seems to be on a low side, particularly in view of ensuing 
general election.  It is also projected that the recent trend of higher domestic 
financing of the fiscal deficit will be reversed. While this reversal is needed, doubts 
remain whether domestic financing of fiscal deficit can be drastically reduced, 
especially since inflow of external resources has been declining in recent years. 
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Though the country made significant progress in trade liberalization during recent 
years, no new major trade policy reform measure has been introduced. Import duties, 
ranging between 5 – 37.5 percent, have not been further rationalized or reduced 
since FY2000. Considerable anti-export bias still exists in the trade regime, which is 
one of the factors responsible for the slow progress in export diversification. Duty 
reduction on some raw materials and intermediate goods has been proposed in the 
new budget. As a result, in some cases, effective protection on finished goods could 
increase.   
 
 Revenue Performance: Revenue performance improved notably during 
FY2001. Revenue collection in this fiscal year displays a clear break from past trends, 
especially from the sluggish performance of the last two years. In FY2001 revenue 
collection under the National Board of Revenue (NBR), which accounts for around 
94 percent of tax revenues and 75 percent of total revenues, is expected to register a 
growth of 21.1 percent compared to the previous fiscal year. This is a remarkable 
achievement as it exceeds the ambitious budget target by 1.7 percent.  All the major 
taxes contributed to the high 
growth of revenues. Customs 
duty increased by 12.3 
percent, VAT by 18.6 percent, 
supplementary duty by 26.6 
percent and income tax by 
37.9 percent. Increase in 
imports and introduction of 
compulsory pre-shipment 
inspection scheme have 
contributed to increased 
collection of import based 
taxes. On the other hand, 
increase in domestic industrial 
production and more effective 
monitoring and enforcement are responsible for increased collection of domestic 
indirect taxes and income tax. The improved performance of revenue collection 
during the current fiscal year does not however create any grounds for complacency. 
Despite recent boost in revenue, Bangladesh’s tax mobilization effort is weak and 
ineffective. The tax-GDP ratio of a mere 7.6 percent, is low by any standard.  
 

The Government expects to maintain the upward trend in revenue collection 
in FY2002 as well. The revenue target for FY2002 is set at 12.6 percent higher than 
the achievement in FY2001. The budget projects tax revenues to grow by 13.0 
percent and non-tax revenues by 11.1 percent. The revenue-GDP ratio is expected to 
increase from 9.4 percent in FY2001 to 9.8 percent in FY2002 and the tax-GDP 
ratio from 7.6 percent to 7.8 percent. Achieving these targets would require a 
sustained and determined effort by the Government.  

 
Major Revenue Related Measures in FY2002 Budget: The FY2002 

budget has proposed setting up a revenue commission for advising the government 
on ways to increase mobilization of domestic resources. If the composition of the 
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commission is based purely on professional considerations, and its recommendations 
are seriously implemented, it would be a major step in rationalizing the system. This 
is especially true in view of the fact that the revenue-GDP ratio of Bangladesh is 
considerably lower than that of other South Asian countries. For example, in 
FY2000, the revenue-GDP ratio in Bangladesh was 8.9 percent. In India during the 
same year, it was 15.8 percent, Pakistan 17.2 percent and Sri Lanka 16.7 percent. The 
budget also proposes continuation of current rates of income tax up to assessment 
year FY2003. This will provide stability in the tax regime and facilitate tax planning. 
The limit of income for payment of advance income tax has been raised from Taka 
100,000 to Taka 200,000. This will give relief to income earners with annual income 
less than Taka 200,000 because they will no longer be required to pay advance 
income tax in four installments. Further, companies whether declaring profit or not, 
will now be required to submit income tax returns. This measure could expand the 
tax base and possibly assist in detecting tax defaulting companies. Duty rates have 
been restructured to protect local industries, promote exports, support backward 
linkage industries and improve the environment.  

 
Expenditure Trends: The Government had initially projected a 7.5 percent 

increase in aggregate expenditure in FY2001 over the previous year. Actual 
expenditure could not be contained within the budgeted amount and exceeded the 
initial target by 2.9 percent (Tk 11.34 billion). Non-Development expenditure in 
FY2001 was higher than the budget estimate by almost 6 percent (Tk 11.58 billion) 
while Annual Development Program (ADP) expenditure was higher by about 4 
percent (Tk 7 billion). There were, however, some compensatory decreases in 
expenditure on Food Account, Non-ADP projects, and capital expenditure. 
 

Non-development expenditure recorded a 12.9 percent growth in FY2001.  
This is higher than the nominal growth of GDP for the year, thus exceeding prudent 
limits. The main reasons cited for the unanticipated rise in non-development 
expenditure are: increase in subvention for salaries of teachers of private schools, 
increase in subsidies to ready made garments industries, rise in interest payments, 
and increased pension payments based on the higher salary scales. Simultaneously, 
the ADP increased by 10.5 percent in FY2001. It is noteworthy that most of the 
ADP expenditure in excess of the FY2001 budgetary allocation took place in the last 
quarter of the year, casting doubts on its effective utilization.  
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with non-development and development expenditures increasing by 6.6 and 4.5 
percent respectively. The ratio of overall expenditure to GDP is projected to decline 
from 15.4 percent in the current fiscal year to 15.0 percent in the next fiscal year. It 
appears that the Government has been conservative in its expenditure projections in 
the FY2002 budget. It is highly probable that expenditures will exceed the budget 
projections, as it did in FY2001, especially on account of the general elections due in 
October 2001. 
 
 Major Expenditure Related Measures in FY2002 Budget: The FY2002 
budget has proposed setting up of a public expenditure review commission. This is 
an important proposal and its recommendation should assist in improving public 
resource management – an issue that has become critical due to rising fiscal deficits 
over the last two years.5 The budget places continued emphasis on poverty 
alleviation programs and the allocation for this purpose accounts for 26 percent of 
development and non-development expenditure. An allocation of Taka 1.0 billion 
has been made in the non-development budget for providing urea fertilizer subsidy – 
a continuation of the effort to sustain agriculture growth. Allocation of Taka 11.6 
billion has been made in the ADP for the Local Government Engineering 
Department for expanding and maintaining the rural infrastructure. An allocation of 
Taka 22.5 billion for the power sector, and Taka 6.5 billion for the gas sector has 
been made in the ADP. Social sector investments, especially in health and education, 
got priority in the budget. An allocation of Tk 60.3 billion in the education sector 
and Tk 28.7 billion in the health sector has been made together in the non-
development and ADP budgets. 
 
 
 
 
 
 
 
 Fiscal Deficit and its Financing: Despite unexpectedly healthy revenue 
growth in FY2001, it was not possible to contain the fiscal deficit within the budget 
projections due to larger than expected growth in expenditure. The Government had 
initially set the fiscal deficit target for FY2001 at 5.5 percent of GDP. According to 
the revised budget 
figures, the FY2001 fiscal 
deficit is estimated at 
close to 6 percent of 
GDP.6 However, the 
FY2002 budget 
anticipates a reduction in 

                                                           
5 The ADB and the World Bank are currently undertaking a joint Public Expenditure Review, the 
recommendations of which should become available by the end of year. This should assist the work of the 
proposed expenditure review commission of the Government. It is important that the Government chooses the 
members of the expenditure review commission on professional considerations and makes a sincere effort to 
implement its  recommendations. 
6 Not including on the expenditure side, net payments (negative) on the suspense account. 
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fiscal deficit to 5.3 percent of GDP. The budgetary projection for lowering the fiscal 
deficit in FY2002 is an encouraging sign. This will require sustaining recent 
acceleration in growth in revenue mobilization – by widening the tax base, increasing 
the collection efficiency, and increasing non-tax revenue by addressing the mounting 
losses of state owned enterprises. Simultaneously, containing unproductive 
expenditure will also be needed.  
 

In recent years, there have been some distinct changes in the financing of the 
fiscal deficit. The proportion of deficit financed by external resources has declined 
over time while domestic borrowing, both from bank and non-bank sectors, has 
become progressively more important in financing the fiscal deficit. In FY2001, 
external resources financed 44 percent of the fiscal deficit (2.5 percent of GDP) 
while domestic resources financed 56 percent of the deficit (3.4 percent of GDP). 
Increasing reliance on domestic financing is cause for concern because domestic 
financing is costlier than foreign financing.  As a result, the interest payment 
liabilities of the Government are rising. The ratio of interest payment on domestic 
debt to revenue, which is an indicator of debt servicing capacity, rose from an 
already high level of 12.0 percent in the original FY2001 budget to 13.6 percent in 
the revised FY2001 estimates. In FY2002, the ratio is projected to be around 13.2 
percent. The FY2002 budget projects net foreign financing of the fiscal deficit at 2.8 
percent of GDP and domestic financing at 2.5 percent of GDP. Out of the two main 
sources of domestic financing, in FY2001, bank financing accounted for 1.5 percent 
of GDP and non-bank financing (mainly consisting of net sales of national saving 
certificates, permanent debt, provident funds) for 1.9 percent of GDP. In the 
FY2002 budget, bank financing is projected to fall to 0.8 percent of GDP while non-
bank financing is expected to be 1.7 percent of GDP.  

 
 
 
 

 
 Monetary Trends and Inflation: Monetary policy continues to be 
expansionary. However, monetary expansion slowed down from 19.3 percent in 
December 2000 (on a year on year basis) to 15.4 percent in March 2001. The main 
contributing factor for the 
recent slow down in monetary 
growth is decline in growth of 
credit (net) to government from 
19.2 to 8.3 percent reflecting 
continued uptrend in NBR 
revenue. The downward 
pressure on the net foreign 
assets of the banking system 
also slowed down the rate of 
monetary expansion. The 
growth of credit to private sector edged up from 13.7 percent to 15.8 percent, due to 
the revival of growth in the industry sector. Despite the high monetary growth, 
inflation rate continues to be low because of successive good crop harvests. In 
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March 2001, the inflation rate was 1.5 percent on a point to point basis. Both food 
and non-food inflation remained low, at 0.8 and 2.8 percent respectively. Even 
though the current inflation rate is low, the Government needs to keep the growth in 
money supply in check. The growth in money supply has not yet resulted in 
increased demand for goods and services, causing higher inflation. However, 
sustained high monetary growth is ultimately likely to generate inflationary pressures 
in the economy, further weaken the balance of payments and deplete the already low 
foreign exchange reserves. This would seriously imperil macroeconomic stability. 
 
External Trade and Balance of Payments 
 
 During the first nine months 
of FY2001 (July 2000-March 2001), 
exports grew at 15.9 percent over 
the corresponding period of the 
previous year. This is a particularly 
encouraging development after two 
years of sluggish export growth – 
2.9 percent in FY1999 and 8.2 
percent in FY2000. While the 
overall export growth rate in 
FY2001 is impressive, it is important to point out that the export growth rate has 
decelerated as the year has progressed. Aggregate exports grew at a robust rate of 
25.4 percent in the first quarter of the year (July – September 2000) compared to the 
first quarter of last year.  
 
 
 
 
 
The growth rate dropped somewhat to about 21.4 percent in the second quarter 
(October-December 2000). In the third quarter (January- March 2001), export 
growth collapsed to a mere 1.26 percent – the worst performance coming in 
February and March.7  The major reason for the deceleration in exports is the slow 
down in the US economy and sluggish growth in Japan and the European Union. 
Bangladesh’s exports of readymade garments (RMG) may also have been adversely 
affected by the newly enacted US Trade and Development Act 2000 which grants 
RMG exports of 72 countries’ (mainly the sub-Saharan and the Caribbean countries) 
quota and duty free access, provided US yarn and fabric are used in manufacturing. 
But perhaps the more important factors contributing to deceleration in export 
growth have been the continuing political frictions leading to hartals, and growing 
infrastructure constraints (problems at the ports, inadequate availability of 

                                                           
7 The sharp drop in the export growth rate is particularly worrying as it comes against the backdrop of various 
incentive schemes including subsidies, that the Government has extended to increase exports. The Finance 
Minister noted in his budget speech that “different assistance schemes including subsidy were undertaken with a 
view to stimulating exports. Total subsidy in FY2000-2001 for industries using domestic raw materials in RMG 
industry, selected leather products, manufactured jute products, flower and artificial flower etc. stood at Tk. 797 
crores ($140 million)” Budget Speech (Part I), Ministry of Finance, Annual Budget 2001-2002 (7 June 2001). 
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electricity).  It is also noteworthy that RMG and hosiery products accounted for 
almost 70 percent of the incremental export growth during the first nine months of 
FY2001. These two commodity groups also dominate the export composition, 
accounting for almost 75 percent of exports. Amongst the other significant export 
commodities that experienced rapid growth rates in first nine months of FY2001 
were frozen foods (25.7 percent), chemical products (25.6 percent), and leather (22.3 
percent). But these three commodity groups account for less than 10 percent of total 
exports, implying that if export growth is to be sustained, especially in the post MFA 
phase, export diversification is a critical issue that needs to be addressed urgently. 
 

Import growth [based on opening of Letters of Credit L/Cs] dampened 
somewhat in the third quarter of FY2001. After recording a growth of 22.8 percent 
in the first six months (July – December), import growth slowed down to 15.7 
percent over the period July 2000 – March 2001. Major increases were recorded in 
imports of sugar, raw cotton and synthetic fiber, drugs and medicines, petroleum and 
oil products, machinery and motor vehicles. Import growth slowed down due mainly 
to lower food imports, especially of rice, wheat, pulses and edible oils following 
successive bumper harvests. The deceleration in the export growth rate also reduced 
the demand for imported intermediate inputs.  
 
 The overall balance of payments continued to weaken as the year progressed. 
Despite a respectable growth in exports, the current account of the balance of 
payments deteriorated over the first six months from a surplus of $99 million during 
July- December 1999 to a deficit of $191 million over July–December 2000.8 While 
the trade deficit was somewhat lower compared to last year, there was a sharp drop 
in receipts of official grants9 from $296 million to a mere $68 million. However, the 
major factor underlying the deterioration in the current account balance of payments 
is the sharp drop in the growth of overseas workers’ remittances. Over the last four 
years, overseas workers’ remittances grew at an average rate at about 12.6 percent per 
annum. During the first six months of FY2001, there was virtually no growth in this 
item.10 According to the preliminary figures, inflows of overseas workers’ remittances 
has further deteriorated, dropping from $1,558 million during the first ten months of 
FY2000 to $1,510 million in the corresponding period of FY2001 (a decline of 3.0 
percent). An important factor underlying the decline in remittances is that a sizeable 
proportion is being channeled into the ‘informal’ (illegal) market. Several reasons 
account for this phenomenon. Political uncertainty due to the impending general 
election is probably inducing capital flight out of the county (it is also reported that 
the same phenomenon is taking place via underinvoicing of exports and 
overinvoicing of imports). These practices were encouraged because the 
Government did not follow a sufficiently flexible exchange rate policy. The 
‘informal’ market exchange rate was consistently higher than the official rate by 

                                                           
8 Complete balance of payments data are only available for the first six months of FY2001 (July – December 
2000). The estimate of current account balance includes official grants as a component of the current account. If 
official grants are excluded, the current account deficit deteriorated from $197 million over July – December 
1999 to $259 million over July – December 2000. 
9 Includes food and commodity grants, and technical assistance. 
10 Part of the reason is that the demand for Bangladeshi labor has declined in South Korea, Malaysia and the 
Middle East in the current year. 
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about 5 percent, providing incentive for diversion of remittances from the official 
channels. 
 
 The capital account of the balance of payments also deteriorated somewhat 
over July-December (FY2001) compared to the corresponding period last year. 
Despite higher net inflow of 
medium and long-term (MLT) 
loans, exceptionally large 
repayments on short-term loans 
(mainly supplier’s credit) 
weakened the capital account. 
Furthermore, disbursement of 
external assistance over July-
February FY2001 declined 
from $1,024 million to $733 
million (a decline of 28 
percent), putting further 
pressure on the capital account.  
 

As a result, the balance of payments weakened considerably over the year, a 
direct consequence of which was a sharp depletion in the level of foreign exchange 
reserves. The precariously low level of foreign exchange reserves declined from $1.6 
billion at the beginning of FY2001 (July 2000) to  $1.5 billion at the end of 
December 2000, and further to $1.4 billion at the end of April 2001. According to 
latest available information, reserves have declined further to $1.2 billion at the end 
of May 2001, providing cover for a mere 1.5 months of imports.11 This is the lowest 
level of foreign exchange reserves in terms of import cover since the beginning of 
1990s. The decline has been particularly sharp over the last five years.  
 
 
 
 To stem declining remittances, deceleration in the export growth rate, and 
depleting foreign exchange reserves, the Government devalued the Taka by 5.5 
percent on 25 May 2001. The buying and selling rate of US $ was set between Tk. 
56.50 and Tk. 57.50 as against the earlier rate of Tk. 53.85 – 54.15. This was the 
second exchange rate adjustment in FY2001, the first being in August 2000 when the 
Taka was devalued by 6 percent. With this devaluation, the decline in the real 
effective exchange rate has restored competitiveness to the level of early 1997. The 
devaluation has also narrowed the gap between the official and the informal market 
exchange rates.  
 

To attract foreign exchange remittances into the official channels, the 
FY2002 budget has introduced a scheme whereby Bangladeshis living abroad will be 
entitled to a special V.I.P card, gold card and silver card respectively if they remit 
                                                           
11 Commercial banks are required to deposit 20 percent of their foreign exchange funds with the Bangladesh 
Bank. According to a newspaper report “Recently, an amount of $340 million dollars was transferred from 
different commercial banks to the Central Bank Account. Banks would be allowed to use a total of $240 million 
to meet their L/C settlement” (The Financial Express, 30 May 2001). 
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more than $100,000, $50,000, and $20,000 in a year. As an incentive, the card holder 
will be entitled to encash travelers checks without commission, accorded special 
facilities at the airport and given priority in booking seats in internal flights, railway 
and bus tickets. While such additional benefits are desirable, it is doubtful whether 
they would be sufficient to ensure that remittances flow predominantly through the 
official channels. The Government will need to keep a close eye on the exchange rate 
to ensure that the gap between the official and ‘informal’ rate is not allowed to 
increase. In addition, the Government must take steps to accelerate the utilization of 
external assistance in order to strengthen the balance of payments. It is a matter of 
concern that the country’s pipeline of unutilized external assistance increased during 
FY2001 (estimated at $6.1 billion in January 2001) while utilization (disbursement) 
declined. Addressing these issues is all the more important because the country has 
little cushion in the balance of payments to withstand any unexpected exogenous or 
endogenous shock. 
 
 Political Developments 
 
 Since the publication of the last QEU in March 2001, the political 
controversies have centered around the timing of transfer of power to the Caretaker 
Government, and holding of next general election. The opposition resorted to a 
series of hartals in April 2001 severely disrupting normal economic activity. The 
country’s business community openly expressed grave concerns over the spells of 
hartals and their negative impact on the investment climate and industrial 
production. The hartals, and the accompanying violence, resulted in loss of lives, 
destruction of properties, setback in exports, and disruption in industrial production 
and services. The export-oriented industries, in particular the garments sector, failed 
to meet some of their export commitments due to disruption in transportation. The 
dislocation at Chittagong Port seriously impeded loading of finished products and 
unloading of raw materials.  
 

According to latest indications, the Government would stay in power until mid-
July 2001, and a Caretaker Government would hold the general election within three 
months thereafter, in October 2001. The political situation was relatively quiet during 
May and till mid-June with both the opposition and ruling parties focusing on 
strategic issues relating to the forthcoming general election. However, recently, a 
political controversy has arisen over the enactment of a new law titled ‘The Father of 
the Nation’s Family Members Security Act, 2001’. The opposition is critical of this 
law conferring special security and privileges to the current Prime Minister and her 
sister after she relinquishes office in July 2001. Several incidents of bombings, 
including the one at Narayanganj, further agitated the political climate. Following a 
reported attack on the opposition leader, the four-party alliance enforced a 36-hour 
hartal starting 19 June 2001. Further, the four-party alliance, has called another 
countrywide hartal on 26 June protesting the passage of the bill relating to special 
security to the current Prime Minister and her sister.   

 
 

SECTOR POLICY ISSUES AND REFORMS 
 

Political 
situation 
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Each issue of the Quarterly Economic Update (QEU) reviews policy issues and reform 
initiatives in which ADB has operational interest. This issue reviews developments in the 
Readymade Garments Export Sector and the Gas Sector. 
 

PROSPECTS OF BANGLADESH’S RMG EXPORTS BEYOND 2004 
 
Growth of RMG Exports  
 
 Bangladesh has derived substantial benefits from textile quotas under the 
Multi-fiber Arrangements (MFA). It is mainly in response to the MFA that a sizable 
garments industry has emerged in Bangladesh since the early 1980s. Over the last 
two decades, Bangladesh was 
able to exploit its comparative 
advantage, reflected in lower 
unit labor costs, and recorded 
very high export growth of 
clothing products to EU and 
USA. The market share of 
Bangladesh increased by 200 
percent between 1990 and 
1998. Bangladesh, however, 
does not produce quality 
fabrics, the main intermediate 
input for garments. Since the share of the external market for RMG was ensured by 
the quota, domestic RMG producers relied on imported fabrics (and other raw 
materials) against back to back letters of credit.  
 
 
 
 
 
 
 
Implications of MFA Phase out on Bangladesh 
 

Under the Agreement on Textile and Clothing (ATC) reached during the 
Uruguay Round Negotiations, the MFA quotas would be eliminated in phases by the 
year 2005. Thereafter, trade rules on textile and clothing would revert to the general 
GATT rules applicable to trade in goods.12 However, in the interim period, the 
existing quotas would increase by 16 percent in the initial three years, 25 percent 
over the next four years, and 27 percent over the final three years.  
 

Bangladesh’s exports of RMG and knitwear to USA and Canada face MFA 
quotas. There are, however, no quotas in the European Union (EU) market. As 

                                                           
12 In accordance with the Uruguay Round Agreements, 16 percent of MFA quotas were to be eliminated on 1 
January 1995, 17 percent on 1 January 1998, and subsequent reductions would be 18 percent on 1 January 2002, 
and finally 49 percent on 1 January 2005. 
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exports of some of Bangladesh’s major competitors are currently constrained by EU 
quotas, the elimination of MFA quota in the US and EU markets may lead to an 
increase in their market share and correspondingly reduction in that of Bangladesh. 
Can Bangladesh maintain its international competitiveness in RMG exports after 
MFA phase out in 2005? This is a critical issue for the medium term sustainability of 
the balance of payments as RMG and knitwear currently account for 75 percent of 
Bangladesh’s total exports. 
 
 In discussing this issue, some recent developments, which have implications 
for Bangladesh’s RMG exports, need to be noted. The newly enacted US Trade and 
Development Act 2000 grants special trading status to 72 sub-Saharan and 
Caribbean countries. Under this Act, RMG exports from these countries made of US 
yarn and fabrics are awarded quota and duty free access to the US market. This is 
almost certain to expose Bangladesh’s RMG exports to more intense competition in 
the near future. Furthermore, Bangladesh’s RMG exports cater to the lower end of 
the market. Both India and China are competitors in this segment of the market. 
With China’s likely accession to WTO and gaining of Most Favored Nation (MFN) 
status, Bangladesh’s RMG exports will begin to face further competition, even 
before end 2004. After the MFA quotas are eliminated, Chinese RMG products will 
provide severe competition to Bangladesh in its traditional markets because of its 
higher productivity in the RMG sector. The removal of quota could also lead to a 
diversion of production from countries like Bangladesh to more efficient clothing 
producing countries.  
 
 At present, China and India are Bangladesh’s major suppliers of yarn and 
fabrics. It is apprehended that with complete abolition of quotas in the year 2005, 
these countries, along with Pakistan, Indonesia, Thailand, Korea, Taiwan, and Hong 
Kong (who are also self sufficient in fabrics) will gain a competitive edge because 
Bangladesh would remain import dependent for fabrics. There is an influential body 
of opinion in Bangladesh (See Box 1) which believes that supply of fabrics from 
China and India (as well as from any of the above countries) to Bangladesh, may 
decline after the MFA quotas are abolished. It is also feared that even if imported 
fabrics are available, it may still not be possible for Bangladesh to compete with 
producers in countries using domestically produced fabrics, because of higher cost 
and longer lead-time (i.e. the period between receipt of order and shipment of the 
product). It is further argued that more intense competition after the removal of 
MFA quotas is bound to lower the unit price of RMG products in the importing 
countries. Bangladesh will have to compete with other countries in capturing the 
share of the expanded market.  To stay in business, Bangladesh would be forced to 
reduce costs of production and would need access to supply of fabrics and other raw 
materials at competitive prices. Thus, it is argued, that in order to maintain its market 
share in the post MFA era, Bangladesh should develop the backward linkage 
industries and reduce its dependence on external sources for supply of fabrics. 
 

It is estimated that if a domestic fabric industry existed in Bangladesh, the lead-
time would be reduced by about 25 percent - approximately one month. However, 
lack of domestic fabrics will not be the only, or for that matter, major factor 
constraining competitiveness of Bangladesh’s RMG exports in the post MFA phase. 

Bangladesh’s 
RMG exports 
face new 
competition 
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Absence of adequate infrastructure and utilities e.g. transportation and 
telecommunications, frequent political disturbances like hartals, locational 
disadvantage in terms of relative distance from importing countries, weak quality 
control, and bureaucratic delays are likely to be the more important causes 
underlying the relative lack of competitiveness in the post MFA phase.  
 

In Bangladesh, current domestic capacity is quite inadequate to meet its woven 
textile needs. If Bangladesh had comparative advantage in fabrics’ production it 
would be natural to expect that this sector would have expanded in tandem with 
rapid increase in RMG exports. It is argued that this did not happen because the 
backward linkage textile industries are highly capital intensive and the country lacked 
adequate resources for investment. But if there was genuine comparative advantage 
and production was profitable, for both domestic consumption and exports, foreign 
investment would have been attracted to the sector. This did not happen on any 
significant scale, despite Bangladesh having a liberal foreign investment regime. 
 

In order to produce the entire textile required in the post MFA era in the 
country, the Bangladesh Garments Manufacturers and Exporters Association 
(BGMEA) estimates investment requirement of $3-5 billion (see Box 1). Moreover, 
BGMEA has recently stated that the industries would be competitive only with 
extensive subsidies, including outright budgetary support. Such demands, which 
would be difficult to meet, indicate that Bangladesh may not possess comparative 
advantage in the backward linkage industries. Against this background, there is no 
guarantee that such industries would be competitive with imported fabrics in terms 
of either price or quality. In addition, at present, there is an oversupply of medium 
quality fabrics in the world market.  
 
 
 
 
 
 
 

 
Box 1: BGMEA for Tk. 20 Billion Budgetary Allocation for  

Backward Linkage Industry 
 
At a pre-budget meeting with newsmen on the 4th of May 2001, the Bangladesh Garments 
Manufacturers and Exporters Association (BGMEA) stressed the need for allocation of at least Tk. 
20 billion in the national budget for 2001-02 for supporting backward linkage industries in the 
textile sector. This, according to the BGMEA, is necessary in order to prepare the RMG sector to 
face the post-MFA competition in the global market. It argued that Bangladesh RMG industry was 
becoming vulnerable due to the impact of NAFTA and USTDA 2000. These developments would 
shift production away from Bangladesh. The BGMEA suggested that the government should 
provide low cost land for setting up textile villages and ensure quick supply of gas, electricity, 
telephone and water. It urged the government to allow import of pre-fabricated frame for textile 
mills at low duty rates, arrange loans for textile sector at a rate of interest of 8 percent, earmark 30 
percent of bank loan portfolio for investment in the textile sector and grant 15 year tax holiday for 
setting up new textile factory. The BGMEA also indicated that Bangladesh textile sector needed 
investment outlays of around US$3-5 billion.  
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Bangladesh’s prospects in the Post-MFA Era 
 
 Bangladesh has high stakes in the RMG sector from the points of view of 
foreign exchange earnings, generation of employment opportunities and, overall 
growth of the economy.  More than 1.5 million workers are directly engaged in this 
sector. Bangladesh’s RMG sector has a disciplined and trainable workforce. 
Impressive entrepreneurial capabilities also exist in the sector. The average hourly 
wage rate of textile industry worker in Bangladesh is US$0.23. This is lower than 
those of its main competitors, India (US$0.56), Pakistan (US$0.46), Sri Lanka 
(US$0.39) and China (US$0.35). In the ASEAN countries, the wage rates are even 
higher. However, the very low labor cost in Bangladesh can only partly offset the 
production inefficiencies on account of other factors noted earlier.  
 

Bangladesh needs to enhance efficiency, productivity and production quality 
of the RMG sector. For this purpose, it is essential to invest in modern technology, 
machinery and equipment for upgrading skills and raising efficiency. To remain 
competitive in the post-MFA phase, Bangladesh would need to improve 
transportation and telecommunication. Because reduction of lead-time is an 
important factor, Bangladesh would also need to improve port, finance, and utility 
services.  Lack of backward linkage industries is unlikely to be a major constraint, 
provided other efficiency increasing measures are undertaken. The Government and 
the RMG sector would have to jointly work together to maintain price 
competitiveness in the global RMG market. In keeping prices low to maintain 
competitiveness, Bangladesh may have to operate on very thin profit margins. Given 
the remarkable entrepreneurial initiatives and the low cost labor, Bangladesh can still 
look forward to maintaining its share in the global RMG market. But business will 
not be easy in the post MFA phase.   
 
 

GAS SECTOR’S PROSPECTS 
 
 Sector Overview: In Bangladesh, natural gas – the only significant source of 
commercial energy - provides immense economic opportunities that can stimulate 
development in the economy and partially overcome the emerging foreign exchange 
constraint. During FY2000, production of natural gas (accounting for 70 percent of 
the country’s commercial energy needs) was 331 billion cubic feet (8.633 million tons 
of oil equivalent). In 1993, the Government introduced a new petroleum policy to 
encourage private sector participation in gas exploration and production under 
production sharing contracts (PSCs). This policy has been generally successful. 
Prospecting and development through PSCs, along with external assistance, has 
rapidly increased gas production capacity. However, the size of the domestic market 
is limited, resulting in temporary excess supply. PSCs have already been signed with 
six international oil companies (IOCs) for gas exploration in ten blocks. So far 
exploratory drilling has been concluded in six out of ten blocks. In addition, PSCs 
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are being negotiated with large oil companies for exploration in some other blocks. 
The PSCs with IOCs have resulted in substantial foreign exchange payment 
commitments.  
 

The current recoverable reserve of gas is estimated at 12 trillion cubic feet 
(inclusive of three recent discoveries under PSCs). This is sufficient to meet gas 
demand for 35-40 years at the current consumption rate. Even with rapid growth in 
demand of about 8-10 percent per annum, the proven reserves are adequate for the 
next 15-20 years. Furthermore, according to some estimates, Bangladesh has 
substantially larger gas reserves, enough to make the country a major gas producer as 
well as supplier to the potentially vast external markets. However, the issue of gas 
exports has provoked considerable debate within the country. Some people question 
the rationale of gas exports as doubts remain whether the country’s proven gas 
reserve can meet the domestic demand for a sufficiently long period of time. 
 
ADB’s Role in the Gas Sector: ADB’s assistance since 1975 has been instrumental 
in enhancing gas production and upgrading transmission and distribution capacity. 
More importantly, ADB helped the Government to undertake reforms for sector 
restructuring, tariff rationalization and privatization. In view of the increasing interest 
being shown by the private sector in gas exploration and production, ADB is shifting 
the focus of its assistance to gas transportation, distribution and utilization. This 
includes supporting policy and institutional reforms for facilitating private sector 
participation in these areas. The major policy issues being addressed by ADB are (i) 
enactment of the Gas Act for regulation of downstream operation, (ii) operational 
autonomy to the sector entities, (iii) introduction of a rational tariff structure,  (iv) 
private sector participation in downstream operation, and (v) limited gas export 
through pipeline to ensure a market for the international oil companies and to 
generate the foreign exchange necessary for the development of the sector. The 
proposed Gas Sector Development Project (planned for the year 2002) will provide 
gas energy to the western part of the county, promote extensive use of compressed 
natural gas (CNG), and provide cooking fuel to poor households.  
 
Expansion of Natural Gas Market: Bangladesh needs to exploit the full economic 
benefits of its gas reserves. The real challenge is to use the gas reserves as an 
economic and developmental multiplier so that the country can achieve faster 
economic growth and poverty reduction. This will require optimizing the use of 
natural gas resources through expansion of the market. The key issues that impinge 
on the expansion of the gas market need to be viewed within the overall 
development objectives of the country. There are two broad strategies that can 
concurrently be pursued for expansion of the gas market. First, piped natural gas can 
be expanded for use by power, fertilizer, industrial, domestic, and commercial 
consumers in Bangladesh. Demand can be stimulated through substitution of other 
fuels by natural gas. Second, export market can be explored through supply of 
natural gas by pipeline to neighboring countries. Supply of gas to export-oriented 
industries should also be promoted to earn foreign exchange. 
 
Expansion of the Domestic Gas Market: Under an optimistic scenario, domestic 
demand for gas is expected to increase from 900 MMCFD (million cubic feet per 
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day) in the year 2000 to 1200 MMCFD in 2006 and about 1600 MMCFD in 2015. 
Additional demand for natural gas is likely to come mainly from the power and the 
urea fertilizer sectors. It is estimated that one additional urea fertilizer plant with a 
capacity of about 1,750 metric tons per day would enable Bangladesh to meet its 
domestic demand for urea fertilizer over the next 5-7 years. This plant will consume 
about 50 MMCFD of gas at full production. In the power sector, power stations with 
a combined additional capacity of about 2,000 MW would be required over the next 
five years. With the creation of these power stations, an additional market of about 
300 to 350 MMCFD of natural gas will be generated. In addition, demand can be 
increased by using natural gas in new areas of application, i.e. setting up a network of 
CNG filling stations and conversion of about 300,000 vehicles over the next five 
years. This would increase the domestic demand for gas by about 50 MMCFD per 
year. Industrial growth and household consumption could also add somewhat to the 
domestic demand for gas. Thus, over the next 15 years, domestic demand could 
increase by about 700 MMCFD provided the envisaged expansion of capacity in the 
fertilizer and power sectors materializes. It is pertinent to note that an investment of 
about $2.35 billion will be required over the next five years to expand the domestic 
gas market.  
 
Expansion of Export Markets: The current production potential is around 1,200 
MMCFD and is expected to rise to about 1,900 MMCFD by 2015. There is thus 
likely to be a situation of excess supply even under optimistic domestic demand 
projections. This makes utilization of gas for exports an attractive option. This is 
especially so since there are sizeable foreign exchange obligations against the PSCs 
already signed. There are basically three export avenues for utilizing Bangladesh’s 
excess natural gas: (i) fertilizer production for export purposes, (ii) power production 
for export purposes, and (iii) export of natural gas through pipeline.  
 
 
 
 

Given the current production cost structures, Bangladesh is unlikely to be 
competitive in fertilizer exports, as the cost of gas is lower in other major competitor 
countries, especially in the Gulf region. For exporting power, it needs to be 
emphasized that the Eastern Grid of India currently has surplus supply, and 
therefore, imports from Bangladesh would have to be transmitted further down to 
the deficit regions in the South and West of the country. Studies indicate that an 
efficient power plant in Bangladesh, with production cost of about $0.025 to $0.03 
per kWh, could export-power to India. However, feasibility of power export to India 
needs further examination.  
 

Natural gas itself can be exported in two forms – piped gas and liquefied 
natural gas (LNG). Studies show that LNG exports from Bangladesh is viable only at 
an input price of about $1.0 per million Btu. Moreover, an LNG facility will need a 
minimum dedication of 3 to 5 TCF of gas to be economical, which the Government 
may not be willing to commit. A more economical form of gas export is through 
piped gas. It is estimated that there will be a market in India for about 250 to 300 
MMCFD in about 5 to 6 years. 

Export of piped 
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Foreign Exchange Considerations: Bangladesh has successfully invited private 
sector participation in the upstream side through PSCs. However, the limited 
domestic market and inadequate foreign exchange to pay for repatriation of profit 
and cost recovery have constrained IOCs from undertaking further exploration and 
drilling. Unless a company is assured that the gas discovered has a market and the 
investment is likely to earn an adequate rate of return, there will be no incentive to 
undertake costly and risky investments. Hence, in order to tap the full potential of 
the gas sector, it is important that the Government takes a pragmatic view towards 
gas exports. This is all the more important as the country’s export earnings, which 
are at the moment heavily dependent on garments, could be reduced due to severe 
competition faced by Bangladesh’s RMG exports after the MFA phase out. The 
country thus needs to generate foreign exchange from alternate sources for the 
medium term sustainability of the balance of payments and to service the obligations 
of the energy sector. 
 

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 (up to year 2005) 
and long term (up to year 2010) goals for reduction in income poverty, and for improvement in other 
social indicators 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 agenda for the implementation of PAPR, the ADB has undertaken studies on the 
different aspects of the poverty reduction program. The final version of these 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 
‘Agriculture Development Priorities for Poverty Reduction in Bangladesh’. Agriculture sector 
policies and the supporting institutions are critical in poverty alleviation because the bulk of the poor 
live in rural areas and a large proportion of the population is directly or indirectly dependent on the 
sector for their livelihood. The Government of Bangladesh has given considerable attention over the 
years to policies for accelerating growth in the agriculture sector. In recent years, the sector has 
performed well, and as noted earlier in this issue of QEU, has become the ‘engine of growth’ for the 
economy. Despite rapid agriculture growth, about 45 percent of rural population were poor in 
FY1999. More recent estimates of rural poverty, based on the latest Household Income and 
Expenditure Survey (HIES), will become available later this year. Given the extent of poverty in 
rural areas, the Government needs to focus on policies that accelerate growth of agriculture and non-
farm sectors, improve the coverage and quality of social services, increase the efficiency of rural 
institutions, and expand rural infrastructure. 

 
Agriculture Sector Development Priorities for Poverty Reduction 

 
Based on the assessment of the on-going study, some preliminary findings are as 

follows: 
 
• Over the last two decades, reforms in the agriculture sector and reduction of 

state interventions have played a critical role in increasing agricultural 
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production.  The post-reform period witnessed a decline in real food prices and 
rise in agricultural productivity.  As a result, the majority of the households, 
particularly the poor who are net purchasers of food, benefited from the shift in 
policies. 

 
• Two dominant factors are expected to shape future structural changes and 

growth pattern of Bangladesh agriculture: declining rate of population growth 
and higher growth in per capita income, especially since the mid 1990s. As a 
result, the pattern of demand will gradually shift towards non-cereal crops and 
non-crop agriculture.  A faster expansion of non-cereal and non-crop agriculture 
will be necessary to maintain stable prices, generate higher farm incomes, and 
achieve food security. 

 
• Bangladesh has considerable potential for accelerating agricultural growth despite 

limited availability of land and financial resources for investment. To harness the 
potential, two key elements need emphasis: exploitation of economies of scale in 
line with comparative advantage; and increasing agricultural activities that 
embody technological innovations.  For this purpose, policies, and programs 
need to focus simultaneously in three broad directions: intensification of 
production of existing crops (e.g. rice); diversification to high return crops in 
which the country has comparative advantage; and improvements in non-crop 
agriculture. 

 
• The intensification of agriculture can come from increased yields and higher 

cropping intensity.  The yields of crops can be raised substantially by adopting 
high-yield varieties, improving extension efforts, balanced and efficient use of 
fertilizer, and incorporating better soil and water management techniques.  There 
is considerable potential for shifting more land from lower-yielding local varieties 
to HYVs. Similarly, cropping intensity can be raised by expanding the irrigation 
network, and by efficient utilization of surface and ground water. 

 
• Crop diversification is the key to achieving faster agricultural growth in the 

future.  Bangladesh has a strong comparative advantage in several non-rice crops 
(e.g. fruits and vegetables) which, in recent years, have shown rising real prices 
and rapid increases in production. 

 
• The development of non-crop agriculture requires concerted efforts to enhance 

the quantity and quality of production.  In fisheries, technological and marketing 
improvements can raise output and stimulate exports.  The poultry and livestock 
sub-sector can contribute significantly to agricultural growth, especially in view 
of rapid increase in demand for livestock products.  Increasing the output of 
livestock products requires modern methods of production, improved technical 
skills, supportive policy framework and infrastructure. 

 
• Despite considerable growth potential, the existing sectoral constraints prevent 

Bangladesh from realizing sustained and high agricultural growth. In order to 
efficiently manage the resource base and ensure sustainable exploitation of 



 20

agronomic potentials, the agricultural development strategy needs to increase 
agriculture’s competitive edge by combining coherent policies, incentives and 
programs to pursue efficient production practices, remove supply side 
constraints, and provide a supportive macro and trade environment. 

 
• In order to induce higher investment in agriculture, it requires action on two 

fronts: creating an institutional and policy environment that provides incentives 
for accelerated private investment; and enhancing public investment in key areas 
to ensure adequate availability of public goods in agriculture.  Public investment 
in priority areas e.g. applied agricultural research and extension, rural 
infrastructure, and basic education, is vital to agricultural development in 
Bangladesh.  Public investment in agricultural research and development is 
needed to build capacity to accelerate technological progress.  The emphasis 
needs to be placed on site and season-specific technologies in combination with 
credit and marketing services.  Efficient marketing requires public investments in 
rural infrastructure, electrification, developing regulatory frameworks, and market 
support services e.g. quality control, grades and standards, and market 
information. Improved institutions and infrastructure will support income 
growth of the poor farmers by reducing transport and transaction costs and 
improving market efficiency. 

 
• From a long-run perspective, increased emphasis on education, skill 

development, and training will be the most effective investments for increasing 
farm productivity and incomes, especially of the poor. 
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