BB upbeat on GDP growth
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Economy will grow at 6 percent; inflation will edge further down, says central bank





The picture shows shipments. The central bank is upbeat on economic growth in fiscal 2009-10 despite the global downturn that weighed on exports. Photo: Amran Hossain

The economy will grow at 6 percent in fiscal 2009-10 despite the global downturn that weighed on exports, the central bank said in its monetary policy released yesterday.

According to Bangladesh Bank (BB), the growth of gross domestic product (GDP) might fall in the range of 5.5 percent and 6 percent for the current fiscal year.

Still, the projection was a conservative one, said BB. The economy may exceed the 6 percent growth projection if infrastructure development -- especially through public-private partnership -- can be ensured, it said in the policy statement.

"The projection is likely to be outperformed if the global economy recovers faster and if the various initiatives proposed in the fiscal 2010 national budget can be implemented in right earnest," it said.

The economy grew 5.9 percent in the previous fiscal year, the slowest rate since 2002-03, as output cooled due to the global economic slowdown.

BB Governor Dr Atiur Rahman rolled out the policy from a press conference at the central bank headquarters.

Rahman said he was upbeat about growth although the global meltdown has "mildly impacted" shipments of the country's main export, apparel, amid the continued sluggishness of investment activities.

This was the first policy statement after Rahman took the reins of the central bank on May 1 for a four-year term.

BB deputy governors Nazrul Huda, Ziaul Hasan Siddiqui and Murshid Kuli Khan, BB governor's consultant Allah Malik Kazemi and financial adviser Habibullah Bahar were also present.

"These announcements of monetary policy stance, based on near term outlook for growth and inflation, are intended to anchor inflation expectations of market participants and the general public. As usual, the monetary stance for FY10 is designed to support attainment of the highest sustainable output growth without triggering escalation of inflation," the governor said.

BB's programmes have of late placed greater directional emphasis on the credit needs of sectors like agriculture and SME (small and medium enterprise) typically under-served by the market, Atiur said.

"Downward stickiness of lending interest rates and service charges/fees, arising from non-competitive tendencies of financial service providers, are of late also being addressed more directly with mandatory rather than advisory BB guidance," he said.

The policy statement said output activities for export demand weakened as exports declined for most items other than apparels and textiles, which also faced some growth slowdown.

Decline in capital machinery imports in FY09 indicated sluggishness in investment activities. Despite incipient signs of recovery of global financial markets and institutions, effects of the global slowdown are widely viewed as likely to linger until mid 2010, affecting the growth momentum in export manufacturing and investment activities.

The decline in domestic annual average CPI (consumer price index) inflation is likely to be slower and smaller in FY10, and is projected to be at 6.5 percent by June 2010. In July last fiscal year, it was 10 percent and in May it declined to 7.32 percent, the statement said.

It said BB shall continue to maintain easy credit conditions in FY10 to help the real economy sustain growth momentum amid global recession, with special attention to the credit needs of sectors hurt by the slowdown and of sectors like agriculture and SME.

There are several caveats and downside risks to the growth and inflation expectations underlying the monetary stance outlined above for FY10, said BB.

"On the external front, although growth projections for major economies are now being upgraded by forecasters, they are yet to be fully confident that global markets and institutions are on path of solid broad-based recovery."

The BB statement also said if global recovery falters or slackens, export growth, workers' remittance inflows and investment activities may weaken in FY10, with negative implications for GDP growth.

The opposite scenario of unexpectedly faster global recovery will also involve some risks of exacerbating domestic inflation, from possible re-ignition of global commodity price speculation and re-emergence of price bubbles, it said.

On the domestic front, agricultural growth will depend, besides favourable weather and reasonable market prices, on adequate and timely availability of irrigation, fertilisers and other inputs to the growers, a challenge not always well addressed in the past.

The strong leadership in the agriculture ministry and BB's recently announced agricultural credit programme will hopefully maintain a supportive supply side situation in the farm sector, the BB statement said.

It said infrastructural inadequacies, particularly of power and gas, remain as before severe constraints for rapid growth in all economic sectors.

The ongoing infrastructure projects and the public-private partnership programme announced in the FY10 national budget will need to be brought to rapid fruition for growth aspirations of the economy to be fulfilled, the BB said.
