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2006-07 has been an unusual year in the economic 

history of  Bangladesh. Its duration spanned over three 

consecutive governments – the immediate past 

political government, the first caretaker government 

(CTG) and the second (and the ongoing) caretaker 

government. The three regimes were characterised by 

their own distinct pattern of  governance, as well as 

vision and objectives. The outgoing political 

government was leaving with an impression of  high 

debt - high expenditure, a regular practice in 

Bangladesh whenever a regime approached the end of  

its term. Tension was building within the political 

system as regards the nature of  transition to the next 

elected government. The first caretaker government 

took oath in a situation fraught with widespread 

violence, trying desperately to avoid chaos and go 

along with the constricted objective of  a CTG - 

creating an environment for a free and fair election, 

following a “go slow” policy in terms with the arena 

of  economic management. 

The takeover of  the second caretaker government 

coincided with declaration of  a State of  Emergency in 

Bangladesh. Unlike other CTGs, the tenure of  this 

government remained by and large undecided. The 

CTG subsequently confirmed this situation to be in 

place till the end of  2008. In terms of  scope, the new 

CTG decided to go beyond the limited task of  

preparing for the election. Important reform initiatives 

were undertaken that were thought to be crucial for 

holding a free and fair election. The CTG also set 

itself  the task of  addressing short and medium term 

issues of  economic development and good 

governance. Massive drive against corruption was 

taken risking short term negative impacts through 

disruption of  supply chain and overall market, 

alongside investors’ confidence with a view to benefits 

reaping in the long run.

Inspite of  the environment of  creeping political 

tension during the first half  of  the fiscal year, the 

economy persisted to work out its escape route and 

continued to register some progress. This economic 

progress was largely pushed by impressive performance 

of  the large informal sector and the exporting sector, 

which during the first half  of  the fiscal year 

demonstrated a high degree of  persistence and 

resilience in the face of  uncertainties and formidable 

challenges. Both these sectors had limited relevance in 

the context of  formal domestic policy making and had 

acquired autonomy of  its own in respective spheres. 

Thus the negative impact of  instability in the domestic 

political scene was somewhat neutralized by these 

positive forces, which in turn had left their footprints 

on macroeconomic performance during a period of  

extraordinary developments.

A fiscal year spanning over three successive 

governments governing under distinct circumstances 

obviously created a plan vacuum. It is in this critical 

context that the third reading of  the Centre for Policy 

Dialogue’s (CPD’s) Independent Review of  

Bangladesh’s Development (IRBD) was released in 

June 2007, just prior to the placement of  National 

Budget for FY2008. The purpose of  that CPD 

contribution was to invoke policy debate and 

discussion with regard to assessment of  outcomes of  

FY2007 and the outlook for FY2008. The present 

chapter of  this particular IRBD volume, the final 

reading of  IRBD 2007, is an update of  this earlier 

version which has been enriched through access to 

more recent data and information.

This chapter of  the IRBD first highlights the unique 

features of  FY2007 and then takes a closer look at 

public finance, monetary sector, real economy and 

external sector. Finally, the paper seeks to articulate the 

outlook for FY2008 and anticipate some of  the 

challenges for the caretaker government in the coming 

months.

1.  INTRODUCTION

2.  BENCHMARK SITUATION IN FY2007

2.1  Macroeconomic Benchmark at the

      Beginning of FY2007 

Fiscal year 2005-06 (FY2006) concluded with a 

respectable growth rate of  6.71 per cent (this 

provisional figure was later revised to 6.62). 

However, the fiscal balance remained fragile, 

underpinned by perennial factors such as poor 

revenue mobilization, high growth of  revenue 

expenditure, weak implementation of  public 

investment programmes and low foreign aid 

disbursement. Macroeconomic correlates were 
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1The Ministry of Finance has recently updated the MTMF providing a new set of projections for FY08, FY09 & FY10.

further strained, owing to moderate credit 

expansion in manufacturing and agriculture sectors. 

The balance of  payments situation came under 

some pressure, particularly balance of  trade, as 

imports continued to surpass exports, nonetheless, 

buoyant remittance flow emerged as the savior 

which provided a much needed cushion and 

ensured an overall positive overall balance in the 

current account. While a shortfall in foodgrain 

production remained a concern, respectable growth 

in manufacturing sector was a welcome 

development. On the flip side, FY2006 experienced 

sustained inflationary trend with rural population 

being the worst victim. Frequent power outages 

were a reality, which affected not only trade and 

investment, but also disrupted normalcy in public 

life. Capital market failed to attract increased 

liquidity from the domestic sources, while policy 

decisions on some large scale FDI projects 

remained unresolved.

2.2  Major Developments in FY2007

FY2007 witnessed a number of  developments 

which had positive implications for the 

performance of  the economy in that period. These 

included improvements in income tax collection, 

sustained manufacturing growth, robust export 

growth, rejuvenated capital market and buoyant 

remittance flow. Reform efforts were also giving 

some positive results such as improvements in the 

port operation, movements of  goods, strengthening 

of  the Anti Corruption Commission etc. 

However, the positive developments were 

accompanied by other factors that undermined the 

functions of  the economy. These included weak 

aggregate revenue mobilisation, higher revenue 

expenditure, all time low implementation of  ADP, 

crisis of  fertiliser availability, fall in gross 

disbursement of  agricultural credit, stagnant 

foodgrain production, acute shortage of  electricity 

and delinquent enforcement of  new pay scale in 

the RMG sector. There was also the increasing 

political turmoil culminating with the changeover 

to a reconstituted CTG in the middle of  FY2007. 

This coincided with the declaration of  a State of  

Emergency that has continued till the present time. 

The consequence of  the adverse factors was 

aggravated by a serious price-hike of  essentials 

throughout the year, fuelled by both domestic 

market inefficiencies and the increase in global 

commodity prices, pushing economic management 

to its limits. 

Table 1 : Measuring budget performance with PRSP targets (output)

Source: PRSP, MTBF and Budget Documents.

Macroeconomic

indicators

FY06

(PRSP)

FY06

(Actual)

FY07

(PRSP)

FY07

(Revised)

FY08

(PRSP)

FY08

(Budget)

Output  

Real GDP growth (%) 6.5 6.6 6.8 6.5 6.9 7.0

Consumer Price Index 6.5 7.2 6.0 7.0 5.5 6.5

Gross Domestic
Investment (% GDP) 

25.0 24.7 24.5 25.3 24.8 26.2

ICOR 3.8 3.7 3.6 3.9 3.6 3.7

3.  ASSESSMENT OF THE MTMF

The macroeconomic policymaking during FY2006 

to FY2008 is supposed to have been prepared 

within a Mid-Term 

M a c r o e c o n o m i c  

Framework, as 

contained in the 

nat ional  PRS 

document.1 Table-1 

depicts a comparison 

of  the MTMF targets 

and  a c tua l  

p e r f o r m a n c e s  

achieved during the 

period under review. 

As may be observed from the table, the GDP 

growth rate compares favourably for FY2006 and 

was reasonably within target limits for FY2007 (it 

is expected to be scaled down however); on the 
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Figure 1 : Total employment: FY2006-FY2008

Source: CPD's calculation based on PRSP.

Table 2 : Measuring budget performance with PRSP targets                                                         (Government accounts)

Source: PRSP, MTBF and Budget Documents.

Macroeconomic

indicators

FY06

(PRSP)

FY06

(Actual)

FY07

(PRSP)

FY07

(Revised)

FY08

(PRSP)

FY08

(Budget)

Government Accounts (% of  GDP)  

Total Revenue 11.0 10.8 11.3 10.6 11.6 10.8

Tax 9.0 8.7 9.2 8.4 9.6 8.6

Non-Tax 2.0 2.1 2.1 2.2 2.0 2.2

Total Expenditure 15.5 14.2 15.0 14.3 15.3 16.4

Current Expenditure 8.6 8.4 8.7 9.2 8.6 9.4

Of  which: Interest Payments 1.7 1.9 1.6 2.0 1.7 2.0

ADP 5.9 4.7 5.6 4.6 6.0 5.0

Overall Balance (excl.Grants) -4.5 -3 -3.7 -3.7 -3.7 -5.6

Financing (net) 4.5 3.0 3.7 3.7 3.7 5.6

Domestic financing 2.0 2.2 1.9 2.1 1.7 3.6

Borrowing from the

Banking System 0.9 1.6 1.2 1.4 1.1 1.2

Non-bank borrowing 1.1 0.6 0.7 1.0 0.6 0.8

Foreign financing 2.5 0.8 1.8 1.6 2.0 2.0

contrary, the actual inflation rates were above the 

target rates, while the gross domestic investment 

rates were below their targets. 

Table-2 continues with the comparison of  PRSP’s 

macroeconomic targets with corresponding 

achievements, particularly with respect to 

government accounts.

The revenue targets (as 

per cent of  GDP as 

mentioned in the PRSP) 

were not met in FY2006 

and FY2007 and have 

been slashed down in the 

budget for FY2008. Total 

public expenditures (as per 

cent of  GDP) were lower 

than their targets in 

FY2006 and FY2007 

primarily due to slack 

implementation of  the 

ADP, whereas for FY2008 

the target has been put at 

a higher level. However, 

the  i nc r ementa l  

government outlay is 

going to take place mainly 

in the form of  revenue 

expenditures, rather than that of  development 

expenditures. The overall deficit in FY2006 and 

FY2007 remained within the PRSP targets due to 

serious shortfall in development expenditure, 

although the fiscal deficit is set to increase by 

more than 1.5 times in FY20082. Domestic 

financing overshot the target due to lack of  

adequate foreign financing and bank borrowing 

emerged as the major source of  domestic 

financing, surpassing the targets in each 

year. Conversely, foreign financing 

steadily underperformed, putting 

pressure on the limited domestic sources.

3.1  Employment

Labour market analysis carried out at the 

CPD indicates that there is a significant 

gap between the employment projections 

mentioned in the PRSP and projections 

based on PRSP-indicated employment-GDP 

elasticity. 

If  the PRS estimates of  job creation are assessed in 

the context of  the information provided by the 

new labour force survey (LFS) 2005, 30.6 lakh new 

employment opportunities were projected to be 

created in FY2007. Estimation from PRS-based 

elasticity approach suggests that only 10.4 lakh jobs 

may actually have been created in FY2007, 

resulting in a shortfall of  20.2 lakh. It may be 

recalled here that 12 lakh new job seekers enter the 

labour market annually in Bangladesh. 

As was noted above, PRS targets imply that more 

than 30 lakh jobs have to be created in FY2008 if  
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3Bangladesh, Government of (2005). Unlocking the Potentials: National Strategy for Accelerated Poverty Reduction. Dhaka: General 
Economics 

4.  ASSESSMENT OF BANGLADESH ECONOMY IN FY2007

Figure 2 : Growth rate of  total employment: FY2004-FY2008

Source: CPD's calculation based on PRSP.
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Figure 3 : GDP growth in Asian countries

Source: CPD-IRBD database

Figure 4 : Inflation in Asian countries

8.4

10.6

9.28

6.486.48 6.6

9.5

7.29

4.38

7.16

0

2

4

6

8

10

12

Banglades h ( CPI) India ( WPI) Pakis tan ( CPI) Sr i Lanka ( CPI) V ietnam ( CPI)

P
er

 c
en

t

FY2005 FY2006

those targets are to be attained (given the new LFS 

information). However, the CPD analysis suggests 

that, given the macro-correlates, it will be highly 

challenging even to meet the 12 lakh mark. Thus, a 

wide gap is observed between the two 

projections on the growth rate of  

employment. As per the PRSP projection, 

the growth rate of  employment will be 

around 5.7 per cent in FY2008, whereas it 

is only 2.4 per cent according to the 

elasticity approach. In both cases, PRSP 

employment projections and its growth 

rates appear to be over-estimated when 

one considers an employment-GDP 

elasticity of  0.34, as the “base case” as 

indicated in PRSP3.

banking and housing & real estate sectors was 

somewhat adversely affected by the anti-graft drive 

of  the CTG. Moreover, inflationary pressure 

accompanied by upward revision of  the energy 

price (in April, 2007) also had negative impact on 

investment and growth. Hence, the CPD 

anticipates that the initial growth estimate may be 

revised downward, once data for the full fiscal year 

is available.

Compared to the major Asian counterparts, 

Bangladesh’s GDP growth rates appear to be 

regular, not exceptional. South Asia as an entity is 

going through a moderately high growth trajectory. 

Inflation is also high regionally and maintaining 

macroeconomic stability remains the foremost 

challenge for the policymakers of  this region.

4.1  Growth, Savings and Investment

GDP Growth 

According to preliminary estimates, Bangladesh 

economy is set to post 6.51 per cent GDP growth 

in FY2007. The preliminary estimate of  GDP is 

generally made on the basis of  six to seven 

months' data of  the current fiscal year. However, 

the proxy indicators suggest that the economic 

growth had slowed down in the last half  of  

FY2007 compared to FY2006. First, crop sector 

showed marginal growth while poultry sector was 

affected by the avian flu syndrome. Second, 

manufacturing growth (other than exports) had 

been modest due to political turmoil coupled with 

the energy crisis. Third, growth of  construction, 
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