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1. INTRODUCTION

2006-07 has been an unusual year in the economiwsion during the first half of the fiscal year, the
history of Bangladesh. Its duration spanned over themnomy persisted to work out its escape route and
consecutive governments — the immediate pasintinued to register some progress. This economic
political government, the first caretaker governmemtogress was largely pushed by impressive performance
(CTG) and the second (and the ongoing) caretakdrthe large informal sector and the exporting sector,
government. The three regimes were characterisedvbych during the first half of the fiscal year
their own distinct pattern of governance, as well dsmonstrated a high degree of persistence and
vision and objectives. The outgoing politicaksilience in the face of uncertainties and formidable
government was leaving with an impression of highallenges. Both these sectors had limited relevance in
debt - high expenditure, a regular practice the context of formal domestic policy making and had
Bangladesh whenever a regime approached the enacqfiired autonomy of its own in respective spheres.
its term. Tension was building within the politicaThus the negative impact of instability in the domestic
system as regards the nature of transition to the npatitical scene was somewhat neutralized by these
elected government. The first caretaker governmgassitive forces, which in turn had left their footprints
took oath in a situation fraught with widespreadn macroeconomic performance during a period of
violence, trying desperately to avoid chaos and epdraordinary developments.

along i the_constrlcted DofEElE @ ‘."ICTG.A fiscal year spanning over three successive
creating an environment for a free and fair electio
following a “go slow” policy in terms with the aren
of economic management.

Jbvernments governing under distinct circumstances
bviously created a plan vacuum. It is in this critical
context that the third reading of the Centre for Policy
The takeover of the second caretaker governmdditlogue’s (CPD’s) Independent Review of
coincided with declaration of a State of EmergencyBangladesh’s Development (IRBD) was released in
Bangladesh. Unlike other CTGs, the tenure of thiane 2007, just prior to the placement of National
government remained by and large undecided. TBedget for FY2008. The purpose of that CPD
CTG subsequently confirmed this situation to be gontribution was to invoke policy debate and
place till the end of 2008. In terms of scope, the neliscussion with regard to assessment of outcomes of
CTG decided to go beyond the limited task dfY2007 and the outlook for FY2008. The present
preparing for the election. Important reform initiativeshapter of this particular IRBD volume, the final
were undertaken that were thought to be crucial fiarading of IRBD 2007, is an update of this earlier
holding a free and fair election. The CTG also setrsion which has been enriched through access to
itself the task of addressing short and medium temore recent data and information.

ISS:erfw nof eMCOHOi\T'Cdr:/evempi?etm r?ndti go%is chapter of the IRBD first highlights the unique
governance. Massive € against corruption Wagy o5 of FY2007 and then takes a closer look at
ta}ken r_|sk|ng Sart L n_eganve IEEEss Tzl ublic finance, monetary sector, real economy and
dlsrupt'|on' o sup’ply qhaln anq °"e.ra” TEE %<ternal sector. Finally, the paper seeks to articulate the
alongside investors’ confidence with a view to benedustlook for FY2008 and anticipate some of the
(G 1) 4712 U219 UL challenges for the caretaker government in the coming
Inspite of the environment of creeping politicainonths.

2. BENCHMARK SITUATION IN FY2007

2 1 Macroeconomic Benchmark at the However, the fiscal balance remained fragile,
Beginning of FY2007 underpinned by perennial factors such as poof

revenue mobilization, high growth of revenued
Fiscal year 2005-06 (FY2006) concluded withempenditure, weak implementation of public¥
respectable growth rate of 6.71 per cent (thisvestment programmes and low foreign aid9
provisional figure was later revised to 6.62)isbursement. Macroeconomic correlates we@
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further strained, owing to moderate credigustained manufacturing growth, robust export
expansion in manufacturing and agriculture sectaysowth, rejuvenated capital market and buoyant
The balance of payments situation came undemittance flow. Reform efforts were also giving
some pressure, particularly balance of trade,same positive results such as improvements in the
imports continued to surpass exports, nonethelegsrt operation, movements of goods, strengthening
buoyant remittance flow emerged as the saviafrthe Anti Corruption Commission etc.
e et Tee0et cushor MMowever, the posiive developments were

. . .accompanied by other factors that undermined the
current account. While a shortfall in foodgralp

roduction remained a concern, respectable gro nctions of the economy. These included weak
P . ; P grovy gregate revenue mobilisation, higher revenue
in  manufacturing sector was a welcom

o ) enditure, all time low implementation of ADP,
development. On the flip side, FY2006 experience Zis of fertiliser availatl?ility fall in gross

sustained inflationary trend with rural pOpUIatiOHisbursement of agricultural credit, stagnant

being the vyorst V!Ct'm' Frequent power outag(?g dgrain production, acute shortage of electricity
were a reality, which affected not only trade a

investment, but also disrupted normalcy in publ d delinquent enforcement of new pay scale in
. . rup yinp e RMG sector. There was also the increasing
life. Capital market failed to attract increas

. : : . political turmoil culminating with the changeover
liquidity from the domestic sources, while poli Y a reconstituted CTG in the middle of FY2007
decisions on some large scale FDI proje '

remained unresolved is coincided with the declaration of a State of

' Emergency that has continued till the present time.
_ . The consequence of the adverse factors was
2.2 Major Developments in FY2007 aggravated by a serious price-hike of essentials
FY2007 witnessed a number of developmenffdroughout the year, fuelled by both domestic
which had positive implications for themarket inefficiencies and the increase in global
performance of the economy in that period. The§@mmodity prices, pushing economic management
included improvements in income tax collection, 0 its limits.

3. ASSESSMENT OF THE MTMF

The macroeconomic policymaking during FY20@gowth rate compares favourably for FY2006 and
to FY2008 is supposed to have been prepareds reasonably within target limits for FY2007 (it
within a Mid-Term

MacroeconomicC Table1: Measuring budget performance with PRSP targets (output)

Framework, as Macroeconomic FY06 FY06 FY07 FY07 FY08 FY08
contained in the indicators (PRSP)  (Actual)  (PRSP)  (Revised) (PRSP)  (Budget)
national PRS  output

doc_umenf-. Table_-l Real GDP growth (%) 6.5 6.6 6.8 6.5 6.9 7.0
depicts a comparison  consumer price Index 6.5 7.2 6.0 7.0 5.5 6.5
of the MTMF targets Gross Domestic

and actual investment (% GDp) 220 2T 24.5 25.3 25 E
performances icor 38 3.7 3.6 3.9 3.6 3.7

aChIeved durlng the Source: PRSP, MTBF and Budget Documents.
period under review.
As may be observed from the table, the GDIR expected to be scaled down however); on the

lThe Ministry of Finance has recently updated the MTMF providing a new set of projections for FY08, FY09 & FY10.
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contrary, the actual inflation rates were above thased on PRSP-indicated employment-GDP
target rates, while the gross domestic investmetdsticity.

rates were below their targets. If the PRS estimates of job creation are assessed in

Table-2 continues with the comparison of PRSRIe context of the information provided by the
macroeconomic targets with correspondingew labour force survey (LFS) 2005, 30.6 lakh new
achievements, particularly with respect t@mployment opportunities were projected to be
government accounts.

Table 2 : Measuring budget performance with PRSP targets (Government accounts)
The revenue targets (as :
t f GDP as Macroeconomic FY06 FY06 FYO07 FY07 FY08 FY08
per cent o indicators (PRSP) (Actual) (PRSP) (Revised) (PRSP) (Budget)

mentioned in the PRSP)

. Government Accounts (% of GDP)
were not met in FY2006

Total Revenue 11.0 10.8 11.3 10.6 11.6 10.8
and FY2007 and have

. Tax 9.0 8.7 9.2 8.4 9.6 8.6
been slashed down in the NonT 20 a1 )1 )5 20 a5
budget for FY2008. Total onax ' ' ' ' ' '
public expenditures (as per Total Expenditure 15.5 14.2 15.0 14.3 15.3 16.4
cent of GDP) were lower Current Expenditure 8.6 8.4 8.7 9.2 8.6 9.4
than their targets in Of which: Interest Payments 1.7 1.9 1.6 2.0 1.7 2.0
FY2006 and FY2007 ADP 5.9 4.7 5.6 4.6 6.0 5.0
primarily due to slack | Overall Balance (excl.Grants)  -4.5 -3 3.7 3.7 3.7 5.6
implementation of the Financing (net) 45 3.0 37 3.7 3.7 5.6
ADP, whereas for FY2008 Domestic financing 2.0 2.2 1.9 2.1 1.7 3.6
the target has been put at Borrowing from the
a higher level. However, Banking System 0.9 1.6 1.2 1.4 1.1 1.2
the incremental Non-bank borrowing 1.1 0.6 0.7 1.0 0.6 0.8
government outlay is Foreign financing 25 0.8 1.8 1.6 2.0 2.0

g Olng to take place mal n Iy Source: PRSP, MTBF and Budget Documents.

in the form of revenue . . .

expenditures, rather than that of developmeﬁjez’lt.e.OI in FY2007. Estimation from PRS-bas.ed
expenditures. The overall deficit in FY2006 ant asticity approach suggests that only 1.0'4 lakh jobs
FY2007 remained within the PRSP targets due T§Y _actu_ally have been created in FY2007,
serious shortfall in development expendituréeSUItIng In a shortfall of 20'.2 lakh. It may be
although the fiscal deficit is set to increase glcalled here that 12 Iakh new job seekers enter the
more than 1.5 times in FY2608Domestic bour market annually in Bangladesh.

financing overshot the target due to lack o&s was noted above, PRS targets imply that more
adequate foreign financing and bank borrowirigan 30 lakh jobs have to be created in FY2008 if
emerged as the major source of domestic

financing, Surpassing the targets in eaEiﬁurel:Total employment: FY2006-FY2008

year. Conversely, foreign financing 3zs

steadily underperformed, putting@ 3.0

pressure on the limited domestic sourcesg 2(5)

g 1.54

3.1 Employment 10

0.54

Labour market analysis carried out at the ool
CPD indicates that there is a significant FYo6 FYo7 FYo8

gap between the emp|oyment projectiong PRSP target = PRSP elasticity-based projection. Employment excluding unpaid labour
mentloned |n the PRSP a.nd projeCtionsajrce:CPD‘scaIcuIationbasedonPRSP.

2This also includes the liabilities of Bangladesh Petroleum Corporation.
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those targets are to be attained (given the new LtR&t, given the macro-correlates, it will be highly
information). However, the CPD analysis suggesthallenging even to meet the 12 lakh mark. Thus, a
Figure 2 : Growth rate of total employment: FY2004-FY2008 wide gap is observed between the two
projections on the growth rate of
709 employment. As per the PRSP projection,
zg \/// the growth rate of employment will be
4:07 around 5.7 per cent in FY2008, whereas it
30, is only 2.4 per cent according to the

(in percent)

20 elasticity approach. In both cases, PRSP
104 employment projections and its growth
0.0 ‘ ‘ ‘ ‘ . rates appear to be over-estimated when
FY04 FY05 FYO06 FYo7 FYo0s one considers an employment-GDP
——PRSPtarget —— PRSP elasticity-based projections elasticity of 0.34, as the “base case” as
Source: CPD's calculation based on PRSP. indicated in PRSP

4. ASSESSMENT OF BANGLADESH ECONOMY IN FY2007

4.1 Growth, Savings and Investment banking and housing & real estate sectors was
somewhat adversely affected by the anti-graft drive
GDP Growth of the CTG. Moreover, inflationary pressure
According to preliminary estimates, Bangladeghcompanied by upward revision of the energy
economy is set to post 6.51 per cent GDP growghice (in April, 2007) also had negative impact on
investment and growth. Hence, the CPD

Figure 3 : GDP growth in Asian countries anticipates that the initial growth estimate may be

10, = FY2005 F2006 revised downward, once data for the full fiscal year
-y is available.

= 7] 8.99 : . .

£ 1] 752 N 8.00 Compared to the major Asian counterparts,

S g 6.51 6.20 ,

g7 Bangladesh’s GDP growth rates appear to be
3 regular, not exceptional. South Asia as an entity is
fj going through a moderately high growth trajectory.
0- Bangledesh ndia Pakistan siama veman Inflation is also high regionally and maintaining

macroeconomic stability remains the foremost
challenge for the policymakers of this region.

Source: CPD-IRBD database

in FY2007. The preliminary estimate of GDP is
generally made on the basis of six to seveigure 4: Inflation in Asian countries
months’ data of the current fiscal year. However,

the proxy indicators suggest that the €COoNOMIC |  =FY2005 =FY2006

growth had slowed down in the last half of

FY2007 compared to FY2006. First, crop sectcﬁ |

showed marginal growth while poultry sector W&gse’ 66
affected by theavian flu syndrome. Second |

manufacturing growth (other than exports) had *

been modest due to pOI|t|Ca| turmoil COUpIed Wlth Bangladesh (CPl)  India (WPl)  Pakistan (CPl)  SriLlanka (CPl)  Vietnam (CPI)

the energy crisis. Third, growth of construction,, ... croiren dambsse

3Bangladesh, Government of (2005). Unlocking the Potentials: National Strategy for Accelerated Poverty Reduction. Dhaka: General
Economics
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