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MACROECONOMIC DEVELOPMENTS 
 
Highlights 

 
• For FY2005, GDP growth is estimated at 5.3%, slightly lower than 

5.5% in the preceding year.  
 
• Despite a flood-induced setback in agriculture, export-led 

manufacturing, and services sectors rebounded. 
 
• Although the garment industry is unlikely to be affected in the first 

year of the quota-free world, several policy initiatives are needed 
to face the challenges of the termination of MFA. 

 
• The current revenue collection has fallen short of target and 

vigorous revenue mobilization drives need to be launched.  
 
• The external sector shows robust performance with steady 

increase in external trade, and workers remittances.    
 
• Price pressures heightened due to higher food prices including 

due to the flood-related impact and rise in international commodity 
prices. 

 
Overview  
 
1. Bangladesh has “weathered” the devastating floods well.  
Despite the floods and the oil price shock, the economy continues to 
record robust growth and has a positive balance of payments.  The 
main reasons appear to be steady growth in export-led manufacturing, 
and far above-trend remittance inflows. This illustrates the 
tremendous resilience and flexibility of the economy, and it shows that 
the economy has become increasingly de-linked from public sector 
activity.   The main challenge for government is “keeping pace” with 
demands posed by a vibrant private sector, and this includes 
improving governance, more robust financial market institutions, much 
better infrastructure (and its management), and steady improvement 
in the enabling policy setting for private sector development. 
 
2004 Floods  

 
2. During July to September 2004 devastating flooding and 
excessive rainfall affected Bangladesh1. The floods, affecting 
approximately 38% of the country, caused extensive damage to 
crops, infrastructure, and livelihoods of 36 million people. The flood 
damages are estimated at $2.2 billion or 3.9% of GDP comprising 
$1.3 billion in asset loss and $0.9 billion in output loss2. The floods 

Devastating floods   
affected Bangladesh 

                                                 
1  See Bangladesh Quarterly Economic Update, September 2004, Asian 

Development Bank,  for details.  
2    According to a preliminary flood damage assessment jointly conducted by the 

ADB and World Bank in September 2004. 
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caused considerable damage to transport infrastructure affecting 
about 2,970 km of the primary road network and 25,000 km of the 
secondary road network. In water resources, 2,537 kilometers of 
embankments, 555 kilometers of irrigation-drainage systems, 45 
kilometers of riverbank protection works, and 435 water control 
structures in 331 schemes were damaged. In urban municipal 
infrastructure, the damage includes 2,277 km of roads, 80 km of 
drains, 1,559 meters of bridges and culverts, and other structures. 
 
Agriculture  
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3. The flooding seriously affected the agriculture sector. The 
crop, fishing and vegetable production suffered substantial losses. 
With production loss of about 0.4 million tons, the floods seriously 
damaged the aus, the first rice crop. The aus output is estimated at 
only 1.5 million tons, a 17% decline from the preceding year. The 
devastating flooding and incessant rainfall heavily damaged aman 
and seedbeds of 
aman. The 
government 
launched a 
rehabilitation 
program ($27 
million) to address 
the flood damage. 
However, aman 
production is 
estimated at 10.5 million tons, implying an 8.7% decline compared 
with the preceding year. There is an expectation of a good boro crop 
this year as farmers, driven by higher food grain prices, will try to 
compensate the loss of aman crop. Even if the boro and wheat 
production turns out to be good, food grain production during FY2005 
is likely to remain below 27 million tons, about 400,000 tons or 1.5% 
lower compared with the preceding year. Despite flooding, the 
production of maize, potatoes and vegetables is expected to increase 
in the year.  

 
Aus and aman 
suffered a setback 

 
4. The price of food grain – both rice and wheat in local market 
maintained an upward trend since July 2004 mainly due to lower 
domestic production and less imports. During the first half of FY2005, 
private sector import was 1.34 million tons, 13% lower than 1.54 
million tons during the corresponding period of preceding year. In the 
same period, the stock of food grain under public food grain 
distribution system declined by 22% to 658,000 tons as off-take 
exceeded total addition which includes domestic procurement and 
imports.  
 

The growth in 
agriculture is likely 
to drop to 0.4% 

5. Overall, agriculture growth during FY2005 is estimated at only 
0.4% from 2.7% in the preceding year, reflecting a setback in food 
grain production. 
 
 



Industry 
 
6. Despite the floods, industrial output rebounded, mainly 
reflecting a surge in export-oriented manufacturing. The adverse 
impact of flooding was localized and limited to small-scale enterprises, 
particularly in rural areas. Based on the quantum index of industrial 
production, manufacturing output during the first four months of 
FY2005 increased by 8% as against the corresponding period of the 
preceding year. The increase was driven by export-oriented 
production. The output of textiles, garments, chemicals, leather, 
beverage, and machinery and equipment recorded steady increases. 
Lifted by strong global demand, steady growth in the garment industry 
is likely to continue in the remaining period of FY2005. The 
construction (including due to flood rehabilitation activity) and energy 
sub-sectors are likely to show steady performance. The improvement 
in law enforcement to curb crime has boosted private construction 
activity.  

Export-oriented 
manufacturing 
rebounds 

 
7. Largely driven by export-oriented manufacturing, the overall 
growth in industrial production during FY2005 is estimated at 7.8%, 
higher than 7.7% in the previous year.  

Industrial growth is 
expected to be 
robust 7.8% 

 
 Challenges of MFA Phase-out  
 
8. Although the multi-fiber arrangement (MFA) has been phased-
out effective 1 January 2005, Bangladeshi exporters are optimistic 
about continued steady growth of the garment sector. The industry is 
now constrained more by port capacity and management, access to 
power, and structural impediments, than by trade access. The 
garment entrepreneurs are upbeat that in spite of the stiff competition 
from other low cost producers, they will be able to successfully face 
the challenges of MFA phase-out through extensive market promotion 
drive along with supportive measures from the government.  The 
garment industry has underlined the need for the creation of a central 
bonded warehouse, funding facilities for development of backward 
and forward linkages and relaxation of the rules of origin to enable 
them to face the post-MFA challenge of global competition. Many of 
the garment entrepreneurs have prepared well by consolidating and 
restructuring their operations to improve competitiveness. Meanwhile, 
the government has taken a number measures to face the post-MFA 
business. These include streamlining customs clearance, revising 
schedule of down payment for repayment of loans and elimination of 
VAT on selected items.   
 
9. The garment industry is unlikely to be affected in the first year 
of the quota-free world. There will be some transition time as the 
People’s Republic of China (PRC) operates voluntary restrictions.  
However, not all production will gravitate to PRC---hence Bangladesh 
continues to face favorable prospects as production capacity shifts 
from the North to the South. Nevertheless, several policy initiatives 
are needed to face the challenges of the termination of MFA quotas. 
The competitive strength of the garments industry will depend on its 

Garment industry is 
unlikely to be 
affected in FY2005 
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ability to reduce the “purchase order to delivery” cycle time (or lead-
time), stimulate productivity, cut down unit cost, and strengthen supply 
chain management. In addition to weak governance, the country’s 
poor infrastructure is a serious problem for sustaining growth in 
garment industry. Inefficient Chittagong Port and railway management 
with inadequate infrastructure, unreliable electric supply, and 
congested roads have imposed substantial costs on the industry. 
About 80% of the trade flows of Bangladesh pass through Chittagong 
Port. However, high shipping and cargo clearance costs at Chittagong 
Port are severely undermining the competitiveness of Bangladesh in 
international trade. A major cause of the high charges is congestion in 
the container yard, due partly to the archaic, paper-based terminal 
management and document processing, and limited capacity of the 
transportation system between the port and inland container depots. 
The current customs clearance process requires documents to be 
manually moved through several stages requiring 48 endorsements, 
opening up opportunities for corruption. The average container dwell 
time has remained almost unchanged over the past few years at 
about 18 days against about 10 to 12 days at comparable container 
terminals in the region. These delays and informal payments to 
expedite the flow of documents have contributed to higher maritime 
cost for Bangladesh’s garment   exports compared with exports from 
the PRC, India, Thailand, and Taipei,China. According to some 
estimates, if the inefficiencies of the Chittagong Port can be 
eliminated, the garment export earnings can be increased by 30%. 
Because of   poor infrastructure and high import dependence, the 
lead-time of the garment industry is one month longer than that of 
major competing countries. This problem will become even more 
critical in the post MFA - era since the industry will be required to 
compete by much smaller margins in the final delivery prices. Over 
the years, the role of foreign direct investment (FDI) in the local 
garment industry significantly declined as the government opted to 
preserve the valuable quotas for the local factories. This has deprived 
Bangladesh of benefiting from the inflow of superior technology and 
management and direct access to major markets. 
 
10. The government needs to undertake a number of policy 
initiatives to face the daunting challenges of the elimination of MFA, 
including diversifying the export base, encouraging FDI, enhancing 
competitiveness, removing structural impediments and upgrading 
infrastructure. 

Several policy 
initiatives are needed 
to face post-MFA 
challenges 

 
Development of SMEs  

 
11. In Bangladesh, small and medium enterprises (SMEs) have a 
significant role in generating growth and employment, and reducing 
poverty. SMEs account for about 40% of gross manufacturing output, 
80% of industrial employment, and 25% of the total labor force. 
However, SMEs have not been able to fully develop due to various 
constraints, such as lack of medium to long-term credit; limited access 
to market opportunities, technology, expertise, and information; lack of 
suitable incentives; inefficient and limited outreach of government 

SMEs have a 
significant role in 
generating growth 
and employment 
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services; and weak capacity among SME entrepreneurs in managing 
functional areas of business. 

 
12. Significant policy interventions are necessary to improve 
access of SMEs to market opportunities, financing, technology, 
expertise, and information (See Box 1). There is a need to create an 
institutional mechanism that can effectively coordinate and implement 
SME-related policies. SMEs face serous financing constraints during 
startup and operations. Some commercial banks view SMEs as 
relatively higher credit risks, and expected returns do not justify the 
high administrative and servicing costs of small loans. SMEs are 
normally required to assign real or other immovable properties as 
collateral to secure their obligation, a condition that most SMEs find 
difficult to comply with. Further, lack of suitable lending modalities, 
and limited capability of SME credit staff of the banks to appraise 
SMEs’ cash-flow-generating capacity is another reason for the 
predominance of collateral-based lending. Provision of business 
development services (BDS) is another key measure, which could 
help build up capacity and competitiveness of SMEs. In Bangladesh, 
SMEs operating outside the urban centers do not have ready access 
to BDS providers.  
 
 

Box 1: Development of SMEs 
 

In Bangladesh, many development partners including ADB are supporting 
the development of SMEs. In December 2004, ADB approved an SME 
Sector Development Program (SMESDP) loan for $50 million. The goal of 
SMESDP is to support government efforts to foster development of the SME 
sector and enable the sector to attain its full potential for contributing to 
sustainable economic growth and poverty reduction. It will support 
strengthening the policy environment for SMEs, and improving access by 
SMEs to credit and related support services. A gender action plan has also 
been prepared to target women entrepreneurs and foster their participation in 
policy-making, training programs, and credit fund allocations. It will help the 
government to address some of the key recommendations of the SME Task 
Force’s Report on Development of SMEs. 
 
 The SMESDP consists of four parts: (i) a program loan of $15 million 
equivalent supporting policy reforms, (ii) a project loan of $30 million 
equivalent for extending credit to small enterprises, (iii) a TA loan of $5 
million equivalent for improving the effectiveness of government assistance 
to the SME sector and facilitating SMEs’ access to various support services 
including capacity building and support for infrastructure development for 
SMEs, and (iv) a TA grant of $600,000 for assisting the Government to 
implement and coordinate the Program and for benefit monitoring.  
 
Services 
 
13. The services sector is likely to show ample robustness in 
FY2005 with a   growth of 6%, from 5.7% in the preceding year. 
Improvement in transport and trade services, a boost in the 
recruitment in public administration including the implementation of 

Services sector is 
likely to grow by 6% 
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the revised pay scale, and high profitability of private sector banks are 
expected to lift the service sector.  
 
Economic Growth 
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14. For FY2005, GDP growth is estimated at 5.3%, slightly lower 
than 5.5% in the 
preceding year 
owing to the flood 
related setback in 
agriculture 
production. The 
growth will be 
underpinned by 
steady performance 
in export-led 
manufacturing and 
services sectors. The growth performance will be aided by the 
expansion in both domestic and external demand. There is a clear 
sign of steady increase in private investment as indicated by the surge 
in credit, particularly to industry and agriculture sectors, increase in 
imports of capital goods and greater inflows of FDI. The adverse 
impact of the flooding on growth is expected to be largely offset by the 
rebounds in the exports and workers remittances, and adequate flood 
rehabilitation measures.  

 

GDP growth is 
estimated at 5.3% 

 
15. The external demand is buoyant, as the outlook of industrial 
countries seems to be relatively healthy. There are, however, several 
downside risks.  These include sharp depreciation in the US dollar 
and high oil prices. The oil prices, though declining from earlier peaks, 
remain high and volatile.   
 
16. The growth rate in the country remains respectable even with 
the serious flooding. However, the country continues to perform below 
its potential owing to several factors, particularly the poor 
infrastructure and weak governance. The economic growth rate needs 
to increase to at least 7% to achieving the Millennium Development 
Goals (MDGs) of a 50% reduction in the poverty incidence by 2015.  

GDP growth needs to 
increase to 7% to 
achieve MDGs 

 
17. The private sector continues to be the main engine of growth 
in the country. Achieving higher economic growth will require a 
substantial increase in private investment including the FDI. Private 
sector development is constrained by weak governance, inadequate 
infrastructure, particularly in the energy and transport sectors, gaps in 
the skills base, and distressed financial markets. The cost of doing 
business is high, due to a combination of policy, regulatory, 
institutional and infrastructure deficiencies.   
 
18. The widespread interest that the country is currently 
experiencing in FDI (see Box 2) is indicative of promising potential   
for the country to move on to a higher growth path. To fully realize 
such potential, significant improvements are required at governance 

Widespread interests 
noted in FDI 



and infrastructure including the ports, road, rail, energy and   
information and communication technology (ICT).  
 
              Box 2: Foreign Direct Investment  
 
During 2004, Bangladesh received a number of exciting FDI proposals. The 
largest investment proposal came from Tata Group, India with $2 billion in 
the energy, fertilizer and steel sectors. It has signed an expression of interest 
with the Board of Investment and carried out a preliminary feasibility study. It 
intends to establish a $700 million steel plant with a production capacity of 
2.4 million tons, $700 million power plants and a  $600 million fertilizer plant. 
Jindal Group of India came with proposals of $800 million. Taipei,China has 
expressed strong interest to invest over $3 billion in the next 6 years in the 
textile sector, of which some $100 million by the first quarter of 2005. 
Egyptian telecommunications giant Orascom Telecom has acquired all 
shares and operational rights and services of a local mobile telecom 
company for $60 million. It has also expressed desire to invest $250 million 
in next 2 years and provide services to 4 million subscribers. It is also keen to 
invest in building material, tourism and fertilizer sectors in phases.  Asia 
Energy of Britain has taken a lease for Phulbari coalfield located in Dinajpur 
region and intends to set up two large power plants of about 1,200mw each. 
France is also keen to invest in different sectors like pharmaceuticals, 
cement and development of ports in this country. A large delegation from 
Malaysia came to explore investment opportunities in Bangladesh. It is 
looking   to invest in hotel, tourism, banking, ICT, electronics, chemical, 
infrastructure and healthcare sectors. 
 
Source: Yearly Economic and Market Roundup 2004, 15 January 2005, Aims 
of Bangladesh Ltd.  
 
Poverty 
 
19.  According to the preliminary report of the Poverty Monitoring 
Survey (PMS) of the Bangladesh Bureau of Statistics (BBS) of 
December 2004, the poverty incidence has further declined in the 
country3. PMS uses the Direct Calorie Intake (DCI) and Food Energy 
Intake (FEI) methods to measure poverty.  Based on DCI, head-count 
poverty declined from 46.2% in 1999 to 40.9% in 2004. The 
corresponding estimates under the FEI are 44.7% and 42.1% for 1999 
and 2004 respectively.  Meanwhile, Bangladesh has achieved 
substantial progress in moving from the Interim Poverty Reduction 
Strategy Paper (I-PRSP) to a full PRSP. The draft PRSP released in 
January 2005 centers around eight specific avenues - four strategic 
blocks and four supporting strategies through which the goal of 
accelerated poverty reduction will be pursued. These include 
maintaining macroeconomic stability, maximizing pro-poor benefits 
from the growth process, strengthening safety net, human 
development, participation and empowerment of poor and 
disadvantaged groups, promoting good governance, improving 

Poverty continues to 
decline 

                                                 
3   The results of PMS are not comparable with the household income and 

expenditure survey  (HIES) of BBS. Based on the latest HIES report, 50% of 
population of the country was below poverty line in 2000. Both PMS and HIES 
surveys, however, show consistent declines in the rate of poverty reduction. 
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service delivery in the areas of basic needs and protection of 
environment. 
 
Fiscal Management  
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20. FY2005 budget projected a revenue increase of 16.7%. During 
the first half of 
FY2005, revenue 
under the National 
Board of Revenue 
(NBR) increased by 
only 9% compared 
with the 
corresponding 
period of the 
previous year. In 
proportionate terms, 
the collection is 
around 40% of the target for the fiscal year.  In the corresponding 
period of FY2004, NBR revenue collection was 43% of the target.  

 

 
Current revenue falls 
below target 

 
21. Although the domestic indirect taxes and income tax recorded 
significant growth rates of 14.3% and 14.6% respectively, the growth 
rate of import-based taxes (5%) was quite low. Performance of VAT 
both at the domestic (20%) and import stages (12.4%) has been 
steady although the performance of supplementary duty at the 
domestic stage (8.4%) was below expectation and that at the import 
stage (-7.7%) quite disappointing. Growth of customs duty (3.7%), still 
the single most important instrument of revenue, was also low.   
 
22. In order to improve VAT collection through closer monitoring, 
NBR has brought the big companies in the Chittagong area under the 
purview of the VAT Large Taxpayers Unit (VATLTU) set up in 
September 2004 as a condition of the IMF’s ongoing Poverty 
Reduction and Growth Facility (PRGF) loan arrangement. With this 
expansion of its network, the VATLTU now has 154 companies under 
its jurisdiction, accounting for 67% of last year’s total VAT collection. 
Joint audits together with the Income Tax LTU set up earlier are also 
underway to assess correct tax liabilities for enterprises and reduce 
possible evasion.  
 
23. Despite a shortfall in revenue, the government borrowed less 
from the banking and non-banking sources, Taka 10.7 billion during 
first five months of FY2005 as against Taka 24.5 billion in the 
corresponding period of FY2004.  Meanwhile, the government has 
raised prices of kerosene and diesel by 15% to Taka 23 per liter. This 
will reduce the losses of the state-owned Bangladesh Petroleum 
Corporation (and also alleviate pressure on the government budget) 
due to the rise in the price of gasoline in the international market.  

Government borrows 
less 

 
24. Although revenue collection normally picks up in the later part 
of the fiscal year, for achieving the annual revenue target, vigorous 

Vigorous revenue 
mobilization needed 
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revenue mobilization drives need to be launched for all major taxes, 
supported by strengthening of monitoring and supervision.  
 
Monetary Developments 

Broad Money Growth
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25. Monetary policy continues to be accommodative to private 
sector credit demand. In the first five months of FY2005, broad money 
(M2) increased by 
5.5% compared with 
a 3.9% growth during 
the same period of 
the previous year. 
Higher growth in net 
foreign assets of the 
banking system, 
17.5% as against only 
6.7% in the same 
period of the previous 
year mainly 
contributed to higher growth in M2. The growth in net domestic assets 
of the banking system remained moderate at 3.8% from 3.5% over the 
same period. Credit to the central government increased by only 
1.2%, while credit to other public sector entities declined by 2.3% 
suggesting continued downsizing. Growth of credit to the private 
sector, however, accelerated to 6.0% compared with 3.9% in the 
corresponding period of FY2004, indicating a pick up in domestic 
economic activity.  In the first five months of FY2005, reserve money 
increased by only 3.5%, from an 8.3% increase in the same period of 
the preceding year. Although   the net foreign assets of the central 
bank increased sharply by 19.4%, it was largely offset by a 20.4% 
decline in the claims on the government (net).  

 

Monetary policy 
remains 
accommodative 

 

 
26. Bangladesh Bank used market-based instruments to manage 
liquidity, keeping in view the trends of domestic inflation and the 
external value of the Taka. From January to December 2004, interest 
rates on 28-day treasury bills remained in the neighborhood of 4%. 
Call money rates, although displaying some volatility in December, 
remained broadly stable within the 3 to 4.5 % range, duly supported 
by the regular repo operations by Bangladesh Bank4. Despite wide 
expectations, the primary dealers were not active in trading of 
government securities. 

 

 
27. In another development, the Bangladesh Bank relaxed 
regulations on writing off bad debts to lower the ratio of classified 
loans to the aggregate lending portfolio of the banks. Under the new 
regulations, the commercial banks are allowed to write-off bad debts 
before filing cases against the defaulters. 

 9 

                                                 
4      The call money rate, however, hit a record high at the end of January 2005 due 

to a liquidity crunch.  



Capital Market 
 
28. The stock market demonstrated notable improvement in terms 
of market index, market capitalization and turnover. The Dhaka Stock 
Exchange (DSE) general index steadily increased from 967.88 on 30 
December 2003 to 1971.31 on 30 December 2004, implying a 104% 
increase. The government reduced interest rates on saving 
certificates and provided some fiscal incentives. The investors 
responded for higher returns. As a result, blue chips were traded at a 
very high price due to unavailability of issues with strong 
fundamentals and absence of sufficient IPOs. Meanwhile, to pave the 
way for the development of the secondary bond market, two treasury 
bonds of five and ten years’ maturity have been introduced in the 
DSE. The stock market is slowly recovering its vitality lost by 1996 
stock market fraud, however investor confidence in corporate 
governance of the listed companies and execution of rule-and-law 
remains low. There is also a serious dearth of supply of high-quality 
capital market instruments.  

Stock market 
improves 

 
Balance of Payments 
 
29. The external sector showed robust performance with a steady 
increase in external trade and workers remittances.  Export growth 
that picked up during the second half of FY2004 continued into 
FY2005. In the first five months of FY2005 exports increased by 
15.3% over the same period of the previous year. The corresponding 
growth was 13.2% in the previous year. Knitwear recorded a high 
growth of 35%, while woven garment exports grew by 12% over the 
same period of FY2004. The impressive performance of these two 
products more than offset the decline in exports of other traditional 
sectors like raw jute, jute goods and frozen foods. Other notable items 
that registered growth include tea, chemical products, leather, 
electronics, ceramic tableware and agriculture products.  

 
External sector 
shows robust 
performance with 
rising exports and 
imports 
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30. Imports   registered a high growth of 25.4% during the first four 
months of FY2005. A breakdown of import data for the first five 
months of FY2005 on settlement of letters of credit (L/C) basis 
indicates large 
increases for capital 
machinery (60.7%), 
intermediate goods 
(70.5%), petroleum 
products (15.3%) 
and consumer 
goods (19.0%). 
Increase in imports 
of capital machinery 
and intermediate 
goods evidences continued acceleration in domestic manufacturing 
particularly in the export sector.  
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31. The larger growth in imports in absolute terms offset the 
increase in exports, and resulted in the widening of the trade deficit to 
$812 million in the first four months of FY2005 compared with a deficit 
of $526 million 
during the 
corresponding 
period of the 
preceding year.  
Despite a 
widening trade 
deficit, the current 
account still 
generated a 
surplus of  $75 
million in the first four months of FY2005 due to the rising trend in 
workers remittances. The current account surplus was, however, 
higher at $263 million in the same the period of previous year. The 
workers remittances continue to show an upward trend with 12.7% 
increase in the first half of FY2005 from an 8.0% increase in same 
period of preceding year. Despite a lower surplus in current account, a 
huge financial account surplus led to the higher overall balance of 
$490 million compared with the balance of  $150 million in the same 
period of the previous year. The higher surplus in overall balance led 
to the build up of stronger reserves, which stood at $3,223 million (or 
3.5 months of imports) at the end of December 2004.  

Current account 
continues to show 
surplus 

 
32. The oil price has fallen from its peak, but remains high.  
According to the estimate of the central bank, the balance of payment 
impact of the oil price increase is in the order of $300-400 million, 
assuming oil prices of $40-45 per barrel. However, given the steady 
increase in exports and workers remittances and expected inflow of 
foreign assistance, the balance of payments impact will not be 
substantial.  

Oil price increase to 
cost additional $300-
400 million 

 
33. Bangladesh Bank relaxed foreign exchange regulations 
allowing advance remittances for permissible imports of goods and 
services without prior approval of Bangladesh Bank, to strengthen the 
country’s business activities and reduce lead-time to export. 
Bangladesh Bank also relaxed the regulation relating to forward 
dealings of foreign exchange to boost the country’s foreign exchange 
market. The new regulations allowed forward trade on foreign 
exchange covering at least 50% instead of 100% to raise transactions 
of foreign exchange. The dealer banks will cover the remainder with 
forward inter-bank buy deals and purchase against export bills. The 
dealer banks may undertake swap transactions to cover their risks 
arising from forward transactions without resorting to speculative 
positions. The banks will limit the outstanding amounts of swap within 
their net opening position of foreign exchange. 
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Inflation and Exchange Rates 

Inflation (Point-to-Point)
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34. Inflation continues to show upward trends. The annual 
average rate of inflation (base year FY96=100) increased further to 
6.2% in November 2004 from 5.9% in July 2004. On a point-to-point 
basis, inflation increased to 6.4% in November 2004 from 5.7% in July 
2004.  The higher inflation is caused by the increase in food prices 
including due to 
the flood-related 
impact and rise in 
international 
commodity prices. 
Non-food prices 
however 
increased at a 
decreasing rate 
since July 2004. 
With the setback 
in aman production, food prices are unlikely to decrease significantly 
in the next couple of months. Moreover, the recent upward adjustment 
in fuel prices could also add to price pressures. However, the impact 
of the higher fuel price in the international market on inflation is likely 
to be limited since the government’s policy of partial adjustment of 
international fuel prices. 

 

Inflation shows 
upward trends  

Price pressures to 
continue 

 
35. The US dollar/Taka exchange rate showed a rising trend in the 
formal inter-bank market from September to November 2004 with 
demand for dollars for import payments, including oil, increasing. The 
rate of Taka deprecation has moderated since November 2004 with 
an increase in dollar inflows from rising exports and remittances. As of 
30 December 2004, the formal inter-bank rate traded within a range of 
TK59.71 and TK61.78 to the dollar while the curb market rate traded 
within TK60.10 and TK60.30. 
 
Political Developments  
 
36. The political situation continues to be confrontational. The 
major opposition political parties, led by the Awami League (AL), 
organized two cross-country “human wall protests” to express  “no 
confidence” in the government. The government has taken several 
measures to improve the law-and-order, including stengtheing the law 
enforcement agencies. A recent report of the Metropolitan Chamber of 
Commerce and Industry, Dhaka revealed that the business 
environment has improved as the government's law and order 
measures have been able to contain illegal toll collection.   
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AGRIBUSINESS DEVELOPMENT IN BANGLADESH 
 
Introduction 

 
37. In Bangladesh, one of the most striking characteristics of the agriculture sector is 
the high incidence of landlessness and the small size of most of the farms. The route out 
of poverty for a majority of population implies a need for the generation of employment 
and income earning opportunities over and above those presented through 
intensification or even a diversification of agricultural   production.  Ironically, the source 
of such opportunities must still be agriculture as it still represents the major source of 
raw materials in the country and productive agricultural land is  one of the country’s main 
resources. Economic growth in the near to medium-term must thus come from 
commercialization and expansion of economic activities associated with the agriculture 
sector.  
 
38. Agribusiness encompasses a number of interrelated activities including the 
commercial production of agricultural commodities, transformation of agricultural 
commodities into products, provision of inputs to the production, and the marketing and 
distribution of agricultural commodities and products. Agribusiness is commercially 
oriented with organized linkages among different sectors. It generally excludes all those 
agro-based activities that are conducted at a subsistence level. An agribusiness system 
consists of suppliers of production inputs and services, commercial producers, market 
intermediaries, agro-processors and other agribusiness-related entities. Agribusiness 
systems differ according to the commodities involved and their particular economic, 
political, social and physical environment.  
 
Potentials of Agribusiness 
 
39. The agriculture sector employs about 60% of the country’s total labor force. 
Consequently, the greatest opportunities for poverty alleviation as well as the 
acceleration of economic growth for the nation lie in the rural areas. An essential first 
step will be to increase farm family incomes. This will entail intensification of grain 
production, diversification into higher value crops and making significant improvements 
in non-crop agriculture, including livestock and aquaculture, in order to foster efficient, 
profitable farming systems. Higher farm family incomes will result in opportunities for 
increased off-farm employment, through the development and growth of rural non-farm 
private enterprises. The majority of these will be small and medium enterprises. A 
greater proportion of these enterprises will be agribusiness related. The growth of 
agribusiness will accelerate employment and income of the rural population and 
stimulate farm and non-farm activities such as production, agro-processing, marketing, 
and business services. The potentials seem to be promising because of prevailing 
comparative advantages in the production of a range of agricultural commodities, and 
growing demand for high quality products in the rapidly expanding local and international 
markets.  
 
40. The rural areas, characterized by mostly fragmented small land holdings, provide 
a good opportunity through contract farming to raise income via business development 
through value addition. For steady growth of agribusiness, strong linkages (value chain 
linkage) between farmers, traders, processors, and service providers are key essential 
elements. These linkages do not happen automatically, but require specific strategies 
and an enabling environment. As urbanization increases and the economy grows, there 
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will be an increasing trend towards consumption of more value added diversified food 
products which meet the requirements of the urban population, such as easier 
preparation, higher quality and longer storability. In major cities, the emergence of 
modern agricultural food distribution systems, including superstores/markets and stop-
and-shop outlets, has started in recent years indicating higher demand for such 
commodities. Obviously, the local products have to face tough competition vis-à-vis the 
imported products.      
 
41. Despite the frequent occurrence of natural calamities, the agriculture sector as a 
whole has performed well in Bangladesh during the last few decades. Domestic as well 
as international market potential, development and value addition in agriculture have 
created favorable prospects for agribusiness development in the country. Agro-climatic 
conditions are suitable for production of a wide variety of crops, livestock, fishes and 
forest products. In addition, the large population provides a sizeable supply of low cost 
labor, which also favors agribusiness development. Despite the high potential for 
agribusiness, growth has been slow at 6% due to absence of overall enabling 
environment for higher growth in business. The expected level of annual growth in 
agribusiness should be 12 to 15% to be able to significantly contribute to rural poverty 
reduction in Bangladesh.      
 
42. In recent years, agribusiness has achieved limited success in a few areas, 
including poultry, shrimp, fruits, dairy products, vegetables, wheat and bakery products, 
medicinal plants, animal feed, flowers and orchids. Other commodities and products 
including rice, tea, sugar, jute and tobacco have been part of the commercial system of 
production, but have not shown yet the required dynamism for agribusiness. The largest 
agricultural sub-sector, namely rice, is still mainly dominated by a large number of 
farmers producing for household food security or producing a small marketable surplus. 
The promise of identifying niche markets in aromatic and quality rice is still largely 
unfulfilled, even though some processors are trying to improve the milling, packaging 
and distribution capacity. 
 
Major Constraints 
 
43. The stimulation of agribusiness activities in Bangladesh would require 
interventions at three levels: (i) the commercialization of production through new 
products and commodities, such as high value crops, livestock, poultry and fisheries; (ii) 
the development of forward linkages through improved services, packaging, processing, 
storage, transport, removal of marketing constraints and   opening up of new markets; 
and (iii) backward linkages through the provision of inputs (seeds, fertilizers, animal feed 
and agriculture machinery). 
 
44. At present, many constraints affect agribusiness development. In terms of the 
commercialization of production, land resources are limited in both size and suitability. 
Many land-holdings are too small to consider a high degree of diversification and many 
areas are subject to seasonal flooding. Moreover, access to alternative crops and 
commodities and knowledge about alternative crops and commodities are limited and 
markets for many potential crops or commodities are undeveloped, as is the marketing 
chain. Furthermore many potential producers do not have access to the capital or credit 
needed to diversify their production and do not have the capacity to face the risk that 
investing in new crops and commodities might entail. Constraints to the development of 
forward linkages include undeveloped markets and inefficient marketing chains. There is 
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little market information. Infrastructure is deficient (markets are mostly in poor shape and 
badly managed; there are not enough cold storage facilities and port and air cargo 
facilities are inefficient). There is little knowledge of latest technologies. There are no 
established quality and grading standards. There is a plethora of middlemen, reducing 
profit margins between the buyer and the end user and there is little access to credit for 
potential processors, packagers, transporters or exporters. The limited amount of credit 
that is available for small to medium producers tends to be lent to non-agricultural 
ventures that are perceived by lenders as less risky. Furthermore, almost all business 
transactions are subject to the inefficiencies inherent in a system with endemic poor 
governance from both a civic and a financial point of view. Backward linkages, on the 
other hand are restricted by excessive government control (for example in the seed 
supply sector), a lack of technical knowledge, lack of developed demand and again, lack 
of access to credit and finance. 
 
45. The above constraints will prevent a rapid commercialization of agriculture and 
the agribusiness sector. ADB is designing an agribusiness development project to 
address some of these constraints. These include constraints imposed by the regulatory 
environment, constraints imposed by a lack of knowledge of investment potentials and 
the technologies involved in improved handling, storage and processing, and constraints 
imposed by lack of access to finance. 
 
ADB Support for Agribusiness Development  
 
46. ADB’s proposed agribusiness development project planned for approval in 2005 
is envisaged to complement the existing initiatives of the government and other 
development partners. The objectives of the Project are to increase rural incomes, 
increase rural employment and reduce poverty by providing enhanced access to 
markets for small farmers, producers and processors through an expansion of 
agribusiness activities. The Project will (i) promote the commercialization of products 
and commodities such as high value crops, livestock, poultry and fisheries; and (ii) 
develop the forward and backward linkages to direct production through improved 
services, packaging, processing, storage, transport, export, removal of marketing 
constraints, and opening up new markets. To achieve the objectives, the Project will 
work on interrelated interventions: (i) improving the enabling environment for 
agribusiness, (ii) providing agribusiness support services and promoting stakeholder 
networking, and (iii) expanding agribusiness activities. The ultimate beneficiaries of 
these actions will be the rural poor who will benefit from expanded income generating 
and employment opportunities. 
 
47. The Project will focus on the private sector and aims at three groups: (i) 
graduates of micro-credit programs who have the skills and incentive to scale up their 
activities into small agribusiness ventures; (ii) medium-scale corporate or individual 
entrepreneurs in agribusiness; and (iii) NGOs which want to initiate agribusiness 
activities in order to complement their field programs through forward or backward 
linkages, either supplying inputs or processing and packaging the produce of their 
member/borrowers. Agribusiness investments undertaken by these groups are expected 
to generate an increased demand for agricultural products that will translate into demand 
for a broader range of produce, higher prices, additional employment and increased rural 
incomes. 
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