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Country: Bangladesh

Social and Economic Background of Bangladesh

According to the World Bank, Bangladesh’s total population was 135 million in 2004, 61% of which was between the ages of 15 and 64. The annual population growth rate has fallen to 1.5 percent from a much higher level in 1970’s. In 2000, 36% of the population lived below $1 per day and 83% of the population lived below $2 per day. The World Bank reports that GDP per capita PPP adjusted was $1875 current international dollars, a 5.92% increase from 2003. The World Bank reports the informal sector accounted for 35.6 percent of GNI in 2004. Bangladesh’s GINI coefficient was 0.32 in 2000. The World Bank estimates that Bangladesh’s M2/GDP ratio was 0.39 in 2004. Bangladesh had a net inflow of $102 million in foreign direct investment in 2003, according to World Bank data. The country received $1,393 million in foreign aid and development assistance during 2003 based on OECD data. Bangladesh is considered one of the least developed countries.
Agriculture, exports of clothing and textiles and services were the main drivers of growth over the last two decades. According to an estimate made by World Bank, PPP adjusted GDP per capita was US$1770 in current international dollars in 2003, significantly higher than GDP per-capita measured in nominal US dollars. The official unemployment rate in Bangladesh is in the single digits but there is wide recognition that the extent of underemployment is widespread. The informal sector is large and according to one estimate accounts for as much as one-third of national income.
The structure of the Bangladesh economy has undergone major change over the years. Agricultural contribution to GDP fell to about 23 percent in FY2003-04 from a much higher level in earlier decades. At the same time, the contribution of industry increased to about 27 percent and the services sector (notably trade and transport and government services) accounted for the balance of about 50 percent. Bangladesh’s earnings from merchandise exports has grown at a double digit rate since the early 1990’s and the level reached US$8.6 billion in FY04-05. Remittances also grew fast during the period and reached US$3.8 billion in that year. The payment for merchandise imports, on the other hand, was US$11.8 billion in FY04-05. Despite large deficits in the trade balance, in recent years, Bangladesh has maintained a positive balance in external accounts, which turned into a negative position in FY2004-05 due to rise in world commodity prices, notably oil.  In June 2005, Bangladesh’s gross foreign exchange reserve position was US$3 billion or about 2.7 months of import cover.

The currency of Bangladesh is the Taka (Tk). The fixed exchange rate system was removed and the Taka was floated against all major currencies at the end of May 2003. The average exchange rate was Tk58.15 per US$1 in 2003 and moved to Tk63.75 per US$1 in June 2005, with most of the change taking place in the first six months of 2005 reflecting pressure on the external balance of payments position noted above.

The Financial Sector Assessment Program (FSAP) of the World Bank and IMF is underway in Bangladesh.

Doing Business in Bangladesh

Significant improvements have been made in liberalizing and deregulating the investment and trade regime. The pace of reforms has also picked up speed in recent years. However, the cost of doing business is still high. According to the World Bank’s Doing Business report, Bangladeshi entrepreneurs must complete 8 procedures to open a business over a 35-day period.  There is no minimum requirement to register a business. The cost of creating collateral is equal to 21% of per capita income, according to the World Bank. The World Bank’s Credit Information Index rates Bangladesh a 3 on a scale of 0 to 6. The Disclosure Index, the World Bank’s measure of government protection of investors, rates Bangladesh a 3 on a scale of 0 to 7.

Regulatory and Legal Environment of Bangladesh

The World Bank reports that 29 procedures over a period of 365 days are required for a plaintiff to file a lawsuit and be compensated. The associated costs of enforcement, legal assistance and court fees require 91% of income per capita. According to the World Bank, it takes 4 years to file for bankruptcy, costing 8% of total estate value. Creditors in Bangladesh generally recover 23.2 cents of every US dollar lost.
Bangladesh Bank raised the minimum capital requirement on a risk-weighted basis from 8 percent to 9 percent or to BDT 100 crore (whichever is higher). As a result, the capital adequacy ratio has increased from 10.9% in 2000 to 13.3% in 2004.
Microfinance in Bangladesh is loosely regulated, according to CGAP. Commercial and specialized banks, as well as Grameen Bank, are regulated by Bangladesh Bank, but the estimated 1000 NGO-microfinance institutions (MFIs) are not regulated or supervised by the central bank. The growing concerns of how to regulate Bangladesh’s rapidly expanding and loosely supervised microfinance market prompted the Government to create a Microfinance Research and Reference Unit (MRRU) in 2000. The broad parameters for monitoring and regulation have been agreed to and the MRRU has started collecting the relevant information from the MFIs. A draft legislation for regulation is being reviewed by the Government for presentation to the Parliament. Most large- and medium-sized MFIs receive funding from the Palli-Karma Sahayak Foundation (PKSF), a capacity-building and funding organization that provides regular monitoring, financial and performance rating, and system building services. Commercial banks also supply limited performance monitoring for MFIs that borrow from them.

Based on CGAP information, microfinance in Bangladesh is defined as any loan less than US$ 250-300 that is repayable within 12 months, regardless of the name given to the loan. 

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Bangladesh

Banks dominate the financial sector and other financial institutions play a relatively minor role in the economy. At present there are 49 banks in the country, of which 30 are privately owned commercial banks (PCBs), 10 are foreign owned commercial banks (FCB), 4 are state owned nationalized commercial banks (NCBs) and 5 are development finance institutions, all operating under the license and supervisory authority of the Bangladesh Bank (the central bank of the country). In recent years, the banking industry witnessed a number of positive developments.

During 1998-04, the market share of PCBs in the banking sector increased from 34% in 1998 to 51% in 2004 while that of NCBs declined from 53.5% to about 40%. During the same period, PCBs share in bank deposits increased from about 34% to about 52% while that of the NCBs declined from about 61% to about 43%. Overall performance of the banking industry also improved substantially during 2000-05 period.

Bangladesh has 4 nationalized commercial banks, 5 government-run banks, 30 domestic private banks, 10 foreign banks, and 28 non-bank financial institutions. The 4 nationalized commercial banks command 54% of deposits and operate 55% of bank branches. 

MFIs are ubiquitous in the Bangladeshi microfinance market. There are close to 1000 NGOs with microcredit services operating in more than 40,000 villages in Bangladesh. Most MFI services include only loans and voluntary savings, but insurance, leasing, social programs, training and consulting are sometimes available. Microfinance is also provided by government-funded initiatives and international agencies, such as the World Bank and UNDP. PKSF works with about 200 partner organizations (POs) in every region of Bangladesh, providing regular monitoring, financial and performance rating, and system-building services, in addition to funds. 
Commercial banks also supply limited performance monitoring for MFIs that borrow from them. Most of the small and medium sized MFIs and two of the largest MFIs, Association for Social Advancement (ASA) and Bangladesh Rural Advancement Committee (BRAC), have reached financial self-sufficiency. However, the majority of microcredit providers are small, subsidized, low-performance NGOs. As of June 2002, MFIs have disbursed USD $ 5.21 billion.

Nevertheless, the World Bank estimates that some 15%t to 20% of the poorest are shut out from microcredit services due to their “high risk” status. However, efforts have been launched recently to bring these ultra poor under microcredit coverage. The government has provided about US $ 33 million to PKSF for this purpose through budgetary provision. 
Activities of Bangladesh’s National Committee

The National Committee of Bangladesh was created to integrate financial practices in the public and governmental spheres and to reach potential microfinance clients. A great effort has been made to link the activities of the National Committee with goals of the UN International Year of Microcredit (YOM). 

The National Committee of Bangladesh members encompass a range of government, private sector and NGO bodies. Government members include the Ministry of Finance, Ministry of Rural Development & Cooperative Division, Ministry of Fisheries & Livestock, and Ministry of Women & Children Affairs. The private sector is represented by the Islamic Bank of Bangladesh. The NGO sector is well-represented by a variety of concerns, from Grameen Bank, a pioneer in the field, to BRAC and PALLI KARMA-SAHAYAK. Bangladesh Bank represents the public banking sector. PKSF is the focal point for National Committee.

The three goals laid out by the UN of filling information gaps, raising public awareness, and building commitment have all been addressed by the National Committee of Bangladesh. 

Activities of the National Committee include special supplements published in English and Bengali newspapers on the inauguration day of YOM, features published regularly in the national newspapers throughout the year, and a booklet entitled “State of Microcredit.” Furthermore, meetings with beneficiaries and stakeholders will be arranged year round and talk shows, features and success stories about microcredit activities will be distributed through national broadcasting centers and other electronic media. The National Committee plans to hold seminars, symposiums, and rallies, in addition to featuring documentary films and audio-video shows for the public. National and local fairs will be held to promote borrowers’ products. Bangladesh also plans to publish reports of successful MFIs and microcredit borrowers, and hold essay competitions and debates on issues pertaining to microcredit activities. Awards will be given to successful managers/field workers and other applicable individuals. Finally, the YOM slogan will be printed on calendars, diaries, pads of paper, and envelopes of various organizations. Committees at the Local Administrative Unit have been constituted for the successful observance of the Year of Microcredit.
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