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Profits of four
state-run banks

(In crore taka)

SITUATION OF THE BANKS

A~ Theirnet : __/ Income from
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Banks In 2023 In % of total loans
Sonali Tk 12,797 cr 13.23
o oN
LRI et Rupali Tk 9,250cr 21.03
1| Agrani Tk 17,655cr 2837
Sonali | Rupali | Agrani | Janata Janata Tk 23,211cr 25.37
SOURCE: FINANCIAL REPORTS
AHSAN HABIB

Although four state-run commercial banks -- Sonali, Agrani, Rupali and Janata -- saw a mixed
trend in profits in 2023, they were consistent in logging higher bad loans. The combined bad
loans of the banks surged 27 percent year-on-year to Tk 62,913 crore at the end of last year. Two
years prior, total bad loans of the four state banks stood at just over Tk 38,200 crore, according
to financial statements. The latest data showed that Janata Bank had the highest amount of bad
loans at the end of last year due to alleged irregularities in lending, particularly to AnonTex and
Crescent Group, which turned the loans into toxic assets.

Janata’s bad loans surged 53 percent year-on-year to Tk 23,211 crore in 2023. Agrani Bank had
the second-highest amount of bad loans at Tk 17,655 crore at the end of last year. The state bank
said soured loans rose 23 percent compared to a year prior. Meanwhile, Sonali Bank, the largest
bank in Bangladesh, registered 7.9 percent increase in loan defaults. At the end of 2023, Sonali
Bank’s bad loans swelled to roughly Tk 12,800 crore. Finally, Rupali Bank showed a 14 percent
increase in bad loans, which climbed to Tk 9,250 crore at the end of last year.

Financial data published by the banks showed that they had to keep higher provisions due to the
large amount of bad loans, which ultimately impacted their bottom line. At the same time,
growing income from interest and investment in treasury bonds contributed to their bottom line
positively. As a result, Sonali Bank logged 83 percent higher profits in 2023, bringing in Tk 747
crore, while Rupali Bank’s profits more than doubled to Tk 62 crore. On the other hand, Agrani
Bank’s profits dropped 27 percent to Tk 103 crore and Janata’s profits fell 50 percent to Tk 62
crore.

Bad loans hit the profits of a bank directly as the lender needs to keep provision if its bad loans
rise, said Mohammad Shams-ul Islam, former managing director and chief operating officer of
Agrani Bank. Consequently, the state-run banks’ profits fell despite their operating profits rising.
The banks have already realised that they need to reduce default loans to raise profits, he added.
“They also know how default loans can be reduced, so they are walking in the right direction
with the help of Bangladesh Bank. So, hopefully, the bad loans will be lower in the upcoming
years,” he said. Islam blamed the recent economic heat-up and business scenario in the country
alongside the tougher international economic situation for the increase in bad loans. Many
export-oriented firms saw lower income while import-dependent companies struggled. So, their
bottom line was hit, which ultimately impacted their ability to repay loans, he said. Classified
loans rose in Agrani and Janata Bank while falling at the other two. The rate of classified loans
to total loans was 13.23 percent in Sonali, 21.03 percent in Rupali, 28.37 percent in Agrani and
25.37 percent in Janata Bank at the end of 2023. Once, Agrani Bank brought in the most
remittance among all banks, but they are now lagging behind because state-run banks cannot
offer rates higher than the central bank’s ordered rate. However, other banks can do so.

So, state-run banks lag behind in bringing remittances as they are compliant. Here, the central
bank needs to work so that all the banks follow the same rules, Islam said. Agrani Bank has no
big scams like other state-run banks so it can recover loans if it tries strongly, he added. Islam
recommended bringing more deposits, giving good loans, diving deep to recover loans, and
placing emphasis on non-interest income to make profits like other banks. The four banks’ net
interest income rose in the last year as the central bank allowed higher interest rates to be
imposed on lending whereas it used to be capped at 9 percent before.
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Cenbank may increase policy rate further

A decision in this regard is expected to be finalised in the monetary policy meeting
scheduled for Wednesday (8 May), said an official of the Bangladesh Bank. Alongside the
policy rate, the meeting will also decide on the crawling peg method to determine the two
other crucial tools of the money market — the lending rate and the exchange rate.

Tonmoy Modak

The central bank might increase the Repo rate, also known as the policy rate, under the pressure
of the International Monetary Fund (IMF). A decision in this regard is expected to be finalised in
the monetary policy meeting scheduled for today, said an official of the Bangladesh Bank.
Alongside the policy rate, the meeting will also decide on the crawling peg method to determine
the two other crucial tools of the money market — the lending rate and the exchange rate.

The policy-making officer of the central bank, seeking anonymity, said, "The central bank is
currently running on Contractionary Monetary Policy. However, the IMF team that visited
Bangladesh asked us to emphasise more on controlling inflation and advised us to tighten our
monetary policy. Policy rate can be increased in that continuity. However, it will be finalised in
the monetary policy meeting tomorrow [today]. "Besides, the central bank will sit with the
managing directors of several commercial banks on the same day."

According to the Bangladesh Bureau of Statistics (BBS), the point-to-point inflation in
Bangladesh rose slightly to 9.81% in March compared to 9.67% in February. The overall
inflation has been above 9% since March 2023. In December 2023, preceding the announcement
of the monetary policy for the second half of the financial year in January, inflation stood at
9.41%. However, contrary to expectations, inflation has risen post the monetary policy
announcement, rather than decreasing.

The rate at which commercial banks borrow overnight from the central bank is termed the
repurchase agreement (repo) rate. A rise in the repo rate increases the borrowing costs for banks.
Consequently, this adjustment can lead to an escalation in both the lending rate and deposit rate.
The Bangladesh Bank raised the policy rate by 25 basis points, bringing it to 8% from the
previous 7.75%, while unveiling a new monetary policy for the second half (January-June) of
FY24. However, at the beginning of 2023, the policy rate was 5.75% but the central bank
continuously hiked the policy rate in efforts to manage inflation.

The central bank official further said, "The central bank has currently adopted interest rate based
Contractionary Monetary Policy. In this framework, rather than directly manipulating the money
supply, the central bank aims to regulate it by adjusting interest rates. Over the past 10 months,
the central bank has raised the policy rate multiple times to curtail the money supply in the
market. However, despite these efforts, inflation has not decreased as anticipated."

When asked why inflation is not decreasing even after increasing the policy rate, the official said
that it is not possible to reduce inflation solely by increasing the policy rate. The official said that
addressing inflation requires a multifaceted approach, including refraining from injecting money,
maintaining stability in the dollar rate, implementing supply-side interventions, and various other
measures. Earlier in an event in the capital, Bangladesh Bank Governor Abdur Rouf Talukder
signalled that the determination of interest rate will move to a fully market-based system soon. "I
think we are very close to a market-based interest rate. So, there will be no more restrictions on
interest rates and banks will be at liberty to fix the rates based on supply and demand,” he said.
Another senior official of the central bank, on condition of anonymity, said that a new decision
may also come regarding transitioning the lending rate to a market-based system.

In such an event, the method for determining the lending rate, which currently involves adding a
margin to the SMART (Six-Month Moving Average Rate of Treasury Bill), which has been
running for the last 10 months, may also change, he added. According to the latest data released
by the central bank, banks are presently permitted to offer a maximum lending rate of 13.55%.
Previously, this rate was capped at 9%. Subsequently, the central bank gradually permitted an
increase in the lending rate, implementing the adjustment plan over time.

Commenting on the introduction of the crawling peg for the exchange rate, the governor
remarked during the same program, "We are presently assessing the exchange rate and
endeavouring to implement a crawling peg system, which will serve as an interim arrangement
as we move towards a fully market-based system.” At the programme, commenting on the
introduction of the crawling peg for the exchange rate, the Bangladesh Bank governor said, "We
are currently reviewing the exchange rate and working to introduce a crawling peg, which will be
an arrangement before we transition fully to a market -based system."

Just two years ago, the value of the dollar stood at Tk85-86. However, due to decreasing reserves
and a crisis in the market, the central bank was forced to raise the dollar's price. In November of
last year, the central bank, in collaboration with the Association of Bankers, Bangladesh (ABB)


https://www.tbsnews.net/author/tonmoy-modak

and the Bangladesh Foreign Exchange Dealers Association (Bafeda), set the dollar price at
Tk111. Subsequently, this price was lowered to Tk110 in two increments. In recent months, the
central bank has halted further adjustments to the dollar price. Nevertheless, banks are presently
purchasing remittance dollars at Tk116-117 and selling them at Tk117-118.
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Interest regime being deregulated from SMART control

JUBAIR HASAN |

Rate-regulating SMART regime is destined to go as the central bank is set to make major
decisions on Bangladesh's monetary front, possibly allowing market-driven interest rates.
Alongside the ditching of SMART, there are some other key issues like pre-market-based
exchange- rate mechanism and monetary-
tightening steps that could come in the
upcoming monetary policy committee
(MPC) meeting set for today (Wednesday) at
the Bangladesh Bank headquarters.

Earlier at a recent public discussion, BB
governor Abdur Rouf Talukder made a hint
clearly that the central bank now considers
moving towards a fully market-based

Next tranche of total interest rate from the existing reference or

: SMART rate, in the midst of reappraisal of
$4'7b loan confirmed execution of IMF lending terms that press

for such deregulation. "There will be no
more restriction on the interest rate and banks will enjoy the liberty to fix interest rate based on
demand and supply,"” he was sharing the current plan of the BB.
Regarding another major reform issue, exchange rate, the governor also informed the audience
that they had been working to introduce crawling peg, which will also be an interim arrangement
before going for completely market-dominated exchange-rate system. Sources at the BB say the
issues are likely to top the agenda in the MPC meeting as the visiting IMF representatives,
assessing progresses on their recommendations before approving the third tranche of a $4.7-
billion lending package to restore Bangladesh's tightened macroeconomic stability, are not
enthusiastic about the current state of lending-rate arithmetic and exchange-rate volatility.
"So, it is expected that the central bank might go for discarding the SMART regime, which came
into effect on the money market from the beginning of the ongoing fiscal year (FY'24), at the
MPC meeting,” said one source. Simultaneously, it is also learnt that the BB would possibly go
for sharing nature of the crawling peg and the launching deadline of the mechanism to
temporarily reduce the volatility on the foreign-exchange front.
Under the new pegging matrix, according to the sources, there will be a narrow band corridor
where REER (real effective exchange rate) stands in the middle. The corridor will have an upper
ceiling and floor rate and the exchange rate will move within the bounds. According to the
sources, the IMF-team members were not happy about the inflation-containing steps as the rising
costs of the commodities continue hurting the consumers in Bangladesh. To contain the higher
inflationary regime, the BB could go for further tightening monetary steps squeezing money
supply to the market by revisiting the policy rate, according to the source.
jubairfe1980@gmail.com
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Pvt sector short-term foreign loans now $11.04b

Staff Correspondent

Private sector short-term foreign loans decreased slightly in March as businesses focused on
repaying existing loans rather than taking new ones. According to Bangladesh Bank data, short-
term foreign loans fell to $11.04 billion in March from $11.07 billion in February and $11.25
billion in January. This decline continued from $11.79 billion in December and $13.65 billion in
June 2023, with a figure of $16.41 billion in December 2022. Buyer’s credit also decreased to
$5.69 billion in March from $5.77 billion in February. Bankers attributed the drop in short-term
foreign loans to businesses prioritising loan repayments over new borrowing. They noted that
businesses faced challenges in obtaining new foreign loans, possibly due to outstanding loan
amounts and reduced confidence from foreign institutions. The current economic situation,
including import restrictions and a dollar crisis, along with high dollar prices, also led to reduced
business activities. However, the falling trend appeared to decline as it now remains stagnant at
$11 billion for the last three months. Debt services also dropped to $1.93 billion in February
from $3.11 billion in December.

Deferred payment reduced to $824 million in March from $833 million in February while
foreign back-to-back LC declined to $955 million in March from $994 million in February.
Bangladesh’s external debts crossed $100 billion at the end of December 2023 from $98 billion
in June 2023, according to Bangladesh Bank data.

The country’s foreign debts increased by 52 per cent to $100.6 billion in December 2023 from
that of $65.27 billion in June 2020. This rapid growth in foreign debts raised concerns about the
country’s ability to manage its debt obligations. A country’s external debts refer to the total
amount of money that the country owes foreign creditors, such as foreign countries, international
organisations and foreign private entities.

Experts warned that the high external liability could strain the country’s finances, with a
significant portion of its income going towards debt repayment. They emphasised the need for
Bangladesh to manage its resources carefully and prioritise sustainable economic development to
reduce its dependence on foreign borrowing. Inefficient allocation of loans to productive sectors
could pose challenges for repayment. The devaluation of the local currency against the US dollar
has made interest payments on foreign loans more expensive. In July 2021, the exchange rate per
dollar in the country was Tk 84.80, which increased to Tk 110 after the central bank allowed a
floating rate.

The gross foreign exchange reserve in Bangladesh, according to International Monetary Fund
guidelines, dropped to $19.9 billion on May 2. Import payments for the July-February period in
the financial year 2023-24 decreased by 15.36 per cent to $40.88 billion, compared with those of
$48.30 billion in the same period of the financial year 2022-23, due to various initiatives taken
by the government and the central bank to reduce imports of commaodities, especially those of
luxurious ones.
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CRAWLING PEG SYSTEM
A welcome step but will it be enough to boost reserves?

DOLLAR-TAKA PAIRING Tk110
Dollar has gained 29% ~
against taka

since early
2022

Tk 85

| JAN 2022 0CT2023! MAY 2024

ARUN DEVNATH

The crawling peg system for the taka is a delayed and, perhaps, inadequate response to the
bleeding of forex reserves. Some economists suggest the central bank should go beyond this
formula and open the exchange rate to market forces to stop the continuous erosion of reserves.
Either way, exporters and remitters will celebrate more flexibility in the exchange rate. In
January, Bangladesh’s central bank disclosed a plan to introduce the crawling peg for its
currency, backtracking on its earlier pledge to allow the exchange rate to float freely. The new
system may now get off the ground by June, making a clear departure from the tight control over
the exchange rate. Since an independent country in 1971, Bangladesh managed currency
volatility through a series of fixed exchange rates.

Now it has to make a painful choice. The crawling peg, a system of exchange rate adjustments,
falls between two extremes: the fixed rate and the floating or market-based rate. The key
difference is that a crawling peg allows for limited fluctuations within a predefined range, while
a fixed exchange rate has almost no flexibility. The new system is primed to bring more
flexibility to the exchange rate regime by loosening the central bank’s grip on the taka, a key
prescription from the International Monetary Fund.

Still, a question remains: will the central bank bring the new exchange corridor closer to the
informal market rate to curb opaque currency flows? “The crawling peg is just a formula. If the
dollar-taka exchange rate based on the crawling peg comes close to the informal market rate, it
may Yyield some benefits because that will discourage dollar flows into the informal market,” said
Zahid Hussain, former lead economist of the World Bank’s Dhaka office.

“But if the gap between the formal and informal markets is as wide as ever even after the
introduction of the new system, it won’t make much of a difference,” he said. Hussain’s
observation reflects wider concerns over the deterioration in external buffers with official
reserves slipping below $20 billion, less than half their historic peak in 2021. Since mid-2022,
the taka has been depreciating against the dollar, a trend primarily attributed to a balance of
payments deficit leading to a significant reduction in reserves. The weakening of the taka has
fuelled domestic inflation as the cost of imports has risen. In response to these challenges,
Bangladesh Bank charted a gradual shift towards a market-based exchange rate system. And the
crawling peg is a transition to a more flexible exchange rate and a way to prevent further
depletion of foreign exchange reserves.

The crawling peg is not without a virtue. It will go some way toward rebuilding resilience and
adaptability to external shocks, especially as Bangladesh graduates from the LDC category in
2026 and becomes more closely integrated into the global financial system. That means
Bangladesh is on course to adopt a “more modernised and forward-looking monetary policy
framework.” It will also augment the central bank’s freedom in monetary policy. “While the
authorities have appropriately accelerated reforms to allow greater exchange rate flexibility,
managing transition risks remains crucial. Policy actions to restore external resilience need to be
well-calibrated and carefully sequenced to facilitate a non-disruptive transition toward greater
exchange rate flexibility,” the IMF said in a report in December 2023.



The crawling peg system would be linked to a carefully selected set of currencies and operate
within a predefined exchange rate band. This strategy is aimed at tempering unusual fluctuations
in the currency’s value. “The central bank would establish a stable benchmark while retaining
the flexibility to intervene in the market as necessary to maintain the currency within the
designated boundaries,” Bangladesh Bank said in January. Before the buzz over the crawling peg
was in the air, the central bank in July 2023 introduced the market-based exchange rate. That was
only on paper. In practice, however, the exchange rate is fixed by the Bangladesh Foreign
Exchange Dealers’ Association and the Association of Bankers on unofficial instructions from
the central bank.

According to an IMF assessment, the exchange rate not being market-based was the reason
behind the deficit in the financial account, which widened to $8.36 billion in the July-February
period from $2.32 billion a year earlier. As a result, much of the export proceeds did not return
home to Bangladesh, while remittances were still flowing through unofficial channels.
Bangladesh is navigating a combination of risks -- elevated inflation and slowing economic
growth. So, greater exchange rate flexibility may help the nation stem losses of forex reserves
and eventually ease depreciation pressure on the taka, triggered initially by the worsening terms
of trade and later by the reversal in the financial account. The crawling peg system, if introduced,
will hopefully bring cheers to exporters and remitters.
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BEYOND DOLLAR

Bangladesh to seek over 36b yuan in Chinese loans
PARTHA PRATIM BHATTACHARJEE and JAGARAN CHAKMA

Bangladesh is going to seek more than 36 billion yuan, equivalent to $5 billion, as soft loans
from China to reduce pressure on its dollar reserves. According to highly placed sources in the
government, the country will use the money to help businesses import raw materials and also for
budget support. Bangladesh exported goods worth $677
million to China and imported goods worth $22.90 billion in

The STLANIR pUEpOSE of fiscal 2022-23, according to data from the commerce
the loan is to reduce ministry. China is Bangladesh’s single largest trading
pressure on the ‘

< partner.
wh(:gl)lsett(l):;% ;ets$elr9ve985, Sources in the finance and commerce ministries said the

billion as of April 30, Pri_rn'e Minister’s O_fﬁce I_las alrea}dy given the go-ahead and

officials are now discussing the interest rate and repayment

say sources. . ; :

periods. They are also discussing how and where the money
would be spent. They said that officials of the Finance
Division, commerce ministry, Economic Relations Division, and the National Board of Revenue
at a recent meeting gave opinions that the loan should be long-term and the interest rate should
not be above 1 percent. According to the sources, the main purpose of the loan is to reduce
pressure on the depleting reserves, which stood at $19.95 billion as of April 30. In September
2022, Bangladesh Bank allowed settlement of international trade in Chinese yuan to cut
excessive dependence on the dollar
The government wants to support the businesspeople in importing raw materials as the
Bangladesh Bank’s decision to slash the volume of the Export Development Fund (EDF) has put
them in a tight spot. The central bank brought down the EDF volume to around $2 billion from
about $7 billion in mid-2022 when reserves came under pressure following a surge in imports.
BB also raised the interest rate on EDF loans to 4.5 percent from 4 percent in April last year.
According to a BB circular on April 9, 2023, an exporter can take loans of $10 million but a
member of Bangladesh Garment Manufacturers and Exporters Association can get as much as
$20 million. According to the rules for the EDF loan, the borrower has to repay within 180 days
but in some cases 210 days is allowed. The sources said Bangladesh, during the loan
negotiations, will ask for flexible terms so that the money can be used for trade with other
countries alongside China.
The interest rate and the repayment term would be finalised at that time, according to a top
official at the commerce ministry. State Minister for Commerce Ahasanul Islam Titu brought up
the loan issue during bilateral talks with his Chinese counterpart on the sidelines of the 13th
Ministerial Conference of World Trade Organisation in Abu Dhabi between February 26 and
March 2. After the conference, the state minister wrote to the Chinese minister thanking him and
mentioned their discussion on the loan. In response, the Chinese minister said his government in
principle agreed to it and asked Ahasanul to proceed. The commerce ministry then asked the
Finance Division and the Economic Relations Division to get the PMO’s nod.
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HSBC’s 2023 profit nearly Tk 1,000cr

AHSAN HABIB

The Hongkong and Shanghai Banking Corporation (HSBC) Bangladesh registered a profit close
to Tk 1,000 crore in 2023, its highest on record, making it one of the most profitable banks in the
country. The British multinational bank attributed it to a rise in both interest income and
investment income from treasury bills and bonds. The profit amounted to Tk 999 crore, soaring
70 percent year-on-year. It was Tk 587 crore in 2022. Meanwhile, net interest income rose 6
percent to Tk 929 crore, the foreign bank said in financial statements that it had made public
yesterday. Its income from investments in treasury bonds shot up almost fourfold to Tk 806
crore.

However, its income from commissions dropped 21 percent to Tk 636 crore. “We continue to
build strength across Asia. The set results shows that our strategy is working,” said the bank in
an email reply yesterday. “Our international connectivity remains our biggest differentiator — for
businesses, communities, and the customers we serve,” it added. HSBC announced its massive
profit hot on the heels of multinational Standard Chartered Bangladesh (SCB) last month
declaring the biggest profit of the banking sector in the country till date. SCB said its profit had
gone up 41 percent year-on-year last year, riding on higher interest income and earnings from
investments in treasury bills and bonds.

The profit amounted to Tk 2,335 crore in 2023 whereas it was Tk 1,655 crore in 2022, according
to its financial reports. Among the local banks, Dutch-Bangla Bank recorded a profit of around
Tk 800 crore, one of the highest among private banks, posting a growth of nearly 42 percent.
HSBC, which began its banking operations in Dhaka in 1996, said it increased its investments in
treasury bonds to reap the benefits of their high yields. However, it reduced its loans and
advances. At the end of the year, HSBC had 34 percent more treasury bills and bonds than what
it had in 2022.

It was to the tune of Tk 11,647 crore whereas it was Tk 8,683 crore in the previous year. The
loan portfolio decreased 3.77 percent to Tk 21,709 crore. The foreign bank, however, recorded a
hike of almost 17 percent in its classified loans, which reached Tk 699 crore. Of the classified
loans, Tk 499 crore was “bad loans”, Tk 129 crore “substandard” and the rest “doubtful”. The
bank remitted a profit of Tk 113 crore to its head office in 2023 whereas it was Tk 272 crore in
the preceding year.

The bank said there was an ambiguity around the inclusion of banking and non-banking financial
institutions within the scope of maintaining a worker’s profit participation fund under
Bangladesh Labour Act, 2006. As per the law, employers need to provide 5 percent of their net
profit to the worker’s participation fund. However, it is in contradiction with the Bank Company
Act, 1991. The ambiguities are yet to be clarified and therefore, the probability of a legal
obligation for payments out of the fund is low at the current stage, for which no provision has
been made for the same. However, as long as the issue is not resolved, HSBC Bangladesh is
maintaining sufficient retained earnings to meet any future liability, which was estimated at Tk
305 crore.
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Tk 2.65 trillion ADP estimated for FY ’25

Foreign aid to contribute Tk 1.0 trillion
FHM HUMAYAN KABIR |

Tk 2.65tn
ADP for next fiscal

adopted by Planning Commission

0 Tk 1.65tn to come from
govt’s internal resources

:‘ Tk 1.0tn from external

e
resources Original size
LS o e
Total development 2 | Tk2.63 trillion .
projects 1337 é E— Revised size
Planning Commission Tk 2.45 trillion
proposes Tk 132.86b g
allocation for autonomous _ ' o
and semi-autonomous National Economic Council is likely
public agencies to approve new ADP on May 16

A Dbit expansionary Tk 2.65 trillion worth of Annual Development Programme (ADP) is
estimated for the next fiscal year for "facilitating the country's development"”, officials said. The
Planning Commission (PC) Tuesday drafted the Tk 2.65- trillion ADP, 0.76-percent higher than
the original Tk 2.63 trillion ADP for the current FY2024 and 8.16 per cent up from the Tk 2.45
trillion revised ADP (RADP).

The PC, in a meeting of its extended committee, headed by the Planning Minister, approved the
ADP for the upcoming fiscal year (FY) 2024-25. In addition, the PC has proposed a Tk 132.86-
billion allocation for the autonomous and semi-autonomous public agencies in the upcoming
development budget.

"We've finalised the ADP from our side on Tuesday. It will be approved at the next NEC
meeting,"” said a senior PC official. The National Economic Council is likely to meet on May 16.
Out of the drafted Tk 2.65-trillion ADP outlay for the next fiscal, the PC has proposed Tk 1.65
trillion to come from government's internal resources while Tk 1.0 trillion from external
resources or project aid. The PC extended committee has recommended fund allocation to 1337
development projects for the next fiscal.

Like in previous times, the transport communications sector is also going to get the biggest slice
of the ADP cake-Tk 706.88 billion, accounting for 26.67 per cent of the total ADP outlay in the
upcoming fiscal. Power and energy sector is in the second position while the education sector in
the 3rd and housing and community sector 4th position in the Tk 2.65- trillion ADP. The ADP is
part of the national budget under which the government implements development projects every
year for facilitating economic growth of the country. Another PC official says they set aside Tk
99.58 billion as block allocations in the upcoming ADP, including Tk 63.28 billion for 'special
development needs'.

kabirhumayanl10@gmail.com



mailto:kabirhumayan10@gmail.com

The Daily Star

Published: Wednesday, 08 May 2024 Page: 01

ADP to see record foreign funds next fiscal year

REJAUL KARIM BYRON and ASIFUR RAHMAN

Amid the crisis of dollars, the next Annual Development Programme will have a record Tk 1
lakh crore allocation from foreign funds. According to a planning ministry proposal, the ADP
allocation will by Tk 2,65,000 crore, an increase of only 0.76 percent. Of the amount, the
government fund will be Tk 1,65,000 crore, a decrease by 2.37 percent, while foreign fund
allocation will rise by 6.38 percent. The next ADP was finalised yesterday at a meeting presided
over by Planning Minister Abdus Salam. It will be placed for approval at the national economic
council meeting on May 16.

As part of an austerity measure, government funding for ADP will be lower in the 2024-25
budget, compared to the allocation set in the 2023-24 budget. In most years, government funding
in ADP rises. The government is focusing on utilisation of foreign funds in projects to increase
the availability of foreign currency in the market. The foreign currency reserve, now around $20
billion, has been dwindling since 2022. In the ADP, the transportation and communication
sectors will get the highest allocation -- Tk 75,944 crore (26.67 percent) -- followed by the power
and energy sector -- Tk 44,393 crore (15.38 percent).

Education will get 11.10 percent, housing and community facilities 9.38 percent, health 7.80
percent, local government and rural development 6.79 percent, agriculture 4.99 percent, and
environment 4.18 percent. Of education’s Tk 29,889 crore, the Primary Education Development
Project will get Tk 11,055.97 crore, the highest for a project. The top 10 projects will get around
20 percent of the ADP allocation. Of them, the government has plans to commission a unit of
Rooppur Nuclear Power Plant by March next year.

Under Dhaka Mass Rapid Transit Development Project (Metrorail Line-1), a depot is being
developed in the Pitalganj area of Narayanganj. It will have an underground portion from Airport
to Kamlapur and an elevated portion from Natun Bazar to Purbachal. Padma Railway Link
project will be done before June 2025. In the next fiscal year, Dhaka airport extension project,
canal development on both sides of Kuril-Purbachal link road, Ashrayan-2 project, Installation of
Single Point Mooring (SPM) project, Purbachal New Town (Yousufganj) Project, and Dhaka-
Chattogram main power grid strengthening project will be complete.
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Economic crisis may deepen in 2026
Debapriya Bhattacharya says

Recommendations

Protect cottage, micro, small and medium enterprises

Ensure food safety

Increase the number of warehouses for food

Make public the three crore beneficiaries of govt OMS

Expand OMS sales to upazila level

Reduce bank loan interest rates

Ensure more integration between monetary policy and fiscal policy

STAR BUSINESS REPORT

The economic crisis in Bangladesh may deepen in 2026 as the government will have to shell out
large sums for foreign debt management and to repay loans borrowed from local banks, a noted
economist said yesterday. Debapriya Bhattacharya, a distinguished fellow at the Centre for
Policy Dialogue (CPD), had earlier predicted that the country would be in trouble in 2024 for an
increase in loan repayments by the government.

And that has materialised as, in the July-March period of this fiscal year, Bangladesh’s foreign
debt servicing surged by 49 percent year-on-year, as per the Economic Relations Division. This
was driven by spiralling interest payments, which crossed the $1 billion mark for the first time.
Similarly, the country will face a severe crisis in 2026 as the government has availed a
significant amount of loans from foreign lending agencies and local banks which it will have to
repay, said Bhattacharya.

As of December 2023, Bangladesh’s external debt stood at $79.6 billion. This figure was
approximately 13.7 percent of the nation’s gross domestic product of fiscal year 2022-23.
Bhattacharya added that private sector loans from foreign sources would push up the total
external debt even higher. Of the total borrowing, 20 percent is foreign debt, and more than twice
that has been taken either from local banks or by printing money, he added.

He also reminded that such loans would need to be repaid in US dollars, which have been in
short supply in Bangladesh in recent times. Bhattacharya was speaking at the first Moazzem
Hossain commemorative lecture on “macroeconomic challenges and way forward” organised by
Economic Reporters’ Forum (ERF) at its office in Dhaka. Bangladesh used to boast about never
having failed to repay loans in a timely manner, but that point of pride had been compromised
when the country could not timely pay a $5 billion import bill for petroleum, said Bhattacharya.
Moreover, foreign investors cannot repatriate profits due to the shortage of US dollars in the
banking system and many foreign airlines cannot take back their earnings from ticket sales due
to the dollar crisis, he said. He added that all such information used to come to the media from
Bangladesh Bank, where journalists used to regularly go. This is why journalists were recently
restricted from entering the central bank, he said.

The central bank’s restrictive measures have raised suspicions, said Bhattacharya, adding that the
move was pre-emptive and in conflict with the government’s vision for a “Smart Bangladesh™.
Commenting on economic growth, he said although it has gradually started slowing down, the
country’s estimates do not match up with the major factors that should play a role. For instance,
the current economic growth cannot be attributed to the inflow of investments and loans or
import of capital goods. Yet, economic growth is taking place, he said. Moreover, it is not
yielding any additional income tax, he said.

Bhattacharya explained that this economic growth could be fostered solely by state investment in
lieu of little private investment, which he likened to a plane operating with just one functioning
engine. He also pointed out that the economic growth has not improved the tax-GDP ratio and
such growth would not lead to more money being allocated to the education and health sectors.
He also opined that overpriced mega projects would be a trap for Bangladesh. Bhattacharya
suggested the government give more facilities to cottage, micro, small and medium enterprises,
especially those in rural areas.
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'Moazzem Hossain Commemorative Lecture'

Investment, employment, basic allocations disprove growth data
Debapriya says, also berates fiscal faults
FE REPORT |
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Distinguished Fellow at the Center for Policy Dialogue Dr Debapriya Bhattachariya (Second
from right) speaking at the Moazzem Hossain Commemorative Lecture on 'Macroeconomic
Challenges and Way Forward' organised by the Economic Reporters Forum at its office in the
city on Tuesday. On his right is Editor of The Financial Express Shamsul Hug Zahid — FE
photo

Economic growth data in Bangladesh are like a 'threadless kite' that hardly match up with state of
investment, employment and allocations for health and education, says an economist about
macroeconomic mismatches he finds. Dr Debapriya Bhattacharya, distinguished fellow of the
Centre for Policy Dialogue (CPD), made the observations at a 'Moazzem Hossain

3 Overvalued dev Commemorative Lecture’ on Tuesday while making detailed

projects like a deliberations on the country's economic and financial situation,
bone in throat including GDP, forex and development projects.
7 Bangladesh Bank He likened the country's GDP growth to a Boeing running with on

access restrictions single engine as it is "not aligned with other economic factors". On
?eam forinfo ~  recent restrictions on entry to the Bangladesh Bank (BB) for journalists,
oldback, may go in . . . . .

aid of 'syndicates' Dr Bhattacharya said something is "fishy" in the central bank that
ma— s PrOMpts it to impose the ban.
"Market syndicates may get active taking advantages of non-availability of real-time import data
in public domain as selective importers are controlling major commodities' import,” he told his
audience. Economic Reporters Forum (ERF) organised the commemorative lecture on
'‘Macroeconomic Challenges and Way Forward' at its office in honouring contribution of the late
Hossain, who was founder editor of The Financial Express and former ERF President.
"The country is reeling through a state of lawlessness to blindness and then accidental injury," he
said in his figurative speech. He recommends assessing country's debt sustainability that appears
as a "challenge now dashing Bangladesh's long-established image on payback of loans". To
exemplify financial crunch Dr Debapriya Bhattacharya points out that the government has sought
two-year extension of the repayment period of the loan for Rooppur nuclear power plant while
profit repatriation of foreigners facing obstacles and footing the airlines' fuel bills became
irregular.
Such incidents of default on loans like the Rooppur one may appear again as the country may
"fall into debt trap by 2026", he said on a note of precaution. Elaborating on his scepticism about
data, the economist said, "Economic Relations Division (ERD) is designated to assess the debt
sustainability but it can be questioned whether it is publishing real data or tampering with to
satisfy politicians.”
Incumbent editor of the FE Shamsul Huq Zahid also attended the programme and spoke on
contribution of the late Hossain to developing economic reporting in the country. President of
ERF Refayet Ullah Mirdha and General Secretary Abul Kashem also attended the programme.
"It seems that economic journalists' access to information may cause sabotage if transparency
ensured,” Mr Debapriya said about the BB access ban. He thinks such restriction on access to
data contradicts government's vision of building up a smart Bangladesh.



"BB discloses dependable data compared to that of the other entities of the government. Such
restriction may tarnish its image and may lead to multiple problems,” he told the function of
economic reporters, who have registered their grievances over the regulatory measure. He
alleged lawmakers' inefficiency to act on the basis of realtime data available in ibas++. The
economist finds fault in development financing as he said projects were adopted with
overestimated, 'cut- throat' costs.

Further dwelling on the macroeconomic front Dr Debapriya said the size of budgets had not
increased in real terms due to poor implementation and deficit in domestic revenue mobilisation
against "unrealistic" targets. "Late Moazzem Hossain is missed at this point as his economic
analysis was highly balanced.” Dr Debapriya suggests direct tax collection shifting dependence
on indirect taxes, efficient expenditure of taxpayers' money, cutting tax exemption cautiously
from large businesses so that small and medium enterprises can sustain, upward revision of tax-
free ceiling for individual taxpayers, focus on progressive taxation. Given the country's
impressive crop yield this year, Dr Debapriya suggests that the government should build a food
stock for ensuring food security of the country's vulnerable population. He also calls for making
family cardholders' names public to ensure transparency of local representatives.

The CPD senior had a word of appreciation for an increase in the open- market-sale activity of
the government for marginal-income group of people. On remittances, he said the rate of
incentives at 2.0 to 3.0 per cent meant to check Hundi would not be effective unless the
government ensured flexible rates of return and rates of interest. On recent change in the
ownership of a bank, Dr Debapriya questioned if the liable parties would shoulder the burden of
huge non-performing loan. He recommends that allocations on health and education must go up
in the next budget by way of curbing waste of revenue and ensuring transparency.
doulotakterl1l@gmail.com
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New entity wants to enter saturated insurance market
SUKANTA HALDER

Although there is an unusually high number of life insurance companies in Bangladesh and
despite the fact that many of them are suffering from a lack of clients’ trust, a new company has
applied for a letter of consent to register as a life insurer. The proposed company named SafeL.ife
Insurance sent the application to the Insurance Development and Regulatory Authority (IDRA)
on March 24. The proposed chairman of the company is Sheikh Kabir Hossain, who is currently
serving as chairman of Sonar Bangla Insurance Limited and Fareast Islami Life Insurance
Company Limited. He is also the president of the Bangladesh Insurance Association, a platform
for insurance companies in Bangladesh.

At present, there are 36 life and 46 non-life insurance companies in Bangladesh, which stands in
stark contrast to just 24 life insurance companies in India, 10 in Pakistan, and 16 in Sri Lanka.
However, despite the larger number of insurers, the average claim settlement ratio in Bangladesh
lags far behind the global standard of around 97-98 percent. In India, the average claim
settlement ratio stood at around 98.45 percent in fiscal 2022-23, according to media reports. But
in Bangladesh, the ratio stood at a meagre 65.19 percent in 2023, according to data from the
IDRA.

An expert said there are already more insurance companies in Bangladesh than necessary and
that the country’s economy was facing a challenging time on many fronts. For these reasons, the
expert opined the application should be dismissed out of hand. According to its application,
SafeLife Insurance aims to establish a life insurance company offering comprehensive coverage
and financial security to individuals and families across the country. “Despite many compelling
reasons, we believe the market is currently under-penetrated. Our steadfast conviction is that
financial inclusion in the insurance sector can be further boosted through the digitalisation of
products and offerings, strengthening governance, increasing transparency, and expanding to
rural areas through education and awareness centre expansions,” it added.

Sheikh Kabir Hossain told The Daily Star that they had not yet received any response from
IDRA. Except a few companies, most life insurers are in a very bad condition at present, he said.
“If I can start a new company, I can manage it properly. The people of the country will benefit
from this,” he added. Zahangir Alam, spokesperson of IDRA, told The Daily Star that they
received the application but could not provide any information beyond that.

However, seeking anonymity, a senior official of the IDRA underlined the unofficial process.
First, verbal instructions are given to the IDRA from the Prime Minister’s Office (PMO) before
the issuance of a letter of consent for any new company. Afterwards, a summary about the
company is sent from the IDRA to the Financial Institutions Division. Then, it is sent to the
PMO. “But the PMO has yet to give any verbal instructions regarding this company,” the official
added. On condition of anonymity, the chairman of an insurance company said that 10-12 life
insurance companies are in a very bad condition, with some on the brink of bankruptcy.

“It is very sad to ask for a letter of consent for the registration of another life insurance
company,” the chairman said, adding that if the IDRA did not take proper steps against weak
companies and instead licenced another, it would not be good for the industry. “If we talk about
compliance, then insurance companies are lagging far behind compared to banks,” said Prof Md
Main Uddin, a former chairman of the Department of Banking and Insurance at the Many “We
do not see any signs that the new company will do well because it is being born at a very
unfavourable time,” Uddin added. The Daily Star attempted to contact Sheikh Kabir Hossain to
get a further reply to the concerns voiced by experts in the sector, but he could not be reached.
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No commission or service fee for claim settlement

IDRA saﬁs in new Insurance Claims Management Guideline 2024
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INSURANCE : INDUSTRY
PENETRATION RATE : IN BANGLADESH

Bangladesh: 0.46% 36 life insurance companies
India: 4.2% 46 non-life insurers

Pakistan: 0.91% ¢ 17.11m people under insurance coverage

Insurance claims management guideline There are some clauses in these

guidelines which could have
been more specific. By doing
s0, both policyholders and
insurers would have benefitted.
Tohidul Alam

Chairman of the Department of Banking and
Insurance, Rajshahi University

» Companies will not be able to take commissions, service
charges from clients

% Insurance claim has to be paid within 90 days

% Insurers will have to update policyholders ahout the maturity
of claims through messages ‘/’

% Insurers should always maintain financial liquidity

SUKANTA HALDER

Insurance companies in Bangladesh will no longer be able to charge policyholders for
commissions or service fees while settling claims, according to the “Insurance Claims
Management Guideline 2024”. Insurers must ensure help desks and complaint boxes in their
offices, form grievance redressal committees and strengthen internal audit activities, it said. They
must also keep designated insurance claim management officials and introduce an online
tracking system so that policyholders can view the progress in the settlement process against
their claims, it said.

Insurers cannot ask for any document from policyholders other than those mentioned in the
insurance contract and must become technologically adept and upload all their policies on the
regulator’s app, it added. The Insurance Development and Regulatory Authority (IDRA) issued
the guidelines on April 28 to protect the interests of policyholders and ensure transparency and
accountability in insurers’ activities. Around 65.19 percent of all claims were settled in 2023,
according to the IDRA, which is a far cry from the global average of 97-98 percent, according to

media reports.

The Insurance Development In Bangladesh, 72 percent of life insurance claims
and Regulatory Authority and 41 percent of non-life insurance claims were
issued the guidelines on settled in 2023. The insurance penetration rate,
April 28 to protect the which is measured as a ratio of total premiums
interests of policyholders collected to a country’s gross domestic product, in
and ensure transparency and Bangladesh stands at 0.46 percent whereas it stands
accountability in insurers’ at 4.2 percent and 0.91 percent in neighbouring India
activities and Pakistan respectively. At present, there are 36

life insurance and 46 non-life insurance companies in Bangladesh, with around 17.11 million
people currently under insurance coverage.

However, the guideline is vague in some aspects. For instance, it says that the board of directors
must ensure the payment of insurance claims using “as few steps as possible”. This guideline
was formed to protect policyholders’ interest, such as ensuring disbursement of claims as fast as
possible and reducing paperwork and associated requirements for beneficiaries, Zahangir Alam,
spokesperson of the IDRA, told The Daily Star. AKM Monirul Hoque, vice-president of the
Bangladesh Insurance Association, said the regulator held consultations with them before
formulating the guidelines.

However, it would have been better if this guideline had been formulated earlier, he said. To
Tohidul Alam, a professor and chairman of the Department of Banking and Insurance of the
Faculty of Business Studies at the University of Rajshahi, these guidelines are very timely.
Customers will find it easier for their claims to be settled, he said. However, there are some
clauses in these guidelines which could have been more specific. By doing so, both policyholders
and insurers would have benefitted, he opined. For example, the guideline states that claims
should be settled “without delay” in cases where an investigation is not required. But it does not
specify which cases do not need investigations nor any timeframe for “without delay”, he said.



Another clause states that insurers must maintain “liquid assets” to timely settle claims but does
not specify the amount or even a percentage relative to the total amount of assets, added Alam.

In the case of banks, Bangladesh Bank has specifically mentioned the cash reserve ratio (CRR)
and statutory liquidity ratio (SLR) that lenders have to maintain, he said. The CRR is the portion
of customer deposits that commercial banks must keep as a reserve with the central bank to
ensure that they do not run out of cash to meet the payment demands of their depositors. The
SLR is the almost same, differing only by the fact that the reserve can be kept in the form of
cash, gold or other securities. “The claim settlement ratio is low in Bangladesh as some insurers
don’t clear a large part of the claims on time,” said Mohammad Jainul Bari, chairman of the
IDRA, recently. “This is creating a bad image for the overall industry,” he said. To improve the
claim settlement rate, the IDRA initiated some regulatory reforms and rolled out corporate
governance and policyholder protection guidelines, he said.

A company’s licence was suspended and two companies are under special audit. Some other
companies have been fined a large amount. “All of this has been done so that all other companies
speed up settlements,” Bari said. The IDRA has even instructed some companies to sell
properties and settle claims, he said. “However, the regulator alone can’t do everything for the
development of the sector. The companies must have the desire to improve the situation,” he
said. He added that if the mindset to serve people and do business honestly did not exist,
problems would remain in the sector no matter how many laws the regulator enacts.
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RMG makers speak out against NBR harassment

Ambassador Irma van Dueren of the Kingdom of the Netherlands praised Bangladesh's
economic and sustainable development efforts, particularly leading the way in Leed-certified
green RMG factories

Tribune Report

Entrepreneurs in Bangladesh's ready-made garment (RMG) industry are speaking out against the
harassment they face from government agencies like the National Board of Revenue (NBR),
customs, and ports. Md Siddiqur Rahman, the former president of the Bangladesh Garment
Manufacturers and Exporters Association (BGMEA), expressed their frustration, noting that
these constant hurdles make it challenging for them to export and import smoothly. He made
these remarks during the closing session of the 16th edition of the Bangladesh Denim Expo in
the capital on May 7.

Siddiqur, who also serves as the Industry and Trade Affairs Secretary of the ruling Awami
League’s central committee, called on Textiles and Jute Minister Jahangir Kabir Nanak to
address the issue in the upcoming cabinet meeting and find a resolution to the crisis. "We're a big
part of the country's economy, but right now, we're feeling helpless. Despite Prime Minister
Sheikh Hasina's pro-business approach, we're facing unnecessary hurdles from the NBR and
others. While she's doing her best, there are some around her causing problems for us. We need
relief from this,” he explained.

During the event, Jahangir Kabir Nanak, speaking as the chief guest, acknowledged the
dedication of the readymade garment manufacturers, leaders, and workers, highlighting how the
sector continues to progress despite challenges. "As a secure and compliant sourcing destination,
| urge buyers to choose Bangladesh and pay a fair price. With the influence of the RMG
industry, I'm confident Bangladesh will soon make significant strides towards becoming a
developed nation." Ambassador Irma van Dueren of the Kingdom of the Netherlands praised
Bangladesh's economic and sustainable development efforts, particularly leading the way in
Leed-certified green RMG factories.

“Bangladesh has made impressive progress in economic development indicators. The RMG
sector has been crucial to this progress. In the coming years, our focus on the sector will be more
and more on sustainability and circular practices everywhere. The Netherlands will continue its
support for an inclusive labour law for the RMG workers. We look forward to continuing to
work together with this country and contribute to the Journey of Bangladesh and also its
graduation from the Least Developed Countries (LDC) group,” he said.

In his speech, H&M Regional Country Manager Ziaur Rahman emphasized on the European
Union (EU) due diligence law as this is a key issue in exporting clothes to the region in the
future. “I was a little bit surprised that very few people have been talking about this law in
Bangladesh and many people do not even know that this law impacts the sourcing destination.”
He added that transparency is also a key part, as the industry has roughly around four million
workers and we believe all of the workers will be treated respectfully and will be able to enjoy a
safe and healthy workplace.”

He added: “Our ambition is to lead the change toward the circular fashion industry with net zero
climate impact as a fair and equal company. Circularity is one of the areas that we really need to
work on.” BGMEA President SM Mannan Kochi shared: "We're embracing automation to
expand our global market presence. Our focus on business sustainability is unwavering, and
we're confident we can deliver even more value in the future. "This requires collective effort.
Buyers trust Bangladesh because of our eco-friendly, compliant, and green factories. We're
committed to enhancing compliance and sustainability standards. Let's strive to elevate denim to
higher levels.” The programme was moderated by BGMEA Director Mohiuddin Rubel.


https://www.dhakatribune.com/author/tribune-report
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US Trade Show kicks off tomorrow

FE REPORT |

A three-day trade show will kick off tomorrow (Thursday) aiming to promote the US-based
businesses' products in Bangladesh as well as enhance bilateral trade between the two countries.
The annual event titled '29th US Trade Show' will be held at a city hotel with participation of 44
exhibitors this year. The co-organisers of the fair, the American Chamber of Commerce in
Bangladesh (AmCham) and the United States Embassy in Dhaka, made the announcement at a
press conference held at a city hotel on Tuesday afternoon. Commercial Counselor of the US
Embassy, Dhaka, John Fay, and AmCham President Syed Ershad Ahmed were present at the
press conference.

AmCham Executive Director Shahadat Hossen highlighted different aspects of the trade fair.
Since 1992 the show has been taking place in the country, he said, adding that this year the event
IS going to take place marking a special occasion as May is the month of world trade. According
to the organisers, hundreds of US products and services will be displayed by the 44 exhibitors
from home and abroad. In addition to the exhibition, five seminars will be held on different
topics including women's empowerment in the Al era, doing business with the US, and higher
study in the USA on the sidelines of the event.

According to the organisers, the show will remain open for visitors all three days from 10:00 am
to 8:00 pm. The entry fee for this year's show is Tk 30 per person whereas students in uniform or
with identity cards will be allowed to visit the fair free of cost. There will be prizes for a few
lucky visitors, based on a raffle draw of entry ticket coupons after the trade show. Private
Industry and Investment Adviser to the Prime Minister Salman Fazlur Rahman is expected to
inaugurate the show as the chief guest.

John Fay said some economic reforms in Bangladesh could help attract more foreign direct
investment. Responding to queries, Syed Ershad Ahmed said introduction of the country's
logistics policy was a noteworthy progress. However, proper implementation of the policy was
going to be crucial, he said. He also added that some old laws and bureaucracy remained
common problems faced by companies at home and abroad.

saif.febd@gmail.com
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DSE turnover tops Tk 1,100cr

Staff Correspondent

Dhaka stocks dropped slightly on Tuesday, as a section of investors sold shares to book some
profits from the recent gains, market operators said. Though the market ended in the red zone,
with the investors increasing their activity in the market on the day, the total turnover of the
Dhaka bourse on the day crossed the Tk 1,100-crore mark after 83 days. DSEX, the key index of
the Dhaka Stock Exchange, decreased by 1.73 points, or 0.03 per cent, to close at 5,725.27 points
on the day after gaining 34.95 points in the previous trading session. Market operators said that
with cautious investors increasing their activity and seeking to book profits from the recent
market recovery, the Dhaka bourse posted a total of Tk 1,108.34 crore in turnover on the day.
The last time Dhaka Stock Exchange posted the total turnover over Tk 1,100 crore was on
February 14, 2024, with the turnover amount standing at Tk 1,173.58 crore on the day. The total
turnover on the DSE on Monday was Tk 1,095.64 crore.

The market observed active participation from both sides of the trading fence, according to EBL
securities daily market research. Market operators said that the news of the reappointment of the
current chairman of the Bangladesh Securities and Exchange Commission prompted investors to
be hopeful and get active on the buying side. The rebound came after a decrease in price indices
in nine out of 11 weeks, they said. Market operators said that rising interest rates in banks, lack
of investor confidence amid economic woes in the country and global geopolitical tensions,
liquidity crisis in banks and sudden change of policies might have prompted investors to shift
their funds in the past weeks.

Of the 394 issues traded on the day, 131 advanced, 222 declined and 41 remained unchanged.

On the sectoral front, pharmaceutical issues exerted the highest turnover, followed by textile and
engineering stocks. EBL Securities in its daily market commentary said, ‘The recent approval of
the third tranche of the IMF loan has instilled some optimism among investors, although cautious
ones are still observant of the sustainability of the current upbeat vibe and prefer to secure their
unrealised gains.’

The DSE Shariah index increased by 6.47 points, or 0.51 per cent, to close at 1,255.02 points on
Tuesday. The DS30 index gained 6.43 points, or 0.31 per cent, to finish at 2,040.37 points.

Best Holdings topped the turnover chart on the day with its shares worth Tk 55.82 crore
changing hands. Asiatic Laboratories, Golden Son, Taufika Foods and Lovello Ice-cream, Oimex
Electrode, Orion Infusion, Orion Pharma, Alif Industries, Malek Spinning Mills and Sea Pearl
Beach Resort & Spa were the other turnover leaders.
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Stocks break 5-day gaining streak

STAR BUSINESS REPORT

The benchmark index of the Dhaka Stock Exchange (DSE) plummeted yesterday, breaking a
five-day gaining streak. An upward trend was seen at the beginning of the day’s trading, but the
prime index plunged before the closing. The DSEX, the key index of the DSE, went down 1.74
points, or 0.03 percent, to settle at 5,725.28.

Likewise, the DSES, the index that represents Shariah-based firms, dropped 6.48 points, or 1.16
percent, to 1,255.02 and the DS30, which comprises 30 best blue-chip stocks, fell 6.43 points, or
0.31 percent to 2,040.39. Turnover, which is the total value of shares traded during the session,
increased 1.16 percent to Tk 1,108 crore, a three-month high.

The non-bank financial institutions, mutual fund and services and real estate sectors closed in
positive territory while information technology, life insurance and jute closed on a negative note.
Among the sectors, pharmaceuticals dominated the turnover chart, accounting for 8.75 percent of
the day’s total turnover. Of the issues traded on the DSE, 131 nudged higher, 222 remained
lower, and 41 did not see any price fluctuation.
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Inside information damages market: Debapriya

FE REPORT |

Leaking of inside information has been adversely impacting the country's stock market as a
whole, said eminent economist Dr Debapriya Bhattacharya. He said this during a speech at a
programme organised by Economic Reporters' Forum (ERF) at its office in the capital. The
economist said a group of people were taking advantage of inside information. For example, he
said, to explain inside information, the government decided to take up a big project of a bridge or
an airport. No one is supposed to leak this information, but some people do this and that benefits
those, who based on the information, purchase lands in the project areas prior to the beginning of
the development works.

Mr. Bhattacharya said people could use raw data, not yet made public, for the sake of own
profits. Such practices have damaged the capital market. Share prices exhibited ups and downs
based on inside information, he added. Mr. Bhattacharya was also critical of investor behiviour
that leads to rally of non-performing companies on the bourses. He said there was a lack of
accuracy in disseminated information for such a situation to happen. Deception can be avoided if
the risks of inaccurate information are discussed and minimized.

Companies often say there was no undisclosed price sensitive information (PSI) behind abnormal
price hike of stocks and large trade volumes. After the stocks reach a certain level, those, who
have been behind the price hikes, offload their holdings to general investors. After the
programme, the FE correspondent talked to Mr Bhattacharya on the capital market. He said the
capital market would not perform well as long as the banking sector performs poorly and the
system to channel funds is not well designed.

The economist laid importance on investing in mutual funds (MFs) by general investors. But
investors have lost confidence in the MFs because of their poor performance. In this regard, Mr.
Bhattacharya gave references to fund embezzlement by MF managers and said the regulator
must take stringent actions against those responsible so investors can regain faith in the sector.
mufazzal.fe@gmail.com
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AFC Capital tiptoes out of market leaving behind bad IPOs,
It evades responsibility for financial frauds that BSEC investigation identified
FARHAN FARDAUS |

~——— CONTROVERSIAL IPOS HANDLED

BY AFC CAPITAL
LISTING === Raised funds (In million Tk)
YEAR
RING SHINE TEXTILES ~ 2019 1500
TUNG HAI TEXTILE 2014 350
C&ATEXTILE 2015 450
SIMTEX INDUSTRIES ~ 2015 600
KHAN BROTHERS PP 2014 200
WOVEN BAG INDUSTRIES
All committed financial frauds before IPO

RING SHINE TEXTILES C&A TEXTILE
» Raised paid-up capital through » Found to have committed loan scam ::31&%%?:‘: PP WOVEN
pre-IPO shares without money before IPO
) Accumulated losses Tk 2.91h in 3 » Factory closed in 2017 due to scam » Severe working capital
fiscal years through FY23 ) Losses amount to Tk 1.51b in FY20 and FY21 shortage emerged after
listing

» Losses piled up to Tk 42.7b in

TUNG HAI TEXTILE SIMTEX INDUSTRIES 4 financial years to FY23
) Factory was shut 3 years after » Conflicts between founder and » Auditor identified overstated
listing following death of its founder management exposed after listing sales, assets, inventories
 Incurred combined loss of Tk 1.89b > Accused of money laundering
in 4 years through FY21 » Well-known scammer PK Halder was
» Production suspended since Sept 2017 board member before expulsion Source: DSE N

Merchant bank AFC Capital has left the market silently, surrendering its licence, without facing
any action against it for bringing controversial IPOs including Ring Shine Textiles, C & A
Textiles, and Tung Hai Knitting & Dyeing. Incorporated in 2010, it had been involved in 12
initial public offerings (IPOs), jointly with other merchant banks in most cases, between 2012
and 2022. The firm also delivered services as a facilitator in disbursing rights issues and
underwriting capabilities and provided corporate advisory services to clients.

AFC Capital suddenly showed up at the door of the securities regulator last year for permission
to shutter its business operations. It said it was struggling to make profit. Sources told The FE
that the Bangladesh Securities and Exchange Commission (BSEC) at first rejected the plea only
to allow AFC Capital to close its business in December. Several players operating in the sector
said investment banking is no longer a profitable business in the country because of the lingering
challenges in the stock market. That, however, is unlikely the case of AFC Capital that handled
the highest number of public issues among merchant banks in the decade through 2022.

About half of the IPOs showed a faltering business performance just one or two years after
listing despite the fact that they had raised money to expand business and prop up earnings. It is
alleged that financial results of the companies had been falsified before the floating of the IPOs.
The companies have shown uncanny resemblance in their pre- and post-IPO financial indicators.
For example, textile companies Tung Hai Knitting & Dyeing Limited and C & N Textiles
demonstrated a growth in profit in the years before going public, but after listing it took only
three years for them to run into losses.

AFC Capital worked with Imperial Capital to bring Tung Hai Knitting & Dyeing Limited to the
market in 2014. The Tung Hai is not in operation now. In 2019, an inspection team from the
Dhaka Stock Exchange (DSE) could not enter its factory premises for the gate at the entrance
being locked.

The same year, C & N Textiles, listed in 2015, was also found shut during a factory visit by the
regulatory body. Meanwhile, investors, who expected good return from the stocks after flipping
through IPO prospectus of the textile companies, are counting losses. Tung Hai Knitting at
present trades at Tk 3.90 per share on the DSE whereas its shares were floated at the face value
of Tk 10. The current share price of C & N Textiles is Tk 7.30 each.

Both the textile companies have not given a penny in dividends for years to shareholders.
Mahbub H Mazumder, former managing director of AFC Capital, claims that the organisation
had done everything in its power before preparing IPO prospectus in every case. "We don't
prepare audit report, corporate governance certificate and other documents. Upon the submission
of all documents, BSEC scrutinises those.” Moreover, the Dhaka Stock Exchange and the
Chittagong Stock Exchange check the documents, prospectus and then send their
recommendations to the securities regulator. When satisfied, the BSEC provides consent for
listing, Mr Mazumder added.



However, in a probe into Ring Shine Textiles, which has become a case study of financial crime
in the country's capital market, the BSEC found that the issuer, the auditor and the issue manager
had worked together to launder money collected through the IPO. According to the investigation
report, the issue managers -- AFC Capital and CAPM Advisory - were involved in the IPO
manipulation process.

It said the issue managers were required to examine audited financial statements for five years
(June 30, 2015 to June 30, 2019) and verify those against management accounts, books of
accounts, register of inventories, fixed assets, export documents, and bank statements but they
"completely failed” to do so. Referring to the management accounts of Ring Shine Textile, says
the report, it appears that the net operating cash flow was Tk 27.19 million in the negative for the
year ended in June 2018, which determines that the company was not in the position to apply for
listing.

"But the issue managers have provided the Due Diligences Certificate to the company,” reads the
probe report. Before the licence surrender, AFC Capital underwent an ownership change and was
changed into Leeds Capital Services Limited. Asked why the Lead Capital gave away its licence,
Ahsanul Kabir, who was its managing director, said the business was not profitable.

"There was no major change in the ownership. There were 17 to 18 owners. They transferred
shares among themselves and some of them resigned from the board.” The Lead Capital had only
two functions -- one was issue management and the other underwriting. It did not manage
portfolios. The limited scope of operations posed challenges for profit making, added Mr Kabir.
Mohammad Rezaul Karim, spokesperson of the BSEC, said, "We had laws to punish issue
managers. We did it several times and we will also do it in the future.”

But AFC Capital was not punished for the failures identified in the investigation report. Now, it
does not even exist. Md. Ashequr Rahman, managing director of Midway Securities, told The FE
that the BSEC has more responsibilities than what it can handle. Before the 2013
demutualisation, brokers had been involved in the IPO approval process. "IPO was the
responsibility of brokers. I can bet there were fewer cases of bad IPOs back then than now."
After the demutualisation, the BSEC does not take recommendations from the DSE, said Mr
Rahman. "I believe these problems can be solved by taking observations of the DSE seriously."
farhan.fardaus@gmail.com
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National Budget for Fiscal Year 2024-25

Addressing three key challenges in Bangladesh economy
Debapriya Bhattacharya and Towfiqul Islam Khan |

A complex economic situation - at both national and global levels- is now prevailing.
Bangladesh is now going through one of the most difficult macroeconomic situations in recent
decades. The country is facing a number of transitional challenges: graduation from the Least
Developed Country (LDC) category, delivery of Sustainable Development Goals (SDGs),
completion of the Eighth Five-Year Plan (8FYP) and Perspective Plan (2021-2041), and
emerging geostrategic issues.

Against the backdrop, the upcoming national budget and expectations of the disadvantaged
citizens and community deserve some serious attention. At this testing time, three major
manifestations of current challenges that need to be addressed may be highlighted. These are: (a)
Unabated Inflation; (b) Snowballing Debt Risk; and (c) Slowdown of Economic Growth.

Bangladesh GDP Growth Rate == There is an actual erosion
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Composition of External Debt position of Bangladesh Cubileidebt a8 8
(in million USS) percentage of GDP may
End Dec'23 % of shares of stand at 13.9 per cent,
Creditor Type i Seciot W it S Total Total Dec'23 whenteas the domest.lc
public debt-GDP ratio
Long-term Debt 77255.28 9153.01 86408.29 85.90 may reach 22.8 per cent
1 39172.72) 1669.87| 40842.59 40.60
Bilateral 27268.15 55.64 27323.79 27.20 == The annual target of GDP
Supplier's Credit 0.00 174.01 174.01 0.20 growth is 7.5 per cent for
IMF Loan 3932.33 0.00 3932.33 3.90 FY2024. The first half of
Commercial Borrowing 5930.28 6069.15 11999.43 11.90 the country witnessed a
Others 951.80 1184.34 2136.14 2.10 growth of 4.84 per cent.
Short-term Debt 2438.03 11793.08] 1423111 1410 Achieving the target
otal External Debt as on Dec'23 79693.31 20946.09]  100639.40|  100.00 requires a growth rate of
Total External Debt as on Sep'23 75268.75 21280.88 96549.63 19.01 per cont inhe
= - second half of the
% Changes of Dec'23 over Sep'23 5.88 (1.57) 4.24 ongoing fiscal year

Note: BIDA & Bangladesh Bank (exchoding financing from OBU) Appeoval.
Source: FIED Cell. Statistxcs. Bank

UNABATED INFLATION: As of March this year, inflation remains over 9 per cent for the 13th
consecutive month. There is an actual erosion of the purchasing power of low- and fixed-income
class, which may be much higher than average official statistics. Underlying factors of unabated
inflation include monetary expansions in terms of high growth of credit; sharp depreciation of
local currency against US Dollar; government borrowing from the central bank to finance the
budget deficit; irregularities within the banking sector; non-competitive market (or oligopolistic
behaviour) coupled with market manipulations by vested interest groups; and high cost of
production due to upward adjustments of administered prices of fuel and electricity.

There are a number of implications of high inflation for the left-behind communities. These are:
disproportionate impact on middle- and low-income households; erosion of purchasing power or
real wage; dissaving and depletion of assets; increased indebtedness; reduced non-food
expenditures such as clothing, health, education, utility services, and recreation; and heightened
food insecurity and changed food habits. Moreover, working overtime, taking up secondary
occupations coupled with discontinuing children's education and involving them in paid work,
and early marriages of girl childrenare also some of the coping mechanisms for left-behind
communities to fight inflation.

The government has announced a number of measures to rein in inflation. These include
increasing policy rates by the central bank, replacing interest rate caps with "SMART" rates,
containing private sector credit growth, injecting US dollar absorbing liquidity from the local
market, and ceasing government lending via money creation. The government also goes for
import restrictions to avoid accelerated depreciation, downward adjustment of tariff rates for
selected commodities, broadening of social protection schemes including Open Market Sales




(OMS) and introduction of Family Card; episodic commodity market monitoring by the
consumer rights authority.

Now, the key question is what to do to contain the inflation. This paper recommends the
following: implementing the market-determined interest rates; allowing the exchange rate
flexibility; limiting the government borrowings; ensuring the sufficient supply of essential items
in the market - exploring alternative import sources; and preventing irregularities and
manipulations in domestic market, including anti-competitive practices, introducing Agricultural
Price Commission; incentivising the farmers and continuing subsidy for agricultural input and
irrigation, controlling the interest rates spike specifically to LNOB loans; expanding social
protection schemes to all districts, including OMS and public works programmes, as well as
expanding income-tax-free limit for low and low-middle income people to protect their
disposable income.

SNOWBALLING DEBT RISK: The debt burden in Bangladesh has been rising in recent years,
both from domestic and external sources. It is estimated that Debt-GDP ratio may reach 36.7 per
cent in 2024. External public debt as a percentage of GDP may stand at 13.9 per cent, whereas
the domestic public debt-GDP ratio may reach 22.8 per cent. External private debt is also
estimated at 5.13 per cent of GDP.

There are several underlying factors behind rising debt. These include persistently low revenue
generation that has kept it around 9 per cent of GDP, sharp depreciation of Bangladesh Taka
leading to a higher debt servicing liability, high cost of public investment projects (inflated
pricing), project time and cost overruns risking debt repayment beginning earlier than expected
in the project cycle, rising cost of borrowing from both domestic and external sources, and
growing underutilised loans adding pressure on balance of payments (BOP).

The rising debt has some serious implications for the economy. It leads to growing reliance on
borrowing for debt servicing liability (principal and interest). Debt servicing as a percentage of
revenue and grants was below 70 per cent and is now projected to exceed 100 per cent in 2024,
according to the International Monetary Fund (IMF). The government had no revenue surplus
and had to borrow to repay foreign loans. The government borrowed Tk 57.55 billion in FY2022
for the amortisation of foreign loans as the revenue could not cover the entire payment
requirement, which was programmed to increase to Tk 154.99 billion in the budget for FY2024.
The entire Annual Development Programme (ADP) is now financed by borrowed resources.
Moreover, fiscal space is shrinking as debt servicing (as a percentage of revenue) is estimated to
jump in 2024, leading to lower available resources for public service delivery and support to
disadvantaged citizens in a difficult time. Lower available budgetary resources may lead to
insufficient resources for public service delivery and public investment. This may result in
dampened prospects for medium-term development outcomes (e.g., SDGs, particularly for
disadvantaged groups). Dampened employment opportunities, risking increased income and food
insecurity disproportionately impacting disadvantaged households.

Again, there is an increase in borrowing from costlier sources with stringent loan terms and
conditions. The government relied heavily on borrowing from commercial banks, risking
crowding out the private sector when liquidity space is quite low. The risk of downgraded credit
ratings can discourage foreign direct investment (FDI) and result in limited financing access.
Indeed, there is also a multifaceted pressure on BOP.

To address the growing pressure from rising debt, the government has reduced or withdrawn
subsidies in various sectors, including power and energy. Measures are taken to keep power and
energy supply below the capacity level and delay payments against foreign exchange liabilities
for both public and private sectors, including about US$5 billion in unpaid foreign dues for
energy purchase. The government also requested delays for two years to repay foreign loans for
the Rooppur Nuclear Power Project.

The government also sought more budgetary support from the development partners, who agreed
to implement policy reforms. Import restrictions have also been imposed, so import payments
dropped by 15.36 per cent in the first eight months of the current fiscal year. Bangladesh Bank
declared a "crawling peg" exchange rate fixing system (following IMF prescription) and
removed the interest cap on bank deposits, introducing SMART interest rate. Steps were taken to
inject funds by the central bank into commercial banks amid the volatility call money market.
The government is also trying to increase non-concessional borrowing and has adopted a
restrained approach to releasing funds for public investment projects.

To reduce the debt-related risks, this paper proposes a set of recommendations. These include
prioritising the enhancement of domestic resource mobilisation through taxation, accurately
estimating debt service obligations by taking note of possible depreciation in the coming months,
strengthening the good governance of public investment projects, and improving the capacity for
loan negotiation.

Close monitoring of foreign borrowing by the private sector is also necessary, along with
exploring alternative sources of funds and diversifying sources of development finance. It is
critical to consider the revenue and foreign exchange generation capacities of the foreign loan-
financed public investment projects while taking up a project. The concerns regarding the risks
of currency mismatch and time-period mismatch should also be taken into cognisance. The



government also needs to take advantage of opportunities to use currency swap facilities
wherever possible.

SLOWDOWN OF ECONOMIC GROWTH: The annual target of GDP growth is 7.5 per cent
for FY2024. The first half of the country witnessed a growth of 4.84 per cent. Achieving the
target requires a growth rate of 10.01 per cent in the second half of the ongoing fiscal year. It
may be recalled that the IMF cut the projection for economic growth rate to 5.7 per cent for the
current fiscal year.

Factors behind the slowdown in economic growth need to be reviewed. As contractionary
monetary policy has been followed to contain inflation, it has also slowed the pace of the
economy. Power and energy supply has also been disrupted due to foreign exchange and fiscal
space constraints. Restrictions on imports were applied, and a restrained approach was pursued
for public expenditure, which also contributed to this slowdown. It may be noted that
manufacturing sector growth slowed down and went into negative terrain in the second quarter of
the fiscal year.

The gross export earnings growth is also slowing down- declined from 6.7 per cent in FY2023 to
3.9 per cent in FY2024 (during the July-April period) against the annual target of 11.6 per cent.
During the July-February period of the current fiscal year, import payments experienced a
notable decline of 15.17 per cent. Investment as a percentage of GDP decreased to 30.95 per cent
in FY2023 from 32.05 per cent in the previous year. Private investment remained stagnant at
around 23-24 per cent of GDP, however, it slightly decreased in FY2023 compared to the
previous year. FDI in FY2023 was 9.74 per cent lower than the previous year, which has
remained stagnant at 0.4 per cent of GDP.

Again, public investment decreased to 6.77 per cent of GDP in FY2023, down from 7.53 per cent
in the previous year. During the July-March period of the ongoing fiscal year, the ADP
implementation rate stands at 42.30 per cent. So, the remaining three months require a 57.7 per
cent implementation rate to meet the target. In recent years, domestic savings as a percentage of
GDP have hovered around 25 per cent, while national savings have been around 30 per cent
without much improvement.

There are multiple implications of economic slowdown. Opportunities for decent jobs have
declined, though the government has set a target to employ an average of around two million
people annually throughout 2030, as outlined in their Election Manifesto (2024). In 2023, only
0.5 million jobs were created, although about 1.3 million people went for overseas jobs. In
addition, Bangladesh's recent BBS Census and Household Census Report-2022 paints a
concerning picture of youth inactivity. It says among approximately 31.6 million young people
(aged 15-24), 40.67% are classified as inactive, meaning they are NEET.

Economic slowdown may affect poverty alleviation. The government has set a target to reduce
the poverty rate to 11 per cent by 2028, as outlined in their 2024 Election Manifesto, requiring a
per capita real GDP growth of around 7.50 per cent each year (assuming income inequality
remains constant), which is now a formidable task.

The vulnerability of the non-poor people in the face of the high rise in commaodity prices has also
increased. Domestic revenue mobilisation target is likely to be missed by a large margin. Foreign
investment prospects are facing challenges. Structural transformation of the economy, in terms of
production and employment, is inhibited.

As the government pursued a contractionary monetary policy, restrained fiscal stance and
restrictions on imports with a view to establishing the macroeconomic discipline, it had a limited
arsenal to counter the slowdown of the economic growth. But it has made some efforts.
Subsidies for agricultural inputs, tax incentives for export-oriented sectors, and fiscal incentives
for remittance inflow continued. Evidently, the government has to embrace subdued economic
growth to achieve macroeconomic stability. Hence, ensuring more equitable economic growth
favouring disadvantaged population groups and creating decent jobs is critical. To enhance
economic growth, the government needs to expand incentives to the agriculture sector to ensure
food security and protect the purchasing power of the low- and middle-income population
groups. Ensuring energy security for the utilisation of production capacities is necessary.
Extended concessional loans to the CMSMEs and continued public investments for enhancing
productivity and skill development are also important.

END NOTE: The government needs to restore macroeconomic stability, promote economic
diversification by revisiting the incentive structure, protect small businesses and low-income
people while revising tax incentives, curb corruption to reduce the cost of doing business, make
efforts to find new markets for exports and avoid the influence of vested groups in policy
adjustments are some of the key tasks the government needs to accomplish.

While preparing the national budget, the government should pursue the following to ensure the
delivery of the budget for attaining the policy objectives:

i. Take a cautious and sensitive approach to avoid any negative policy spillover and protect the
interest of disadvantaged communities and smaller businesses while making macroeconomic
adjustments.

ii. Safeguard policy adjustments and reforms from influences of the oligarchs and maintain zero
tolerance against corruption and illicit financial outflow.



iii. Protect the purchasing power of low and fixed-income groups by giving them income tax
reliefs, expanding social protection (including public works programmes) coverage and
allowances and ensuring stringent market monitoring.

iv. Prioritise domestic resource mobilisation to expand fiscal space by curbing tax evasion and
ensure value for public money in taking new investment projects as well as implementing the
existing ones.

v. Strengthen transparency, participation and oversight in the budget delivery process.

vi. Make scope for the local level citizens to be involved in budget delivery and monitoring
process, including selecting participants of social protection programmes and implementing
public investment projects to reduce leakages and corruption.

vii. Ensure disaggregated budget reporting using real-time data at the national parliament under
the Public Money and Budget Management Act 2009.

viii. Use the built-in safety measures at the administrative level to keep fiscal discipline.

iX. Ensure strong leadership and coordination among the government agencies while devising
and implementing policy decisions.

X. Ensure regular monthly meetings of the critical parliamentary committees related to public
finance management, such as Standing Committees on Ministry of Finance, and Ministry of
Planning, Public Accounts Committee, Committee on Estimates and Committee on Public
Undertakings, with opportunities for public hearings involving relevant stakeholders and citizens
groups as well as briefings by amici curiae.
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