BANGLADESH

Table 1 2019
Population, million 168.6
GDP, current US$ billion 302.7
GDP per capita, current US$ 17955
International poverty rate (§19)° 145
Lower middle-income poverty rate ($3.2)° 525
Upper middle-income poverty rate ($5.5)° 84.3
Gini index’ 324
Schoolenrollment,primary(%gross)b 116.5
Life expectancy at birth, yearsb 723

Source: WDI, M acro Poverty Outlook, and official data.
Notes:

(a) Most recent value (2016), 20 11 PPPs.

(b) Most recent WDI value (2018).

An extended national shutdown, a sharp
decline in exports, and lower private in-
vestment reduced GDP growth in FY20
to an estimated 2.0 percent. While growth
is expected to recover over the medium
term, downside risks include a prolonged
COVID-19 pandemic and financial sector
fragility. The observed impact of COVID-
19 on the labor market suggests that pov-
erty is likely to increase significantly.
Going forward, the implementation of the
government’s COVID-19 response pro-
gram will remain a paramount priority.

Recent developments

Real GDP growth fell to an estimated 2.0
percent in FY20 as COVID-19 and the
global recession disrupted economic activ-
ity in the second half of the year. On the
demand side, exports declined by 18.5
percent in FY20, as external demand for
readymade garments (RMG) plummeted
in the fourth quarter. Private investment
growth also slowed as financial conditions
deteriorated. Consumption, however, was
supported by a surge in remittance in-
flows, which partially offset lost labor
income. On the supply side, the industrial
sector contracted, with a severe decline in
RMG manufacturing, while service sector
growth decelerated due to disruptions in
transport, retail, hotels, and restaurants. In
the agricultural sector, a resilient rice har-
vest was dampened by losses in poultry,
meat, and dairy due to supply chain dis-
ruptions in the last quarter of FY20.
Inflation rose to 5.7 percent in FY20
from 5.5 percent in FY19, as food prices
increased due to supply chain disrup-
tions, while nonfood prices were damp-
ened by weaker demand. In response to
deteriorating  economic  conditions,
Bangladesh Bank (BB) reduced the cash
reserve ratio to 4 percent (from 5.5 per-
cent) and the repo rate to 4.75 percent
(from 6 percent). Monetary policy has
been expansionary, with a 15.6 percent
target for broad money growth an-
nounced in July 2020.

The COVID-19 pandemic has exacerbated
existing financial sector vulnerabilities.

Non-performing loans (NPLs) officially
reached 9.2 percent of loans in June 2020
but are likely higher due to deviations
from international recognition, loss provi-
sioning, and capital calculation standards.
The government’s COVID-19 response
relies heavily on commercial bank lend-
ing, supported by US$ 4.5 billion in BB
refinancing facilities and relaxed pruden-
tial requirements. However, a new inter-
est rate cap has disincentivized lending.
Credit to the private sector grew by 8.6
percent in FY20, while public sector credit
grew by 50.3 percent, driven by a rising
fiscal deficit.

The current account deficit (CAD) nar-
rowed from 1.7 percent of GDP in FY19 to
1.5 percent in FY20, as a sharp decline in
exports was offset by a surge in remittance
inflows. The lower CAD coupled with
increased external government borrowing
resulted in a substantial balance of pay-
ments surplus. The real effective exchange
rate appreciated while the taka depreciat-
ed marginally in nominal terms against
the US dollar. Foreign exchange reserves
remained adequate at US$ 36.4 billion or
7.2 months of imports at the end of FY20.
The FY20 fiscal deficit is estimated at 8.2
percent of GDP. Revenues were depressed
by lower trade volumes and corporate
profits while social protection and
healthcare expenditure rose. Public debt is
estimated at 39.2 percent of GDP at the
end of FY20, and Bangladesh remains at a
low risk of debt distress.

Job losses and temporary absences were
widely reported in representative surveys
in poor areas of Dhaka, Chittagong and
Cox’s Bazaar, with widespread uncertainty
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about employment and business prospects.
Only 58 percent of active workers in poor
areas of Dhaka and Chittagong thought
they would be able to continue in their job
or work activity in the month following the
survey. Women appear to have higher job
and income losses than men, given higher
employment in directly affected sectors
such as RMG manufacturing.

Outlook

Significant uncertainty notwithstanding,
GDP growth is projected to decelerate to
1.6 percent in FY21 assuming that the
impact of COVID-19 deepens. Private
consumption growth is likely to remain
subdued with depressed wage income
and a decline in remittance inflows, while
anemic private investment is projected
due to heightened uncertainty. Weaker
demand and financing constraints may
further reduce industrial production,
while flooding in early FY21 may hamper
agriculture production. However, GDP
growth is projected to recover to 3.4 per-
cent in FY22, supported by a rebound in
export demand, remittance inflows, and
public investment.

Inflation is projected to remain above tar-
get due to expansionary monetary and
fiscal policies and higher food prices. The

CAD is expected to widen with a decline
in exports, due to continued low external
demand, and a decline in remittances, due
to the return of workers from overseas.
The fiscal deficit is likely to rise as recur-
rent expenditure on social protection
measures remains elevated in the near
term, and capital expenditure increases in
the post-COVID-19 recovery phase.
Poverty is expected to increase substan-
tially in the short term, with the highest
impact on daily and self-employed work-
ers in the non-agricultural sector and sala-
ried workers in the manufacturing sector.
Urban areas will continue to be dispropor-
tionately affected, with an estimated 68
percent of directly affected workers locat-
ed in Dhaka and Chittagong.

Risks and challenges

Downside risks to the outlook are sub-
stantial. Domestic risks include addition-
al waves of COVID-19 that may require
renewed restrictions. In the govern-
ment's COVID-19 response program,
risks include ineffective implementation
of infection prevention measures and
limited operationalization of credit pro-
grams. In the context of COVID-19 dis-
ruptions, fiscal risks may rise, particularly
if tax reforms are delayed or infrastructure

projects face cost overruns. Increased
deficit financing from domestic banks
may put upward pressure on interest
rates and may further constrain credit to
the private sector.

In the financial sector, challenges include
deviations from international regulatory
and supervisory standards, the absence of
a bank resolution framework and weak
governance in state-owned banks. The
resolution of rising NPLs will require sub-
stantial policy dialogue to reduce credit
risks, limit moral hazard and manage fis-
cal risks. The introduction of interest rate
caps is an ongoing challenge, impairing
the health of the banking sector.

External risks also remain elevated. While
external demand for RMG products is
stabilizing, the recovery is fragile. Lower
oil prices may limit demand for Bangla-
desh’s overseas workforce in the Gulf
region, impairing remittance inflows. Al-
so, continued appreciation of Bangla-
desh’s real exchange rate would adversely
impact export demand and remittances.
Going forward, the government's COVID-
19 response will remain a paramount pri-
ority, including testing, quarantining and
treating patients and providing economic
relief to the poor and vulnerable. Other
ongoing priorities include strengthening
fragile banks, diversifying exports, accel-
erating reforms in business regulation,
and deepening fiscal reforms.
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TABLE 2 Bangladesh / Macro poverty outlook indicators

(annual percent change unless indicated otherwise)

2016/17 2017/18 2018/19 2019/20e 2020/21f 2021/22f

Real GDP growth, at constant market prices 7.3 7.9 8.1 2.0 1.6 3.4
Private Consumption 7.4 11.0 3.9 2.1 2.0 2.7
Government Consumption 7.8 15.4 8.2 6.0 2.6 4.3
Gross Fixed Capital Investment 10.1 10.5 8.4 3.1 0.7 3.9
Exports, Goods and Services -2.3 8.1 10.9 -18.5 -2.8 8.6
Imports, Goods and Services 2.9 27.0 -2.0 -11.6 -1.5 5.9
Real GDP growth, at constant factor prices 7.2 7.9 8.3 2.0 1.6 3.4
Agriculture 3.0 4.2 3.9 2.7 2.6 3.0
Industry 10.2 12.1 12.7 -0.1 -0.9 2.7
Services 6.7 6.4 6.7 3.2 2.9 3.9
Inflation (Consumer Price Index) 5.4 5.8 5.5 5.7 5.8 5.8
Current Account Balance (% of GDP) -0.5 -3.5 -1.7 -1.5 -2.4 -1.9
Net Foreign Direct Investment (% of GDP) 0.7 0.6 0.9 0.6 0.4 0.6
Fiscal Balance (% of GDP) -3.4 -4.6 -5.4 -8.2 -8.8 -8.6
Debt (% of GDP) 31.0 31.9 33.1 39.2 45.9 51.4
Primary Balance (% of GDP) -1.6 -2.8 -3.4 -6.0 -6.2 -5.6
International poverty rate ($1.9 in 2011 PPP)® 13.9 13.2 12.6 21.9 21.8 21.4
Lower middle-income poverty rate ($3.2 in 2011 PPP)?" 51.4 50.2 48.9 59.1 59.0 58.5
Upper middle-income poverty rate ($5.5 in 2011 PPP)*" 83.8 83.2 82.6 86.9 86.9 86.7

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices.

Notes:e = estimate.f =forecast.

(a) Calculations based on SAR-P OV harmonization, using 2010-HIES and 2016-HIES and fiscal year growth rates.Actual data: 2016. Nowcast: 2017-2019.

Forecast are from 2020 to 2022.

(b) Projection using point-to-point elasticity (2010-2016) with pass-through = 1based on GDP per capita in constant LCU.
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