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Currency Equivalents

(as of 6 February 2009)

Currency Unit – taka (Tk)
Tk1.00 = $0.014
$1.00 = Tk68.940

Abbreviations

ADB – Asian Development Bank
CBSF – Credit, Bridge and Standby Facility
CSE  – Chi�agong Stock Exchange
DFI – development finance ins�tu�on
DFID – Department for Interna�onal Development of the United Kingdom
DSE – Dhaka Stock Exchange
FIRST – Financial Sector Reform and Strengthening Ini�a�ve
GDP – gross domes�c product
ICB – Investment Corpora�on of Bangladesh
IFC – Interna�onal Finance Corpora�on
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OCCI – Office of the Chief Controller of Insurance
PCB – private commercial bank
SCB – state-owned commercial bank 
SEC – Securi�es and Exchange Commission
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UNDP – United Na�ons Development Programme

NOTES

(i)  The fiscal year (FY) of the government ends on 30 June. FY before a calendar year denotes the 
year in which the fiscal year ends, e.g., FY2007 ends on 30 June 2007. 

(ii) In this report, “$” refers to US dollars. 



Introduction

The economy of Bangladesh has been growing 
steadily. Real gross domes�c product (GDP) grew at an 
average rate of 5.8% per annum during 2000–2009, 
compared with 5.5% in 1995–2009. The GDP annual 
growth rate reached 5.9% in FY2009, down from 6.2% 
in FY2008. The deep and prolonged recession in the 
United States and Europe from the 2008 financial 
crisis adversely affected GDP growth in FY2009  
(see discussion under Macroeconomics Environment).1 
From 1991 to 2005, the na�onal poverty incidence fell 
from 59% to 40%. Efforts to overcome poverty face 
numerous constraints, including the urgent need for 
strong law and order, good infrastructure, sound and 
efficient financial markets, high-quality social services 
that are accessible and affordable, and an enabling 
environment for private sector development.

The government’s Na�onal Poverty Reduc�on 
Strategy2 reaffirms that poverty reduc�on and 
accelera�ng the pace of social development are 
Bangladesh’s most important long-term strategic 
goals. The development of the financial sector is 
cri�cal for mee�ng the twin goals of economic growth 
and poverty reduc�on since the financial sector 
mobilizes resources and allocates them to those 

1 The 2007 subprime mortgage crisis in the United States (US) led to a worldwide financial crisis in late 2008. Economic slowdown from the 
developed world is likely to extend well into 2010. The deep and prolonged recession in the US and Europe affected Bangladesh’s exports, 
foreign direct investment inflow, and overseas workers’ remi�ances.

2 General Economics Division, Planning Commission. 2008. Moving Ahead: Na�onal Strategy for Accelerated Poverty Reduc�on II (FY2009–
2011). Dhaka: Government of Bangladesh.

investments that are capable of genera�ng the highest 
return on capital. The be�er the financial sector can 
fulfill this role, the be�er the economy will perform in 
the long run. Financial sector development can benefit 
the poor by: (i) promo�ng overall economic growth, 
which in turn leads to improved income levels overall, 
and (ii) reducing the risk of financial crises, whose 
adjustment costs are most felt by the poor improving 
access of the poor to financial services.

In recogni�on of the strategic importance of the 
financial sector in reducing poverty, the Financial 
Sector Strategy study for Bangladesh has been 
prepared to take stock of and map the required 
ini�a�ves over the medium to long term. The 
study will guide future opera�ons of the Asian 
Development Bank (ADB) in this sector in the context 
of the overarching poverty reduc�on objec�ve of 
the government and ADB. The study provides an 
assessment of how the financial sector can help 
create a be�er environment for growth, employment, 
and investment and help reduce poverty. It also 
takes into account the poli�cal reali�es and iden�fies 
reforms and measures that have not yet been 
addressed.



Macroeconomic Environment 

Rapid economic growth has underpinned poverty 
reduc�on efforts. Real annual GDP growth averaged 
5.8% during 2000–2009, up from 4.8% in the 1990s 
and 3.5% in the 1980s. The poor have benefited from 
economic growth as rural and urban poverty have 
declined. The stable macroeconomic environment and 
measures taken to open up the economy resulted in 
annual export growth of 17% in the 3 years up to FY2008, 
and substan�al employment genera�on, especially in 
ready-made garments. Bangladesh’s economy exhibited 
resilience in the face of the global economic downturn 
as GDP grew by 5.9% in FY2009. The GDP growth rate in 
FY2009 revealed modera�on in aggregate demand due 
to a slowdown in exports and remi�ance inflows and 
also underpinned by private consump�on (about 75% of 
GDP) which rose by 6%. Exports rose by 10.3% in FY2009 
despite the global financial crisis. Although growth 
in remi�ances slowed, inflows from that source s�ll 
climbed by 22.4% to $9.7 billion in FY2009, which has 
reached the rural poor and helped finance the purchase 
of land and agricultural inputs. Furthermore, investment 
in irriga�on, research, and extension, together with more 
liberal agriculture input and output markets, triggered 
a rise in produc�vity, especially in rice cul�va�on and 
fisheries. 

Prospects for FY2010 will depend on some key 
assump�ons. It is assumed that poli�cal stability will 
prevail, and that the Government will be able to move 
forward in fulfilling its development priori�es, sustain 
its focus on prudent macroeconomic management, 
and deepen economic reforms. It is also assumed 
that the measures outlined in the FY2010 budget to 
accelerate annual development program u�liza�on 
(streamlining project approval processes and raising 
ins�tu�onal capaci�es in key line ministries) will be 
implemented, and that the private sector will invest 
more in infrastructure through the new public–private 
partnership scheme. It is further assumed that 
the Government will be able to mobilize adequate 
external assistance and improve revenue mobiliza�on, 
and avoid crowding out the private sector through 
excessive bank borrowing. Growth projec�ons also 
assume normal weather condi�ons.

Against this background, GDP growth is forecast at 
5.2% in FY2010 as the global economic slowdown 
persists, with con�nued modera�on in external and 
domes�c demand. 



The Financial Sector  
in Bangladesh

Background. The financial sector in Bangladesh 
comprises the money and capital markets, insurance 
and pensions, and microfinance. In addi�on to the 
Bangladesh Bank—the central bank of Bangladesh—
there are 4 state-owned commercial banks (SCBs), 

5 state-owned specialized banks, 30 domes�c private 
commercial banks (PCBs), 9 foreign commercial banks, 
and 29 nonbank financial ins�tu�ons (NBFIs) as of 
2008.3 Figure 1 depicts the nature of the financial 
sector in Bangladesh.

3 As indicated on the website of the Bangladesh Bank: www.bangladesh-bank.org/fnansys/fnansys.html
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While the Bangladesh Bank has regulatory and 
supervisory jurisdic�on over the en�re banking 
subsector as well as the NBFIs, the Securi�es 
and Exchange Commission (SEC) exercises similar 
func�ons for the stock exchanges and the merchant 
banks. Most of the ins�tu�ons in the financial sector 
are characterized by a mix of public and private 
ownership. For example, in the banking subsector, as 
of September 2008, there were 4 SCBs, 5 government-
owned specialized banks dedicated to agricultural and 
industrial lending, 30 domes�c PCBs, and 9 foreign 
commercial banks. The specialized banks are o�en 
called development finance ins�tu�ons (DFIs). Out of 
the five specialized banks (enjoying 10% of the total 
industry’s assets), the Bangladesh Krishi Bank and 
Rajshahi Krishi Unnayan Bank were created to meet 
the credit needs of the agriculture sector, while the 
Bangladesh Shilpa Bank and Bangladesh Shilpa Rin 
Sangstha were set up to extend term loans to industry. 

Of the 29 NBFIs, 1 is government owned, 15 are local 
(private), and the other 13 were established as joint 
ventures with foreign par�cipa�on. The total value 
of loans and leases granted by these ins�tu�ons is 
Tk99.1 billion as of 31 December 2007. The Office 
of the Chief Controller of Insurance (OCCI) has 
supervision authority over the insurance industry. 
General insurance is provided by 21 companies and life 
insurance is provided by 6 companies. The industry is 
dominated by the two large, state-owned companies—
the Sadharan Bima Corpora�on for general insurance 
and the Jiban Bima Corpora�on for life insurance—
which together command most of the total assets of 
the insurance subsector. Microfinance ins�tu�ons grew 
rapidly and microcredit programs in Bangladesh are 
implemented by various formal financial ins�tu�ons 
(SCBs and specialized banks), specialized government 
organiza�ons, and nongovernment organiza�ons 
(NGOs). The Government of Bangladesh enacted the 
Microcredit Regulatory Authority Act 2006 on 16 July 
2006 to improve transparency and accountability in the 
ac�vi�es of the country’s microfinance ins�tu�ons. The 
Microcredit Regulatory Authority has been established 
to implement the act and to bring the microcredit 
subsector under a full-fledged regulatory framework.

To evaluate the Bangladesh financial sector from a 
regional perspec�ve, the combined share of banking 

and insurance in the country’s GDP stayed in the 1.5%–
1.6% range during FY2002–FY2006, while in India 
this was the case in the late 1960s and early 1970s. 
The Indian share during FY2002–FY2005 averaged 
6.6%, or over four �mes that of Bangladesh. On the 
level of financial deepening, as measured by the rate 
of mone�za�on of the economy, the broad money 
(M2) to GDP ra�o in Bangladesh stood at 45.3% for 
FY2007, compared to 24.5% for India and 39.2% for 
Sri Lanka in the same period. In terms of stock market 
capitaliza�on, the market capitaliza�on of the Dhaka 
Stock Exchange (DSE) stood at 17.8% of GDP at the 
end of FY2008,4 compared with 60.0% for the Mumbai 
Stock Exchange, 35.9% for the Karachi Stock Exchange, 
and 23.9% for the Colombo Stock Exchange. Market 
capitaliza�on of DSE rose by 36.1% during FY2009 to 
reach $19 billion in June 2009 (or over 21% of GDP), 
reflec�ng the lis�ng of companies and declara�on 
of bonus shares in lieu of cash dividends. The 
development of the insurance subsector is comparable 
to that of Pakistan, but it lags behind both Sri Lanka 
and India by a considerable margin. The total premium 
income to GDP of Bangladesh reached a mere 0.6% in 
2004, compared with 0.7% in Pakistan, 3.1% in India, 
and 1.6% in Sri Lanka.

Overview of recent key developments. The 
government launched a financial sector reform 
program in 1990. The program pursued a series of 
legal, policy, and ins�tu�onal reforms to improve 
the process of financial intermedia�on, as well 
as to ensure more efficient alloca�on of financial 
resources and to improve the compe��veness of 
the private sector, thereby promo�ng investment 
and growth in the real sector. The thrust of the 
reform program is to improve the regulatory and 
governance environment and to enhance the ability 
of bank owners, management and regulators, and the 
markets themselves to provide for be�er governance 
and regula�on to achieve the above-men�oned 
objec�ves. The reform program aims to (i) give greater 
autonomy to the Bangladesh Bank, (ii) strengthen the 
Bangladesh Bank’s capabili�es and technical skills to 
perform its enhanced responsibili�es, (iii) strengthen 
pruden�al regula�on and supervision, (iv) restructure 
the management and internal processes of SCBs and 
ul�mately priva�ze selected SCBs and specialized 
banks, (v) strengthen the legal and judicial processes, 

4 Bangladesh Bank. 2008. Financial Sector Review. Dhaka. p 12.



5
and (vi) improve the money and debt markets. Most 
recently, the reforms for developing the financial 
markets by the Bangladesh Bank and other authori�es 
include development of the government securi�es 
market and the crea�on of an appropriate market 
support infrastructure. 

ADB’s interven�ons include the $80 million Capital 
Market Development Program5 loan approved in 
1997. The program loan aimed to enhance market 
capacity and develop a fair, transparent, and efficient 
domes�c capital market. This would a�ract larger 
amounts of investment capital which can augment 
capital provided through the banking system and 
thereby improve efficiency in alloca�ng resources. 
The Capital Market Development Program was 
designed to achieve (i) stronger market regula�on 
and supervision, (ii) improved capital market 
infrastructure, (iii) modern capital market support 
facili�es, (iv) increased supply of securi�es in the 
capital market, and (v) increased ins�tu�onal demand 
for securi�es. The program’s objec�ves were largely 
achieved. The program remains relevant to the 
country’s strategy and development objec�ves, and 
has achieved significant progress in many areas, 
including strengthening regula�on and supervision 
and developing infrastructure in the capital market. 
However, the reforms to increase the supply of 
securi�es and develop ins�tu�onal demand have 
progressed slowly, due mainly to lack of government 
commitment and a shortage of competent staff. 
Overall, the Capital Market Development Program 
was assessed partly successful by ADB’s Independent 
Evalua�on Department.

The performance of the four SCBs is monitored 
under memorandums of understanding signed by 
each of them and the Bangladesh Bank, in rela�on to 
�ghtened pruden�al norms and lending limits. Their 

5 ADB. 1997. Report and Recommenda�on of the President to the Board of Directors on a Proposed Loan to Bangladesh for the Capital Market 
Development Program. Manila.

6 The Basel Commi�ee on Banking Supervision is a commi�ee of banking supervisory authori�es which was established by the central bank 
governors of the G10 countries in 1975. It is made up of senior representa�ves of banking supervisory authori�es and central banks from 
Belgium, Canada, France, Germany, Italy, Japan, Luxembourg, the Netherlands, Spain, Sweden, Switzerland, the United Kingdom, and the 
United States. It usually meets at the Bank for Interna�onal Se�lements in Basel, where its permanent secretariat is located. The Core 
Principles have been used by countries as a benchmark for assessing the quality of their supervisory systems and for iden�fying future work 
to be done to achieve a baseline level of sound supervisory prac�ces.

7 The act of recording the price or value of a security, por�olio, or account to reflect its current market value rather than its book value.
8 World Bank. 1999. Financial Ins�tu�ons Development Project. Washington, DC.

performance has been mixed, however, due in part 
to government-directed extensions of credit. The 
government has taken steps to corpora�ze the SCBs 
and make them more autonomous while keeping 
them under the regulatory purview of the Bangladesh 
Bank, with a view to eventual priva�za�on. The sale 
of Rupali Bank—an SCB—has been cancelled and the 
bank has been given back to the government. The 
other three SCBs have been transformed into public 
limited companies, though they are fully owned 
by the government. The Bangladesh Bank has also 
completed a comprehensive plan to switch to the 
new interna�onal standard framework for assessing 
the capital adequacy of banks under Basel II,6 which 
the government is implemen�ng since early 2009. It 
established a se�lement system for secondary bond 
trading in May 2005 and introduced mark-to-market7 
valua�on guidelines for treasury securi�es effec�ve 
from February 2006, which have improved opera�ons 
of the interbank and treasury bill markets. It also 
introduced market-based auc�ons of treasury bills in 
September 2006 to bring greater flexibility to liquidity 
management.

To reinforce the government’s financial sector reform 
program, the World Bank’s Financial Ins�tu�ons 
Development Project8 was formally launched in 
February 2000. The project, which concluded 
in February 2006 and was administered by the 
Bangladesh Bank, made substan�al progress towards 
sustainable financing of private sector ini�a�ves 
to accelerate industrial growth in the country. The 
project’s resource mobiliza�on component simplified 
market regula�ons to facilitate bond and security 
issues and created and developed market-oriented 
mechanisms. Rules and procedures for bonds and 
debentures were developed and implemented. 
The marke�ng of government treasury bonds was 
also strengthened. Both the Bangladesh Bank and 

The Financial Sector in Bangladesh
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 9 The government introduced the Na�onal Saving Schemes (NSS) to meet their expenditure requirements. The NSS are essen�ally local 
currency and foreign currency government bonds of various denomina�ons and maturi�es. These bonds created market distor�ons by 
offering above-market premiums (in comparable terms) to eligible investors such as overseas Bangladeshi wage earners, re�red government 
officials, and widows. For example, the rates for the Government Savings Cer�ficate are 2%–3% higher a�er tax than the rates on other 
government paper (www.freeonlineresearchpapers.com/bond-market-bangladesh). The reform of the government’s NSS was aimed at 
reducing these distor�ons that repressed poten�al demand for market-traded instruments caused by the government’s NSS. This was 
accomplished by bringing benefits and returns of the NSS closer to market-oriented instruments.

10 World Bank. 2003. Central Bank Strengthening Project. Washington, DC. This supports implementa�on of Bangladesh Bank’s strengthening 
program by providing assistance in three major areas—legal framework, reorganiza�on and moderniza�on, and capacity building.

11 World Bank. 2004. Enterprise Growth and Bank Moderniza�on Project. Washington, DC.
12 World Bank. 2003. Second Development Support Credit. Washington, DC.

the SEC received training on debt instruments, and 
reforms were implemented in the government’s 
Na�onal Saving Schemes.9 Furthermore, procedures 
for a secondary treasury bond and bill market were 
also developed. Under the Financial Ins�tu�ons 
Development Project’s Strengthen Financial 
Ins�tu�ons component, the Credit, Bridge and 
Standby Facility (CBSF) was created to encourage 
the development of term financing through a more 
efficient financial system. The CBSF provided funding 
from the Interna�onal Development Associa�on to 
financial ins�tu�ons through a variety of mechanisms 
to increase their funding while enabling and 
encouraging them to mobilize medium- to long-term 
resources from the local market. The CBSF not only 
facilitated funding to NBFIs and financial ins�tu�ons, 
but also strengthened these ins�tu�ons by providing 
technical assistance on finance and management. 
In addi�on, the capacity of financial ins�tu�ons was 
enhanced through business planning and resource 
management. 

The World Bank is also strengthening the capacity of 
Bangladesh Bank10 and is reforming the SCBs under 
the Enterprise Growth and Bank Moderniza�on 
Project11 and the Second Development Support 
Credit Project.12 Progress on key reforms has been 
integrated in the Interna�onal Monetary Fund’s 
Poverty Reduc�on Growth Facility. The Government 
is facilita�ng the automa�on of the credit informa�on 
bureau at Bangladesh Bank to ensure the availability 
of credit history for all SMEs through a 16-month grant 
project funded by the Department for Interna�onal 
Development (DFID) of the United Kingdom and 
managed by the Interna�onal Finance Corpora�on’s 
(IFC’s) SouthAsia Enterprise Development Facility 
(SEDF). The project commenced in May 2009 and will 
be completed by September 2010. This will enable 
coverage of all SME borrowers and will help the banks 
to shi� from purely collateral-based lending to cash-
flow-based lending that emphasizes greater reliance 
on character, be�er understanding of the business, 
and credit ra�ng informa�on at the outset of the credit 
rela�onship with SMEs.



Financial Sector Development 
and Issues in Bangladesh

Principles in Iden�fying Issues

Country-specific factors: the “four pillars” 
approach. The financial sector strategy is based on 
four interlinked pillars: (i) governance, (ii) support 
infrastructure, (iii) market, and (iv) human resource 
and capacity building. The governance pillar 
concerns the legal and regulatory framework, market 
transparency and disclosures, and market-based 
policies and prac�ces among market ins�tu�ons. 
The support infrastructure pillar covers issues such 
as the payments system, clearing and se�lements, 
accoun�ng and audit, and informa�on dissemina�on. 
The market pillar concerns the supply of and demand 
for financial products and instruments and the 
role of financial intermediaries. Human resource 
development and capacity building are crosscu�ng 
themes. 

The classifica�on of four pillars will help narrow 
down the key strategic areas, while the integrated 
considera�on of the pillars will help iden�fy necessary 
collec�ve ac�ons in the context of Bangladesh. 
This in turn will help to maximize the impact of 
strategic ac�ons undertaken in one pillar on the 
sector or subsector. Integrated considera�on of all 
four pillars will also prevent any strategic ac�on 
from being isolated from reality. For example, 
in the banking subsector the market pillar was 
developed in the ini�a�ng phase without sufficient 
parallel development of governance or the support 
infrastructure. 

Given the lag in the development of the securi�es 
market and the lead role ADB has taken in this area, 
securi�es market issues will be more fully scru�nized 
than other subsector issues. 

Structural Constraints

Limited role of the financial sector in resource 
mobiliza�on and alloca�on. Bangladesh’s domes�c 
investment was 24.7% of GDP in FY2006 and 24.3% of 
GDP in FY2007. This was higher than that of Pakistan 
(21.8% for FY2006 and 23% for FY2007) but notably 
lower than that of India (35.9% for FY2006 and 
38.4% for FY2007). The gross domes�c savings rate in 
Bangladesh is low (20.5% in 2007) for the purposes of 
s�mula�ng economic growth, especially compared to 
the neighboring countries of India (34.8% for 2006), 
Bhutan (37.4% for 2006), and the Maldives (32.9% 
for 2005). The low level of saving is associated with 
a high consump�on pa�ern, a low level of financial 
intermedia�on, and low disposable income. Therefore 
a resource gap exists in Bangladesh, although it is 
slowly decreasing (Table 1). 

Table 1: Resource Gap
(as % of GDP)

Fiscal 
Year

Gross Domes�c 
Saving

Gross Capital 
Forma�on

Resource 
Gap

1990 17.7 22.2 (4.5)
2000 17.9 23.0 (5.1)
2001 18.0 23.1 (5.1)
2002 18.2 23.1 (5.0)
2003 18.6 23.4 (4.8)
2004 19.5 24.0 (4.5)
2005 20.0 24.5 (4.5)
2006 20.2 24.7 (4.4)
2007 20.5 24.3 (3.9)

( ) = nega�ve number, GDP = gross domes�c product.
Note:  including rounding.
Source: Asian Development Bank Key Indicators 2008.
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These sta�s�cs underline the need to accelerate 
domes�c resource mobiliza�on efforts and to improve 
the investment environment, par�cularly to a�ract 
foreign investors. The financial sector has to gain 
the confidence of investors, establish and develop 
a network of financial intermediaries, and produce 
a wide range of diversified saving and financing 
instruments that meet market needs. Currently, the 
government finances the country’s resource gap by 
selling securi�es to financial intermediaries, issuing 
na�onal saving cer�ficates to the public, borrowing 
from the Bangladesh Bank, and obtaining foreign loans 
and grants. However, the Government of Bangladesh 
has been preemp�ng funds from the public at above 
market rates. The auc�on system at the Bangladesh 
Bank is s�ll price-determined rather than volume-
determined, impeding the intermedia�on process. 
Therefore, the government should compete for funds 
on a market basis.

Weak financial structure. The domina�on of 
Bangladesh’s financial structure by banks and SCBs 
poses a vulnerability to the overall financial system. 
Furthermore, there is a �ght affilia�on with unhealthy 
banks which poses a serious threat to the stability 
of the overall financial system. Devoid of an efficient 
capital market, banks were encouraged to take on 
addi�onal risks other than credit risks, mostly in the 
form of poli�cally driven loans. The government was 
reluctant to sever �es with easy loans, and this has 
dras�cally escalated public sector borrowing from the 
banking system. Bangladesh has the lowest ra�o of 
market capitaliza�on to GDP among the South Asian 
countries (see discussion under The Financial Sector in 
Bangladesh), and most households have no alterna�ve 
but to deposit savings in the banks. As a result, 
efficient alloca�on of capital is an alien concept to 
most SCBs, which frequently lent on a noncommercial 
basis and compromised market discipline to the 
detriment of the proper forma�on of fair compe��on 

and transparency. Furthermore, the banks are also 
exposed to significant risk due to mismatches in assets 
and liabili�es arising from the funding of long-term 
loans with short-term deposits. The prime hindrance 
to debt market development in Bangladesh is also 
a�ributed to the large number of banks with huge bad 
loan por�olios and the nontransferability of debt and 
savings instruments. 

Low level of intermedia�on in the financial market. 
The financial sector has excess liquidity in the banking 
subsector.13 A key reason for this excess liquidity 
is that the SCBs that dominate the financial sector 
cannot expand credit by more than 5% over the 
previous year according to an agreement with the 
Interna�onal Monetary Fund (IMF) designed to limit 
the growth of these ins�tu�ons’ nonperforming loans. 
(However, in response to the global financial crisis, the 
Government in March 2009 doubled the lending limits 
of the SCBs to 10% to boost domes�c investment.) 
The challenge is how to remove inefficiencies in the 
interbank market and transfer excess funds (lodged 
mainly with the SCBs and by the government) to 
NBFIs that have a large unmet demand for credit. This 
poses a serious constraint to credit in the financial 
market. With the interest rate on saving deposits at 
5.2% and a �me deposit rate of about 10.3% in 2006, 
and a lending rate of 15%–16% in 2006 and 2007, the 
interest spread could be viewed as wide and therefore 
indica�ve of the rela�ve inefficiency of financial 
intermedia�on and resource alloca�on in the financial 
system. 

Gaps in the legal and regulatory framework: lack 
of a framework for unsecured transac�ons and 
weak enforcement for debt recovery. The secured 
financing14 sector is regarded as one of the most 
poten�ally dynamic segments of the Bangladesh 
economy. Financing ins�tu�ons, including NBFIs 
such as lease financing companies, which extend 

13 The excess liquidity (which is total liquidity minus statutory liquidity requirement amount, where total liquidity equals cash in �lls plus 
balances with the Bangladesh Bank plus balances with Sonali Bank as agent of the Bangladesh Bank plus unencumbered approved) of the 
scheduled banks in Bangladesh stood at Tk95.9 billion or 27.3% of the total liquid assets of Tk351.5 billion as of the end of June 2006. This 
compares with the excess liquidity of Tk117.5 billion or 41.0% of the total liquid assets of Tk286.9 billion as of the end of June 2004. The 
Bangladesh Bank con�nuously pursued �ghter monetary policy during FY2006 and became more successful in using its reverse repo tool for 
mopping up excess liquidity from the market.

14 Secured financing refers to financing against movable property collateral such as equipment, vehicles, shares, and other property that is not 
land.
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credit against movable property as collateral, are a 
small but growing part of the credit market.15 Small 
and medium-sized enterprise (SME) debtors with 
rela�vely li�le land but more movable property assets 
are an important poten�al growth engine for the 
Bangladesh economy. Un�l the money loan courts 
were established, it was extremely difficult to proceed 
against a debtor in Bangladesh. The Money Loan 
Court Act’s reform to allow creditors to sell collateral 
without a trial is a significant step forward. However, 
the major bo�leneck lies in cumbersome enforcement 
procedures to sell collateral through public auc�ons.

An�corrup�on, investor confidence, and 
establishment and implementa�on of law and 
order. The financial market suffers from low investor 
confidence. Debt and equity markets have yet to fully 
recover from the domes�c capital market crisis of 
1996 and the departure of foreign investors. Despite 
allega�ons of irregulari�es among stock market 
brokers, not a single case has been successfully 
prosecuted. Prevalent and widely accepted rent 
seeking behavior is the major barrier to improving 
the financial sector. Foreign aid and investment 
accomplish li�le if assistance does not flow directly 
to the targeted beneficiaries. Corrup�on is a financial 
mechanism and the financial sector is a key test area 
for establishing and implemen�ng law and order. 
The financial sector must adopt market-based and 
transparent decision making to build confidence. 
Furthermore, ins�tu�ons need to be set up to  
ensure that corrup�on is reduced. Recently, the 
government has taken an encouraging step in 
this regard by revitalizing the An�-Corrup�on 
Commission. The government’s effort was supported 
by the $150 million ADB Good Governance Program 
for Bangladesh,16 approved in October 2007 (see 
sec�on on Promo�on of good financial market 
governance).

Lack of capacity building in terms of professionalism 
and exper�se. Although there are over 320 licensed 

brokers and over 270 authorized representa�ves, 
there are no professional standards and only minimal 
qualifica�on requirements (courses, examina�ons, 
or con�nuous professional training) are imposed 
on intermediaries by the SEC or the exchanges. 
Furthermore, the SEC has problems recrui�ng private 
sector professionals due to its low pay scales. Its 
dependence on the na�onal budget and lack of 
financial independence limit its ability to a�ract 
qualified professionals. As a result, the SEC has limited 
capacity to regulate or monitor current ac�vi�es 
within its remit and has insufficient resources to 
devote to func�ons such as training and ins�tu�ng 
professional standards.

Banking Subsector

Recent Developments

Overview. The banking subsector dominates the 
financial sector in Bangladesh, while NBFIs and the 
capital market play a rela�vely limited role. Banking 
alone accounts for a substan�al share of financial 
sector assets with 48 banks17 accoun�ng for about 90% 
of the sector’s total assets as of the end of December 
2007. The domina�on of the banking system by the 
SCBs is declining while PCBs and foreign commercial 
banks have been gaining market share in recent 
years, reflec�ng increased compe��on in the banking 
industry. Since 2002, the private sector banks (PCBs 
and foreign commercial banks) have consistently 
outperformed specialized banks and SCBs in terms of 
growth in deposits and bank advances. Recent data 
show that four SCBs together account for more than 
30% of deposits and operate 3,383 branches (50% 
of the total) as of 30 June 2008. Na�onwide, loan 
disbursements grew by 43% in the quarter ending 
September 2008. Therefore, even with deleveraging 
gaining further momentum in interna�onal markets 
due to the financial crisis, there has been li�le impact 
on Bangladesh’s credit markets. 

Financial Sector Development and Issues in Bangladesh

15 Although the Bangladesh credit market is s�ll overdependent on bank credit (approximately 39% of GDP as of FY2006) as compared with 
nonbank credit (approximately 4% of GDP as of FY2006), there is substan�al opportunity for growth of nonbank financial ins�tu�ons as 
indicated by the increasing number registering under the Financial Ins�tu�ons Act of 1993 and by the growth rate of leasing companies.

16 ADB. 2007. Report and Recommenda�on of the President to the Board of Directors on a Proposed Loan to Bangladesh for the Good 
Governance Program. Manila.

17 There are 4 state-owned commercial banks (SCBs), 5 government-owned specialized banks, 30 private commercial banks, and 9 foreign 
commercial banks. SCBs account for about 50% of total deposits in the banking sector and specialized banks account for about 5%. The share 
of SCBs is declining. 
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Nonperforming loans. The banking subsector 
has been heavily burdened by high levels of 
nonperforming loans (NPLs) which have accumulated 
over many years due to weak management of the 
SCBs. According to the Bangladesh Bank, the ra�o 
of NPLs to total loans declined to 13.2% in March 
2008 from 31.5% at the end of 2001 (Table 2). This 
reduc�on was achieved through provisioning and 
write-offs and by a sharp reduc�on in new bad 
debt. In addi�on, stronger regula�on, enhanced 
legal powers of the banks to collect problem loans 
(e.g., through the money loan courts18), and be�er 
screening of new loans (facilitated by the Credit 
Informa�on Bureau) have also improved the ra�o. The 
government strategy, which is being implemented by 
the Bangladesh Bank with assistance from the IMF and 
the World Bank, includes limi�ng the annual credit 
por�olio growth of SCBs to 5%. (However, in response 
to the global financial crisis, the Government in March 
2009 doubled the lending limits of the SCBs to 10% 
to boost domes�c investment.) Banking subsector 
structural reform is well under way with the assistance 
of the Enterprise Growth and Bank Moderniza�on 
Project19 and the Poverty Reduc�on and Growth 
Facility.20 These ini�a�ves aim to bring about a 
compe��ve private banking system by reforming the 
SCBs through corpora�za�on.

Issues in the Banking Subsector

In spite of the decline in the ra�o of NPLs to total 
loans in Bangladesh (see sec�on on Nonperforming 
loans and Table 2), the SCBs and specialized banks 
are s�ll burdened with a large por�on of NPLs. The 
NPL ra�o for SCBs had increased to 30% at the end of 
March 2008 (compared with 29% at the end of 2003), 
while the ra�o for specialized banks had declined 
to 27.9% at the end of March 2008 (compared with 
62.6% at the end of 2000). Meanwhile, local private 
banks, par�cularly new genera�on private banks, have 
enjoyed a healthier financial posi�on compared to 
SCBs, although some have also faced difficul�es due 
to their large NPL por�olios. The NPL problem of the 
banking subsector can be traced to priority lending 
to loss-making state-owned enterprises (SOEs) in the 
past, a deficient legal and debt recovery framework, 
weaknesses in loan screening and supervision, lack 
of accountability of bank officials, and a weak credit 
culture. The NPL ra�o of SCBs is very high compared 
with banks in other countries affected by the Asian 
financial crisis. The high NPL ra�o harms profitability 
and capital adequacy ra�os, and constrains the 
supply of credit for economic development. If the 
government is required to recapitalize the banks, 
there could be significant fiscal implica�ons. 

Table 2: Ra�o of Gross Nonperforming Loansa to Total Loans by Type of Bank
(%)

Bank type 2000 2001 2002 2003 2004 2005 2006 2007 2008

SCB 38.6 37.0 33.7 29.0 25.3 21.4 24.0 27.0 30.0

SB 62.6 61.8 56.2 47.4 42.9 34.9 34.0 33.8 27.9

PCB 22.0 17.0 16.4 12.4 8.5 5.6 5.8 5.9 5.4

FCB 3.4 3.3 2.6 2.7 1.5 1.3 1.2 1.1 1.5

Total 34.9 31.5 28.1 22.1 17.6 13.6 13.2 13.2 13.2

FCB = foreign commercial bank, NPL = nonperforming loan, PCB = private commercial bank, SB = specialized bank, SCB = state-owned 
commercial bank.
a Without adjustment for actual provision. 
Source: Banking Regula�on and Policy Department, Bangladesh Bank.

18 The Money Loan Court Act 1990 introduced a court of exclusive jurisdic�on for the recovery of nonperforming loans (NPLs) to expedite 
adjudica�on of creditors’ claims. Significant improvements in the execu�on of the Money Loan Courts were made as part of the Money Loan 
Court Act 2003. The money loan court process, which is accepted by the banks, has been instrumental in improving the speed and efficiency 
of collateral acquisi�on and disposal, and in gaining judgments against uncoopera�ve debtors.

19 Footnote 11.
20 The Poverty Reduc�on and Growth Facility (PRGF) for Bangladesh was approved in 2003. It is the IMF’s low-interest lending facility for low-

income countries. PRGF-supported programs are underpinned by comprehensive country-owned poverty reduc�on strategies.
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Other issues of state-owned commercial banks. 
SCBs face many other problems including  
(i) inadequate loan monitoring and follow-up;  
(ii) poor governance; (iii) large and growing capital 
shor�alls; (iv) opera�onal inefficiencies stemming 
from excessive staffing levels; (v) extensive and 
loss-making branch networks; (vi) low levels of 
computeriza�on; and (vii) inadequate management 
of internal risks, including opera�onal, credit, and 
foreign exchange risks. The state of the SCBs and 
their impact on the financial sector as a whole has 
caused the government to push for reforms in these 
ins�tu�ons. 

Debt recovery. The priva�za�on and lis�ng of SOEs, 
par�cularly SCBs, can play a crucial role in facilita�ng 
the development of the financial sector. Resolving 
the high level of NPLs and preven�ng new NPLs 
are prerequisites to the successful priva�za�on of 
SCBs. The government has made some progress in 
improving the legal framework for debt recovery 
by enac�ng and amending from �me to �me the 
Financial Loan Court Act in 1990, the Bankruptcy Act 
in 1988, and the Money Loan Act in 2003. While the 
money loan court has filled many of the gaps le� by 
the statutes and has enhanced the legal powers of 
banks to recover bad debts, the World Bank’s recent 
study shows that enforcing contracts in Bangladesh is 
extremely difficult compared with other developing 
countries. The high level of NPLs at SCBs underlines 
the fact that the enforcement of contracts is a more 
urgent issue in Bangladesh than in any neighboring 
country.

Low efficiency. Despite the government’s concerted 
effort to improve the financial sector through its 
focus on the banking subsector, the financial sector of 
Bangladesh remains at an early stage of development. 
The total annual cost of banking subsector inefficiency 
is es�mated at about 1.2% of GDP. General and 
administra�ve costs in commercial banks amount to 
3.1% of net assets, or 0.6% of current GDP, exceeding 
the interna�onal norm. The annual cost of servicing 
10% coupon bonds issued to recapitalize banks in 
order to meet the statutory capital adequacy ra�o, 
a�er adjustment for underprovisioning against loans 
and advances to SOEs and sector corpora�ons, is 
0.6% of GDP. The cost of servicing the recapitaliza�on 

requirements of the development finance ins�tu�ons 
(DFIs) and specialized banks is roughly 0.2% of GDP. 
Thus the aggregate cost of inefficiency of banks, DFIs, 
and specialized banks in Bangladesh is es�mated at 
over 1.4% of GDP. 

High intermedia�on costs. The high deposit 
and lending rates are a reflec�on of the system’s 
embedded inefficiencies. Besides being highly 
fragmented, the banking subsector’s inability to 
absorb external shocks and market vola�lity increases 
demand for a higher spread to cover addi�onal risks 
undertaken by creditors. Therefore, high transac�on 
and funding costs are incurred by corporate en��es, 
business operators, NBFIs, and individuals. The 
interest spread between deposit and lending interest 
rates indicates an increasing trend over recent years 
in Bangladesh (Table 3). The widespread default 
culture has resulted in extensive and costly financial 
intermedia�on. In addi�on to loan defaults, other 
market distor�ons, including the high interest rates 
on government savings bonds21 and government 
borrowings and poor pricing strategies of banks, 
have contributed to the wide interest spreads. The 
rela�vely more efficient private banks, including 
foreign banks, have reaped compara�vely higher 
profits (Table 4). There are few cases of hidden 
subsidies, which do not overly affect the interest rate 
spread. For example, concessional lending is confined 
within the public sector development programs. In 
the case of any public support for onlending to the 
financial sector, market rates have been used.

Table 3: Interest Rate Spread (year end)
(%)

Year
All 

Banks SCB DFI PCB FCB
2004 5.27 4.88 3.71 5.52 7.39
2005 5.35 5.42 3.67 6.02 7.89
2006 5.61 5.63 3.18 5.44 8.12
2007 5.92 6.04 2.94 5.70 8.76
2008 5.75 5.85 2.88 5.36 9.02

DFI = development finance ins�tu�on, FCB = foreign commercial 
bank, PCB = private commercial bank, SCB = state-owned 
commercial bank.
Source: The Bangladesh Bank. 

21 Government securi�es and savings instruments account for almost the en�re limited amount of debt securi�es issued in the country. 
High interest rates offered on government savings instruments create a high baseline interest rate for corporate securi�es. As a result, 
development of the equi�es market is impeded and the market for issuing private debt securi�es is distorted.

Financial Sector Development and Issues in Bangladesh
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Limited long-term infrastructure financing, 
including housing finance. The banking subsector 
relies primarily on short-term deposits as a source 
of finance. As a result, it is very difficult for the 
banking subsector to provide long-term financing for 
infrastructure projects. Furthermore, the need for 
housing finance remains largely unfulfilled. Housing 
loans outstanding as of June 2005 amount to about 
$1.5 billion. Banks, specialized housing finance 
organiza�ons—such as the Housing Building Finance 
Corpora�on, Delta-Brac and Na�onal Housing, and 
other financial ins�tu�ons—are ac�ve in the housing 
finance subsector. According to the IMF, housing 
finance is limited by the high cost and rela�ve scarcity 
of long-term funds, which reflects the distor�ons in 
deposit and lending rates and lack of development 
of securi�es and long-term debt markets. The 
high cost of securi�es �tle to the property and 
weak enforceability of mortgage collateral further 
exacerbate the situa�on in housing finance. Maturity 
mismatch is one of the serious problems voiced by 
housing finance ins�tu�ons, since lenders of housing 
finance require a stable source of long-term funds. 
The housing finance subsector lacks adequate financial 
instruments to mi�gate liquidity and interest rate 
risks. A viable secondary market in mortgage securi�es 
backed by housing loans can increase liquidity of the 

primary lenders and broaden the asset bases of long-
term funds providers such as pension and insurance 
companies. 

“Missing middle”. A burst of microcredit programs in 
the 1990s catered to the needs of the poor; however, 
self-employed individuals and very small enterprises 
that graduated from these programs were excessively 
underserved in terms of credit support. The growing 
number of disgruntled SMEs made both the 
government and mul�na�onal donor ins�tu�ons take 
no�ce of the “missing middle” which cons�tuted a 
huge gap in the credit subsector.22 Large corpora�ons 
can readily borrow from the formal credit subsector, 
and many microcredit programs are available to the 
poor. The state-owned Bangladesh Small Industries 
and Commerce Bank (BASIC Bank) provides loans 
to co�age industries and small enterprises but has 
been ineffec�ve in seeking out poten�al SME clients 
that are geographically dispersed and where a vast 
informa�on gap exists. The lack of credit support to 
SMEs is being addressed by the SouthAsia Enterprise 
Development Facility, which was established with 
ADB support in 2002 as a mul�donor facility managed 
by the Interna�onal Finance Corpora�on (IFC), and 
under ADB’s SME sector development program 
loan (footnote 22). ADB also approved an SME 

22 ADB. 2005. Report and Recommenda�on of the President to the Board of Directors on a Proposed Loan to Bangladesh for the Small and 
Medium Enterprise Sector Development Program. Manila. This program loan mi�gated the credit sector gap for the “missing middle” by 
providing a credit line of $30 million.

Table 4: Profitability Ra�o by Type of Bank
(%)

No of 
Banks

Return on Assets Return on Equity

2002 2003 2004 2005 2006 2007 2002 2003 2004 2005 2006 2007
SCB 0.10 0.08 (0.14) (0.10) 0.00 0.00 4.21 3.00 (5.75) (6.90) 0.00 0.00
SB 0.33 (0.04) (0.13) (0.13) (0.15) (0.30) 5.76 (0.61) (2.14) (2.14) (2.00) (3.40)
PCB 0.75 0.69 1.24 1.06 1.07 1.30 13.56 11.37 19.53 18.10 15.19 16.6
FCB 2.36 2.55 3.15 3.09 2.17 3.10 21.47 20.39 22.47 18.40 21.53 20.4
Total 0.52 0.49 0.69 0.60 0.75 — 11.56 9.75 12.97 12.40 14.13 —

( ) = nega�ve number, FCB = foreign commercial bank, PCB = private commercial bank, SB = specialized bank, SCB = state-owned 
commercial bank.
Source: Offsite Supervision Department, Bangladesh Bank.
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Development Project in September 2009. The project 
encompasses provision of medium- to long-term 
credit to nonurban and rural SMEs.

Securi�es Markets

Recent Developments

Overview. Bangladesh’s capital market—the 
market for trading long-term debt and equity 
securi�es, consis�ng of primary and secondary 
markets—remains underdeveloped, despite recent 
improvements. The capital market is essen�ally 
equity-oriented, with two stock exchanges: the 
Dhaka Stock Exchange (DSE) and the Chi�agong Stock 
Exchange (CSE).23 The two stock exchanges maintain 
almost iden�cal lis�ng criteria and procedures, 
virtually all listed companies maintain dual lis�ngs, 
securi�es firms retain dual membership, and brokers 
possess dual licenses. The need for two almost 
iden�cal exchanges is ques�onable; the suggested way 
forward is discussed in sec�on on Stock exchanges, 
securi�es firms, and listed companies.

Government securi�es and savings instruments account 
for almost all of the nonbank debentures that are 
issued. As of 3 October 2008, a total of 400 equity and 
debt securi�es were listed on the DSE General Index. 
Since most companies and all mutual funds are listed 
on both stock exchanges, the exchanges offer limited 
investment alterna�ves and create opportuni�es for 
price arbitrage. Capital markets in Bangladesh showed 
progress during FY2008. According to the Bangladesh 
Bank, between June 2007 and June 2008 the monthly 
average of the Dhaka Stock Index increased by 55.1%, 
the DSE General Index increased by 49.6%, and the 
DSE 20 Index rose by 39.6%. The liquidity situa�on also 
improved during FY2008 compared with prior years. 
The daily average turnover stood at Tk2.3 billion in 
FY2008 compared with Tk0.7 billion in FY2007. This 
increase was largely due to share trading of banks, 
insurance companies, mutual funds, and power 

companies, including the recently listed Jamuna Oil 
Company and Meghna Petroleum.

The Dhaka Stock Exchange general index experienced 
ups and downs in FY2009, though its end-June level 
was essen�ally unchanged from a year earlier. As at 
end-July 2009, the index had registered a gain of 4.3% 
in 7 months. The expected lis�ng of GrameenPhone, 
the country’s largest mobile company, in October 
2009 will deepen the market, encourage other large 
companies to list, and boost investor confidence. 
Lower corporate tax rates in FY2010 for mobile 
phone operators, provided that they list on the stock 
exchange, should encourage other mobile phone 
companies to follow.

The bond market is in its infancy. Fixed income 
securi�es first came into existence in 1987 with the 
flota�on of debentures by two companies. Trading of 
government treasury bonds started in December 2005 
on the DSE. At the end of March 2008, 8 debentures, 
75 treasury bonds, and 1 corporate bond (floated in 
2007 by the Islamic Bank Bangladesh named as IBBL 
Mudaraba Perpetual Bond) were being traded on the 
country’s capital market. The total issued amount of 
the debt securi�es is about Tk212.9 billion, or about 
21.4% of total market capitaliza�on. 

Progress in the capital market has been helped by the 
establishment of a central depository system and an 
automated trading system under ADB’s Capital Market 
Development Program (see discussion under ADB’s 
Development Experience) a substan�al increase in the 
minimum capital requirement of banks and nonbank 
financial ins�tu�ons,24 which led to them raising 
capital by issuing new shares, and the introduc�on 
of credit ra�ngs before an ini�al public offering 
(IPO).25 Lower interest rates on long-term government 
savings instruments, an increase in overseas workers’ 
remi�ances, and tax incen�ves for equity investment 
have also contributed to the growth in capital market 
ac�vity. Nonetheless, long-term prospects for capital 
market development remain mixed. 

23 The East Pakistan Stock Exchange Associa�on was incorporated in 1954 as a public company. In 1962, the name was revised to the East 
Pakistan Stock Exchange and again to the Dhaka Stock Exchange (DSE) in 1964. The Chi�agong Stock Exchange (CSE) was established in 1995.

24 The Bangladesh Bank increased the minimum capital requirement from Tk0.4 billion to Tk1.0 billion for banks and from Tk0.1 billion to 
Tk0.25 billion for nonbank financial ins�tu�ons.

25 As of June 2004, all banks are required to men�on their credit ra�ng evalua�on report in their prospectus when they go to the public to 
raise funds through ini�al public offerings (IPOs).

Financial Sector Development and Issues in Bangladesh
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Investment Corpora�on of Bangladesh. The 
Investment Corpora�on of Bangladesh (ICB)26 was 
established in 1976 as a fully government-owned 
ins�tu�on opera�ng under a special charter with 
the objec�ve of encouraging and broadening the 
industrial investment base. It subsequently became a 
corpora�on owned par�ally by the government under 
the supervision of the Ministry of Finance. In 2002, 
the ICB was transformed into a holding company by 
establishing three subsidiaries and delega�ng its new 
business to these subsidiary companies.27 The ICB 
underwrites issues of securi�es, provides substan�al 
bridge financing programs, maintains investment 
accounts, and floats and manages closed-end and 
open-end mutual funds and closed-end unit funds to 
ensure supply and generate demand for securi�es. 
The organiza�on also operates in the DSE and the CSE 
as a dealer. More than 30 years later, the ICB remains 
the single largest integrated capital market operator 
with over 75,000 investors’ accounts, and manages 
eight listed closed-end and one open-end mutual 
fund. In FY2006 the ICB and its subsidiaries had a 
turnover of Tk4.25 billion at the DSE (9.2% of the 
total turnover volume at the DSE) and Tk2.56 billion 
at the CSE (22.4% of the total turnover volume at the 
CSE). To address conflicts of interest in its combined 
opera�ons and to make the capital market fairer, 
three separate subsidiaries were created at the ICB in 
2002. Since the ICB has refused to open its books for 
external audit, its financial posi�on is unclear.

Capital Market Development Issues

Overall Issues

The capital market has a low level of supervision and 
the major market players—such as stock exchanges, 

brokers, dealers, and asset managers—have limited 
professional capacity. Transparency is poor and there 
is inadequate disclosure both in trading and in the 
quality of informa�on provided for listed companies. 
The introduc�on of up-to-date technology to support 
market infrastructure has been slow. Widespread 
reports of malprac�ce culminated in a domes�c stock 
market crisis in 1996. As a result, investor confidence 
is low.

The stock exchanges are owned and dominated by 
brokers, so their businesses take precedence over 
the governance of their respec�ve exchanges. The 
management of the two exchanges is weak at the 
strategic, senior, and mid-management levels; hence 
their members’ ac�vi�es are not supervised or 
regulated effec�vely. 

Gaps in legal and supervisory framework, and weak 
implementa�on capacity. Governance structures 
are deficient and market regulators have ineffec�ve 
enforcement and weak implementa�on capacity. 
Regula�ons were introduced under the Capital 
Market Development Program, and the Securi�es and 
Exchange Commission (SEC) was established and given 
the mandate to oversee the opera�on of the capital 
market; however, recurring viola�ons of securi�es 
laws and regula�ons have been reported. The absence 
of convic�ons in cases filed in connec�on with the 
1996 stock market scam is a reflec�on of the lack of 
credibility and effec�veness of the SEC as regulator. 

Under the Capital Market Development Program, 
the capacity to regulate and supervise capital market 
ac�vi�es has been strengthened with the amendment 
of the SEC ordinance giving it rule-making power. 
However, public concerns have been expressed 

26 The Investment Corpora�on of Bangladesh (ICB) was established on 1 October 1976 under the Investment Corpora�on of Bangladesh 
Ordinance 1976 to accelerate the pace of industrializa�on and develop a sound securi�es market in Bangladesh. The ICB provides various 
types of investment, banking, and nonbanking services. As of December 2007, the key shareholders of the ICB are the Government of 
Bangladesh (27% of total shares), state-owned commercial banks (SCBs) (23%), state-owned development financial ins�tu�ons (26%), and 
insurance corpora�ons (12%). The ICB underwrites issues of securi�es, provides bridge financing programs, maintains investment accounts, 
and manages mutual funds’ unit funds to ensure supply of securi�es as well as generate demand for securi�es; it also operates in the DSE 
and CSE as dealers. With the enactment of the Investment Corpora�on of Bangladesh (Amendment) Act in 2000, the number of ac�vi�es 
undertaken by the ICB has increased through the forma�on of subsidiaries.

27 This was supported by ADB’s Capital Market Development Program Loan (approved in 1997) to restructure the ICB by crea�ng three new 
subsidiaries to undertake merchant banking, mutual fund opera�ons, and stock brokerage ac�vi�es. The three ICB subsidiaries became 
opera�onal in July 2002. The three subsidiaries are (i) ICB Capital Management (a merchant bank), (ii) ICB Asset Management (a manager 
of trusts and funds, including mutual funds), and (iii) ICB Securi�es Trading (a stock broker and securi�es dealer). Examples of current 
business ac�vi�es being conducted by ICB include direct purchase of shares and debentures; par�cipa�on in and financing of joint-venture 
companies; provision of lease finance; management of exis�ng investment accounts, mutual funds and a unit fund, and por�olios of exis�ng 
businesses that existed before the establishment of the three subsidiaries; ac�ng as trustee and custodian; providing investment counseling 
to investors; and providing consumer credit.



15
about the pervasive powers of the SEC and lack of 
accountability within its organiza�on. Complaints 
have been aired about shortcomings in the SEC’s 
consulta�on process when issuing a new rule or 
regula�on. The SEC is understaffed and its staff lack 
technical knowledge and skills. Although its oversight 
and regulatory func�ons have more than doubled, 
staffing of the SEC has remained severely inadequate 
and its remunera�on structure is not a�rac�ve to 
poten�al qualified applicants from the private sector. 
The SEC’s low pay scales are in turn a result of its 
dependence on the na�onal budget and its alignment 
with civil service salaries, and its consequent lack of 
financial independence further limits its ability to 
a�ract qualified professionals. 

Recruitment and career progression are constrained 
by government policy. As a result, the SEC has limited 
capacity to regulate and monitor ac�vi�es within 
its remit and has limited resources to devote to 
development func�ons. There are too few qualified 
accountants and financial analysts due to high staff 
turnover, and the SEC does not have enough legal 
experts to effec�vely exercise its oversight authority. 
About 20 cases have been filed by the SEC against 
companies and brokers for viola�on of SEC rules. Even 
though there is a separate bench at the High Court to 
deal with company-related ma�ers, all cases remain 
unresolved. 

Inadequate systems and surveillance. The trading and 
surveillance systems and standards are inadequate. 
Good governance depends on having sound technical 
infrastructure in place, but neither the SEC nor the 
exchanges have effec�ve automated systems of 
surveillance to help them detect market abuse. The 
Securi�es and Exchange Commission Automa�on 
System was installed in 2001 with ADB funding through 
the technical assistance project for Capacity Building 
of the Securi�es and Exchange Commission and 
Selected Capital Market Ins�tu�ons. It is a management 
informa�on system comprising 10 modules that was 
developed to automate data recording and retrieval, 
and it func�ons as a data accumula�on and repor�ng 

system that performs only a limited amount of analysis. 
One of the system’s modules—the surveillance 
module—was not designed to provide online market 
surveillance. Consequently, the system is no longer 
adequate for the market surveillance func�on it now 
needs to perform. This is evidenced by the amount of 
�me taken to produce reports from the surveillance 
module. A modern market surveillance system, 
including an online market surveillance system, 
is required to allow the SEC to effec�vely fulfill its 
regulatory and supervisory mandate.

At the CSE, the responsibility for surveillance, market 
opera�ons, and lis�ngs has been combined into one 
area called “market opera�ons”. The DSE is also in 
the process of combining opera�ons into one area. 
However, at both exchanges, great care must be 
taken not to mix the dis�nct roles of surveillance 
and business development. A�rac�ng and approving 
companies for lis�ng is a business development role, 
while ensuring their compliance with the con�nuing 
disclosure obliga�ons of lis�ng is a surveillance role. 

Surveillance at the exchanges concerns the issuers’ 
obliga�on of disclosure and monitoring of the trading 
por�olio of brokers, market manipula�on, and 
insider dealing. The present systems are rela�vely 
basic in design, and if they were all operated online 
would stretch the compu�ng capacity of the trading 
pla�orms. For this reason, some of the ac�vi�es are 
carried out offline. The cost of upgrading to a modern 
and efficient market surveillance system for the 
exchanges and the SEC, including training in its use, is 
es�mated at $300,000 each.28

Neither exchange has an effec�ve system designed 
specifically to monitor market abuse or suspected 
market abuse,29 nor do they have adequate  
automated informa�on control systems to maintain 
and monitor progress on suspected cases or the 
failure of companies to comply with their disclosure 
obliga�ons. Cases are handwri�en or typed and are 
not retained in a central surveillance monitoring 
system. 

28 ADB. 2005. Technical Assistance to Bangladesh for Preparing the Financial Markets Governance Program. Manila. Source for cost es�mate is 
based on consultant’s report on Demutualiza�on and Merger of the Dhaka and Chi�agong Stock Exchanges. This figure is based on es�mates 
for a similar system for another securi�es regulator in South Asia.

29 Market manipula�on and insider dealing.
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The staff at the exchanges lack training in market 
surveillance, evidence gathering, and analysis of data. 
A common complaint from brokers is that surveillance 
staff, in their eagerness to iden�fy cases of market 
manipula�on, o�en mistake basic trading strategies 
for something more sinister. 

The SEC does not have an independent system for 
monitoring the CSE and the DSE. SEC staff use a 
surveillance terminal from the CSE, together with a 
remote terminal (not a surveillance terminal) from 
the DSE. Staff of the SEC, CSE, and DSE monitor the 
same surveillance and trading screens to iden�fy 
abnormali�es in trading. 

Shortage of quality securi�es. In June 2009, the 
total market capitaliza�on of the equity capital 
market in Bangladesh was 21% of GDP. Bangladesh 
has the lowest ra�o of market capitaliza�on to GDP 
among the South Asian countries (see discussion 
under The Financial Sector in Bangladesh). The 
limited number of listed securi�es has constrained 
increases in the liquidity and market capitaliza�on of 
the stock exchanges. In addi�on, would-be investors 
have restricted investment choices because of the 
lack of high-quality equity issues, investment-grade 
equi�es, and debt instruments in the market. There 
were 303 securi�es listed on the DSE as of 30 June 
2006, consis�ng of 256 companies, 13 mutual funds, 
8 corporate debentures, and 26 Treasury bonds. On 
the CSE, there were 213 securi�es listed, consis�ng 
of 198 companies, 13 mutual funds, and 2 corporate 
debentures. The total number of listed companies 
has increased by 41 from FY2005 to FY2008. There 
were 17 IPOs in 2006, which is the same number as in 
2005. However, most of them were made by insurance 
companies and nonbank financial ins�tu�ons (NBFIs) 
under regulatory obliga�on. The main impediments 
to increasing the number of new lis�ngs are the 
inefficient pricing mechanism, the owner’s concerns 
over poor corporate governance, and the high cost of 
lis�ng. 

The stock market appears to have recovered gradually 
from the very low investor confidence of 1996 to 
generate demand in the capital markets. The DSE 
general index stood at 2,854 on 10 September 
2008, compared to 968 at the end of 2003. In the 

past few years, there has been an overwhelming 
response for IPO shares, and these have been 
heavily oversubscribed. In 2005, public subscrip�on 
was 11.5 �mes higher than the public offering, in 
comparison to 12.1 �mes higher in 2004 and 18.5 
�mes higher in 2003. This indicates a mismatch 
between demand and supply in the capital markets. 
For example, on the equity supply side only 17 
securi�es were listed in 2005. In contrast, substan�al 
demand exists, reflec�ng remi�ances, idle liquidity 
of the rich, and restric�on in SCBs, although the 
long clearing period of 4 days s�ll dampens demand. 
This mismatch between supply and demand is 
also indica�ve of specula�on and distrust in the 
market. Many government-owned enterprises, 
including the petroleum distribu�on companies and 
Biman Bangladesh Airlines, as well as major private 
companies such as mobile phone companies with 
huge annual turnovers, could be prime candidates 
for the sale of shares to invigorate the equity market. 
Two power sector en��es—the Dhaka Electric Supply 
Company and Power Grid Company of Bangladesh—
have set the right example by successfully selling 
shares and thereby s�mula�ng the capital market.

Lack of professional standards for licensing. The 
categories of market par�cipants requiring a license 
from the SEC include (i) brokers, who provide trading 
services to clients; (ii) dealers, who are permi�ed to 
trade for their own account; (iii) merchant bankers, 
who provide underwri�ng, issue management, and 
por�olio investment services; (iv) investment advisors, 
who provide investment advice to clients;30 and 
(v) authorized representa�ves, who are engaged in a 
broker’s office to trade on the exchange on behalf of a 
broker or dealer. Although there are over 320 licensed 
brokers and over 270 authorized representa�ves, 
there are no standards or minimum qualifica�on 
requirements (courses, examina�ons, or con�nuous 
professional training) imposed by the SEC or the 
exchanges on any of the intermediaries. 

Debt Market Issues

An economy with an underdeveloped long-term 
bond market is constrained from mee�ng its 
long-term financing needs, which are principally 
infrastructure development. Moreover, savings cannot 

30 The ICB has been given permission by the government through regula�ons, and merchant banks are also func�oning as investment advisors.
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be fully mobilized and structural deficiencies in the 
banking subsector cannot be complemented by the 
contractual savings ins�tu�ons. Without a liquid, 
ac�ve secondary market in securi�es, matching the 
maturity requirements of both investors and issuers 
becomes more difficult, in par�cular with respect 
to long-term maturi�es in the primary market. In 
addi�on, the inability to securi�ze assets, par�cularly 
nonperforming loans (NPLs), hinders the efforts of 
banks in financial distress to restructure their assets 
and improve their capital adequacy and liquidity 
ra�os. Another foregone benefit is the valuable 
monitoring func�on of corporate debt over reckless 
managers, which can improve the efficiency of 
resource alloca�on. Nepal and Bangladesh have some 
of South Asia’s least developed debt markets, and 
Bangladesh has the region’s smallest outstanding 
market size rela�ve to GDP.31

Lagging development of government bond market. 
Government bond market development typically 
precedes the development of a corporate bond 
market. Demand-side weakness suffers from  
(i) a shortage of opportunity for trade and transfer; 
(ii) lack of any discount houses, money market dealer 
network, and secondary market for government 
securi�es; and (iii) limited opportuni�es for bond 
u�liza�on.32 However, progress is being made and 
opportuni�es now exist for trading and transfer 
of government securi�es. An ac�ve primary 
dealer system is in place and secondary trading 
of government securi�es is picking up gradually. 

There is an improvement in the demand for fixed-
income securi�es, which was hitherto limited due to 
the cap�ve nature of the primary markets under a 
controlled, below-market interest rate environment. 
The yield of government securi�es is becoming more 
and more market oriented. In FY2006, for total deficit 
financing the government relied on (i) the banking 
system for 42% of financing, (ii) foreign financing for 
37%, and (iii) nonbank borrowing (treasury bills and 
bonds) for the remaining 21%.33 Volume-based auc�on 
of government securi�es has been introduced since 
FY2007. Bangladesh Government Treasury Bonds of 5, 
10, 15, and 20 years’ maturity are experiencing greater 
acceptance. The Bangladesh Bank regularly furnishes 
a primary auc�on-based yield curve on its website and 
a secondary benchmark yield curve for government 
securi�es is under development. The current pricing 
of government securi�es based on primary yield curve 
will contribute to the development of a secondary 
market benchmark yield curve. 

Lack of demand for debt securi�es. The extraordinarily 
high-yield structure on savings schemes is the major 
impediment to the development of a debt market 
(Table 5). This ar�ficially high-yield premium on savings 
schemes tends to drive up the cost of bank deposits 
and deters the issuance of market-priced private sector 
debt instruments. The government reduced the rates 
on several occasions to relieve pressure on commercial 
bank lending rates and capital market yields; however, 
these efforts were viewed as ar�ficial and tended 
to offer a one-off remedy. Since the current yield of 

Table 5: Yields on Various Instruments

Fiscal Year
Na�onal Saving 

Cer�ficate
PCBs: From 1 
Year & above

Saving Deposit  
WA

Lending Rates  
WA

TB Rates  
of 364 Days

FY 2005 10.0–15.8 7.5–9.5 5.6 10.9 7.0
FY 2006 11.5–12.5 11.0–13.0 6.7 12.1 8.3
FY 2007 11.5–12.5 10.5–12.5 7.0 12.6 8.4

FY = fiscal year, PCB = private commercial bank, TB = treasury bill, WA = weighted average.
Note: Weighted average interest rates include all banks of all maturi�es.

31 World Bank. 2008. South Asian Bond Markets. Washington, DC.
32 Government securi�es can be counted as statutory liquidity requirement.
33 Total deficit financing of the government was Tk130.57 billion in FY2002, of which foreign financing was Tk58.58 billion, financing from 

the banking system Tk24.87 billion, and net nonbank borrowing from the public Tk47.11 billion (excludes saving cer�ficates held by the 
banks and includes treasury bills and treasury bonds held by the finance ins�tu�ons). Similarly, total deficit financing was Tk134.73 billion 
in FY2006, of which foreign financing was Tk50.47 billion, financing from the banking system Tk56.68 billion, and net nonbank borrowing 
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government securi�es is not significantly different from 
the yields of saving schemes, individuals also begin 
to invest more in government securi�es, especially in 
treasury bonds. The lack of a long-term debt market 
makes it even more difficult to set a benchmark to 
determine long-term borrowing and lending interest 
rates. Financial ins�tu�ons and corporate en��es 
relying on banks for funds constantly experience 
difficul�es stemming from maturity mismatches in their 
asset–liability posi�ons.

Rudimentary secondary markets. Savings schemes 
and redeemable instruments with high yields 
accounted for 59.3% of the government-related 
instruments; the balance is made up of treasury 
bills (26.7%) and treasury bonds (13.9%). Private 
sector instruments are debenture-type issues 
mainly from one business group listed in the stock 
exchanges. With the excep�on of treasury bills and 
private sector debentures, fixed income securi�es 
are nontransferable. Five- and ten-year government 
treasury bonds were first traded in the secondary 
market on 1 January 2005. Government securi�es 
dealers and market makers have to be further 
developed. Developing a well-func�oning secondary 
market for debt and asset-backed securi�es is 
expected to correct the persistent liquidity imbalance 
in the market. The Bangladesh Bank has recently 
introduced repurchase agreements as a prelude to the 
crea�on of a secondary money market for government 
securi�es, and the recent electronic securi�es registry 
by the two stock exchanges is expected to significantly 

promote and facilitate secondary market trading.34 
The Bangladesh Bank has set up the Public Debt 
Management Office35 to deal with the development 
of debt instruments and the policy formula�on of the 
repurchase agreement markets. 

Impediments to the corporate debt supply. The 
development of the domes�c bond market requires 
improvements in the support infrastructure and the 
type of instruments issued and traded, including 
the development of credit ra�ng agencies, and 
the introduc�on of asset-backed securi�es and 
infrastructure bonds and instruments for hedging 
interest rate risk. According to the latest World Bank 
report on the South Asia bond market (footnote 31), 
there has been no infrastructure bond financing 
in Bangladesh so far, although one transac�on is 
in the pipeline. The Industrial and Infrastructure 
Development Finance Company, a Bangladesh 
development finance ins�tu�on, plans to launch 
the country’s first ever infrastructure bond to 
arrange finance for four small power plants for 
$56.47 million.36 The absence of a sovereign credit 
ra�ng is an obstacle to securing long-term access 
to foreign credit and may be one of the underlying 
factors that discourage private interna�onal 
investors from inves�ng in Bangladesh. Credit 
ra�ng agencies play a valuable role in ensuring 
that companies disclose transparent accounts of 
their financial opera�ons, while promo�ng greater 
financial discipline. The ra�ng process itself provides 
incen�ves for self-discipline and self-regula�on, so 

34 Through ADB. 1997. Report and Recommenda�on of the President to the Board of Directors on a Proposed Loan and Technical Assistance 
Grants to Bangladesh for the Capital Market Development Program. Manila; ADB. 2001. Small Scale Technical Assistance to Bangladesh 
for Central Depository Capacity Building. Manila; ADB. 2000. Technical Assistance to Bangladesh for Capacity Building of the Securi�es and 
Exchange Commission and Selected Capital Market Ins�tu�ons. Manila; and ADB. 2002. Central Depository Bangladesh Limited. Manila. ADB 
supported the establishment of the central depository system for the Electronic Registry of treasury bills.

35 In the Bangladesh Bank, the Public Debt Management Office under the Forex Reserve and Treasury Management Department of Bangladesh 
Bank handles (i) management, maintenance, and investment of foreign exchange reserves held by the bank; (ii) maintenance of clearing 
accounts of authorized dealers in foreign exchange; (iii) the making of transac�ons in foreign currencies with authorized dealers on a cash 
or spot basis; (iv) se�lement of transac�ons among Asian Clearing Union member countries through the Asia Clearing Union mechanism; 
(v) repayment of government external debt, including debt servicing and making arrangement for miscellaneous remi�ances; (vi) keeping 
of the accounts for the funds and/or loans received from donors and disbursement thereof, and collec�on of foreign currency checks on 
behalf of government; (vii) issuance of public debt instruments and/or government securi�es, e.g., treasury bills, bonds, prize bonds, savings 
cer�ficates, and formula�on and implementa�on of rules, policies rela�ng thereto consistent with government decisions and orders, and 
es�ma�on of budget for the same; and (viii) framing policies regarding repo and reverse repo.

36 The same World Bank report also proposed a poten�al source for financing the infrastructure projects through bond issues from the 
remi�ances of nonresident Bangladeshis working abroad. “In fiscal 2006 such remi�ances amounted to about $4.6 billion. In 2007 the 
remi�ances grew by a record 23%. A recent study found that almost 80% of remi�ances to Bangladesh go to nonproduc�ve expenditures 
(Interna�onal Network of Alterna�ve Financial Ins�tu�ons, 2006). Through savings instruments that the government offers for nonresident 
Bangladeshis (such as nonresident foreign currency deposits, US Dollar Premium Bonds, and Wage Earners Development Bonds), some of 
these funds could be pooled and used instead to finance infrastructure bonds.”
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that companies seeking favorable financing terms 
are forced to ensure that their financial management 
is sound and documented according to standard 
credit ra�ng methods. However, under current 
circumstances, increasing the number of credit ra�ng 
agencies is not essen�al in the case of Bangladesh 
with few opportuni�es for local issue or placement of 
fixed income securi�es. Instead, credit of listed and 
to-be-listed companies could be enhanced by a bank 
guarantee, which could also save security issuance 
costs. As more issuers have sufficient incen�ve to 
securi�ze, and as further investors subscribe, demand-
driven establishment of credit ra�ng agencies is 
expected. Bangladesh’s two credit ra�ng agencies 
are s�ll at an early stage of development. Other 
main reasons for the low supply of viable corporate 
debt instruments include the poor credit standing 
of issuing corpora�ons, statutory restric�ons on the 
issuance of fixed-income instruments, the high cost of 
debt issuance, and the availability of lower-cost bank 
financing.

Equity Market Issues

Stock exchanges, securi�es firms, and listed 
companies. The two stock exchanges—the DSE and 
CSE—maintain almost iden�cal lis�ng criteria and 
procedures, virtually all listed companies maintain 
dual lis�ngs, securi�es firms retain dual membership, 
and brokers possess dual licenses. As a result, there 
have been calls for the demutualiza�on of the stock 
exchanges and also merging of the exchanges to 
remove inherent conflicts of interest, eliminate 
opportuni�es for arbitrage between the exchanges, 
and enhance liquidity and public trust.37 The listed 
companies are also partly responsible for the poor 
performance of the two stock exchanges. They run 
the risk of aliena�ng investors by con�nuing their 
opaque management prac�ces. Strong corporate 
governance and transparency are not yet ingrained 
within the corporate system. Applicable regula�ons 
and supervision for securi�es firms, investment funds, 
and the stock exchanges are deficient. Recently, the 
SEC has promulgated a rule on merger and acquisi�on 
of substan�al numbers of shares in ailing companies, 
claiming to help investors get returns from such listed 
sick companies by taking over their management. 
A market maker rule was introduced in late 2000 

but has yet to a�ract applica�ons from prospec�ve 
licensees. Furthermore, no new asset management 
company or mutual fund was floated in FY2007 
and FY2008, due mainly to complicated regulatory 
requirements, the high cost and fee schedule, the 
management and opera�onal hindrances placed by 
the regulatory regime, as well as the �me-consuming 
and complicated nature of the legal process. 

Following the stock market scandals in 1996, a deep 
public distrust of securi�es firms seems to have 
developed. In response, the SEC has undertaken a 
number of measures against the brokers, bourses, 
and listed companies for viola�on of rules, including 
removal of the chief execu�ve officer of the DSE—a 
move which is being challenged in court. The SEC 
suspended the trading of securi�es of the Beximco 
Group—the country’s largest conglomerate—and 
the group has challenged the authority of the SEC 
at the High Court by formula�ng rules which bypass 
acts of parliament. The Bangladesh Associa�on of 
Publicly Listed Companies and the business chamber 
bodies are also at odds with the SEC on various 
corporate issues. There are new restric�ons on 
the transfer of shares outside the stock exchanges, 
including inheritance and gi�, which require prior 
permission from the SEC for such transfers and 
applica�on through a member of the stock exchange. 
Furthermore, the SEC has instructed that listed 
companies which declare 60% less dividend than 
declared in the past year shall not enjoy day-ne�ng 
facili�es in public trading at the stock exchanges. 
These issues raise further ques�ons which require 
speedy resolu�on.

Investment Corpora�on of Bangladesh. The objec�ves 
of the unbundling of the ICB’s opera�ons have yet to 
be achieved. ICB mutual funds created before 2002 
are not regulated under the SEC’s mutual fund rules, 
and there is no separate and independent trustee or 
custodian for the funds. The funds managed by the 
ICB borrow regularly to finance equity investments, 
which is not in line with interna�onal best prac�ce 
and is highly risky. The prac�ce of borrowing for 
stock investment is also a great market distorter, 
since the borrowing is from the parent company at 
a discounted rate (averaging 9%–10% per annum) 
against the normal average commercial bank overdra� 
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37 ADB. 2005. Technical Assistance to Bangladesh for Preparing the Financial Markets Governance Program. Manila. The benefits of the merger 
and demutualiza�on of the stock exchanges are elucidated in the final report.
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rate of 16%–18% per annum. The ICB does not publish 
the net asset value of the mutual funds nor does it 
submit performance reports to the SEC, as private 
mutual funds must do by law, thus crea�ng an uneven 
playing field. The organiza�on operates under its own 
special charter, the ICB Act, and its valua�on method 
is not available to the public. Historically, the ICB has 
declared dividends even when markets are inac�ve.

Other market par�cipants. The third group of 
par�cipants in the equity capital market are the 
specialized banks such as the Bangladesh Shilpa 
Bank, Bangladesh Shilpa Rin Sangstha, the BASIC 
Bank, a few foreign banks, and SCBs. The mutual 
fund promoted and managed by Bangladesh Shilpa 
Rin Sangstha, which is a state-owned development 
finance ins�tu�on (DFI), also enjoys similar privileges 
and immuni�es to the ICB. Bangladesh has a small 
community of 29 merchant banks licensed by the 
SEC. These merchant banks lack skilled personnel 
and possess too small a market share to exert any 
impact in the domes�c capital market. The pool of 
organized investment funds is miniscule since the 
merchant banks have failed to build up a viable retail 
client base. Complemen�ng the role of merchant 
banks are 323 securi�es firms that are members of 
the stock exchanges. These companies suffer from 
low capitaliza�on, weak governance, and inefficient 
opera�ons. 

Nonbank Financial Subsector

Recent developments. Nonbank financial ins�tu�ons 
(NBFIs) are licensed and controlled by the Financial 
Ins�tu�ons Act of 1993. These ins�tu�ons  
(i) give loans and advances for industry, commerce, 
agriculture, or housing; (ii) carry on the business of 
underwri�ng or acquisi�on of, or the investment or 
reinvestment in, shares, stocks, bonds, debentures, 
or securi�es issued by the government or any local 
authority; (iii) engage in hire-purchase transac�ons, 
including leasing of machinery or equipment;  
(iv) finance venture capital; (v) provide loans for 
house building and property purchases; and (vi) use 
their capital to invest in companies. The major 
differences between NBFIs and commercial banks 
are that NBFIs cannot accept any deposit which is 
payable on demand by checks, dra�s, or orders drawn 

by the depositor, and they cannot deal in foreign 
exchange. Since July 2005, NBFIs have been allowed 
to receive deposits of a minimum of 6 months’ 
tenure only in the case of ins�tu�onal deposits; 
prior to this instruc�on, NBFIs were not allowed to 
receive deposits of less than 1 year’s tenure. NBFIs 
are expected primarily to fill in the gaps in the supply 
of financial services that are not generally provided 
by the banking subsector and to complement 
the banking subsector in mee�ng the financing 
requirements of the evolving economy. 

There were 29 NBFIs opera�ng in Bangladesh as of 
2008. Of these ins�tu�ons, 1 is government owned, 
15 are local (private), and the other 13 are established 
under joint-venture arrangements with foreign 
ins�tu�ons. The minimum capital requirement of 
NBFIs is Tk250 million. All NBFIs are required to raise 
their minimum capital through ini�al public offering 
(IPO) by June 2006. As of June 2005, the total paid up 
capital of NBFIs was Tk6.93 billion and their reserves 
were Tk5.52 billion, amoun�ng to a total shareholder 
equity of Tk12.45 billion. The Bangladesh Bank 
introduced a policy for loan and lease classifica�on 
and provisioning for NBFIs from December 2000 on a 
half-yearly basis. To enable the financial ins�tu�ons to 
mobilize medium- and long-term resources, the World 
Bank’s Financial Ins�tu�ons Development Project 
established the Credit, Bridge and Standby Facility 
(CBSF) to implement the financing. The major business 
of most NBFIs is leasing, although some are also 
engaged in merchant banking and housing finance 
(Table 6).

Leasing subsector. In a market with considerable 
compe��ve pressures from banks and other financial 
ins�tu�ons, the leasing industry has shown significant 
resilience. Its total assets grew at an annual average 
rate of 34% during 2002–2006. Lease financing 
cons�tutes 54.5% of the total long-term assets in the 
country’s financial sector, with the rest consis�ng 
mainly of term financing. Leasing companies offer 
their services to industries such as tex�les, chemicals, 
services, pharmaceu�cals, transport, food and 
beverage, leather products, and construc�on and 
engineering. Some leasing companies are also 
diversifying into other lines of business, such as 
merchant banking, equity financing, term lending, and 
house financing. 
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Insurance and Pension Subsectors

Recent Developments

Insurance subsector. The country’s insurance 
subsector is an important provider of long-term 
capital and is growing very rapidly. As economic 
growth accelerates, the need for insurance protec�on 
and new insurance products increases.38 However, 
the country’s insurance premium per capita was only 
2.5% in 2004, compared with 4.0% in Pakistan and 
19.7% in India. Penetra�on (in terms of premiums as 
a percentage of GDP) remained very low in 2004: only 
0.6% for Bangladesh, compared with 2.9% for India 
and 0.6% for Pakistan. General insurance is provided 
by 44 companies and life insurance is provided by 
18 companies. The industry is dominated by the two 
large state-owned companies—the Sadharan Bima 
Corpora�on for general insurance and the Jiban 
Bima Corpora�on for life insurance—which together 
command most of the total assets of the insurance 
subsector and about 15% of premium income in 
their respec�ve subsectors. The Sadharan Bima 
Corpora�on benefits substan�ally from reinsurance 
premium income, since it is compulsory for general 
insurance companies to reinsure up to 50% of their 
total reinsured assets with the Sadharan Bima 
Corpora�on.

Private insurance companies are currently 
regulated by the Office of the Chief Controller of 
Insurance (OCCI), Ministry of Commerce, under the 
Insurance Act 1938. The two state-owned insurance 
corpora�ons (the Jiban Bima Corpora�on and the 
Sadharan Bima Corpora�on) are regulated by the 
government under the Insurance Corpora�on Act 
1973. To respond to concerns in the insurance 
subsector, the government formed the high-
powered Insurance Reform Commi�ee  to review 
the exis�ng situa�on and recommend possible 
courses of ac�on, including upda�ng the rules and 
regula�ons governing insurance companies. The 
commi�ee recommended (i) dissolving the OCCI 
and establishing an insurance development board 
to oversee and regulate the insurance subsector; 
(ii) amending the Insurance Act 1938, Insurance 
Regula�ons 1958, and Corpora�on Act 1973 to 
reform the subsector; (iii) increasing the paid-up 
capital of the Sadharan Bima Corpora�on from Tk200 
million to Tk1 billion, offloading 49% of its shares 
to the public, and carrying out only reinsurance 
business; (iv) handing over all government insurance 
business to the private sector; and (v) crea�ng a 
reinsurance pool and a commi�ee to be equally 
shared by the Sadharan Bima Corpora�on and the 
Bangladesh Insurance Associa�on to look a�er 
reinsurance interests.39 Following good governance 

38 Premiums grew by 22% a year for life insurance and 11% a year for general insurance during 2001–2003.
39 The Commi�ee for Upda�ng the Insurance Act and Rules, consis�ng of representa�ves from the government and the private sector, 

contributed to the report of the Financial Sector Reform and Strengthening Ini�a�ve (FIRST), Insurance Law Reform Project (2003). The 
report made recommenda�ons for the insurance industry and provided inputs for the dra� insurance act. ADB prepared earlier dra� 
amendments for the Insurance Act and Rules through ADB. 1993. Study in the Insurance Industry and Pension and Provident Fund Opera�ons 
in Bangladesh. Manila.
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Table 6: Investment Por�olio Mix of Nonbank Financial Ins�tu�ons, 2002–2006
(10 million taka)

Investment 
Por�olio

2002 2003 2004 2005 2006

End-Dec % End-Dec % End-Dec % End-Dec % End-June %

Lease 1,646.89 56.7 2,127.24 58.4 2,537.46 47.7 3,115.73 45.9 3,356.59 45.9
Term Loans 561.71 19.4 820.33 22.5 1,713.52 32.3 2,310.02 34.0 2,457.80 33.6
Housing Loans 414.33 14.3 513.74 14.1 666.85 12.5 894.15 13.2 1,026.23 14.0
Other Assets 170.70 5.9 182.81 5.0 240.42 4.5 106.46 1.6 120.76 1.7
Investment 108.42 3.7 0.00 0.0 160.06 3.0 362.50 5.3 353.12 4.8
(Shares and 
Equi�es)
Total 
Outstanding:

2,902.05 100.0 3,644.12 100.0 5,318.31 100.0 6,788.86 100.0 7,314.50 100.0
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best prac�ces, the Insurance Development Board 
would be autonomous,40 and would regulate not 
only private insurance companies but also the two 
state-owned insurance corpora�ons under a uniform 
regulatory framework. Restructuring the state-
owned insurance en��es following interna�onal best 
prac�ces and liberalizing compulsory reinsurance 
arrangements are part of the reform agenda for the 
insurance subsector.

Pension fund subsector. The government provides a 
compulsory pension scheme for its staff. The deposit 
into the pension fund is deducted and deposited in 
the government account at the rate of 12.5% of the 
monthly basic salary. Staff can deduct more money 
under the scheme and obtain the benefits when 
they re�re. There is no such provision in the private 
sector service rules of companies or corporate bodies, 
however. The commercial banks have a depository 
pension scheme through which longer-term saving 
is undertaken for all, irrespec�ve of whether they 
are private or public servants or individuals. The 
development of this pension scheme for the private 
sector and corporate bodies may help foster resource 
mobiliza�on in Bangladesh.

Insurance and Pension Subsector Issues

The insurance subsector is marked by rapid growth 
of resources, significant prolifera�on in the number 
of par�cipants beyond what the market can possibly 
support, and the con�nued dominance of life 
insurance by the state-owned Jiban Bima Corpora�on 
and of general insurance by SCBs. Both the Jiban 
Bima Corpora�on and the SCBs are generally viewed 
as opera�ng on a substandard basis, with weak 
financial structures, a narrow range of insurance 
products, and poor services nurtured by the absence 
of minimum standards of service. In general, insurance 
salespeople are poorly trained and lack mo�va�on, 
while their companies lack accurate demographic 
sta�s�cs to serve as basis for actuarial computa�ons. 
Furthermore, insurance companies do not provide 
reports to policyholders, and the limited range of 
investment outlets for insurance funds prevents these 
firms from being ac�ve par�cipants in the financial 
markets. These deficiencies indicate a rudimentary 

insurance market. Divestment of the state-owned 
insurance en��es and the placing of the OCCI under 
the Ministry of Finance, instead of the Ministry of 
Commerce, are part of the organiza�onal streamlining 
that has been proposed. 

There is low awareness of the products and services 
offered by the insurance industry. The government 
has viewed it as a sector of industry rather than 
as part of the financial sector and therefore it has 
been difficult to include the insurance industry in 
financial sector regula�ons. The absence of a strong 
legal framework for addressing customer grievances 
has contributed to the industry prac�ce of failing 
to se�le claims, or of defaul�ng on mee�ng claims, 
and a resul�ng erosion of the industry’s reputa�on. 
The Na�onal Board of Revenue detected that most 
insurance companies are evading value-added tax and 
some have been served with demand no�ces, while 
others are facing inves�ga�on. The OCCI has issued 
show cause no�ce to a general insurance company 
to annul its license on allega�on of insider lending by 
misusing paid-up capital through doling out advances 
to sponsors. The industry is constrained by limited 
possibili�es for genera�ng addi�onal investment 
income from premiums received. At the end of 2004, 
the substan�al reserves in the system (insurance 
investment was es�mated at Tk313.8 million) are 
either deposited in banks or invested in government 
securi�es where the funds are not professionally 
managed under appropriate regula�ons. They could 
instead be used as long-term investment capital to 
s�mulate economic growth. 

According to the World Bank’s South Asia Bond Market 
report (footnote 31), only 5%–10% of the workforce 
is covered by formal re�rement plans. These are 
primarily civil servants who par�cipate in two types of 
re�rement plans: a noncontributory, defined-benefit 
scheme, and a contributory provident scheme through 
the General Provident Fund. The report states that 
the provident fund “de facto operates as an unfunded 
system: contribu�ons deducted from workers’ salaries 
are used to pay benefits, while the surplus is allocated 
to the budget.” These schemes are required to invest 
75% of their assets in government securi�es. The 
report also states:

40 The government is revising the Insurance Act 1938, to cons�tute a new insurance regulatory authority. Only a�er the authority is cons�tuted 
will a decision be taken concerning to whom the authority will report.
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State-owned enterprises and na�onalized 
commercial banks also offer re�rement 
plans. Pension plans offered by financial 
ins�tu�ons are negligible, but large private 
firms have established pension schemes 
for their employees. Companies offer both 
defined-benefit and provident fund plans. 
These funds have tradi�onally invested in 
na�onal savings cer�ficates. 

Both the regulators and regulated companies in this 
subsector recognize the severe capacity constraints 
of the supervision hierarchy, staff, and system. 
Addi�onally, the OCCI’s Statutory Regulatory Order 
governing permissible investments by insurance 
companies is not streamlined.41 The Sadharan Bima 
Corpora�on does not have a full-�me managing 
director, as a competent person has not yet been 
found to take up the posi�on. 

Rural Credit, Microfinance, and Small  
and Medium-Sized Enterprises

Recent Developments

The member-based microfinance ins�tu�ons 
cons�tute a rapidly growing segment of the rural 
financial market in Bangladesh; Grameen Bank is 
the only formal financial ins�tu�on among them. 
It was established in 1983 under a special law with 
ini�al support from the Bangladesh Bank. Besides 
Grameen Bank, there are more than 1,000 semiformal 
ins�tu�ons opera�ng mostly in rural areas. The 
Bangladesh Rural Advancement Commi�ee, the 
Associa�on for Social Advancement, and PROSHIKA42 
(or Proshika centre for human development) are 
considered the three largest NGO microfinance 
ins�tu�ons. These ins�tu�ons have an explicit social 

agenda to cater to the needs of the poor, and have a 
focus on women clients. 

The government has established the Microfinance 
Research and Reference Unit at the Bangladesh 
Bank to develop an appropriate regulatory and 
supervisory system for this subsector. A na�onal 
steering commi�ee was formed to administer the unit, 
formulate policy guidelines, and make sugges�ons for 
a regulatory framework. The commi�ee completed its 
term in June 2005 but the unit is s�ll ac�ve. Currently, 
the unit is working under the direct supervision of 
the governor of the Bangladesh Bank. The unit has 
already published opera�onal guidelines for these 
NGO microfinance ins�tu�ons with the help of 
the commi�ee, and has been collec�ng half-yearly 
informa�on since January 2004 on management, 
savings, credit, income, expenditure, and balance 
sheet items. The unit is also providing training to these 
ins�tu�ons on the opera�onal guidelines supplied 
to them. The Micro Credit Regulatory Authority was 
enacted on 16 July 2006 with effect from 27 August 
2006. It is now an independent agency with a board 
of directors chosen from the government and the 
microfinance ins�tu�ons. However, there is s�ll room 
for improvement in regulatory compliance in the rural 
credit, microfinance, and small and medium-sized 
enterprises (SMEs) subsector.

Issues of Rural Credit, Microfinance, and Small  
and Medium-Sized Enterprises

Financial sustainability is a fundamental challenge 
for rural credit and microfinance ins�tu�ons. The 
interest rates charged are high, although they are 
much lower than the 120%–300% charged by village 
moneylenders. NGOs usually charge 12%–15% interest 
per annum (all partners of the Palli Karma Shahayak 
Founda�on43 charge 12.5%) and microfinance 

41 Sec�on 27 of the Insurance (Amendment) Act 2000 states that at least 30% of inves�ble funds of life insurance companies (life funds) shall 
be invested in government securi�es and the balance can be u�lized for any other investment, including capital market investments. The 
Federa�on of Bangladesh Chambers of Commerce and Industry has issued a no�fica�on dated 28 July 2002 specifying the list of investments 
for the balance assets (other than government securi�es). The list of investments allowed by the new statutory regulatory order seems to 
be imprac�cal and restric�ve. Only the ICB’s unit funds, not private mutual funds, are allowed. Insurance companies are allowed to invest 
in shares and debentures of companies which are at least 25% owned by the government or public listed companies that have a record of 
dividend payments of more than 10% in at least 5 out of 7 years preceding the date of investment.

42 PROSHIKA is an acronym of three Bengali words: proshikkhan (training), shikkha (educa�on), and kaj (ac�on).
43 Since its incep�on in May 1990, the Palli Karma Shahayak Founda�on has been working as an apex microcredit funding and capacity-building 

organiza�on for eradica�ng poverty by providing microcredit to the poor through its partner organiza�ons. Palli Karma Shahayak means 
“Rural Employment Support”. The Palli Karma Shahayak Founda�on has also expanded its opera�on to urban areas. So far the founda�on 
has received funds from the government, the World Bank, the United States Agency for Interna�onal Development (USAID), ADB, and the 
Interna�onal Fund for Agricultural Development (IFAD).
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ins�tu�ons charge 20%–30% interest per annum. 
Microfinance ins�tu�on borrowers place more value 
on reliability and accessibility and are not overly 
sensi�ve to the interest rate. NGOs depend on so� 
loans and grants from development partners for 
their funding (11% of total funds for onlending) and 
loans from the Palli Karma Shahayak Founda�on 
(17%) in 2004.44 It is challenging for rural credit 
and microfinance ins�tu�ons to provide diversified 
services at lower prices while reducing financial 
dependence. There is a need to improve capacity of 
microfinance ins�tu�ons and develop a sound policy 
and regulatory environment in order for them to be 
more efficient, free of distor�on, and underpinned by 
sound financial prac�ces. 

The dominance of four large microfinance ins�tu�ons 
has substan�al implica�ons for the poor. Most 
microfinance ins�tu�ons are registered as socie�es, 
and the rest are registered as nonprofit companies, 
trusts, or coopera�ves under different acts or 
ordinances. There is limited regulatory oversight 
of their ac�vi�es. The regula�on and supervision 
of a large number of microfinance ins�tu�ons with 
heterogeneous features is a difficult task. A �ered 
approach is proposed by the World Bank to take 
into account differences in the organiza�onal and 
opera�ng characteris�cs of the various types of 
microfinance ins�tu�on and their different levels of 
regula�on and supervision. 

Small and medium-sized enterprises (SMEs) are a 
cri�cal component of the economy of any country. 
Bangladesh has been suppor�ve of the subsector’s 
development; however, the limited access of SMEs 
to finance has been iden�fied by the government 
and the development community as a deterrent 
to sustainable long-term growth. Domes�c 

financial ins�tu�ons, microfinance ins�tu�ons, and 
interna�onal agencies are the key players to improve 
the situa�on. According to the Bangladesh Bank, 
BASIC Bank in the public sector and BRAC Bank—a 
private commercial bank—are leading the way. Other 
financial ins�tu�ons have opened special units to 
expand lending to SMEs to enable them to diversify 
their lending por�olio and expand into new business 
areas. The SouthAsia Enterprise Development Facility, 
managed by the Interna�onal Finance Corpora�on 
(IFC), also plays a role in capacity building. In its 2008 
report,45 the Bangladesh Bank indicated that “the 
PCBs were the leader in providing SME loans with 54% 
of the total loan given to SMEs followed by SCBs (30%) 
and specialized banks (10%).” However, the report 
also says 

the current level of support is not 
adequate and the subsector needs more 
resources to support new and poten�al 
SMEs. Along with rela�vely high interest 
rates, collateral requirement is a major 
hurdle for SME entrepreneurs. Ins�tu�ons 
to serve the subsector need to develop 
appropriate funding modali�es that 
match the financing requirements of the 
clients along with their financial capacity 
to withstand poten�al lending risks and 
enhance produc�vity and efficiency of the 
SMEs.

The lack of credit support to SMEs is being addressed 
by the SouthAsia Enterprise Development Facility, 
and by ADB’s SME sector development program 
loan (footnote 22). ADB also approved an SME 
Development Project in September 2009. The project 
encompasses provision of medium- to long-term 
credit to nonurban and rural SMEs. 

44 Palli Karma Shahayak Founda�on. 2005. Credit and Development Forum, Microfinance Sta�s�cs. Bangladesh.
45 Bangladesh Bank. 2008. Financial Sector Review. Dhaka. (June issue).



Government’s Financial 
Sector Strategy

To fulfill the vision of poverty reduc�on, four 
strategic blocks are iden�fied by the Na�onal Poverty 
Reduc�on Strategy:46 (i) enhancing pro-poor growth, 
(ii) boos�ng cri�cal sectors for pro-poor economic 
growth, (iii) devising effec�ve safety nets and targeted 
programs, and (iv) ensuring social development. 
The framework also iden�fies the following four 
suppor�ng strategies or crosscu�ng issues: (i) ensuring 
par�cipa�on, social inclusion, and empowerment of all 
sec�ons, groups, and classes of people; (ii) promo�ng 
good governance by ensuring transparency, 
accountability, and rule of law; (iii) providing service 
delivery efficiently and effec�vely, par�cularly to 
the poor; and (iv) caring for the environment and 
sustainable development on a long-term basis.

The first three of the four strategic blocks require 
the financial sector to play a pivotal role in 
accelera�ng poverty reduc�on. To create an enabling 
macroeconomic environment for pro-poor growth the 
following are important: 

(i) The financial sector must play a crucial 
role in achieving higher produc�vity by 
improving alloca�on of investment funds 
and strengthening the incen�ve framework 
and driving technological innova�on, and 
eventually in increasing employment. The 
financial sector must support the higher 
investment levels required to meet the needs 
of the growing economy by mobilizing na�onal 
savings, s�mula�ng financial innova�on, and 
complemen�ng the bank-based system with a 
market-based system. 

(ii) Monetary policy has to be underpinned by a 
sound and efficient financial system, as well 
as financial deepening to become effec�ve in 
maintaining macroeconomic stability and in 
promo�ng a sound and stable environment  

for business and private sector ac�vity to 
flourish. 

(iii) The Na�onal Poverty Reduc�on Strategy pays 
special a�en�on to two aspects of capital market 
opera�on: raising funds in a cost-effec�ve 
manner, and enabling small savers to gain access 
to investment opportuni�es. It points out that 
restoring the confidence of entrepreneurs as well 
as savers requires an appropriate regulatory and 
technological infrastructure, diversifica�on of 
instruments, as well as effec�ve monitoring and 
supervision of various market par�cipants by the 
regulatory authority. 

(iv) To facilitate fair and compe��ve business, the 
financial sector, including SCBs and microfinance, 
must be properly reformed and suppor�ve 
credit policies need to be established. The sale 
process of Rupali Bank was cancelled and the 
bank was given back to the government. Other 
SCBs have been transformed into public limited 
companies, although they are fully owned by the 
government. Enhanced accoun�ng and stringent 
disclosure will be required for banks and nonbank 
financial ins�tu�ons (NBFIs). Microfinance reform 
will include reaching the poorest of the poor at a 
reasonably low interest rate, and introducing an 
effec�ve regulatory framework to ensure good 
governance and transparency of the ac�vi�es of 
the par�cipa�ng ins�tu�ons. Credit constraints 
of investors could be addressed by developing 
term finance, establishing a new agency for 
loan recovery, s�mula�ng lease financing, and 
paying special a�en�on to SMEs and women 
entrepreneurs. Promo�on of secured financing 
(footnote 14) through the introduc�on of a 
secured transac�ons law will benefit SMEs in 
terms of enhanced credit delivery since SME 
debtors possess rela�vely li�le land but more 
movable property collateral.

46 Footnote 2.
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The second strategic block is closely linked to the first 
strategic block. The financial sector can boost cri�cal 
areas for pro-poor economic growth such as SMEs in 
rural areas. Se�ng up an appropriate credit guarantee 
system for lending for otherwise creditworthy 
projects without real-estate-based collateral, and 
enlarging the base of conduit lending ins�tu�ons, 
will benefit SMEs. Furthermore, the government has 
emphasized expanding credit flow to farmers and 
rural entrepreneurs. Effec�ve financial ins�tu�ons 
are also needed to tap small savings and remi�ances 
for produc�ve investment, and a vibrant rural capital 
market should be developed. 

In rela�on to the third strategic block, microcredit 
has been quite successful in raising the income of the 
poor and lowering overall poverty; however, there 
are limita�ons. The ultra-poor must be reached with 
microcredit through innova�ve approaches involving 
changes in credit delivery mechanisms, diversified 
financial services, and complemen�ng microfinance 
with nonfinancial interven�ons. Microfinance needs 
to be scaled up to con�nue support to mature 
clients, new entrepreneurs, and tomorrow’s poor. 
Since poverty will not be reduced by microfinance 
alone, microfinance ins�tu�ons should integrate 
credit with technology, informa�on, and marke�ng 

services. This will require them to pay more a�en�on 
to risk management. The opera�onal efficiency of 
microfinance ins�tu�ons should also be improved 
through allowing flexibility in repayment rules, 
avoiding overlapping of credit disbursement, and 
ra�onalizing interest rates without compromising the 
main microcredit goals of community mobiliza�on. 
Microfinance ins�tu�ons may be allowed to borrow 
from organiza�ons like the Palli Karma Shahayak 
Founda�on or the general capital market if necessary. 
There should also be a regulatory framework that 
promotes transparency and accountability for 
savings mobiliza�on and u�liza�on. Lastly, to further 
empower women, more financial and nonfinancial 
support is needed for women to invest in rural 
enterprises and access marketplaces which are 
suitable to women.

As part of the third strategic block concerning the 
development of effec�ve safety nets and targeted 
programs, the old-age pension scheme needs to 
be reviewed to extend its coverage. With regard 
to crosscu�ng suppor�ng strategies, while all four 
strategies have implica�ons for the financial sector, 
promo�ng good governance is par�cularly important. 
It includes reforms of banks, capital market, rural 
finance, and microcredit. 



ADB’s Development 
Experience

ADB’s interven�ons.47 ADB has long been concerned 
with the need to find the most appropriate ways to 
channel finance to produc�ve enterprises in both 
the public and private sectors. Ini�ally, ADB played 
a significant role in promo�ng the development of 
a leasing industry in Bangladesh. This flowed from a 
1986 regional study of leasing48 which recommended 
regulatory changes that ADB was subsequently 
instrumental in having enacted. This, in turn, was 
followed by ADB’s financial backing for the crea�on 
of only the second leasing company in the country.49 
The World Bank has assumed the posi�on of lead 
development partner in this area, with par�cular 
responsibility for the banking subsector, so ADB has, 
since 1993, taken on a specialist role in promo�ng 
the development and reform of the capital markets 
(i.e., securi�es markets). This has been done through 
the Capital Market Development Program (CMDP) 
(footnote 5) following the outbreak of the equity 
market scam in 1996, and through nine technical 
assistance grants totaling $7 million that were either 
preparatory for, or a�ached to, the program loan.

In addi�on to facilita�ng the provision of finance 
to enterprises, ADB has been promo�ng the 
development of pension funds with the aim of 
introducing more liquidity into the capital market. It 
has also been involved in crea�ng a mechanism to 
provide re�rement pensions both for the vast majority 

of the popula�on who currently have none and for 
those public employees whose pensions cons�tute a 
growing burden for the state. Despite three technical 
assistance projects related to the subject, efforts 
to advance this agenda have made li�le headway 
because it is not considered a current government 
priority, regardless of its long-term implica�ons.50

Key lessons. The CMDP addressed the need to 
strengthen market regula�on and supervision and 
develop the capital market’s infrastructure and 
support facili�es. It also addressed issues rela�ng 
to the supply of and demand for capital market 
instruments arising from the domes�c stock market 
crisis. This crisis was widely a�ributed to wrongdoings 
by brokers, and although several have been charged 
in court, no convic�ons have so far resulted.51 
Consequently, the reform program is perceived by 
market intermediaries and stakeholders—mainly 
the Dhaka Stock Exchange (DSE) brokers—as being 
concerned more with strengthening the Securi�es 
and Exchange Commission (SEC) and the regulatory 
environment, rather than having a direct benefit to 
or impact on the market. Some of the ac�ons and 
measures are being debated and there are calls for 
impact assessment and review,52 as well as further 
interven�ons for capacity building and streamlining. 
On the other hand, several stakeholders, including the 
SEC, have expressed the need for further interven�ons 

47 Based on ADB. 2003. Country Assistance Program Evalua�on for Bangladesh. Manila.
48 ADB. 1996. Study of Leasing in Selected Developing Member Countries (Supplementary). Manila.
49 ADB. 1989. United Leasing Company. Manila. 
50 There is no men�on of pensions (funded or otherwise) as a priority issue in the Fi�h Five-Year Plan. Implementa�on of the latest technical 

assistance project (ADB. 2000. Technical Assistance to the People’s Republic of Bangladesh for Capacity Building of the Securi�es and 
Exchange Commission and Selected Capital Market Ins�tu�ons. Manila.) intended to prepare a project, or possibly program, loan has been 
deferred pending further clarifica�on of the government’s intent.

51 The Capital Market Development Program was mounted in direct response to a request by the then finance minister of the Government of 
Bangladesh for assistance in dealing with the crisis in the domes�c capital market.

52 ADB undertook a program comple�on review of the Capital Market Development Program loan in October 2002 and assessed the program 
partly successful. The program comple�on report was finalized in July 2003. The project performance audit report was finalized in August 
2005.
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for capacity building and streamlining of laws, rules, 
and procedures. Others have argued for a shi� in the 
focus of any future program for the capital market to 
assis�ng the capital market intermediaries in product 
development. The successor project53 of the CMDP 
has components that would extend its impact beyond 
the achievements of its predecessor.

In the context of capital market reform in Bangladesh, 
careful considera�on was given to the complex capital 
market, the large number of vested interests involved, 
and the weak governance climate. It would thus be 
appropriate to view the process of capital market 
reform as a long-term one, in which ADB needs to 
promote policy dialogue, backed up by the requisite 
technical assistance projects. However, the experience 
of the stock market crash shows that the resolve to 
make reforms weakens as the pressure to undertake 
them diminishes. Consequently, further policy lending 
in the capital market should only be considered where 
strong government commitment to meaningful reform 
has been demonstrated by unequivocal up-front 
ac�on.54 

The reforms recommended by the program 
performance audit report55 on lessons learned from 
the CMDP are as follows: 

(i) To establish a market-friendly regulatory 
framework, an oversight ins�tu�on (as well as 
ADB) should consider both benefits and costs 
associated with the rules and regula�ons, 
based on broad consulta�on with stakeholders. 
The segrega�on of financial intermediaries 
pursued under the CMDP reaffirmed the 
importance of consulta�on as a considera�on in 
formula�ng recommenda�ons. The size, depth, 
and liquidity of the market; the capacity of 
market intermediaries; the quality of financial 
statements; the soundness of corporate 
governance prac�ces; and experiences of other 
countries may cons�tute key elements for 
considera�on.

(ii) A comprehensive reform program can be 
feasible only of it is an integral part of the 
government-owned long-term development 
strategy linking the reforms of all concerned 
subsectors over �me. To support such a long-
term effort of the government, ADB needs to 
realis�cally priori�ze reform measures and 
set �melines while considering the capacity of 
implemen�ng agencies. The number of program 
measures should be limited so that ADB can 
monitor compliance with them throughout the 
program. Flexibility would also be needed during 
implementa�on in adjus�ng agreed reform 
measures, on the basis of immediate program 
outputs and outcomes as well as external 
factors. A program cluster approach may be 
more appropriate than conven�onal program 
lending.

(iii) The counterpart funds of the CMDP were not 
allocated in the loan agreement. ADB, for 
its part, did not closely monitor the actual 
program cost and did not pay sufficient 
a�en�on to funding constraints that the 
implemen�ng agencies faced. Consequently, 
some of the stakeholders felt that there was 
no accountability in the use of the counterpart 
funds of the loan. When a reform is associated 
with a definite and significant amount of 
investment, a sector development program 
may be more appropriate than a program 
loan. To support ins�tu�onal capacity building, 
a technical assistance grant or loan in some 
cases could be just as appropriate as a program 
lending interven�on.

(iv) Despite the substan�al support from ADB 
since 1993, effec�ve ins�tu�onal frameworks 
to govern insurance and pension reforms 
are not yet in place due to weak government 
commitment. Considering this track record, 
ADB’s future assistance to these areas should 
be condi�onal upon major progress in reforms 
rather than an advance agreement.

53 ADB. 2006. Technical Assistance Loan to Bangladesh for the Financial Markets Governance Improvement. Manila. This seeks to develop 
the legal, regulatory, and ins�tu�onal aspects of the domes�c financial market. The program will promote and enhance financial market 
governance across all market segments, encompassing the regulators, market players, listed companies, and issuers of securi�es. This is 
essen�al for building investor confidence and improving the process of financial intermedia�on in Bangladesh.

54 An independent report by ADB’s Opera�ons Evalua�on Department also contains this recommenda�on.
55 ADB. 2005. Program Performance Audit Report on the Capital Market Development Program. Manila.
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Clearly, the program performance audit report reform 
ac�ons and perceived process are prescrip�ve of 
reforms undertaken under stable and orderly market 
condi�ons such that an oversight ins�tu�on—the 
SEC—with the requisite capacity could undertake 
the necessary consulta�ons. Under crisis condi�ons, 
however, this may not always be possible. In fairness, 
it should be recognized that the SEC was only 
newly established at that �me, its opera�ons were 
rudimentary, and its capacity was very limited. In 
terms of its budget, the SEC (i) did not have the luxury 
of �me to consider benefits and costs of associated 
regula�ons, the prac�ce of regulatory impact 
assessment having been introduced only in recent years 
in some jurisdic�ons; (ii) could not have the benefit 
of a government’s long-term development strategy as 
none was in place; and (iii) needed urgently to stop the 
hemorrhage in the stock market and address pressing 
investor concerns. This set of circumstances accounts 
for the subsequent extensive technical assistance given 
to the SEC by ADB. However, the current cri�cism that 
the SEC is over-regula�ng is an indica�on that it needs 
further support in terms of rule making, par�cularly in 
stakeholder consulta�on. However, the government 
now fully recognizes the need to have a long-term 
development strategy and this has been incorporated 
into its Na�onal Poverty Reduc�on Strategy. 

It should also be noted that ADB’s interven�on 
had the full support of the donor community in 
Bangladesh. Prior to undertaking the reform program, 
a donor’s mee�ng was held with the government, 
in which donors agreed to have ADB take the lead 
in helping to resolve the crisis. The United Na�ons 
Development Programme (UNDP) provided immediate 
technical assistance, administered by ADB, pending 
approval of ADB funding. The United States Agency for 
Interna�onal Development (USAID) subsequently took 
over from UNDP and provided experts to guide the 
SEC. Extensive consulta�on was also undertaken with 
major stockholders, both of the local exchanges, and 
the local chambers of commerce and industry. 

There was no earmarking of counterpart funds which 
is a recent phenomenon in program lending, as in 
the past this was considered interference with the 
government’s internal budget process. The current 
trend in program lending is also not suppor�ve of 
earmarking procedures. On the other hand, the 

cri�cism that there was no accountability in the use of 
counterpart funds came mainly from members of the 
DSE who wanted capacity building and other forms 
of support from ADB. Considering that they were at 
the center of the controversy, they were expected to 
bear the brunt of reforms. Moreover, being a private 
sector en�ty, the DSE is not eligible for support 
through ADB’s public sector window except through 
the government.

Several points are clear in the context of the country: 

(i) Not only commitment but also full authority and 
control in pursuing reforms are necessary where 
vested interests and turf issues are major factors 
within the bureaucracy. 

(ii) Where governance is weak, very close 
supervision is necessary to ensure proper 
implementa�on; thus, either staff skills at the 
resident mission are made available or external 
consul�ng services are provided. 

(iii) Long-term follow up is crucial to sustaining a 
process as complex and long as capital market 
development in a country where the private 
sector remains small and poverty is widespread. 

(iv) Parallel reforms are important to the process, 
especially in building the private sector (ADB has 
ini�ated programs for SMEs to help develop the 
subsector) and improving governance (cri�cal to 
enhancing investor confidence; ADB has a far-
reaching an�corrup�on and governance reform 
program in place). 

If ADB wants to provide projects based on lines 
of credit or other forms of loan finance, it should 
be more ac�vely engaged in improving regula�on 
and transparency in the banking subsector, 
notwithstanding the World Bank’s established role as 
the lead development partner, and considering that 
the World Bank has recently started to get involved 
in capital market development. In par�cular, the aim 
should be to eliminate cartel-like prac�ces that have 
reportedly resulted in excessively high real interest 
rates which favor depositors rather than borrowers 
and also enable banks effec�vely to cross-subsidize 
nonperforming loans (NPLs). 

ADB’s Development Experience



Activities of Other Development 
Partners

A number of donors are assis�ng the government 
in various facets of the financial sector. Increasing 
overlap between subsectors within the financial sector 
cannot be avoided due to its inherently intertwined 
nature, with accoun�ng and audi�ng, governance, 
and issues of rules and regula�on and infrastructure 
development cu�ng across the board. In the past, 
the World Bank focused on banking subsector 
restructuring and capacity-building assistance to the 
Bangladesh Bank;56 the Interna�onal Monetary Fund 
(IMF) on assistance in macroeconomic, monetary, 
and fiscal management; and ADB on securi�es 
market–related reforms. (The appendix lists the 
financial sector projects of development partners in 
Bangladesh.)

While ADB con�nues to be the lead funding agency 
in the capital market, the IMF and the World Bank 
have also been involved in bond market development 
related to effec�ve monetary policy. Recently, the 
World Bank has been more ac�ve in securi�es 
markets, developing primary and secondary 
government bond markets, and the corporate bond 
market. ADB is also playing a lead role in dealing with 
various governance issues, including the establishment 

of an�corrup�on measures and the introduc�on of a 
secured transac�ons law. The Financial Sector Reform 
and Strengthening Ini�a�ve (FIRST) recently provided 
technical assistance to the insurance subsector.57 

The 2003 joint IMF and World Bank financial sector 
assessment of the financial markets emphasized 
reforms in the banking system to contain the risk 
of systemic distress. The World Bank and ADB have 
jointly assisted the government to finance the private 
sector through improved financial market access for 
SMEs, par�cularly the so-called “missing middle,” 
between micro and medium-sized enterprises. The 
World Bank is reforming the SCBs under its Enterprise 
Growth and Bank Moderniza�on Project and the 
Second Development Support Credit.58 It is also 
suppor�ng the Bangladesh Bank’s dual role as the 
country’s monetary authority and bank regulator and 
supervisor as part of the Central Bank Strengthening 
Project.59

In May 2006, the World Bank approved the $50 million 
Investment Promo�on and Finance Facility Project.60 
The objec�ve of this project is to increase compe��on 
and transparency in infrastructure finance through 

56 E.g., World Bank. 2000. Financial Ins�tu�ons Development Project. Washington, DC. ($57.7 million); World Bank. 2003. Central Bank 
Strengthening Project. Washington, DC. ($37 million); World Bank. 2004. Enterprise Growth and Bank Moderniza�on Project. Washington, 
DC. ($172.3 million); and World Bank. 2004. Economic Management Technical Assistance Program. Washington, DC. ($20 million).

57 The Insurance Law Reform Project (2003) of FIRST has provided recommenda�ons for insurance subsector development as well as inputs for 
the dra� insurance act. FIRST is a $53 million mul�donor program (there were seven donors in 2004) to support capacity building and policy 
development projects in the financial sector. FIRST provides technical assistance grants for short- and medium-term projects in the areas of 
financial sector regula�on, supervision, and development.

58 World Bank. 2004. Enterprise Growth and Bank Moderniza�on (EGBM) Project. Washington, DC. The EGBM project con�nues the 
restructuring support of financial and nonfinancial state-owned enterprises (SOEs) that began with the June 2003 Development Support 
Credit. The project has a component “Resolu�on of the Problems of the State-owned Commercial Banks” budgeted for $34 million out of a 
total loan of $250 million. The next phase of SOE reform is also being implemented under the Second Development Support Credit (2004), 
the key support areas of which include prepara�on for management support for some SCBs and issuance of pruden�al regula�ons; and 
suppor�ng ac�ons in a number of governance areas such as an�corrup�on ini�a�ves, accoun�ng, and audi�ng.

59 World Bank. 2003. Central Bank Strengthening Project. Washington, DC. This project supports implementa�on of Bangladesh Bank’s 
strengthening program by providing assistance in three major areas: legal framework, reorganiza�on and moderniza�on, and capacity 
building.

60 World Bank. 2006. Investment Promo�on and Finance Facility Project. Washington, DC.
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suppor�ng private sector par�cipa�on and market-
based solu�ons. It will supplement the resources of 
Bangladesh’s financial markets to provide long-term 
finance for infrastructure projects beyond the capacity 
of local financial ins�tu�ons. The Government is also 
seeking to leverage its own resources by fostering 
innova�ve ways to involve private partnerships in 
the financing, development, management, and 
servicing of economic zones in nonmetropolitan 
areas through the World Bank’s $150 million Private 
Sector Development Support Project.61 Economic 
zones address key compe��veness issues facing firms 
(including SMEs) by providing serviced land, reliable 
infrastructure, adequate logis�cs, and an authority 
that a�ends to the needs of the zone’s tenants.

Substan�al investment is required to restore the 
health of the banking system and remedy the 
pervasive governance issues that impact the en�re 
financial sector as well as corporate enterprises. 
Therefore closer donor coordina�on is necessary 
in possible areas of obfusca�on and conten�on to 
avoid overlap in program design and structure. While 
the first steps in this direc�on have been ini�ated 
under IMF and World Bank policy-based loans (the 
Poverty Reduc�on and Growth Facility, footnote 11), 
the ul�mate costs of reforming and restructuring the 
distressed banks are conserva�vely es�mated to be 
around 6%–8% of GDP. 

From an opera�onal perspec�ve, coordina�on 
amongst the development partners and ADB can be 
conceptualized as follows: ADB needs to con�nue to 
play a lead role in the development of the securi�es 
market and in support of the government’s Medium 
Term Macroeconomic Framework by filling the 
resource gap. Considering the substan�al issues 

that need to be addressed in order to enhance 
financial services, there is room for ADB to cooperate 
with other development partners in areas beyond 
the securi�es market. In view of the success of 
microfinance in Bangladesh, any interven�on in this 
area will be limited to promo�ng compe��on and 
enhancing the stability of microfinance ins�tu�ons. 
There is plenty of room to intervene in nonbank 
financial ins�tu�ons (NBFIs), if resources are available.

A 15-year sequencing of framework parameter 
reforms, specifically the securi�es and banking 
markets, is illustrated in Table 7. The table provides 
an assessment of the ongoing financial sector reforms 
in Bangladesh, taking stock of work that remains 
to be accomplished, and gives an indica�on of the 
�me frame to achieve cri�cal reforms, mainly in the 
securi�es and banking subsector. The 15-year reform 
framework envisages the development of a sound, 
market-oriented financial system, characterized 
as compe��ve, integrated, efficient, and capable 
of facilita�ng domes�c resource mobiliza�on and 
growth-oriented investment. 

Successful implementa�on of the reform framework 
depends on strong leadership and firm commitment 
from the government. It also calls for the �mely 
assistance of interna�onal aid agencies as a source 
of technical and financial resources for successful 
implementa�on of the reform framework. Con�nuous 
refinement and upda�ng of the framework based on 
the progress made and the changing socioeconomic 
environment will enable the government to maintain 
momentum in its development efforts, and will 
facilitate coordina�on among interna�onal aid 
agencies.

Activities of Other Development Partners

61 World Bank. 2006. Private Sector Development Support Project. Washington, DC.
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Bangladesh Financial Sector: An Agenda for Further Reforms

Table 7: Sequencing of Framework Parameter Reforms
(An issue in italics indicates its reform is currently in progress in Bangladesh)

Regula�ons and Supervision Standards and Codes Capital Market Development
Market Deepening  

and Reforms

Phase I (Ini�a�ng Phase: immediate 5 years)

Increased capacity and 
greater autonomy to 
Bangladesh Bank with 
legisla�on dra�ed and 
passed

New pruden�al 
regula�ons dra�ed and 
passed

Strengthening related 
banking legal and judiciary 
processes

Development of legal/ 
regulatory and incen�ve 
framework for nonbanking 
areas of securi�es market, 
insurance and pensions, 
and rural and microfinance

Connected and directed 
lending stopped

Develop policies for 
restructuring/priva�zing 
SOEs

Secured transac�ons law 
adopted

Strengthen debt 
recovery framework and 
enforcement

Regula�on on unfair 
trading strengthened

Improve exchange 
regula�ons, supervision, 
and compliance

Relevant accoun�ng 
and audi�ng standards 
strengthened to conform 
with interna�onal 
standards

Ini�ate corporate 
governance prac�ces 
in public enterprises, 
including SOEs and SCBs

Overall ins�tu�onal 
capacity in formula�ng 
and implemen�ng the 
above policies and 
guidelines strengthened

Disclosure requirements 
implemented 

Standards on market 
trading developed and 
established

Develop and strengthen 
public debt policy and 
management including 
treasury opera�ons, 
integrated into a broader 
fiscal framework

Expand short-term 
government securi�es 
market opera�on and 
further develop network  
of primary dealers 

Accelerate development 
of money market by 
expanding network of 
financial intermediaries 
engaged in underwri�ng 
and syndica�ons, 
securi�es trading, 
dealership, and brokerage. 

Develop government and 
corporate bond markets

Ra�onalize and 
demutualize stock 
exchanges

Strengthen exis�ng 
SOE/SCB structures 
and opera�ons in 
prepara�on for further 
priva�za�on/dives�ture

Revisit con�nued 
government presence in 
the private sector and 
reduce NPL level and 
improve market efficiency

Expand new market-based 
financial instruments 
and products such as 
commercial papers, 
nego�able cer�ficates 
of deposit, and bills of 
exchange that meet 
market needs 

Strengthen Credit Ra�ng 
Agency of Bangladesh to 
aid the development of 
money market and other 
longer-term capital market 
instruments 

Improve exis�ng payment 
and se�lement system to 
ensure safe and secured 
payments and se�lements 
and reduce the gap 
between payments and 
se�lement

Increase lending to SMEs, 
par�cularly the “missing 
middle” and contribu�on 
to refinancing facility

Phase II (Developing Phase: subsequent 5 years)

Basel II fully integrated 
into banking opera�ons

Code of good corporate 
governance mainstreamed 
in SOEs and large public 
enterprises

Expansion into longer-
term government bonds 
and their secondary 
market ini�ated and 
introduced

Further priva�ze SOEs

con�nued on next page

NPL = nonperforming loan, SCB = State-owned commercial bank, SMEs = small and medium-sized enterprises, SOE = state-owned enterprise. 



33Regula�ons and Supervision Standards and Codes Capital Market Development
Market Deepening  

and Reforms

Policies and regula�ons 
on other nonbanking 
areas and ins�tu�onal 
reform, such as in leasing 
and housing finance, 
strengthened

Accoun�ng and audi�ng 
standards relevant to 
the country’s stage 
of development fully 
developed and conform 
with interna�onal 
standards

Overall ins�tu�onal 
capacity in formula�ng 
and implemen�ng the 
above policies and 
guidelines developed

Disclosure requirements 
fully adopted

Standards on market 
trading strengthened

Stock exchange 
informa�on dissemina�on 
and modernized trading 
architecture developed

Further priva�za�on 
of public enterprises 
and push for IPOs of 
large firms, including 
foreign enterprises with 
opera�ons in Bangladesh, 
to increase supply of 
securi�es in the market

Ins�tu�onal investments 
promoted

Promo�on of asset-backed 
securi�es market through 
the introduc�on of a 
securi�za�on law

Bank restructuring/ 
recapitaliza�on, with 
government bank 
ownership substan�ally 
reduced, and entry of 
new domes�c/foreign 
banks and associated new 
services accelerated

Complete enterprise 
restructuring/
priva�za�on, with relevant 
SOEs and SCBs priva�zed 

Undertake reform of 
the ICB and its act to 
divest the government 
holdings in the ICB and 
its subsidiaries to provide 
a level playing field, 
promote compe��on, and 
facilitate the growth of 
ins�tu�onal investors and 
the mutual fund industry

Phase III (Final Phase: last 5 years)

Fully modernized 
regulatory and supervisory 
structure and system in 
line with interna�onal 
standard-se�ng 
organiza�ons

Effec�ve monitoring 
mechanism and full 
compliance

Code of good corporate 
governance mainstreamed 
in all public and publicly 
listed en��es

Accoun�ng and audit 
prac�ces conform 
fully with interna�onal 
standards (including 
disclosure requirements), 
and accountability 
mechanisms are put in 
place. 

Capacity development in 
above areas sustained 

Standards in market 
trading conform with 
interna�onal best 
prac�ces

Encourage development of 
secondary and long-term 
debt securi�es markets

Incorpora�on and 
integra�on of the capital 
markets into regional 
markets

Full par�cipa�on in capital 
markets of retail investors, 
SMEs, and other smaller 
players

Introduc�on of 
deriva�ve instruments 
and strengthening of 
securi�za�on capacity

Opera�on of more 
integrated financial 
ins�tu�ons offering 
diversified market services

Market-based and 
transparent decision-
making mechanisms to 
build confidence in the 
financial sector 

Modern trading and 
informa�on system 
infrastructure for financial 
transac�ons in place

Restrict the government 
presence only in areas 
where private sector does 
not operate.

ICB = Investment Corpora�on of Bangladesh, IPO = ini�al public offering, SCB = state-owned commercial bank, SMEs = small and medium-sized 
enterprises, SOE = state-owned enterprise. 
Note: Capacity building and human resource development are relevant to all phases.

Table 7 con�nued

Activities of Other Development Partners



Parallel Reforms to Ensure Financial 
Sector Development

Financial sector reforms need to be complemented 
by parallel reforms to ensure financial sector 
development. Parallel reforms would encompass  
(i) private sector development; (ii) good governance, 
par�cularly in enhancing transparency and 
informa�on disclosure and dissemina�on; and 
(iii) capacity building among the regulator, market 
par�cipants, and professionals, including accountants 
and auditors.

Private sector development. The growth of 
the financial markets cri�cally depends on the 
development of the country’s private sector which 
would form the base of investors and issuers 
in the market. The emergence of an enabling 
environment within which the private sector can 
thrive, unhampered by administra�ve fiat and 
other constraints, is a necessary prerequisite to 
be�er resource mobiliza�on and more efficient 
intermedia�on. Donor projects geared to this purpose 
are supported by various agencies—including ADB, 
the Department for Interna�onal Development of 
the United Kingdom (DFID), the Japan Interna�onal 
Coopera�on Agency (JICA), and the World Bank—
addressing structural and ins�tu�onal barriers 
to private sector development. Donor assistance 
demands close coordina�on to leverage the 
respec�ve resources available and should capitalize 
on compara�ve advantage to maximize development 
effec�veness. In addi�on to assistance from ADB and 
the World Bank, DFID is working with the Interna�onal 
Finance Corpora�on (IFC) on the Business Investment 
Climate Fund62 to improve business regula�ons 
and reduce red tape and corrup�on. This fund will 
complement the World Bank’s $150 million Private 
Sector Development Support Program63 which will 
make significant investments in special economic 
zones to promote specific growth sectors. 

In May 2006, the World Bank approved the $50 million 
Investment Promo�on and Finance Facility Project 
(see discussion under Ac�vi�es of Other Development 
Partners)  to increase compe��on and transparency 
in infrastructure finance through suppor�ng private 
sector par�cipa�on and market-based solu�ons. 
It will supplement the resources of Bangladesh’s 
financial markets to provide long-term finance for 
infrastructure projects which are beyond the capacity 
of local financial ins�tu�ons. ADB, for its part, 
provided a $165 million Public–Private Infrastructure 
Development Facility in September 2008. The facility 
is designed to promote public–private partnerships 
in infrastructure finance and catalyze infrastructure 
debt financing, renewable energy financing, and 
project financing, which will be coursed through the 
Infrastructure Development Company Limited. This 
state-owned company was chosen as the appropriate 
vehicle to introduce and expand public–private 
partnerships and is the only financial ins�tu�on in the 
country mandated and specialized in these fields. This 
will also complement the World Bank’s Investment 
Promo�on and Finance Facility Project. Together these 
projects will improve the country’s infrastructure 
and increase private sector par�cipa�on, leading to 
greater economic efficiency and growth. 

Good governance. One of the main constraints to 
stronger financial intermedia�on in Bangladesh is 
poor governance. The stock market crisis of 1996 was 
precipitated by anomalies in stock market transac�ons, 
although no one has been brought to task for them. 
This has resulted in a low level of investor confidence. 
The $150 million ADB Good Governance Program for 
Bangladesh introduces governance reforms through 
a broad and comprehensive approach. The objec�ves 
of the program are to (i) strengthen the ongoing 
consensus building on good governance, integrity, and 

62 IFC. 2007. Business Investment Climate Fund. Washington, DC.
63 Footnote 61.
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an�corrup�on reforms; (ii) support judicial reforms 
which emphasize the performance, transparency, and 
accountability of the judiciary, par�cularly in its role 
in the an�corrup�on agenda; (iii) strengthen the role 
and reach of the An�-Corrup�on Commission so that 
it can fight corrup�on more effec�vely; and (iv) bring 
good governance and an�corrup�on ini�a�ves into 
the mainstream within selected sector agencies to 
enhance their effec�veness. In the medium term, the 
program will ins�tute a system of good governance 
upon which a strong basis for more rapid and inclusive 
growth can be established. This, in turn, is expected 
to directly contribute to a situa�on where foreign 
direct investments, and other associated benefits, will 
increase. In 2004, for example, the Australian Agency 
for Interna�onal Development (AusAID) provided 
computeriza�on and e-governance systems through 
IFC’s SouthAsia Enterprise Development Facility to 
the Registrar of Joint Stock Companies and Firms of 
Bangladesh. 

Capacity building. To improve the depth and breadth 
of the financial sector, a key founda�on is upgrading 

of the technical know-how of stakeholders through 
capacity development. Con�nuous efforts should be 
built on prior and ongoing ADB interven�ons, such 
as in the Financial Market Governance Program.64 
This program targeted the improvement of investor 
confidence, by enhancing financial regulatory and 
supervisory capacity through developing market 
knowledge, ins�tu�onal capacity, and skills of market 
par�cipants. Furthermore, under the World Bank’s 
$200 million Second Development Support Credit 
Project,65 approved in July 2004, measures include 
strengthening the independence of the auditor 
general and resolving serious audit irregulari�es raised 
by the Public Accounts Commi�ee. The commi�ee 
has subsequently taken steps to introduce greater 
transparency in public accoun�ng and �ghten 
audi�ng. The momentum from these capacity-
development ini�a�ves needs to be adequately 
maintained. 

64 ADB. 2003. Technical Assistance to Bangladesh for Financial Markets Governance Program. Manila. 
65 World Bank. 2004. Second Development Support Credit Project. Washington, DC.
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ADB’s Financial Sector 
Strategy for Bangladesh

Results-based approach. The key objec�ve of financial 
sector assistance in Bangladesh is to help transform 
the sector into an effec�ve purveyor of financial 
services. As such the sector can support economic 
development and improve access to finance in order 
to promote inclusive growth and thereby reduce 
poverty. The medium- to long-term financial sector 
strategy adopts a results-based approach in line with 
the country strategy and program.66 To maximize the 
impact of the assistance, issues will be priori�zed 
through three steps: (i) sequen�al urgency for the 
provision of efficient financial services with a long-
term perspec�ve as well as government commitment 
and ownership as declared in the Na�onal 
Poverty Reduc�on Strategy; (ii) ADB’s compara�ve 
advantage and ini�a�ve in a sector or subsector, 
and coordina�on among development partners; and 
(iii) priori�za�on based on strategic assessment and 
resource constraints. ADB has achieved considerable 
success in its areas of compara�ve advantage for 
financial sector assistance in developing member 
countries. For example, ADB’s securi�es market 
development programs in India and Pakistan resulted 
in more efficient resource alloca�on through increased 
reliance on market mechanisms as well as improved 
ability to mobilize internal and external resources.

Accordingly, ADB will formulate a series of well-
coordinated lending and nonlending programs taking 
into account key sector-wide issues. ADB will expand 
its main focus from securi�es market interven�ons 
to cover other subsectors, including rural credit, 
microfinance, and private sector—par�cularly small 

and medium-sized enterprises (SMEs)—development 
through improved access to finance, as well as be�er 
governance through policy and ins�tu�onal reforms 
in the banking subsector where needed. This will be 
done in close coordina�on with the Interna�onal 
Monetary Fund (IMF), the World Bank, and other 
development partners. Eventually, future interven�ons 
will be needs driven and flexible, so as to provide 
appropriate assistance as the domes�c and global 
environment changes.

The proposed interven�ons (see sec�on on Summary 
of financial sector issues and ADB interven�ons and 
Table 8) will provide improved financial services as 
well as alterna�ve sources of long-term finance. The 
sector outcomes are improved financial services 
supported by increase in savings mobiliza�on and 
investment (i.e., domes�c investment, foreign direct 
investment, and por�olio investment),67 improvement 
in corporate governance, provision of risk 
management services, and enhancement of liquidity 
in the markets.

Promo�on of good financial market governance. ADB 
will assist the government in promo�ng good financial 
market governance by (i) enhancing regulatory and 
supervisory capacity and improving the regulatory 
and enforcement process; (ii) strengthening the 
legal and regulatory framework, in par�cular by 
establishing a secured transac�ons regime68 and a 
sound debt recovery framework to support ongoing 
reform of the banking subsector, facilitate speedy 
resolu�on of nonperforming loans, and promote 

66 ADB. 2005. Country Strategy and Program (2006–2010). Manila.
67 Por�olio investment would be enhanced with the promo�on of good financial market governance and increasing the supply of quality listed 

shares, such as through priva�za�on of state enterprises through public share offerings. In addi�on to ADB’s interven�ons to promote good 
financial market governance and addressing extraordinary demand for financial services, the present government’s diligent efforts to clamp 
down on corrup�on and ensure consistency and predictability over economic policies should s�mulate foreign direct investment.

68 The Secured Transac�on Law was dra�ed under ADB. 2003. Technical Assistance to Bangladesh for Suppor�ng Good Governance Ini�a�ves. 
Manila. 
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69 For a comprehensive discussion, refer to sec�on on Results-based approach on private sector development. Despite its recogni�on of the 
private sector as the engine of economic growth, the Interim Na�onal Poverty Reduc�on Strategy does not define instruments to develop 
the private sector.

70 ADB introduced the program cluster approach on 1 January 2000 as an extension of program lending to enhance flexibility and extend the 
�me frame (4–7 years) for program implementa�on.

71 ADB. 2005. Project Performance Audit Report on the Capital Market Development Program in Bangladesh. Manila.

greater private sector investment in the financial 
sector;69 (iii) improving the governance and opera�ons 
of market intermediaries, including microfinance and 
rural finance ins�tu�ons; (iv) ra�onalizing securi�es-
related laws, rules, and regula�ons; (v) increasing 
transparency and ensuring full public disclosure 
and the wide dissemina�on of market informa�on; 
(vi) deepening the financial markets by assis�ng in 
the development of diversified market instruments 
that appropriately meet investor and issuer needs 
for hedging risks, and credit mechanisms that 
mi�gate risks like guarantees; (vii) enhancing market 
knowledge, ins�tu�onal capacity, and skills of market 
par�cipants; and (viii) strengthening coordina�on 
between regulators (e.g., the Bangladesh Bank, the 
Securi�es and Exchange Commission [SEC], and 
the OCCI) to ensure complementary development 
of markets and coordinated risk management and 
preven�on, par�cularly systemic risks. 

Development of domes�c securi�es market. ADB will 
help the government to further develop the country’s 
domes�c securi�es market by (i) strengthening the 
market and governance structures; (ii) enhancing 
the support infrastructure through ac�vi�es 
such as the opera�on of central depositories, 
accoun�ng and audit in collabora�on with other 
donors, and systems of disclosure and informa�on 
dissemina�on; (iii) promo�ng the development 
of sources of ins�tu�onal investments, such as 
insurance companies, pension and provident funds, 
mutual funds, and venture capital; (iv) developing 
the secondary market for securi�es by facilita�ng 
the development of a domes�c money market, in 
par�cular the government and short-term corporate 
securi�es market, and eventually the long-term 
debt markets; (v) crea�ng an enabling environment 
for issuance of quality securi�es; (vi) encouraging a 
ra�onaliza�on of the interest rates of government 
savings schemes and addressing other market fric�ons 
that constrain securi�es market development; 
(vii) introducing an ac�ve deriva�ve market for risk 
management with forwards, futures, and op�ons 
contracts for foreign exchange and interest rate risks; 
and (viii) assis�ng merchant banks and brokerage 

houses in building capacity to exercise due diligence 
of companies to improve the process for ini�al public 
offerings (IPOs).

Summary of financial Sector issues and ADB 
interven�ons. The financial sector issues and ADB’s 
strategic interven�on areas are summarized in Table 8 
by pillar and subsector.

Comprehensive donor interven�on in the financial 
Sector. The policy reform matrix outlined in Table 7 
and the proposed ADB interven�on set out in Table 8 
envisage the development of a sound market-oriented 
financial system within 15 years. The system is 
characterized as compe��ve, integrated, and efficient, 
which will facilitate domes�c resource mobiliza�on 
and growth-oriented investments. Con�nued policy 
dialogue is a prerequisite and the ownership of each 
program and project should lie with the government. 
Such reform measures and targets should be realis�c 
and manageable within the range of acceptance by 
the poli�cal leadership and bureaucracy. Flexibility 
would be needed during implementa�on to adjust 
agreed reform measures on the basis of immediate 
program outputs and outcomes, as well as external 
factors. For this type of support, a program cluster 
approach,70 rather than a conven�onal program loan, 
may be more appropriate.71 

There should be awareness building on the poten�al 
dangers in delaying reforms and the fu�lity of 
proceeding on an as-is basis, which has caused 
moun�ng losses and inefficiency in the state-owned 
sector. The Financial Ins�tu�ons Development 
Project of the World Bank, and ADB’s Capital Market 
Development Program, followed by the financial 
markets governance project, have set the tone for 
the reforms and paved the way for the future ac�on 
agenda. This will act as a facilita�ng factor in risk 
minimiza�on. An addi�onal risk minimiza�on factor to 
consider would be the introduc�on of local currency 
loans in Bangladesh by ADB to help borrowers avoid 
currency mismatches in projects earning revenue in 
local currency.

ADB’s Financial Sector Strategy for Bangladesh
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Subsector Pillar

Governance Support Infrastructure Market

Sectorwide •  Lack of secured 

•  

establishment and 

law and order

•  
system

•  Limited role of the financial sector in resource 

•  

•  

Banking • SCB reforms

•  Weak debt recovery 
framework

•  Low efficiency

•  

•  
agencies

•  Inefficient payment 
system

• High interest rates

• Limited long-term financing

• Low internal risk management

•  Gaps in legal 
and supervisory 
framework

•  Underdeveloped credit 

enhancement system

•  Underdeveloped special 
purpose vehicles for 

•  Inefficient clearing and 

• 

• 

•  
to issue IPOs

•  Lagging development of government bond 
market

• 

• Rudimentary secondary markets

• 

• Incomplete reform of the ICB

• 

• Low due diligence capacity

•  
management

•  

Insurance and 
Pension

•  Weak regulatory 
framework

•  Shortage of funds

Rural and 
Microfinance and 
SMEs

•  Weak regulatory 
framework

•  Weak sustainability

• High dependency

• Limited SME financing

SMEs = small and medium-sized enterprises. 
Note: The gray part indicates ADB’s primary strategic coverage. 



Monitoring and 
Implementation Issues

Changes in poli�cal commitment, a difficult poli�cal 
economy, and weak ins�tu�onal capacity of execu�ng 
agencies o�en frustrate implementa�on of financial 
sector assistance. Given the importance of consensus 
building and the government’s commitment and 
ownership, ADB will closely monitor the poli�cal 
situa�on and adopt a flexible approach to maximize 
assistance results. Reform components must be 
carried out with stakeholder consulta�on, par�cularly 
with the ac�ve par�cipa�on of the private sector. 
In addi�on, new involvement in the financial sector 
with respect to the state-owned commercial bank 
(SCB) reforms requires closer coordina�on with the 

World Bank and the IMF. The capacity of execu�ng 
and implemen�ng agencies can frequently be a 
constraint to project implementa�on in Bangladesh; 
therefore, when weak capacity is iden�fied as an 
issue, capacity-building components will be modified 
and strengthened wherever the project costs allow. 
Outputs, progress achieved, and lessons drawn 
from the implementa�on of the Small and Medium 
Enterprise Sector Development Program (footnote 22) 
and the technical assistance for financial markets 
governance (footnote 53) improvement will guide the 
design of future financial sector and SME development 
support for the financial sector and SMEs. 
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Financial Sector Projects of Development Partners
Pillar ADB Other Development Partners

Governance Capital Market Development 
Program (1997)

• Strengthening the SEC
•  Upgrading accoun�ng and 

audi�ng standards

Technical Assistance (TA) 4140: 
Suppor�ng Good 
Governance Ini�a�ves (2003)

•  Dra�ing of secured 
transac�ons law

TA 4246: Financial Markets 
Governance Program (2003)

• Strengthening debt recovery
•  Strengthening corporate 

governance and public 
disclosures

Loan: Financial Markets Governance 
Improvement TA Loan (2005)

•  Enactment of secured 
transac�ons law

•  Development of measures to 
strengthen market discipline 
and regulators

•  Development of debt recovery 
system

Financial Ins�tu�ons Development Project 
(World Bank, 1999)

•  Development of issue rules of bonds 
and debentures

•  Reform of Na�onal Savings Schemes

Legal and Judicial Capacity Building Project 
(World Bank, 2001)

•  Improvement of access to jus�ce, 
including development of alterna�ve 
dispute resolu�on mechanism and 
strengthening of small cause courts

Financial Sector Reform and Strengthening 
Ini�a�ve (FIRST, 2002)

Reforms in Revenue Administra�on (DFID, 
2002)

Central Bank Strengthening Project (World 
Bank, 2003)

•  Strengthening the legal framework
• Func�onal reorganiza�on

Insurance Law Reform Project (FIRST, 2003)
• Dra�ing Insurance Law

Financial Management Reform Program 
(DFID, 2004)

Economic Management TA Program (World 
Bank, 2004)

•  Strengthening accoun�ng and audi�ng 
prac�ces in the corporate sector

Poverty Reduc�on and Growth Facility (IMF, 
2003) and Development Support Credita 
(World Bank, 2003, 2004. and 2005)

•  Reforms in the banking subsector

Enterprise Growth and Bank Moderniza�on 
(World Bank, 2004)

•  Resolu�on of problems of the SCBs

Private Sector Development Support Project 
(PSDSP) (World Bank, 2006)

•  streamlining the regulatory interface 
between government and business

Appendix

con�nued on next page

DFID = Department for Interna�onal Development of the United Kingdom, IMF = Interna�onal Monetary Fund, SCB = state-owned commercial 
bank, SEC = Securi�es and Exchange Commission.
a To support the implementa�on of the Na�onal Poverty Reduc�on Strategy. 
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Support Infrastructure CMDP (1997)
•  Automated central depository 

system
• Automated trading system

Remi�ance and Payments Partnership 
Project (DFID, 2007)

•  Moderniza�on of payment system

Central Bank Strengthening Project (World 
Bank, 2003)

• Automa�on

Private Sector Development Support Project 
(PSDSP) (World Bank, 2006)

•  facilita�ng the focused provision of land 
and infrastructural services through an 
efficient industrial zoning program

Market CMDP (1997) 
•   Enhancing accountability and 

improving opera�ons of stock 
exchanges

•   Ra�onalizing brokers, dealers, 
merchant banks, and other 
capital market par�cipants

•  Dives�ng government shares 
in SOEs 

•  Strengthening contractual 
savings ins�tu�ons

TA 4104: Assistance to the 
Priva�za�on Commission (2003)

•  Divestment of shares through 
public offering and lis�ng on 
the stock exchanges

FIDP (World Bank, 1999)
•  Establishment of a secondary treasury 

bill market (with US and IMF)
•  Crea�on of Credit, Bridge and Standby 

Facility to encourage the development 
of term financing

Second Poverty Allevia�on Microfinance 
Project (Microfinance II) (World Bank, 2001)

•  Expansion of rural and urban 
microcredit

Financial Services for the Poorest (World 
Bank, 2002)

•  Finance revolving fund for microcredit 
extension

SME Sector Dev Program (SMESDP, 
2004)

•  Contribu�on to refinancing 
facility

TA 4246: Financial Markets 
Governance Program (2003)

•  Improving opera�ons of 
market intermediaries

•  Deepening of the demand and 
supply of capital market

Enterprise Growth and Bank Moderniza�on 
(World Bank, 2004)

•  Contribu�on to refinancing facility

Investment Promo�on and Financing 
Facility (IPFF) (World Bank, 2006)

•  Contribu�on to a Market Based 
Fund and a Capital Grant Fund to 
finance infrastructure and other term 
investment projects

Capacity Buildingb Legal and Judicial Capacity Building Project 
(World Bank, 2001)

• Judicial capacity building

Reforms in Revenue Administra�on (DFID, 
2002)

Central Bank Strengthening Project (World 
Bank, 2003)

•  Human resources development 
program and capacity building

con�nued on next page

Appendix con�nued

CMDP = Capital Market Development Program, DFID = Department for Interna�onal Development of the United Kingdom, FIDP = Financial 
Ins�tu�ons Development Project, IMF = Interna�onal Monetary Fund, SMESDP = Small and Medium Enterprise Sector Development Program, 
SOE = state-owned enterprise, TA = technical assistance, US = United States.
b Capacity building is a crosscu�ng pillar, therefore each project not in this row also has a component of capacity building.
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Pillar ADB Other Development Partners

Capacity Bldg for Capital Market 
Intermediaries (FIRST, 2004)
•  Development of sustainable training 

program
Enterprise Growth and Bank Moderniza�on 
(World Bank, 2004)

•  Capacity building of Priva�za�on 
Commission

Private Sector Development Support Project 
(PSDSP) (World Bank, 2006)

•  Capacity building in key government 
agencies working on private sector 
development issues

Economic Management TA Program (World 
Bank, 2004)

•  Strengthening capaci�es of 
Bangladesh Bank, the SEC, and 
Department of Insurance on 
accoun�ng and audi�ng prac�ces

FIRST = Financial Sector Reform and Strengthening Ini�a�ve, SEC = Securi�es and Exchange Commission, TA = technical assistance.

Appendix con�nued
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