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EBLSL Money Market Update
Liquidity Position in Bangladesh’s Money Market
The money market in Bangladesh has witnessed tight scenario for the last two years that hit hard the capital market
as well. A number of factors contributed to the liquidity shortfall in the money market. We had a very slow deposit
as well as private credit growth till 2015-16. Excess liquidity in the banking industry reached to as high as BDT 1,253
bn in October, 2017 that ultimately resulted into handful
Key Reasons for Liquidity Crisis:
disbursement of loans by the private commercial banks. In
Slower deposit growth as compared to loan
2017, the banking sector in Bangladesh has witnessed attractive
growth
growth in private credit crossing the target growth rate while
Highest ever NPL in the banking industry
slow growth in deposits. Private credit growth stood at 19.06%
Reduction of AD ratio as per central bank
as on November 2017 against the target rate of 16.50%.
requirement
Meanwhile, the quality of loan disbursement was also a factor
BB’s injection of USD in money market
that contributed to the later liquidity crisis in the industry.
Handful amount of loans turned out to be defaulted and as on
Q1 ’19 total amount of NPL by the Banking sector stood at BDT 1.11 trillion compared to BDT 0.93 trillion in 2018.
However, actual amount of default loans were much higher than the reported amount. Higher NPLs also increased
the cost of fund for the banks, requiring higher spreads. Aggressive lending by the banking industry in an
environment of slow deposit growth resulted into higher advance to deposit (AD) ratios than the regulatory set
standard. In June 2018, BB instructed banks to bring down the AD ratios and also decreased the AD ratios to 83.5%
for conventional PCBs and 89.0% for Shariah based banks (which was extended four times and current
implementation deadline is on September, 2019). In order to comply with the AD ratio limit, banks became
aggressive to collect deposits at a higher rate and had to slow down their loan disbursements. Due to greater access
to public sector deposits and due to having lower AD ratio, state owned banks suffered less liquidity stresses.
High import growth during FY’17 also created stress in the
interbank foreign exchange market, requiring BB’s USD sales to
commercial banks, which further squeezed the liquidity in money
During 2017-18 trade deficit widened, there
market that time. External imbalances caused by high import and
was stress in the forex market for which BB sold
slowdown in export and remittances was also contributed to the
USD to CBs.
liquidity stresses. Recent improvement in remittance and export
Both export and remittance slowed down
which worsen the situation further
growth is helping to uplift the foreign currency reserve. Currently,
foreign exchange market is moderately stable and BB is no more
required to sell any significant volume of USD to the private commercial banks to meet their LC obligation.
Current Liquidity Shortfall Scenario Is
Different from That of 2017-18:

Government continued its borrowing from central bank, PCBs, as
NSC Sales Growth Aided Further to
well as through the sale of NSC to household that contributed to
Liquidity Shortage:
the rising interest rates, slower deposit growth in the banking
Increased
public borrowings from BB, PCBs
sector and liquidity stresses. In response to low interest rate
and through NSC caused interest rate to
offered by banks, high yield from National Savings Scheme
increase and a slowdown in bank deposit
Instruments (as its not determined through market mechanism)
Initiatives have been taken to check NSC
lured away household savers from bank deposits in FY2017-18 that
sales growth to a pleasant level i.e. within the
contributed to significant liquidity crunch in the banking sector. The
target set at the beginning of the year.
sale of National Savings Certificates (NSC) during July-May, 2018-19
was BDT 836.31 bn (an increase of 14.41% YoY). Net borrowing of the government through NSC in July-May FY’19
was BDT 467.31 bn which was BDT 433.64 bn in July-May FY’18. Government’s revenue shortfall remains a concern
that will require further reliance on the bank borrowing by the government. However, in response to the demand
from the bankers, the government has already taken various measures to control borrowing through the issuance
of NSC.
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EBLSL Money Market Update
Commercial banks purchase bills/bonds from government auctions shows a descending trend (during July, CBs were
not required to purchase whole amount from government auctions). This resembles, central bank has effectively
pushed money in the economy. But we are yet to observe government borrowing pattern before commenting on
the sustainability of this current improved liquidity position. But prior to July ‘19, government has borrowed
significantly higher than the initially announced amount. If there is adequate liquidity in the money market,
Bill/Bond rate will decrease. So, still there remain concern regarding the issue and this is not yet the right time to
comment regarding interest rate movements.

Excess liquidity shows a turnaround from its shrinking condition
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Excess liquidity in the banking industry continued to witness sharp fall since October 2016, however, excess liquidity
has made slight positive turnaround since February after witnessing a straight downtrend for most part of the first
half of FY’19. However, recent notifications by Bangladesh Bank for maintaining CRR and SLR for Offshore Banking
Units (OBUs) may create further pressure on excess liquidity position. As a consequence of this, recent
improvement in excess liquidity (during June it reached to BDT 856 bn) may be offsetted and resulting in excess
liquidity hover around BDT 600-650 bn.

Public Sector Credit growth may remain within the programmed level as higher target was set for
HY1 FY’20
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Public sector credit growth has grown significantly in the Mar ’19 - May’19 period compared to previous year due
to an increase in expenditure of Government’s Annual Development Programme (ADP) projects before the
announcement of National Budget. However, the target for HY1 of FY’20 is lower than the current growth rate
which indicates public sector credit growth may decrease from its current level and oscillate around programmed
level in the coming months (programmed growth for HY1’20 is 25.20%).
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Private Sector Credit Growth may imporve, but achieving the target growth will be challanging
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Private sector credit growth has failed to achieve its target in FY’19 with long margin. However, BB has set a higher
target for HY1 FY’20. Also, the last year’s super normal increase in public sector credit growth may have some
positive impacts on the private sector credit growth rate (mainly due to increased activities in private sector
which take place after some developments in public sector) in coming months.

Riding on higher export expectation, incentives as well as initiatives for remitting more from
expatriates throgh legal channel and stagnant import growth anticipation may ccontribute to BoP
improvements
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Export has increased by 11.45% in this period, while import has increased by only 2.62%. Lower import growth
compared to export growth helps to reduce the trade gap which eventually aided money market conditions. Export
target for FY’20 has been fixed at $54 bn (15.2% growth than that of last year); moreover, LC opening for both
capital machinery and industrial raw materials shows decreasing trend. As a combined effect, this may improve
trade deficit in coming days.
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Remittance collection reached a record $16.40 billion in FY’19. Private Banks attractive commission for remittance,
azhagrowth
BB’s crackdown on “Hundi” to increase remittance through the formal channel, BDT’s moderate depreciation
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against US Dollar have contributed in the increased growth in remittance. Up to May ‘19, current account deficit
has decreased by 40% Y-o-Y. Besides, remittance increase of 11.74% during the same period has further contributed
in the reduction of current account deficit. To encourage money remit through legal channel, government has
declared 2% cash incentive (effective from July’19) and this may help to retain current growth in remittance.
Already the positive impact of this has revealed because during July’19 remittance inflow was $1.59 compared to
$1.32 last year.
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BB sold $2.34 bn to commercial banks in FY’19 compared to $2.31 bn in FY’18. BB has only injected $36 million in
July FY’20 while the average injection was $195 million in FY’19. BB has expressed in recent Monetary Policy
Statement (MPS) that, it does not have any intention to intervene as of now, as the current demand- supply
situation of US Dollar against BDT appears to be satisfactory.
Exchange rate has hovered around BDT 84.50 in the last few months. Exchange rate is expected to remain close to
this level as there is no unusual demand pressure for US Dollar. Even though it is anticipated that remittance may
retain its current growth, any increase in import will offset that which will eventually lead to depreciation of BDT
against USD.

Trade deficit is narrowing due to better export growth and expatriate remittance, while import is
decreasing with stable reserve, country’s ability to meet import bill is improving
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LC Settlement has increased by 6.03% in FY’19. Whereas, LC opening has decreased by 16.81% in FY’19. Increased
growth rate of LC settlement can have slight adverse effect on Foreign Exchange Reserve in the short term.
However, downtrend in LC opening growth rate indicates lower import payment going forward. Besides, due to
no significant payment to Asian Clearing Unit (ACU) in recent months (outstanding import bills and interests are to
be paid at the end of every two months among the ACU member countries, last payment was made in July) Foreign
Exchange Reserve has improved in August’19.
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Inflation rate stayed below the target level owing to higher rice production which did not let food price to shoot up
during FY’19. However, the core component of inflation (excluding food and fuel component) is rising steadily.
Increase in gas price, implementation of new VAT law and probability of moonsoon flood poses challenge to
inflation stability in the days ahead.

Call money rate shows some degree of volatility prior to Eid and raising demand from NBFIs, an eased
money market will bring down this to a pleasant level
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Call money rate has stabilized at the last quarter of FY’19. During July ’19 Call Money Rate decreased to 3.46%
though it was still at a higher level compared to 2.17% in July’18. Ahead of Eid, demand for money was higher
which may push up the call money rate. Besides, liquidation of PLFS resulted in some panicked deposit withdrawal
from NBFIs and they increased their borrowings from call money market which may raise call money rate.

Recent initiatives depict government is less reluctant to increase their interest burden through the
issuance of NSC to high net worth individual and intend to rationalize NSC sales growth above the
target set at the beginning of the fiscal year
Govt. Borrowing through NSC (in BDT bn)
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Govt. borrowing through NSC this year again exceeded both
original and revised target (Original target- BDT 261.97 bn,
revised target- BDT 450.00 bn). Measures like mandatory TIN
requirements, introduction of online database and imposition
source tax of 5%/10% have been taken to rationalize the NSC
sales growth rate while lowering government’s interest
burden. These measures may check the abuse in investments
in the government saving tools by high net worth individuals
rather than for those this scheme was designed. Thus,
government borrowing through NSC may be declined or
remain within the target set by govt. in this fiscal year.

Source: https://www.bb.org.bd/pub/monthly/selectedecooind/magecoindjul2019.pdf
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Recent spike in bank borrowings through REPO during liquidity shortfall and its restoratioon to normal
level demonstrate central bank’s efficiency while using REPO tool to control money market operation
Banks Borrowing through REPO (in BDT bn)

Banks borrowings from central bank have skyrocketed during
last quarter of FY’19. Banks borrowing from central bank through
repo stood at BDT 998.16 bn in FY’19 compared to BDT 0.96 bn
last year. Central bank through their REPO operation provide
support when there was shortage of liquidity in the market
which restored to normal in current quarter. In latest MPS, BB
has expressed its intention to remain cautious regarding the risk
factors while implementing the monetary policy objectives for
FY’20 and if as well as when require may use REPO operation to
facilitate stability in the money market.
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A downtrend in Libor Rate suggests cheap alternative source for borrowings specially in case of
borrowing for mega projects and budget deficit financing
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Libor rate has showing downward trend from January of this year. Libor rate currently stands at around 2.0% (down
from 2.85% in December ’18). So, borrowing fund from this alternative channel has become less costly.

FDI which has already reached its highest level last year and favorable conditions may attract new FDIs
also
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Foreign Direct Investment (FDI) net inflow in 2018 has observed a YoY 67.94% growth mainly due to Japan Tobacco
Company’s acquisition of Akij Group’s tobacco business with the biggest ever single Foreign Direct Investment
worth $1.47 billion. In Jan- Mar of 2019, FDI net inflow has grown by 105.56% YoY. The increased FDI net inflow
may have a trickle-down effect in the overall money supply growth and will improve the liquidity scenario as a
result. Sound economic conditions, political stability, ongoing mega projects and initiatives to establish 100
Special Economic Zones (SEZs) by 2030 may lure FDI in coming days as well.

Spread may be squeezed but interest rate may not move upwards from this current level
Lending rate reached 9.95% in June ’18 but from the very beginning of FY’19 it started to decline (mainly due to
slower credit growth in private sector). Deposit rate hovered around 5.25% to 5.46% during FY’19. Both deposit
rate and lending rate declined but the decline of lending rate was higher than the decline of borrowing rate because
banks had to collect deposit to adjust their advance-deposit ratio as well as there was shortage of liquidity which
actually shrink the spread. As stated, current money market scenario is better than what we observe at the first
half of 2019, so it can be expected that interest rate may not increase further from current level.
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Concluding Remarks
Controlling inflationary pressures will still remain a challenge for Bangladesh Bank because gas price has been
revised upwards while implementation of new VAT law is already underway. Moreover, attaining desired growth
amid threats from external factors like rising geopolitical tensions, global trade war, and instable commodity price
may posit challenge as well. Unlike 2018, current money market situation is more relaxed mainly due to narrowed
current deficit (riding on export, remittance growth and comparatively lower import), stress relief from foreign
exchange market and reformation measures for scheming NSC sells. Money market may remain stable or improve
in the short run because central bank may not impair their inflation containment target by adopting expansionary
money flow more than required for attaining the target growth. In the long run, financing of the ongoing mega
projects, debt servicing for both local and foreign borrowings may challenge money market stability.
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Meet the Expert
Mr. Md. Shaheen Iqbal is the Head of Treasury & Financial Institutions at BRAC Bank. He has experienced in
the arena of Treasury Management and Relationship Management with global and local counterparts. Mr.
Shaheen started his career in BRAC Bank in 2004 as a Manager of Asset Liability Management (ALM). Prior
to that, he worked in BEXIMCO and Dutch Bangla Bank Limited. He became Head of Treasury & Financial
Institutions in 2014 and acquired vast experience in foreign exchange, money market, capital market, asset
liability management and relationship management with global & local financial institutions.
EBL Securities Limited Research Team had the opportunity to talk with Md. Shaheen Iqbal, CFA. He shared his thoughts on the
present money market scenario and outlook in Bangladesh. We take the pleasure to share an excerpt of the interview.
“It is not actually crisis, it was liquidity shortfall… liquidity position will improve as central bank has taken some steps to
address the situation”

Q. Please evaluate the present liquidity scenario in the banking system in Bangladesh? What are the reasons of
current liquidity crisis? How the liquidity crisis can be addressed/mitigated?
Mr. Md. Shaheen Iqbal: It is not actually crisis, it was liquidity shortfall as banks’ loan growth was higher than the
deposit growth for which banks faced the stress of that shortfall. If you look at the liquidity position recently, it is
somehow improved during the last two months. My opinion is that, liquidity position will improve as central bank
has taken some steps to address the situation. These initiatives and attitudes depict that liquidity scenario will easeup gradually.

Q. Excess liquidity in banking sector was shrinking up to February ’19 (from June ’18 to February ’19 excess
liquidity fell by ≈33%). During March’19 and April ’19 excess liquidity shows a reversal trend.
Mr. Md. Shaheen Iqbal: As mentioned earlier, liquidity situation is likely to improve with Bangladesh Bank
initiatives. If you look at developed economies, they are cutting interest rate to support economic growth and adapt
supportive monetary policy for their economy. Bangladesh should imitate similar policies. In terms of interest rates,
we are very much uncompetitive which posit challenge while competing with other countries. We should maintain
interest rate at a reasonable level. Government has increased foreign borrowing to support their budget deficit and
FDI is also improving (post-election impact which eventually improve the reserve positions also), so the situation
will improve by lowering pressure on local borrowing. We can say that overall balance is improving as export
growing, remittance increasing, imports decreasing. And their combined effect will stabilize the liquidity and
interest rate at a certain level.

Q. Call money rate shows a descending trend, current account deficit is narrowing, borrowing through REPO is
decreasing and NSC sales is also tightening. Government is approaching towards large LC payments (for both import
of capital machinery and petroleum). How the deferred LC payment of government mega project may affect this
situation? What is your view on this money market situation?
Mr. Md. Shaheen Iqbal: As I said, there are some initiatives from central bank, they are offering Repo which is a
great support for the market. Current account deficit is also decreasing so overall balance is stabilizing. For large
government project, a significant portion of the fund is borrowed from foreign sources. So this won’t exert huge
pressure on local money market. In last year, main challenge for the government was poor tax revenue, but recent
measures like VAT, increased tax in different segments, gas price adjustments will improve it. In our country, most
of the government projects are foreign financed (except Padma Bridge, its yearly allocation is also merely US$ 700800 mn) so large public expenditures won’t post any pressure on local money market if government can borrow
their intended fund properly from foreign sources. Overall import is decreasing even after the adjustment for oneoff LC i.e. for Rooppur Power Plant last year. Both export and remittances are growing. So overall balance is better
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than earlier. We can tap sovereign bond as well, as our external borrowing is not that much which will ease the
market liquidity. So, I think, there is no significant challenge for the money market in the days ahead. For short term
period, money market situation will improve with supportive monetary policy measures, in medium–term this will
be stabilized and in the long-term it depends highly on how well we collect revenue implement our mega projects
and arrange foreign financing.

Q. Banks and FIs have been offering high interest rates to attract depositors. What would be the resulting impact
and your expectation regarding interest rate movements?
Mr. Md. Shaheen Iqbal: This is a challenge for us because due to this higher interest rates our ‘cost of doing
business’ is growing up. This has also made us uncompetitive while competing in global business arena. Interest
rates should be at a reasonable level for both depositors and borrowers. My expectation is that this will decrease
slightly in the next 6-months. If we compare current situation with 2013-14 (when interest rate was high and excess
liquidity wasn’t that much), during that time money supply was excessive and were used as a tool to reduce interest
rate which ultimately create inflationary pressures. But this time monetary management is better because money
supply was cautiously controlled, there is no indication of collapse in interest rate like 2013-14 rather will gradually
be stabilized, most importantly this time we won’t have much inflation challenge. So there is still room for adding
money supply.

Q. Regulators constantly pressurizing to implement single-digit interest rate. How much feasible is this to
introduce single digit interest rate in Bangladesh?
Mr. Md. Shaheen Iqbal: ‘Single-digit’ interest rate is an ‘aspiration’ only and the interest rate should be ‘marketdriven’. If inflation rate is 6%, savings rate should be at least 6%, considering risk premiums deposit rate may be
around 6%-8%. Thus loan rate will also increase. ‘Single-digit’ loan rate can become prime lending rate, but in our
scenario, where central bank is strongly monitoring where you can’t charge fee for every service, ‘single-digit’
interest rate might not be feasible.

Q. Bangladesh Bank has continued to inject US dollars in the banking sector to stabilize the volatility in the forex
market. How long BB will be able to supply dollars in the banking system to meet the growing demand of greenbacks
and stabilize the forex market? Do you think that BDT should be allowed to depreciate?
Mr. Md. Shaheen Iqbal: BB reduced their dollar supply in the market during last 2-3 months as market is having
sufficient supply. Right now we are experiencing market based exchange rate. So, if we allow to move our exchange
rate, it won’t move significantly as our overall balance has improved. Central bank may intervene mainly to support
government import so that market remains less volatile. Exchange rate may depreciate slightly as BDT is already
overvalued compared to other competing currencies.

Q. Inflation remained below the target set for FY’19 (inflation was 5.48% whereas target was 5.60%). Do you
think is there any inflationary pressure in coming fiscal year? Your inflation expectation for inflationary movement?
Mr. Md. Shaheen Iqbal: My opinion in this regard is that, due to some budgetary measures and gas price increase
there might be some inflationary pressures. As domestic production is satisfactory and international commodity
price is in downtrend, if flood doesn’t put big challenge, inflationary pressure will remain under control.

Q. Recently both remittance and export receipts hit their highest ever limit and import growth wasn’t that much
significant as well. All these have improved current account balance recently. Do you think this situation will remain
unchanged in coming days?
Mr. Md. Shaheen Iqbal: As said earlier, combined effect of all these have improved our balance of payment
conditions and reserve remains at a stable level. Both foreign borrowing and FDI are improving so this situation will
gradually be stabilized. We are in a good position as both FDI and foreign investment is growing. Both export and
remittance growth were good whereas import growth came down significantly. So overall current account balance
will continue to improve in days ahead.
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Q. Private sector credit growth is lagging behind the target set by government. What may be the probable
impact on private sector credit growth considering the ongoing mega projects undertaken by the government in
days ahead? Consistent lower growth in the private sector is hindering the expansion of industrialization and in this
circumstances how we will move towards our SDG/Vision 2021 goal?
Mr. Md. Shaheen Iqbal: Private sector credit growth would be a challenge but our public sector is growing
aggressively and proper implementation of the ongoing projects will facilitate private sector in near terms. So,
efficient and quick implementation of the project within the timeframe will provide the benefits and post-election
activities depict such intention from the government as well. So, I think, move towards the desired goal won’t be
that much challenging.

Q. Recent liquidation of People’s Leasing and Financial Services (PLFS) has created concerns among investors
regarding financial sector stability. How will you evaluate this situation?
Mr. Md. Shaheen Iqbal: As you know, risk is an integral part of financial market operation. As some companies
have deposited their money to the aforesaid company even after its bleak conditions they have to feel the pinch.
This liquidation of PLFS may create a short-term turbulence but those who prepared themselves for such type of
risk and took cautious measures won’t be affected. Due to this decision of liquidation, some business will come out
as a winner whereas some will be looser. This carries a positive message that if a FI wants to liquidate, it has the
exit route and if the company aren’t operating properly, it will have to exit. Positive implementation of this will help
you to come out as a strong economy. Whereas, failure to do so will result in a difficult situation. But we should
implement this as it is better for overall economy and industry.

Q. What measures the regulatory bodies should undertake to address current liquidity situations?
Mr. Md. Shaheen Iqbal: Central bank has already taken some initiatives, they are offering regular Repo,
Government is borrowing significantly from central bank rather than commercial banks. Solutions for the money
market is proper use of the monetary tools to manage the market liquidity.

Q. Where do you see our Financial Service Sector in next five years? What changes may arise due to Fintech
development in regards to service delivery?
Mr. Md. Shaheen Iqbal: Fintech will change the way FIs deliver their services and will pose some challenges as well.
Globally, Fintech changed a lot in financial sector and this will take place in our market also. I think in the next five
years’, development will largely depend on how policy makers form their policies as well as enforce them. Besides,
how financial system pursue overall changes will decide where our financial sector will reach.

Q. What is the expectation from the capital market considering current money market scenario?
Mr. Md. Shaheen Iqbal: Main drawback that caused market to operate inefficiently is the lack of synchronization
of the policies regarding capital market. Besides, right now, incentives for being listed isn’t that much attractive
and less coordination among the regulators make it difficult for companies (even companies which are major
contributors of DSE market cap) to operate properly. General investors’ interests aren’t considered while
formulating policies, initiatives are yet to take to bring some giant companies (which are major contributors to our
economy) and all these hindrance toward making capital market a vibrant one. As you know capital market should
resemble the overall economy i.e. if someone wants to take exposure on an economy, they can take it by investing
in the capital market. But excluding the large industries, our capital market will remain a smaller part of the
economy and won’t represent the economy as a whole.
Disclaimer: All views and opinions expressed here are solely of the interviewed persons and neither represent
the views of EBL Securities Ltd. nor those of any of its associated institutions.
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Meet the Expert
Mr. Mehdi Zaman having 20 years of banking experience started his career with Eastern Bank Limited (EBL)
since February. 1999. During his professional career, Mr. Mehdi had experience working in Branches and
International Division before working as a Foreign Exchange Dealer in Treasury Department. He is MANCOM
member of EBL also a member ALCO, BRMC, and Basel II Committee. Mr. Mehdi is working as a core member
of yearly survey "Review of Treasury Operations in Banks" of BIBM and regularly delivers on the field of
Foreign Exchange, Risk Management, Dealing Room Operations and Assets Liability Management to various
Banks and BIBM.
EBL Securities Limited Research Team had the opportunity to talk with Mr. Mehdi Zaman. He shared his thoughts on the present
money market scenario and outlook in Bangladesh. We take the pleasure to share an excerpt of the interview.
“Policy makers are doing everything perfectly whatever they are required to do and supposed to do, there is no doubt. They are
absolutely open and positive as well”.

Q. Please evaluate the present liquidity scenario in the banking system in Bangladesh? What are the reasons of
current liquidity crisis? What is your opinion in this regard?
Mr. Mehdi Zaman: You know, there are two aspects of liquidity crisis; one is supply leading and another is demand
following. Normally, we assume demand following as liquidity crisis. This means, banks are not in position to meet
the liquidity need of clients. It is also termed as liquidity deficit. Excess demand is the sole reason for current
liquidity crisis. I think, currently we are in a cross road of liquidity shortage and liquidity surplus or in a transition
period. Current liquidity situation is solely demand driven, my aspiration is that, we may be in surplus liquidity
scenario within foreseeable future which was prevalent in 2015-16 (it’s like a cycle, one starts while another comes
to an end and vice versa). Current situation is purely demand driven as economic activities has increased, underlying
demand for money has increased compared to the supply of money which caused this situation. If you ask for
suggestions, there is no new policy required for addressing current situation (Major players in our money market
are: banks, depositors, borrowers and central bank. Central bank has already taken adequate policies to support
our liquidity environment). Prevalent policy measures are enough to improve liquidity position. But, the question
is why there is liquidity crisis after having sound policy. In 2017 and 2018, yield in bond market was low compared
to weighted average cost of deposit. As investment in bond market generated negative return and banks have no
other alternative investment opportunity, they had increased credit growth heedlessly. This action of bank had led
to high NPL as we have seen. Another phenomenon is, Government banks acted as the lone buyer of the bonds as
their AD ratio was only around 50%. Government banks had access liquidity. If they had done Repurchase
Agreements (REPO) with Central Bank and supply liquidity in the market, then the liquidity situation would have
been better. The dynamic forces are there to keep the market liquid, however the effectiveness of these forces
should be reconsidered.

Q. Excess liquidity in banking sector was shrinking up to February ’19 (from June ’18 to February ’19 excess
liquidity fell by ≈33%). During March’19 and April ’19 excess liquidity shows a reversal trend.
Mr. Mehdi Zaman: Reasons for excess liquidity is that bill, bond held by SOCBs are maturing and they are not buying
bill/ bond further using the retrieved fund.

Q. Call money rate shows a descending trend, current account deficit is narrowing, borrowing through REPO is
decreasing and NSC sales is also tightening. Government is approaching towards large LC payments (for both import
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of capital machinery and petroleum). How the deferred LC payment of government mega project may affect this
situation? What is your view on this money market situation?
Mr. Mehdi Zaman: If you look at last year scenario of foreign exchange market, which was simulated due to large
LC payment but this time deficit of dollar may not be as steeper as last year. LC growth of private banks has
decreased notably (which was diverted to SOBs) so demand of dollar for LC payment won’t be that acute which we
saw last year. I think dollar price may move up in moderate fashion. While injecting dollar by central bank to CBs,
domestic currency channels to central bank’s vault. But there is no sterilizing instruments for fetching the currency
back from Bangladesh Bank’s vault due to direct intervention made by BB in the foreign exchange market. In
abroad, other securities than government securities are also used in Repo. Loan to AAA rated corporate may be
securitized for the purpose of repo. Huge amount of money is required to be circulated to support the growth
target of 8%. Therefore, in intermediate terms, there may not be any liquidity shortage but there will be demand
for money. I don’t want to say anything about longer term period as its contingent on several other issues.

Q. Banks and FIs have been offering high interest rates to attract depositors. What would be the resulting impact
and your expectation regarding interest rate movements?
Mr. Mehdi Zaman: I must say, economic growth alone is enough to answer the resulting impact of this higher
interest rate. Current growth rate is above/around 7-8 %, this growth came from the demand of 160 mn to 170 mn
people. Previously, I mentioned that demand for money will prevail in the economy to support the expected growth
rate which means, there will be higher demand for loan than the supply of money. In free market regime, this
supply shortage is bound to push interest rate higher. We need to check one thing cautiously: whether the higher
deposit rate is a result of cartel? Right now it is not a result of cartel and is market determined, so it’s absolutely
fine. Although, this higher deposit rate may cause higher lending rate which may ultimately result in higher inflation.
Because we may need to assume 5.5% or higher inflation to support our growth target. Therefore, as I said, growth
and its nature will let us know resulting effect of this higher interest rate.

Q. Regulators constantly pressurizing to implement single-digit interest rate. CBs are mainly conducting spreadbased business along with fierce competition among banks for deposits. Fee-based income are not that much
consistent and we are yet to develop fee based services like developed countries. In this circumstances how much
feasible is this to introduce single digit interest rate in Bangladesh?
Mr. Mehdi Zaman: I don’t have any direct comments about the ‘single-digit’ interest rate. I am interested to
scrutinize whether this rate has been set through market discipline, i.e. demand supply framework and from market
competition. Deposit Rate: 6% and Lending Rate: 9% which means a spread of 3%. In case of determining the
interest rate, NPL plays a major role. We need to analyze whether we can cover cost of bad debt i.e. NPL from the
spread. Besides, we can’t cover operating expense through fees and commission. We need to depend on spread
for covering operating expenses. Robust financial modeling may require for addressing whether banks are
sustainable within a fixed 3% spread or not in this scenario of high NPL rate. Yes 1% spread might sound enough if
we cover our operating expenses and investor return from fee based income. As we need to depend on interest
income to cover those, so we need to require spread as well to run the business.

Q. Bangladesh Bank has continued to inject US dollars in the banking sector to stabilize the volatility in the forex
market (up to mid-June’19 total dollar sold by BB was USD 2.30 bn). How long BB will be able to supply dollars in
the banking system to meet the growing demand of greenbacks and stabilize the forex market? Do you think that
BDT should be allowed to depreciate?
Mr. Mehdi Zaman: I do not see any big depreciation of BDT in next six months. Demand for foreign currency is a
part of growth. In growing economy there will be higher demand for foreign currency, there is nothing wrong with
it as long as your interest rate is high. Because higher relative interest rate will entice FPI.
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Q. Inflation remained below the target set for FY’19 (inflation was 5.48% whereas target was 5.60%). Do you
think is there any inflationary pressure in coming fiscal year? Your inflation expectation for inflationary movement?
Mr. Mehdi Zaman: Macro variables are linked to each other. I mentioned earlier there will be demand for money
to support growth target. Higher demand for money will be resulted in higher inflation which we have to assume
to achieve targeted growth. Yes, there is flood issue in this year but I do not think casualty will be double or
quadrupled this year. At least I did not find any news as such. So the loss may remain in the same level like they
were previous years or may increase by 10% to 15% at most.

Q. Recently both remittance and export receipts hit their highest ever limit and import growth wasn’t that much
significant as well. All these have improved current account balance recently. Do you think this situation will remain
unchanged in coming days? Both Export and Remittance are growing whereas Import is decreasing but Foreign
Exchange Reserve doesn’t resemble this. How will you evaluate this situation?
Mr. Mehdi Zaman: Look, current account balance doesn’t consider future expected inflow or outflow. It just
considers what happened earlier. As per current data, I believe this situation of current account balance may remain
unchanged. US economic outlook is strong and they are one of the largest destinations of our export. Therefore,
export earnings is expected to increase. Foreign currency borrowing is also a part of foreign currency reserve. Most
of borrowings are more than 5-10 years back thus lot of maturities and resulting repayments are on the way.
Repayment of foreign currency borrowing may offset the effect of export earnings growth and import payment degrowth thus our reserve may remain stagnant.

Q. Private sector credit growth is lagging behind the target set by government. What may be the probable
impact on private sector credit growth considering the ongoing mega projects undertaken by the government in
days ahead?
Mr. Mehdi Zaman: Implementation phase of the large infrastructure development of government projects need to
be scrutinized while understanding the private credit growth. At this level of interest rate, further entrepreneurship
development or expansion will be difficult. Therefore, interest rate need to be dropped. Probably this is the reason,
government is trying to reduce the interest rate.

Q. NPL in Bangladesh has reached to BDT 1.11 trillion by the end of March’19 which is highest ever in the history
of Bangladesh and regulators are offering some stop-gap measures to reduce default loans which eventually
encourage good borrower to become a defaulter. How will you evaluate this situation? Impact of this soaring NPL
on economy?
Mr. Mehdi Zaman: Everyone knows the outcome of soaring NPL. I don’t have much to say in this regards. We need
to develop new product to go beyond the current intermediation system of banks to resolve the problem of NPL.
In current intermediation system, credit risk lies solely on the part of bank. We need to go beyond than the current
system where banks serve as an intermediary between borrowers and savers. Commercial paper, commercial note
for medium-term (similar to treasure note) and other instruments can also be used to enhance the product array
in financial system. As long as corporate takes loan from banking channel in this bulk volume, depositors will remain
certain that banks will take their deposits. Therefore, other ways of loan and deposit need to be found. Financial
inclusion/deepening of our financial system is not in line with our economic size. Financial deepening should have
been more than this current level. Let me give you an example of our financial system shallowness. A school keeps
its fund as FDR in Bank. It’s very simple to create Bond for education sector which will be subscribed by the
educational institutions only. This fund will be used for development activities in educational institutions only. This
could have been simple financial inclusion. So, I believe, there is lot of other ways of financial deepening where we
can tap and develop new products.
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Q. Recent liquidation of People’s Leasing and Financial Services (PLFS) has created concerns among investors
regarding financial sector stability. How will you evaluate this situation?
Mr. Mehdi Zaman: It’s a new phenomenon for us. As time goes by, this will unfold its ‘beauty or beast’ whatever it
has. I do not have any comments regarding domino effect of this liquidation. This discipline was exigent. Financial
institutions propel on the basis of ‘law of large number’. No bank in the world even government won’t be able to
give back the depositors’ money if all the depositors ask for it in a single point of time. So, in short-term there might
be some insignificant disruptions. My understanding is that risk and return framework will be considered by the
depositor as well. Financial soundness of depository institutions will be a concern for depositor from now on which
will come as a lesson due to this incident. As a result, prominent financial institution will be awarded with lower
cost of deposit which is pretty much logical. To be a prominent financial institution, myriad right things had to be
done over the years. Good financial institutions will reap their harvest for this good reason.

Q. Where do you see our Financial Service Sector in next five years? Any remarkable change which you expect
that may take place in this sector? What changes may arise due to Fintech development in regards to service
delivery?
Mr. Mehdi Zaman: In next five years, Bangladesh will be an extremely strong economy, I believe. For supporting
strong economy, we need strong banking system and skillful bankers. There will be changes in the system, therefore
we need personnel with ‘technical know- how’ who can address these changes as well as add values. On a good
note, Fintech development will be amazing. I hope, ordinary people will enjoy financial services at a reasonable
cost due to this development. Since our liberation, SOCBs were engaged in providing payment services to ordinary
people. Therefore, if SOCBs engaged in fintech development, this would be fantastic. Foreign bank and private
commercial bank may bring some changes through fintech, but remarkable changes will take place through the
engagement of SOCBs.

Q. What measures the Government/Central bank/Regulators Banks and FIs should undertake to address
current liquidity situations?
Mr. Mehdi Zaman: Policy makers are doing everything perfectly whatever they are required to do and supposed to
do, there is no doubt. They are absolutely open and positive as well. They are trying to address current situation
though there is downside risk also. There is a circular for offshore banking which clearly indicate that further
liquidity may be mopped up. This mopped up liquidity will go to the central bank and they should take care that
those liquidity again return to the system also.

Q. What is the expectation from the capital market considering current money market scenario?
Mr. Mehdi Zaman: Money market refers to the short term market where capital market refers to the market for
the securities whose maturity is more than one year. If money market’s return is high than why investor will go to
the capital market while assuming extra risk? Transaction of capital market will not be pumped up in this scenario.
Instead of taking loan from banking sector, if companies were raised fund from capital market in that case deposit
could have been mobilized in the capital market.

Disclaimer: All views and opinions expressed here are solely of the interviewed persons and neither represent
the views of EBL Securities Ltd. nor those of any of its associated institutions.
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Meet the Expert
EBL Securities Limited Research Team had the opportunity to talk with Mr. Md. Mehedi Hasan, Vice President &
Head of Treasury at Jamuna Bank Limited and General Secretary of Bangladesh Money Market Dealers
Association (BAMDA). He shared his thoughts on the present money market scenario and outlook in Bangladesh.
We take the pleasure to share an excerpt of the interview.
EBL Securities Limited Research Team had the opportunity to talk with Mr. Md. Mehedi Hasan. He shared his
thoughts on the present money market scenario and outlook in Bangladesh. We take the pleasure to share an
excerpt of the interview.
“I do not expect any tight liquidity scenario in money market in next three months”.

Q. Please evaluate the present liquidity scenario in the banking system in Bangladesh? What are the reasons of
current liquidity crisis? What is your opinion in this regard? How the liquidity crisis can be addressed/mitigated?
Mr. Md. Mehedi Hasan: Actually there is no liquidity crisis in the market. There is sufficient liquidity in the market
but we have deposit crisis. Liquidity and deposit are two different things. Behind the reason for this crisis is in the
last one and half year our AD ratio was changed to 83.5% that will have to be implemented within 30 September
2019. From 2012 to 2017, there was huge liquidity in the market but overall investment remained below that of
target level. Since July 2017 private investment boosted up and at one point that increased significantly. AD ratio
became higher. At that time AD ratio limit was 85%. Not all banks were paying attention to the ratios then. When
Bangladesh Bank pressurized banks to bring AD ratios within limit and moreover limit was brought down by 1.5%
that caused banks to pursue for deposits. That was one of the reason for increase in deposit rates. Currently, some
banks are not getting deposits because of lack of depositors’ confidence. New banks who failed to keep
commitment contributed to the deterioration of investors’ confidence in the banking industry. Liquidation of a
leasing company is underway and few others are also in experiencing tough time. Due to increase in NPL, repayment
is not happening in each cycle which is also a reason for deposit crisis. Liquidity in money market depends on total
foreign currency reserve against that liquidity. Our remittance flow was declining up to September 2017. One of
the biggest reason for decline in remittance is money sent through MFS illegally mostly from Middle-East, Malaysia,
Singapore etc. which reduced currency inflows through banking channel. Import increased while export remained
comparatively lower due to several challenges, widening the trade gap - all this factors contributed to lower foreign
currency reserve. The lower the foreign currency reserve, the higher the interbank circulated money goes to the
central bank. When foreign currency increases, circulation money also increases.

Q. Excess liquidity in banking sector was shrinking up to February ’19 (from June ’18 to February ’19 excess
liquidity fell by ≈33%). During March’19 and April ’19 excess liquidity shows a reversal trend.
Mr. Md. Mehedi Hasan: As I have already said the reasons. Last year’s flood hampered our production that caused
increase in import, remittance dropped, due to new rules and regulations income from RMG sector also reduced
comparatively. So, foreign currency reserve also declined in last two years. Lower reserve and import payment
caused reduction in excess liquidity. Besides food import, there were import for mega projects and power projects
as well as LNG import, from which we are yet to get output.

Q. Call money rate shows a descending trend, current account deficit is narrowing, borrowing through REPO is
decreasing and NSC sales is also tightening. Government is approaching towards large LC payments (for both import
of capital machinery and petroleum). How the deferred LC payment of government mega project may affect this
situation? What is your view on this money market situation?
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Mr. Md. Mehedi Hasan: We have many government security maturity plus there were near about BDT 40,000 Crore
investment (including from Bangladesh Bank), which is now zero. The money that was released by the government
in last budget allocation are currently in the market. And there were some foreign funding for mega projects, so
we have huge liquidity now. Call money rate is now around 1%. I do not expect any tight liquidity scenario in money
market in next three months. In last two years we had tight foreign currency market. Now banks are very cautious
about opening LC. Banks are now trying to understand their own health before opening LC, they are maintaining
their asset-liability properly that resulted into a stable foreign currency market. Besides, our remittance flow has
also increased. And as the government has announced 2% incentive for remittances in last budget, I have seen that
workers are now interested to remit money through banking channels and remittance flow has already improved.
And central bank is now more liberal in maintaining cap on dollar rate. NSC is tightening and will remain tight further
and I don’t think that the government won’t be able to sell targeted BDT 30,000 crore NSC in this year. We have
seen that NSC sale was double than the target sale in last 2-3 years. One of the reason was buying NSC from several
banks. Now one can buy NSC online with NID number but unable to buy beyond limit. In next two years, the amount
of NSC that are scheduled to mature, I don’t think the government will be able to sell targeted NSC after covering
maturity. So, despite having higher rates, I don’t think NSC sales could be like last few years.

Q. Banks and FIs have been offering high interest rates to attract depositors (150-200 BP higher than that of last
year). What would be the resulting impact and your expectation regarding interest rate movements?
Mr. Md. Mehedi Hasan: Currently there are BDT 1, 50,000 crore money (BDT 1,542.9 bn) in circulation in
Bangladesh. Our total deposit is now near about BDT 11, 00,000 crore (BDT 10,645.4 bn). When we buy USD from
BB, it goes out from circulation and money market becomes tight and deposit rate increases and creates adverse
situation in interest rate that we have witnessed in last one year.

Q. Regulators constantly pressurizing to implement single-digit interest rate. CBs are mainly conducting spreadbased business along with fierce competition among banks for deposits. Fee-based income are not that much
consistent and we are yet to develop fee based services like developed countries. Moreover, Higher NSC rates also
taking a toll on the banking industry. In this circumstances how much feasible is this to introduce single digit interest
rate in Bangladesh?
Mr. Md. Mehedi Hasan: In our country we mean banking concept as mainly collecting deposits, providing loans
and earning spread income. Actually that should not the major concept of a bank. Banks provide Credit to
government, credit to public and credit to private. In any developed market you will see that bond market is much
stronger. If you look at Wall Street, even though if you look at our nearest market like Indonesia they have
progressed a long way. A corporation will issue bond and raise money, and a bank will be the guarantor and earn
fee income. When commission based fee income will increase bank’s financial strength will improve. People keeps
money in banks based on trust. Banks should not go for credit more than 50% of their portfolio, rest will remain in
secured assets like government bond, corporate bond etc. This will result in banks portfolio in highly liquid asset
and commitment to clients will not be breached. One of the biggest problem in our country is we don’t have large
broker. Every good financial market have brokers. Due to not having large financial broker and derivatives, our
market in not in a better position.

Q. Bangladesh Bank has continued to inject US dollars in the banking sector to stabilize the volatility in the forex
market (up to mid-June’19 total dollar sold by BB was USD 2.30 bn). How long BB will be able to supply dollars in
the banking system to meet the growing demand of greenbacks and stabilize the forex market? Do you think that
BDT should be allowed to depreciate?
Mr. Md. Mehedi Hasan: I don’t think that BB will have to inject more dollar in the market because previously there
was almost BDT 2 gap between official and unofficial channel, that’s why remittance through legal channel was
lower. Moreover, remittance likely to increase during the Eid-ul Azha. Beside, partial payment for mega projects
are coming from abroad. Which will improve foreign currency flow in future. Foreign currency inflow will be higher
than foreign currency outflow. That’s why we are expecting that market will be better from three months’ back
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when we thought that market would be very tight but now I’m thinking the reverse. And previously there was a
gap in the way our regulator tried to make single digit rate but now I think the environment is being created. I think
our prime minister’s desire to bring single digit rate is now close to a reality.
I don’t think there is any necessity for large depreciation of BDT from current level at this moment. We are currently
at a better level. If it remains 84.5-85.0, it will be a well position.

Q. Inflation remained below the target set for FY’19 (inflation was 5.48% whereas target was 5.60%). Do you
think is there any inflationary pressure in coming fiscal year?
Mr. Md. Mehedi Hasan: In last few years monetary policy has been well maintained by the central bank. As a result
actual data in period-end were very close of the monetary policy statements set by the central bank over the last
3-4 years. We have many infrastructural projects in hand which are creating many business opportunities. Our
income will increase with businesses. Inflation will increase with growing income but doesn’t matter. Opportunities
are creating for higher income. Return from structural projects will come. Some new entrepreneurs will be created.
Agriculture was once the major sector, now our major sector is export oriented industrial sector. Income level of
people have increased. We have scope for work, opportunities for income. Now, we have ability to tackle the
inflation. However, I think inflation will remain within the target level.

Q. Private sector credit growth is lagging behind the target set by government (after May it was 12.16%). What
may be the probable impact on private sector credit growth considering the ongoing mega projects undertaken by
the government in days ahead? Consistent lower growth in the private sector is hindering the expansion of
industrialization and in this circumstances how we will move towards our SDG/Vision 2021 goal?
Mr. Md. Mehedi Hasan: Private sector growth will remain slow because of a number of reasons like, classified
loans. Banks are now shaky in disbursing loans, volatility was created that created uncertainty in how loans will be
provided to industries- at what rate as well as uncertainty regarding the market scenario. But now it look like that
market is now returning to a stable position. Mainly volatility was created due to unstable interest rate that caused
a pressure in private sector growth. Now we can invest to the government at 9%+ rate. When banks have scope to
invest in other sectors at higher rates including lending to the government, why they will offer single digit interest
rates? When interest rate will remain stable, private sector credit growth will increase.

Q. NPL in Bangladesh has reached to BDT 1.11 trillion by the end of March’19 which is highest ever in the history
of Bangladesh and regulators are offering some stop-gap measures to reduce default loans which eventually
encourage good borrower to become a defaulter. How will you evaluate this situation? Impact of this soaring NPL
on economy? Any suggestions to get rid of this situation?
Mr. Md. Mehedi Hasan: There were a number of reasons for NPL. Some bad loans went beyond recovery.
Misinterpretation of the circular regarding default loan also spiked the NPL. Liquidation of NBFI is also happening
due to NPL. It will require some time to come out of such situation. The measures taken by government to improve
NPL were diverted to other objectives that worsened the scenario.

Q. Recent liquidation of People’s Leasing and Financial Services (PLFS) has created concerns among investors
regarding financial sector stability. How will you evaluate this situation? What will be the probable impact of this
on overall financial sector? Do you feel any similar situation in any other banks and FIs which are in bleak situations?
How the NBFI/some banks termination affect the whole financial sector as well as entire economy?
Mr. Md. Mehedi Hasan: This is a bad indication for short term but good for the long term. Sources of leasing
companies are deposit from public, loan/ deposit from banks, repayment of loan installments. When installments
are not coming timely, they are failing to honor depositors, banks will not provide money to them. When public
saw that companies are going to liquidation, no one will make fresh investment/ deposit, the source is closed.
Besides banks are not receiving installment timely with the hope of lower rates by borrower. All other leasing as
well as some banks are also experiencing some pressure as well. This is good for us in that previously we had no
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exit policy for Banks/ NBFIs, but we had entry policy only. Regulation will now be created on how asset will be
allocated in case of liquidation, how asset will have to be diversified. How asset will have to diversify when a
company becomes sick and know the exit point and they will prepare themselves for such situations. When Basel
II was introduced it made our capital structure stronger, bank health became better. Basel III made it much better.
Basel IV is coming. Though implementation is challenging, it improves banks financial health. People will look at
Bank’s rating, financial health before providing money. Such exit process was required much earlier. However,
central bank should come up with some policy to retain investors’ confidence in financial sector as well an exit or
winding up policy should be published. Policy should be taken for not generating panic among people.

Q. Where do you see our Financial Service Sector in next five years? Any remarkable change which you expect
that may take place in this sector? What changes may arise due to Fintech development in regards to service
delivery?
Mr. Md. Mehedi Hasan: Onsight supervision needs to improve. Banks are yet not that much bad but BB should
increase monitoring on new banks. There should have separate department for financial stability with separate
auditing system accountability need to be ensured. I think in real sense, NPL position is now much better compared
to that of 5 years earlier. Currently banks are reporting more realistic NPLs than before.

Q. What is the expectation from the capital market considering current money market scenario?
Mr. Md. Mehedi Hasan: If interest rate becomes stable capital market will be in better position. But our capital
market should be much more diversified. Fixed income derivative, corporate bond, government bond, perpetual
bond should be there. Capital market is a place for long term investment but to us people consider share market
as a place for short term investment. People should invest in capital market for long term investment and banks
will do their own job then both money market and capital market will be in better position. Investor education is
required for the development of the market and investors have to understand the market.

Disclaimer: All views and opinions expressed here are solely of the interviewed persons and neither represent
the views of EBL Securities Ltd. nor those of any of its associated institutions.
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Meet the Expert
Dr. Mizanur Rahman is a Professor of Department of Accounting & Information Systems in the University of
Dhaka. He is also the Director of Master of Accountancy in Taxation, a new graduate program in the University
of Dhaka. He got his undergraduate and graduate degrees in accounting in 1995 and 1996 respectively from
the same university. Later he obtained Masters and Ph.D. degrees in public policy in 2003 and 2008
respectively from the National Graduate Institute for Policy Studies (GRIPS) in Japan. Dr. Rahman is an
EducationUSA Fellow. His professional engagements included international consultancies with Asian
Development Bank (ADB), World Bank and the UN organizations. In January 2010, the Global Development
Network (GDN) awarded him the Luxembourg Ministry of Finance First Prize for his outstanding 'Research on
Development'.
EBL Securities Limited Research Team had the opportunity to talk with Professor Dr. Mizanur Rahman. He shared his thoughts on
the present money market scenario and outlook in Bangladesh. We take the pleasure to share an excerpt of the interview.
“Money market is facing crushing liquidity crisis because central bank kept selling U.S. dollars to commercial banks in order to
finance the surging current account deficits amid a fixed Taka/Dollar exchange rate.”

Q. How do you evaluate the present money market scenario in the banking system in Bangladesh? What are the
reasons of current liquidity crisis? What is your opinion in this regard?
Dr. Mizanur Rahman: At present, money market in Bangladesh is plagued with a deepening liquidity crisis. The
liquidity crisis is rooted in ballooning current account imbalance in recent times. This surge in external account
imbalance is an outcome of rising dissaving by both the government and the private sector. Government dissaving
is mainly driven by government commitment to spending more for building big infrastructures. Government is
investing tens of billions of dollars on mega projects notably including Padma Bridge and Ruppur Nuclear Power
Plant. As against soaring government spending, government revenue as measured by tax-GDP ratio has stagnated
in the last decade. Public dissaving thus increased in recent times. Private sector also incurred rising dissaving in
recent times. In the two years starting from 2017, private sector seemingly borrowed and invested heavily but gross
private saving did not rise in a commensurate way. The biggest problem in the surging volume of private sector
investment is the quality of investment. Private sector credit in Bangladesh is deeply bank-centric. So there has
been massive borrowing from banks and financial institutions in order to finance big projects, particularly in the
energy and other infrastructures. The rising current account deficits happened as a result of both private and public
dissaving. Bangladesh did not have significant current account imbalances until FY2016. But since then, current
account deficits worsened increasing to about $8.8 billion in FY2017-18. Recently it is improving though, deficits
have remained large. It is estimated to be $5.3 billion in FY2018-19 and predicted to be $4.6 billion in the FY201920.
Now, in macroeconomics a rising current account deficit is always accompanied by real exchange rate appreciation
and that exactly happened in Bangladesh. Real exchange rate is the ratio between home price and foreign price
converted in terms of home currency. Given that foreign price (e.g., price level in the US and Europe) is changing at
a very slow rate like 1-2% per year, but it has been in the range of 7-11% in the case of Bangladesh per year over
the last decade. This implies that Bangladesh had a persistent home inflation differential against its major trading
partners. When nominal exchange rate is fixed within a band and domestic price level is rising faster than foreign
price level, the home country experiences a persistent real exchange rate appreciation. This is exactly what
happened in Bangladesh in the last decade. That is at the heart of an unsustainable current account imbalance in
the country. Money market is facing crushing liquidity crisis because central bank kept selling U.S. dollars to
commercial banks in order to finance the surging current account deficits amid a fixed Taka/Dollar exchange rate.
When central bank sells dollar to support its commitment on nominal exchange rate, depletion of actual and
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potential forex reserves happens. Money supply contracts as an outcome. The current episode of liquidity crisis
thus arises from the surging current account deficits in recent years.

Q. Recently our trade gap is narrowing and both remittance and export receipts hit their highest ever limit and
import growth wasn’t that much significant as well. All these have improved current account deficits recently. Both
Export and Remittance are growing whereas Import is decreasing but Foreign Exchange Reserve doesn’t resemble
this. How will you evaluate this situation?
Dr. Mizanur Rahman: The flow of inward remittances and exports both registered growth in the last fiscal year and
that helped ease crisis in the foreign exchange market. These are positive developments definitely. But we have to
be cautious. Current account deficit remained $5.3 billion in FY2018-19 and it is predicted to remain so in FY201920. Furthermore, this export growth may not sustain unless exports are made more competitive in the foreign
market. Our exportables lost price competitiveness in foreign market in the last 10 years because of real exchange
rate appreciation. Our import growth in last two years happened to be fastest and that is causing the forex reserve
stagnant at $32 bn in the last four years. Recently a downward pressure is seen in the forex reserve level. So, we
lost all the growth in forex reserve building that happened after 2010. This is posing a danger to macroeconomic
stability. When S&P, Moody’s and Fitch will issue their ratings of Bangladesh economy, they will look at how forex
reserve changes.

Q. Bangladesh Bank has continued to inject US dollars in the banking sector to stabilize the volatility in the forex
market (up to mid-June’19 total dollar sold by BB was US$ 2.30 bn). How long BB will be able to supply dollars in
the banking system to meet the growing demand of greenbacks and stabilize the forex market?
Dr. Mizanur Rahman: The selling of U.S. dollar by the central bank for meeting rising forex demand is an indication
of disequilibrium in the foreign exchange market. This strategy is not a viable option because it will deplete the
level of foreign exchange reserve, a barometer of macroeconomic stability. That further implies that Taka is
overvalued against the U.S. dollar. A persistent current account deficit is at the heart of this rising demand for
foreign exchange. The most viable strategy to address this disequilibrium in forex market is to depreciate Taka. That
will discourage imports and increase price competitiveness of exports. Non-resident Bangladeshis will also find the
devaluation as an incentive for their remittances. The inflow of remittances will rise substantially as a result of
devaluation. Devaluation is the only way to stabilize forex market and money market disequilibrium.
The decision of Bangladesh Bank to grant 2% cash incentives to Non-Resident Bangladeshis (NRBs) is a bad public
policy. The central bank is hereby admitting that the flow of inward remittances needed to be compensated 'for an
overvalued exchange rate of Taka against foreign currencies.' BB is taking this desperate move in order to attract
an increasing flow of inward remittances. As the current account deficit is large and persistent, forex reserve is
depleting fast, and illiquidity in the financial system is worsening. The central bank has therefore urgency to shore
up the forex reserve level. The fundamental question is if the nominal exchange rate is overvalued, which is true,
why does the central bank choose a selective cash incentive only for foreign remittances? This will create many
distortions in economy. Another sector, such as apparel exporters, will demand for similar cash incentives.
I will suggest that we first recognize that Taka is overvalued. Then we must go for a gradual devaluation of Taka.
That will produce a wide array of benefits. It will stimulate NRB people to send more foreign exchanges home. It
will increase price competitiveness of exports and discourage imports of all kinds. And we must reduce double-digit
growth in imports. We must decrease government spending in unproductive areas. We must reduce unsustainable
public dissaving. A Taka devaluation will surely cause current account imbalances to improve in the long-term, slow
down forex reserve depletion, ease on liquidity crisis in the banking system, and bring about macroeconomic
growth and stability. I wish Bangladesh Bank will focus on fixing its flawed monetary and exchange rate policies.
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Q. Don’t you think that devaluation of taka value will increase our import cost as well, whereas we are still an
import dependent country?
Dr. Mizanur Rahman: Taka devaluation will of course increase Taka price of imports. But the pass through of a
nominal exchange rate devaluation to domestic prices is not uniform across products. So the price effects are not
one-to-one. Taka devaluation will also increase Taka value of Bangladesh’s external indebtedness. But we must not
underestimate the long-term gains for exports and inward remittances. An overvalued exchange rate would cause
external indebtedness to rise exponentially via depressing exports and other capital flows. There are many
empirical studies that showed that long-run effect of an exchange rate devaluation is always welfare-enhancing. It
contributes towards external account adjustments and brings about macroeconomic stability.

Q. Do you think that higher rate of NSC has any impact on the liquidity of banking industry?
Dr. Mizanur Rahman: The demand for national savings certificate (NSC) has increased because they offer a healthy
return to the savers. This should be contrasted with the alternative of term deposits that offer a far less return than
savings certificates. Households are therefore rebalancing their portfolios. Some of the banks and financial
institutions appear to be too weak and depositors are perhaps deserting them. So they are withdrawing their
deposits and putting them into risk-free assets. That is one of the reasons for the liquidity crisis in the banking
sector. Now, interest rate is very high on government savings certificates and it is creating pseudo fiscal costs for
the government. Government thus needs to review interest rate structure on the savings certificates. In the same
time, we must think of real return on deposits. Given an inflation of 7-8%, a positive real return will imply that a
single-digit deposit rate is inconsistent.

Q. Government is approaching towards large LC payments for both import of capital machinery for mega
projects and petroleum import. How the deferred LC payment of government mega project may affect liquidity
situation? What is your view on this money market situation in near future as well as in long term?
Dr. Mizanur Rahman: If the government defers LC payments for their mega projects that is actually a timing
difference. Government will not be able to defer them for an unlimited period. I think there will be reduced pressure
on reserve level at this moment, for example, six month at best. These are suppliers’ credit and government will
have to pay them and it will surely create dent on the forex reserve. So deferment is not the solution. Government
must consider reducing their budget deficits. In order to do so, government spending needs to be revisited. We
must identify areas of unproductive government spending and cut it off in the forthcoming years. This alternative
is unattractive in tranquil times and any government will avoid this voluntary fiscal consolidation.

Q. Private sector credit growth is lagging behind the target set by government (in June it was 11.29%). Consistent
lower growth in the private sector is hindering the expansion of industrialization and in this circumstance how do
we achieve our targeted 8%+ GDP growth rate?
Dr. Mizanur Rahman: We need faster capital accumulation and that can happen either by private sector borrowing
or by equity financing. Unfortunately, it is not forthcoming. As government dissaving is mounting, financing of it is
crowding out loanable fund for the private sector. Given a worsening liquidity crisis and rising borrowing costs,
private sector credit growth therefore slowed down. The latest monetary policy statement indicates, the planned
credit to the public sector will grow at more than 25% per year in the next two fiscal years. This is compared with
13.5% in FY2018 and 21% in the second half of FY2019. Bangladesh Bank predicted a slowed credit growth (about
15%) to the private sector in the next two years. This implies stagnancy in the private sector. At the same time, we
should focus more on the governance of the financial system because the entire sector is now floating on mounting
non-performing loans (NPLs). Private sector credit growth declined not because there is no demand for it but
because commercial banks and financial institutions do not have the capacity to lend as de facto interest rate is
very high. A good borrower is not getting access to finance because of directed credit that resulted into massive
lending to the bad borrowers. From macroeconomic point of view, surging current account deficit is contributing
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to the monetary contraction. But a persistent decline in the asset quality of banks and financial institutions is equally
harming their capacity to lend. This leads to a big question whether Bangladesh would be able to increase its
investment-GDP ratio in the coming decade. A consensus is that the country requires the investment-GDP ratio to
substantially increase for reaching 8%+ GDP growth rate.

Q. Inflation remained below the target set for FY’19 (inflation was 5.48% whereas target was 5.60%). Do you
think is there any inflationary pressure in coming fiscal year?
Dr. Mizanur Rahman: Inflationary pressure will be coming, as we have identified that there is surging external
account imbalance. In order to address this external account imbalances, Bangladesh Bank will find that it is no
more feasible to keep selling dollar. Bangladesh Bank will have to expand money supply, decrease interest rates
and let Taka depreciate. It is a matter of time that BB will address this fundamental disequilibrium. In order to
expand money supply, the central bank can buy securities from the financial system. Then money holding by the
banks will increase, their loanability will rise, and interest rate would subside. Private sector credit growth will go
up, with increasing money supply you expect the price level to rise in the long run. But good thing is, our inflation
is currently about 5.5%, which is very reasonable. So, even should there be an increase in inflation, Bangladesh
bank should think of monetary expansion, taka devaluation and that will bring a larger benefits for macroeconomic
growth and stability.

Q. Do you think that any FDI or foreign equity financing or foreign loan is required for government mega projects
for economic stability?
Dr. Mizanur Rahman: Foreign direct investment (FDI) is always considered good. FDI is equity financing by the
foreigners. Bangladesh has a poor track record in attracting FDIs until recent times. In the last two years, the flow
of FDI has increased substantially. Two extra-ordinary cases of FDI are related to Japan Tobacco’s acquisition of Akij
Tobacco and 25% strategic purchase of equity of Dhaka Stock Exchange (DSE) by China’s Shanghai and Shenzhen
Stock Exchanges. Government of Bangladesh has opened 100 strategic economic zones across the country for
attracting foreign capital from the rest of the world. But for financing mega infrastructure projects, GoB is largely
depending on external debt financing. Bangladesh’s external debt to GDP ratio is below 20% and considered
sustainable. But the question is how long Bangladesh can keep borrowing from the rest of the world and under
what terms of reference. It is observed that a large part of recent external borrowings is in the form of supplier’s
credit and costlier than past borrowings. The rising volume of Bangladesh’s borrowings from China and India are
not only costlier, it is also of relatively shorter term and subject to variable costs. Bangladesh is also allowing private
sector to foreign loans. This is posing dangerous risk because in a developing country like Bangladesh, foreign
currency borrowing by private sector may put commercial banks to prohibitive exchange rate risks. Should there
arise balance of payment crisis, exchange risk will cause banking sector to be bankrupt. Turkey’s banking sector is
currently facing massive insolvency as Turkish currency Lira depreciated from 2 lira per dollar to 6 lira per dollar in
last 5 years.
I will expect GoB will try to attract more equity financing from rest of the world. Government should also think of
changing the model of financing big projects. At present, all mega projects are financed by government borrowing
from the rest of the world. But these projects can be incorporated as companies. For example, Padma Bridge can
be a company. This company can issue share capital, which can be purchased by non-resident Bangladeshis (NRB)
and foreigners through initial public offering (IPOs). Padma Bridge is considered financial and economically viable
and believed to generate sustained cash flows.
I think financing mega projects simply by foreign borrowings under commercial terms from China and India will
involve both interest rate and exchange rate risks. Many of these borrowings are subject to flexible interest rates.
If Bangladesh’s sovereign rating deteriorates for any reason, our borrowing cost will go up. If Taka depreciates then
our taka obligation of external debt stock will also go up. And if private sector is allowed to external finance, banking
sector will also be exposed to exchange risks. I will advise GoB not to open financial account of the balance of
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payment (BOP). Private sector should not be allowed to foreign loans. Secondly, government should encourage
corporatization or equity financing of mega projects. That will lead to more longterm viability and risk sharing.
FDI is always good. It comes with technology, and tacit-knowledge. But the cost of doing business in Bangladesh is
very high and ease of doing business is not satisfactory. Our infrastructure is very deficient. Industrial and trade
policies are often biased against foreign investors. So, foreigners feel discouraged to come to Bangladesh. But
recently as Prime Minister Sheikh Hasina was visiting Japan & China, she offered Japanese and Chinese investors a
lot of incentives for investing in Economic Zones. This new model will perhaps unlock new form of capital flow. As
of now, it is mostly happening via government to government borrowings. And that is not a good thing. Though our
external debt is not very high, an alternative to keep borrowing will raise question on debt sustainability.

Q. What is your expectation from the capital market considering current situation? Any suggestions or measures
for its development?
Dr. Mizanur Rahman: Capital market will continue to suffer from liquidity crisis until or unless central bank comes
up with a capital market friendly monetary policy. If liquidity crisis persists, no significant improvement in the
performance of the capital market we should expect. And on the part of stock regulator, they failed to some extent
in the governance of the primary market. Offer prices of many newly listed stocks in the exchange are questionable.
And surprisingly, a company after being listed goes insolvent. Regulators can’t deny their obligation. If it appears
that a company will raise capital only to launder it, then the regulator should act for the interest of the investors. If
the primary market goes like this, then no development, no improvement we expect and the vision of the honorable
prime minister to depend on capital market for financing future development will remain unmet. If we want to
achieve it, then we have to bring in credible changes in the governance of stock exchanges and regulatory bodies.

Disclaimer: All views and opinions expressed here are solely of the interviewed persons and neither represent
the views of EBL Securities Ltd. nor those of any of its associated institutions.
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HIGHLIGHTS on moneTary poLIcy STaTemenT Fy’20

An accommodative, growth supportive but cautionary policy stance for the
FY’20 corresponding with the pick-up in economic activities in FY’19 which
aided to achieve both monetary objectives that time.

Bangladesh Bank endures growth-supportive ‘cautionary’ monetary policy stance for the FY’20 (from
now on MPS will be declared at the beginning of each fiscal year alike the fiscal policy) aiming at
facilitating government’s growth and inflation containment. Recent MPS focuses on:
Accommodating monetary objectives and credit expansions cautiously so that desired 8.2% GDP
growth can be achieved.
Keeping CPI inflation contained within the targeted ceiling of 5.5%
Policy Measures to Cater to the Growth of the Economy
Policy rates (repo and reverse repo) have been kept unchanged at their current level which are
6.00% and 4.75% respectively in this policy stance subject to mid-course modifications if found
necessary.
BB will continue its rigorous supervision over credit flows to priority sectors to diverse sectors
and subsectors of the economy, and continue promotion and support for inclusive, adequate
credit flows to under-served sectors/niches while creating more jobs and ensuring
environmentally sustainable production activities.
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BB May Attain the Targets if There is No Large Domestic or External Shocks due to the Cautiousness It
Assumed
BB is currently doing ground work for Policy Interest rate focused monetary policy regime to
ensure greater efficiency in implementing monetary policy. In the changed regime, policy
interest rate will directly influence the prices on financial and real sectors which is not possible
under current regime.
8.13% estimated GDP growth of Bangladesh for 2019 is well and above the average projected
4.1% GDP growth of emerging market and developed economies for 2019. BB projects this
robust growth momentum to continue for Bangladesh till 2024.
BB has expressed its intention to remain cautious regarding the risk factors while implementing
the monetary policy objectives for FY’20 and if require policy rates, cash reserve and liquidity
ratios may witness mid-course modifications.
Liquidity scenario has become eased to some extent due to the improvements of BOP (Balance
of Payment) and NFA (Net Foreign Assets) growth for which interbank markets for both BDT and
USD has slightly improved during the last part of FY’19 while comparing with preceding half. BDT
has not fully depreciated by the amount that is required for full correction of overvaluation as
Real Effective Exchange Rate (REER) has grown at a higher rate than Nominal Effective Exchange
Rate (NEER). Hence, BB may not intervene as much in the next fiscal year and BDT may be
depreciated slightly from its current level.
BB projects sustainable export and remittance growth with moderate import growth to keep
balance of payment under control and halt it from unusual spike.
Global commodity price trends depict that there is no significant near term risk for domestic
price inflation but increased fuel and gas price along with newly implemented VAT law may
increase the nominal price which will create inflationary pressures also. In the last fiscal year,
food inflation has decreased while the core (non-food and non-energy) inflation has crept up
indicating negative correlation between these two components of inflation.
Banks only achieved a very insignificant intermediation efficiency gain as the difference between
deposit rates and lending rates did not decrease by much mainly due to increase in NonPerforming Loan (NPL). BB proposes bankruptcy proceedings followed by India where bankrupts
can lose control of its business to a court appointed receiver and this may also be effective to
curb down the rate of NPL in case of Bangladesh.
MPS will Posit Neutral to Positive impact on Capital Market
Recent changes made in the IPO rules are expected to bring quality IPOs in the market which can
improve the confidence of the investors.
Activation of corporate bond market is prioritized by both government and Bangladesh Bank
which can contribute largely in the capital market development.
Modification in National Savings Certificate (NSC) issuance procedures are expected to have
positive impact in fund flow to both Banks and Capital Market.
Public sector credit growth may trigger private sector development in the long term which can
increase the fund needs in private sector. As a result of business optimism, more private
companies may come to capital market to fulfil their fund needs.
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Maintaining Price Stability Will Be Challenging and External Factors May Posit Threat to Target
Attainment
As fuel and gas price has been revised upwards and the implementation of new VAT law is already
underway, all these may pose inflationary pressures. If the monsoon flood sustain for a longer period of
time, this can result in decrease of agricultural output that may threaten the inflation level,
implementation of growth measures and external sectors balances. Global trade war and geopolitical
tensions are other factors that may or may not impair attainment of BB’s FY ‘20 monetary program
outcomes.
Appendix

Figure 1: GDP Growth Projection for FY’20-FY’24
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Figure 9: Cumulative Remittance Growth
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