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Economic growth continues in Bangladesh, although at a slower pace, during the world economic slowdown.  Bangladesh has achieved steady economic growth at 5% or more per year over the past decade. Its growth exceeded 6 percent in FY 2008, reached 5.9% in FY 2009, and is expected to slow slightly to 5.5% in FY 2010, thanks primarily to sluggish exports and private investment.  However, more supportive external conditions are expected to lead to an increase in growth to around 6% in FY 2011.
The most important factors fostering economic growth in Bangladesh have been its macroeconomic stability and outward orientation.  Major impediments to economic development have been weak government, political instability, a weak banking system, and an unreliable power supply.  Bangladesh continues to rank near the bottom of Transparency International’s corruption perception index for 2009 (despite an improvement over 2008).  Interest rate spreads exceed regional averages, and water and power outages significantly reduce total factor productivity in both agriculture and manufacturing. Mobilization of public revenues will also remain a major challenge in the immediate future.
Economic growth in 2009 was positive despite the global economic crisis.   Nevertheless, the country’s battle against poverty is not progressing as rapidly as anticipated.  The welfare impact of the crisis is felt most by households employed outside agriculture and/or receiving remittances from abroad.  In addition, pressure from food price increases since 2008 continue to affect household incomes.  According to World Bank estimates, poverty levels in Bangladesh, although still very high, declined from 2000 to 2005. The percentage of the population living in poverty (less than $2 a day in purchasing power) fell from 85% to 81% while the percentage living in severe poverty (less than $1.25 a day in purchasing power) declined from 58% to 51%.  Prior to the crisis, Bangladesh was on target to cut poverty by nearly 11 percentage points between 2005 and 2010. With the impact of the crisis, the poverty rate is now projected to fall by about 9 percentage points. This translates to around 2.4 million additional poor people in 2010 due to the crisis, according to the World Bank.
Growth is slowing in 2010, hampered by domestic supply-side constraints. The World Bank and the IMF both maintain that lack of reliable power and gas supply is a major constraint on businesses in Bangladesh.  Total gas production declined in 2009, as have gas sales to the power sector, resulting in frequent power cuts.  Even businesses with their own power plants have been disrupted due to the gas shortages.  Industrial production in apparel, ceramics, fabrics, steel, and particles are among the hardest hit.  Within the apparel sector, knitwear is especially vulnerable because spinning, dyeing, and finishing factories need uninterrupted gas supply for full production.  Industry trade associations report that irregular gas supply caused a 50% decline in textile production, and orders are going unfulfilled.  Gas rationing measures implemented at the end of January 2010 have resulted in factories being shut down one day per week. Unless there is a significant easing of this energy bottleneck, firms are likely to maximize production based on existing capital stock rather than fresh investment.
The political environment for economic growth is currently stable following the December 2008 election but threats remain.  The election returned the Awami League to power after two years of rule by a transitional government.  Provided that it retains the support of the military, the current government is expected to remain in power and dominate policy making for the next several years.  The government faces no immediate challenge to its rule, but there are two potential sources of political instability in 2010-11: namely an escalation in social unrest and a new campaign of violence waged by militant groups.
Although the present regime is regarded as business-friendly, the business environment in Bangladesh is mediocre at best and is continuing to decline.  Bangladesh ranked 119th in the world (out of 181 countries) on the Ease of Doing Business Index in the World Bank’s Doing Business 2010.  This marks the country’s second annual decline, dropping from 109th in the previous year. This means that other countries are reforming their business environments faster than Bangladesh.  Areas of particular weakness in the business environment of Bangladesh are enforcing contracts (where Bangladesh ranks a dismal 180th), registering property (176th), employing workers (124th), and dealing with construction permits (118th).  Of these, only employing workers experienced a positive change from the previous year.  According to Doing Business, enforcing a commercial contract in Bangladesh involves 41 procedures, takes nearly four years, and costs 63% of the claim.  Registering property involves eight procedures, takes 245 days, and costs 10% of the value of the property. On the other hand, Bangladesh is outstanding in the area of protecting investors, where it ranks 20th in the world. For protecting investors, Bangladesh ranks close to mean OECD levels on indexes of disclosure, director liability, and shareholder suits.
Further financial sector development is needed to allow Bangladesh to achieve its growth potential.  Bangladesh continues to lag behind that of comparator countries in the area of financial sector development. While it’s true that the regulatory framework has been strengthened, supervision has been enhanced, and steps have been taken to restructure and privatize the large nationalized commercial banks, there is still a need to strengthen the country’s crisis management and liquidity support frameworks.  Potential vulnerabilities in the banking sector include uneven loan classification, provisioning, and capital. Non-prudential government intervention—such as interest rate ceilings, moral suasion, directed credit, and explicit requirements to ease debt service for some sectors of the economy—increases risks, reduces transparency, and creates inefficiencies. In addition, market discipline is affected by inadequate information stemming from non-transparent accounting and reporting. 

The FY 2011 budget is both expansionary and progressive, taxing the richer people with high taxes on luxury items, while offering rural subsidies and poverty reduction programs.  The new budget will increase per capita budget expenditure from $90 in FY 2009 to $129 in FY 2011.  The budget also aims to revive the declining trend of the Annual Development Program (ADP).  ADP as a percentage of total expenditure has been falling since FY 2005 when it was 36.9%. In FY 2009 this stood at 21.7%, and plans are to increase this to 36.5% by FY 2015. The other stated aims of the FY 2011 budget are to: continue efforts to mitigate the adverse lagged impact of the global financial crisis; take advantage of the opportunities in view of global economic recovery; and factor-in regional dimensions of development. 
Revenue collection in the latest reported period increased by 17.1% relative to the same period last fiscal year, driven by 26.1% growth in domestic indirect taxes and 19.3% growth in income tax collections.  The impressive growth in domestic-based taxes is due largely to improved ADP implementation, higher tax rates, broadening of tax base, and improved compliance.
The FY 2010 budget reverses the trend toward trade liberalization by raising some import duties and lowering duties on imported raw materials, increasing effective protection. The average protection rate was increased from 20.1% to 22.9%, mainly through wider imposition of para-tariffs and the introduction of a 5% regulatory duty. Although customs duties have been reduced on 865 items, the benefits are offset by wider application of a supplementary duty.  These measures favor domestic producers over consumers.  They have received a positive reaction from business interests, who welcome assistance with selling in the local market at a time when overseas demand is weakening.  However, they hurt exporters and will have a negative impact on Bangladesh’s competitiveness in the longer run. 

Inflation increased sharply in early 2010, driven by food and fuel prices. A shortfall in domestic rice production, rising world food prices, and high food inflation in India were contributing factors. Average annual inflation for FY 2010 is expected to reach 8%, up from 6.06% in FY 2009.  An incremental tightening of monetary policy, as announced in the Monetary Policy Statement for the second half of FY 2010, could help dampen inflationary pressures, despite the significant upward pressure related to world food prices and domestic production.  In FY 2011, inflationary pressures are expected to ease slightly due to more moderate expected increases in global commodity prices and stable macroeconomic policy.
Worker remittances, while important to the Bangladeshi economy, are poised to decline, according to the World Bank.  Bangladesh is among the top ten remittance-receiving countries.  Workers from Bangladesh have taken advantage of the opportunities that globalization has afforded for poor and unskilled workers to improve their lives and those of their families. These remittances provide substantial benefits to their families in Bangladesh, and in fact were the chief driver behind private consumption so far in FY2010. However, migration continued its downward trend with 43.5 percent fewer workers finding employment abroad in FY10 (July-Dec) compared to FY09. Moreover, a reported 72,000 migrant workers have returned home in calendar year 2009, which is one third more than in 2008. However, growth in public consumption is likely to remain robust because of fuller implementation of the public sector pay increase package, possible increase in energy and fertilizer subsidies, and further expansion of safety net programs.
Bangladesh continues to face formidable natural challenges.  With 90% of its landmass lying less than ten meters above mean sea level, Bangladesh has repeatedly suffered horrendous human and property losses from storms and flooding.  In the longer run, global warming threatens to reduce its area by a sizable amount through a rising sea level.  Beyond damaging or destroying natural coastal defenses, sea level rise could disrupt local livelihoods and worsen food insecurity.  Bangladesh’s soil and groundwater could become increasingly saline, and salinization will also drive warm water further inland.  As a result, the threat posed by climate change goes beyond the coastal areas to much of the country.  
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