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New lockdowns in 2021 have weighed on the economic recovery but the pace of GDP growth
is expected to return to pre-pandemic levels in the medium-term. External balances have
remained relatively strong. Political risk and the weak banking sector remain key credit
challenges.

Country Risk Analysis

Economy recovering following lockdowns. High and stable economic growth has
long been one of Bangladesh’s main credit strengths. Following a very mild
downturn in FY20 real GDP growth accelerated to 5.5% in FY21 (ended in June 2021).
This is a decent growth rate in an emerging market perspective. However, it is still
below Bangladesh’s average pace in the
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household spending which normally
makes up around 75% of GDP. Inflation, which normally is less volatile in
Bangladesh than in many peer economies, has hovered around 5.5% in the past year.

Moderate current account deficits. A broadly balanced current account has helped
to limit Bangladesh’s need for external borrowing and has contributed to limiting
country risk. Following a small surplus in 2020, the current account shifted into a
deficit of about 1% of GDP in FY21 (ended in June 2021). Although solid imports
contributed to a rising trade deficit, remittance flows worked to limit the rise in the
deficit. Remittances (chiefly from the Gulf states) rose by more than one third helped
by government incentives to use formal transmission channels. Although the
resumption of large-scale infrastructure projects should push up imports in the near-
term, the current account deficit is expected to remain broadly stable.

FX reserve cushion is getting thicker. Capital inflows have contributed to keeping
international reserves on a rising trend in the past year as the central bank has been
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buying foreign exchange to relieve appreciation pressures on the currency. The
country also received about USD 1.4 bn through the IMF’s general SDR allocation.
Official reserves recently reached new record highs of USD 47 bn. This is equivalent
to 8-9 months of next year’s imports and cover about 80% of the general
government’s outstanding external debt. We would note that the lack of
transparency when it comes to FX reserves management warrants caution in
interpreting the official data.

Stable taka and appreciating real

effective exchange rate. The exchange International reserves
USD, billion

rate versus the USD has remained
stable over the past year as the central
bank has stuck to its managed float
policy. Given inflation differentials, the
real effective exchange rate has
appreciated since the start of the year
indicating some loss of
competitiveness.

Low external debt. External debt is low

compared to peers, both as a share of 2019 2020 2021
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majority of it is owed by the

government and around 90% is on concessional terms (according to Moody’s).

Structurally low government revenues. The country has one of the lowest revenue
to GDP ratios in the world (nearly 10%). Average incomes are low and a very low
share of the population pays taxes. In addition, tax administration is poor despite
gradual improvements over the past few years. The low level of government
revenues limits the government’s ability to invest in necessary infrastructure and
counter economic shocks such as the ongoing pandemic.

Government budget deficit is moderate. The general government budget deficit
edged down to 6.1% in FY21, implying a continued deviation from the government’s
long-standing commitment to cap the deficit at 5%. The budget for the current fiscal
year plans for a broadly unchanged balance. This is moderate for a fast-growing poor
economy. Foreign donors continue to play an important role in budget financing.
The budget assumes foreign assistance equivalent to about 3% of GDP (according to
FitchRatings). National Savings Certificates (NSC), carrying high interest rates,
continue to be an important source of budget financing.

Public debt is lower than among peers. High economic growth and modest debt
repayment costs have helped keep government debt as a share of GDP below
average among peers. Debt has remained at about 40% of GDP through the economic
slowdown. Risks that fiscal contingent liabilities will materialise have risen as
weaker economic activity has pressured state-owned enterprises and banks. Some
other debt ratios show less strength. For example, the government’s low revenues
generate an interest payments- to-revenues ratio that is higher than peers. While our
house forecasters Oxford Economics expect interest rate costs to decline (helped by a
phasing out of NSC), some other observers expect such costs to consume more than
20% of government revenues for the next few years. This is despite the fact that
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nearly half of the government’s debt is on concessional terms. Bangladesh has a
default-free track record.

Weak banking sector. The banking sector is weak, burdened by frail state-owned
commercial banks accounting for about 30% of total assets. Capital adequacy is low
among these banks and non-performing loans are high. This likely weighs on the
credit supply to the economy. Further capital injections by the government are likely.
The risk of higher than expected recapitalization needs imply a moderate contingent
liability for the government. Total banking system assets were equivalent to 67% of
GDP in 2020.

Governance and institutions. Governance indicators generally compare
unfavourably to peers and thus weigh on country risk. The country ranks
particularly low on political stability
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Per capita incomes are catching up but are lower than most peers. Growth in real
income per capita has been slightly higher than among peers recently, enabling the
economy to gradually converge with countries such as Kenya and Pakistan. Still, a
low level of GDP per capita remains one of the country’s key weaknesses as it limits
fiscal flexibility.

External sovereign credit ratings remain unchanged. The major external credit
rating agencies have left their sovereign ratings for Bangladesh unchanged over the
past year, with stable outlooks.

Outlook: Back to steady growth of around 6%. The economy has proven to be
resilient during a variety of political and financial crises over the past two decades.
Relatively expansionary economic policies are expected to continue to support
activity in the near-term. The country’s textile factories which have largely been able
to operate through-out the pandemic are expected to step up production further as
pent-up household spending abroad should lead to rising demand for textile exports.
Oxford Economics expect steady GDP growth of 6-6.5% in the coming few years.

Pandemic has not altered medium-term outlook. Our main scenario is that the
economy’s strong trend growth performance will remain largely intact. Favourable
demographics are often singled out as a key factor that supports the economy’s
potential. The large and inexpensive pool of labour should reasonably let the country
maintain a competitive edge in its exports of ready-made garments. An ongoing shift
in lower end manufacturing out of China may give the industry a further boost. So
could the trade tensions between the US and China. Little evidence of the latter has
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been seen so far. The country’s potential continues to be held back by various
bottlenecks to supply, including from poor infrastructure and heavy regulations. In
addition, in the longer-term, focusing solely on the garments industry would risk
locking the economy into the lower end of the value chain.

Political risk is important. Domestic political risk is high with a tense and polarised
political climate that hampers the implementation of economic policies. The Awami
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Together with the ongoing suppression

of the political opposition this risks fuelling increased discontent among the
population, raising the risk of political violence and social instability. Geopolitical
risk in Bangladesh is low compared to most countries in the region.

Religious tensions reflect security risks. Some observers have concluded that the
security situation has improved somewhat in the past couple of years. However,
domestically oriented Islamist groups that oppose secularism have become
increasingly violent in the past months. This serves as a reminder of the existing
security risks, which also include international militant Islamist networks operating
in the country.

Natural hazard risks are high. Bangladesh is, by some measures, classified as one of
the top 10 countries in the world facing the risk of natural hazards with potentially
severe economic consequences. The country is particularly exposed to floodings
being a low-lying country with vast coastal areas. This poses economic and social
risks.
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Bangladesh: Key Economic Indicators*

2017 2018 2019 2020 2021 2022 2023 2024 @ 2025
Macroeconomic
GDP (% chg) 73 7,9 8,2 35 55 6,0 6,5 6,1 6,0
GDP (USD bn) 246 270 301 33 351 388 428 469 508
GDP/capita (USD) 1538 1671 1847 1960 2109 2312 2528 2747 2949
Investments/GDP 33% 34% 34% 33% 32% 35% 35% 35% 35%
Trade/GDP 34% 35% 31% 25% 29% 28% 28% 27% 27%
Money & Prices
CPl inflation (%) 58 54 58 53 55 6,0 6,1 6,5 6,4
Money supply, M2 (% chg) 10,4 10,4 10,3 9,8 10,0 10,6 10,3 10,3 10,2
Interest rates, short-term 3,33 2,59 51 5,53 53 6,3 6,3 6,3 6,3
Qil price (USD, Brent) 54,3 711 64,4 41,8 71,0 72,5 63,6 60,1 61,0
Government Finances
Budget balance/GDP -3,36 -2,09 -2 -6,62 -6,02 -5,12 -3,87 -3,77 -3,76
Govt debt/GDP 18% 18% 18% 24% 27% 29% 29% 30% 30%
Interest rate costs/revenues 14% 16% 13% 17% 15% 13% 10% 10% 9%
Balance of Payments (USD bn)
Current account -6,0 -7,1 -2,9 11 -4,8 -59 -9,4 -13,0 -15,7
as % of GDP -2,4 -2,6 -1,0 0,3 -1,4 -15 -2,2 -2,8 -3,1
Exports of goods 353 38,7 38,7 32,5 41,7 451 47,7 50,7 54,1
Imports of goods 483 56,0 54,7 48,8 58,5 64,7 70,6 77,0 83,4
FDI, net 1,7 2,4 19 11 2,8 30 32 34 37
as % of GDP 0,7 0,9 0,6 0,4 0,8 0,8 0,7 0,7 0,7
Loan repayments 15 2,1 4.8 3,0 3,2 3,5 3,8 4,0 43
External Debt & Liquidity (USD bn)
Total debt 46,8 52,1 57,1 67,7 72,7 71,7 82,8 88,2 93,9
o/w short term debt 10,8 9,0 9,7 11,0 10,8 10,8 10,8 10,8 10,8
as % of GDP 19,1 19,3 19,0 21,0 20,7 20,0 19,3 18,8 18,5
Reserves (ave.) 313 30,0 30,6 41,0 39,7 39,5 36,8 29,9 20,2
months of imports 7.8 6,4 6,7 10,1 8,2 7.3 6,3 4,7 2,9
Exchange rate vs USD 80,44 83,47 84,44 84,87 85,91 90,35 92,53 95,03 98,65
* Fiscal year (July 1 - June 30).
Source: Oxford Economics, IMF
Rating history (eoy)
Fitch BB- BB- BB-
Moody's Ba3 Ba3 Ba3
S&P BB- BB- BB-
Type of government:
Next elections Parlimentary - 2023. Presidential - 2023
Other:
Latest PC deal None
Latest IMF arrangements Three-year Extended Credit Facility, expired October 2015
Exchange rate Government revenues
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Disclaimer

Confidentiality Notice

The information in this document has been compiled by Skandinaviska Enskilda
Banken AB (publ) (“SEB”).

Opinions contained in this report represent the bank’s present opinion only and are
subject to change without notice. All information contained in this report has been
compiled in good faith from sources believed to be reliable. However, no
representation or warranty, expressed or implied, is made with respect to the
completeness or accuracy of its contents and the information is not to be relied upon
as authoritative. Anyone considering taking actions based upon the content of this
document is urged to base his or her investment decisions upon such investigations
as he or she deems necessary. This document is being provided as information only,
and no specific actions are being solicited as a result of it; to the extent permitted by
law, no liability whatsoever is accepted for any direct or consequential loss arising
from use of this document or its contents.

SEB is a public company incorporated in Stockholm, Sweden, with limited liability. It
is a participant at major Nordic and other European Regulated Markets and
Multilateral Trading Facilities (as well as some non-European equivalent markets)
for trading in financial instruments, such as markets operated by NASDAQ OMX,
NYSE Euronext, London Stock Exchange, Deutsche Borse, Swiss Exchanges,
Turquoise and Chi-X. SEB is authorized and regulated by Finansinspektionen in
Sweden; it is authorized and subject to limited regulation by the Financial Services
Authority for the conduct of designated investment business in the UK, and is
subject to the provisions of relevant regulators in all other jurisdictions where SEB
conducts operations.
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