CHAPTER 5

MONETARY MANAGEMENT AND FINANCIAL
MARKET DEVELOPMENT

[The monetary policy pursued during FY2014-15 aimed at providing adequate credit to
productive sector in order to promote investment and attaining inclusive growth as well as
limiting average inflation at the level 6.5 percent at the end of the fiscal year. The
Monetary Policy Statement (MPS) for the second half of FY 2014-15 set targets for broad
money and reserve money growth at 16.5 percent and 15.9 percent respectively at the end
of the fiscal year. However, the end of June, 2015 broad money and reserve money growth
stood at 12.4 percent and 14.3 percent respectively. Growth in broad money declined due
mainly to slow growth in net foreign assets (NFA) and substantial decrease in public
sector credit. Private sector credit growth was 13.19 percent in FY 2014-15, slightly
higher than year-on-year growth of 12.27 percent of previous fiscal year, but below the
target 15.5 percent set in MPS. On the other hand, the interest rate spread decreased to
5.13 percent at the end of June, 2015 from 5.60 percent of June, 2014. Besides this,
importance is given to the financial inclusion process aimed to deliver financial products
and services among the disadvantaged sections of society through mainstream financial
institutions in easy ways. The capital market remained broadly stable during FY 2014-15.
The price indices of both Dhaka Stock Exchange and Chittagong Stock Exchange have
maintained the increasing trends.]

Monetary Policy and Monetary Management

Bangladesh Bank (BB) has pursued growth-supportive, inclusive and investment friendly
cautious monetary policy stance for the FY 2014-15 to achieve desired economic growth
keeping inflation at a tolerance level. The monetary policy for FY 2014-15 aimed at
providing adequate credit to productive sector in order to promote investment and attain
inclusive growth as well as limit average inflation at the level 6.5 percent at the end of the
year. In this pursuit, Bangladesh Bank used credit and financial policy strategies in its
monetary policy as and when required and engaged in providing financing to inclusive and
environment-friendly sectors.

In the monetary policy statement for the second half of FY 2014-15 inflation rate was
targeted at 6.5 percent which was 7.35 percent in FY 2013-14. To keep inflation at desired
level, broad money and reserve money growth was targeted at 16.5 percent and 15.9 percent
respectively for FY 2014-15. At the end of June, 2015, broad money and reserve money
growth stood at 12.4 percent and 14.3 percent respectively. Growth in broad money declined
due mainly to slow growth in net foreign assets (NFA) and substantial decrease in public
sector credit.

Private sector credit growth stood at 13.2 percent against the targeted 15.5 percent growth for
FY 2014-15. Private sector credit growth slowed down due to political turbulence, in spite of
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facilitation of short term and long term foreign financing to productive sectors as well as
declining trend of interest rate. With a view to achieving higher and sustainable economic
growth, initiatives for expansion of credit to agriculture, small and medium enterprises,
empowering women and poor people, green-banking, modernisation of financial sector,
mobile banking, e-commerce, export promotion and liberalisation of foreign currency
transaction were continued. Refinance facilities have also remained in force for financing
share croppers, agro-based industries, SME and environment-friendly project and for the new
entrepreneurs. The number of 10-Taka account holders stood at 14.9 million in December,
2014 from 14 million in June, 2014. The number of customers for mobile banking reached at
28.73 million till April 2015.

Money and Credit Situation
Trends in Monetary Aggregates

During FY 2014-15, year-on-year growth of narrow money (M1) and reserve money
decreased marginally while broad money (M2) decreased significantly as compared to the
preceding fiscal year. Table 5.1 shows the trends in monetary aggregates since FY 2008-09 to
FY 2014-15.

Table 5.1: Trends in Monetary Aggregates
(‘Year-on-year Growth)

Indicator 2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
Narrow Money (M1) 11.99 32.46 17.18 6.42 12.65 14.60 13.53
Broad money (M2) 19.17 22.44 21.34 17.39 16.71 16.09 12.41
Reserve Money (RM) 31.93 18.16 21.03 8.99 15.02 15.46 14.33

Source: Bangladesh Bank

Narrow Money (M1)

Narrow money increased by 13.53 percent during FY 2014-15 as compared to an expansion
of 14.60 percent in FY 2013-14. During FY 2014-15, the year-on-year growth of M1 was
lower mainly due to significant decrease in demand deposit growth despite a slight increase
of currency notes and coins with the public.

Broad Money (M2)

The broad money (M2) increased by 12.42 percent during FY 2014-15, which was lower than
16.09 percent growth a year earlier. The components of broad money are narrow money and
time deposit. Due to slower growth of narrow money (from14.60 percent in FY 2013-14 to
13.53 percent in FY 2014-15) and time deposit (from16.48 percent in FY 2013-14 to 12.13
percent in FY 2014-15) growth of broad money decreased. At the end of FY 2013-14 and FY
2012-13 the growth of broad money was 16.09 percent and 16.71 percent respectively.

Table 5.2 and Figure 5.1 show money and credit and the composition of Broad Money over
time.
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Table 5.2: Money and Credit

Indicators | June, 2012 | June, 2013 | June, 2014 | June, 2015
End period stock (In crore Taka)

1. Net foreign assets of the banking system 78818.7 113384.8 160056.6 189221
2. Net domestic assets of the banking system 438290.8 490120.6 540566.9 598385
a. Domestic credit 514972.5 571737.1 637906.2 701526
a.1. Government sector (net)* 91728.9 110124.6 117529.4 110257
a.2. Public sector (other)* 15342.1 9455.3 12736.9 16670
a.3. Private sector’ 407901.5 452157.2 507639.9 574599
b. Other assets (net) -76681.7 -81616.5 -97339.3 -103133
3. Narrow money 109721.4 123603.1 141645.1 160814
a. Currency notes and coins with the public 58417.1 67552.9 76908.4 87941
b. Demand deposit® 51304.3 56050.2 64736.7 72873
4. Time deposit 407388.1 479902.3 558978.4 626800
5. Broad money [(1)+(2)] or [(3)+(4)] 517109.5 603505.4 700623.5 787614

Year-on-year percentage change (%o)
1. Net foreign assets of the banking system 11.68 43.86 41.16 18.22
2. Net domestic assets of the banking system 18.47 11.83 10.29 10.70
a. Domestic credit 19.51 11.02 11.57 9.97
a.1. Government sector (net) 25.26 20.05 6.72 -6.18
a.2. Public sector (other) -9.50 -38.37 34.71 30.88
a.3. Private sector 19.72 10.85 12.27 13.19
b. Other assets (net) 25.82 6.44 19.26 5.95
3. Narrow money 6.42 12.65 14.60 13.53
a. Currency notes and coins with the public 6.61 15.64 13.85 14.34
b. Demand deposit 6.21 9.25 15.50 12.56
4. Time deposit 20.74 17.80 16.48 12.13
5. Broad money 17.39 16.71 16.09 12.42

Source: Bangladesh Bank

Note: 1. including accrued interest, 2. including deposits of other financial institutions and government agencies

Figure 5.1 shows that the ratio of time deposits of Broad Money (M2) decreased at the end of
FY 2014-15 compared to the previous year while currency outside banks and demand
deposits ratios increased during the same period of previous year.

Figure 5.1: Component of Broad Money
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Domestic Credit

Year-on-year growth in domestic credit was 9.97 percent in FY 2014-15 which is lower than
11.57 percent growth of FY 2013-14. Private sector credit growth was 13.19 percent in FY
2014-15 which is slightly higher than year-on-year growth of 12.27 percent of the previous
fiscal year. Net credit to the Government sector decreased by 6.18 percent at the end of June
2015 compared to the growth of 6.72 percent during the previous year. In FY 2014-15, the
credit to the Government sector (excluding others public sector) was 15.72 percent of total
domestic credit and private sector credit was 81.91 percent of total domestic credit.

Reserve Money

Reserve money stood at Tk.1,48,482.0 crore at the end of June 2015, which is 14.33 percent
higher as compared to the same period of the previous fiscal year. The growth of reserve
money recorded 15.02 percent and 15.46 percent for the years FY 2012-13 and FY 2013-14
respectively. However, at the end of FY 2014-15 net foreign assets of BB increased by 20.27
percent which was 42.86 percent in FY 2013-14. On the other hand, claims on government
sector (net) and claims on deposit money banks (DMBs) declined by 78.90 percent and 9.87
percent respectively and claims on other public sector increased by 79.66 percent in FY
2014-15. Table 5.3 shows the composition of reserve money and Table 5.4 shows the sources
of reserve money and its changes over time.

Table 5.3: Reserve Money and Its Components

Particular | June, 2012 | June, 2013 | June, 2014 | June, 2015
Period end stock (in crore Taka)
1. Currency issued 64896.5 75372.3 85485.2 98153.9
2. Balances of scheduled banks with BB 32662.3 36803.4 43997.7 49838.9
3. Reserves of other financial institutions with the BB 243.9 313.7 392.4 489.2
4. Reserve Money [(1)+(2)+(3)] 97802.7 112489.4 129875.3 148482.0
Year-on-year percentage change (%)
1. Currency issued 7.22 16.14 13.42 14.82
2. Balances of scheduled banks with BB 12.60 12.68 19.55 13.28
3. Reserves of other financial institutions with the BB 22.07 28.62 25.09 24.67
4. Reserve Money 8.99 15.02 15.46 14.33
Source: Bangladesh Bank
Table 5.4: Reserve Money and Its Sources
Particular | June, 2012 | June, 2013 | June, 2014 | June, 2015
Period end stock (In crore Taka)

1. Net foreign assets of BB 68930.1 103246.0 147496.6 177393.7
2. Net domestic assets of BB 28872.6 9243.4 -17621.3 -28911.7
a. Domestic credit 65262.9 42822.7 15595.2 13276.1
a.1. Claims on Government sector (net) 37854.9 27069.0 3840.6 810.5
a.2. Claims on other public sector 1181.9 1354.5 1202.7 2160.8
a.3. BB's claims on DMBs 22627.4 10219.0 6279.2 5659.2
a.4. BB's claims on NBDCs 3598.7 4180.2 4272.7 4645.6
b. Other assets (net) -36390.3 -33579.3 -33216.5 -42187.8
3. Reserve Money [(1)+(2)] 97802.7 112489.4 129875.3 148482.0
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Particular June, 2012 | June, 2013 | June, 2014 | June, 2015

Year-on-year percentage change (%)

1. Net foreign assets of BB 12.37 49.78 42.86 20.27
2. Net domestic assets of BB 1.69 -67.99 -290.64 64.07
a. Domestic credit 20.32 -34.38 -63.58 -14.87
a.1. Claims on Government sector (net) 19.38 -28.49 -85.81 -78.90
a.2. Claims on other public sector 52.17 14.60 -11.21 79.66
a.3. BB's claims on DMBs 21.60 -54.84 -38.55 -9.87
a.4. BB's claims on NBDCs 14.47 16.16 2.21 8.73
b. Other assets (net) 40.79 -1.72 -1.08 27.01
3. Reserve Money 8.99 15.02 15.46 14.33

Source: Bangladesh Bank

Money Multiplier

Due to the higher growth of reserve money compared to the broad money, money multiplier
decreased to 5.30 in FY 2014-15 as compared to 5.39 of FY 2013-14. The ratios of money
multiplier as reserve-deposit ratio slightly increased to 0.086 in FY 2014-15 from 0.085 of
FY 2013-14 and currency-deposit ratio increased to 0.125 in FY 2014-15 from 0.123 of FY
2013-14.

Income Velocity of Money

Income velocity of money is showing declining trend for the last couple of years. This
gradual declining trend of income velocity of money is an indication of monetisation in the
economy of Bangladesh. Table 5.5 shows the trends of income velocity of money and the
broad money as a percent of GDP from FY 2005-06 to FY 2014-15.

Table 5.5: Income Velocity of Money

Fiscal Year GDP Broad Money Broad Money Income Velocity of

(In billion taka) (In billion taka) (As percent of GDP) | Money (GDP/M2)
2005-06 4823.40 1806.74 37.46 2.67
2006-07 5498.00 2115.04 38.47 2.60
2007-08 6286.80 2487.95 39.57 2.53
2008-09 7050.70 2965.00 42.05 2.38
2009-10 7975.40 3630.31 45,52 2.20
2010-11 9158.30 4405.20 48.10 2.08
2011-12 10552.00 5171.09 49.01 2.04
2012-13 11989.20 6035.05 50.34 1.99
2013-14 13436.74 7006.23 52.14 1.92
2014-15* 15135.99 7876.14 52.04 1.92

Source: Bangladesh Bank * Provisional

Table 5.5 shows that the income velocity of money was 2.67 during FY 2005-06 that
declined to 1.92 in FY 2014-15. Mainly, broad money is growing faster than the GDP at
current market price. For this reason, income velocity of money decreased gradually and
broad money as a percent of GDP increased. It is noted that, in FY 2005-06 broad money as a
percent of GDP was 37.64 percent which increased gradually to 52.04 percent in FY 2014-
15.

Rationalising the Rate of Interest

Bangladesh Bank’s efforts continued to banks to take initiatives with a view to rationalising
the rate of interest through creating competitive environment among the banks. Besides,
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banks are advised to limit the difference between lending and deposit rates or intermediation
spread within lower single digit except high risk consumer credit (including credit card) and
SME loans. Figure 5.2, the trends of weighted average lending and deposit interest rates from
July, 2014 to June, 2015 shows that lending rate and deposit rate decreased gradually.

Figure 5.2: Weighted Average Lending and Deposit Interest Rate
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The weighted average lending rate of commercial banks decreased to 11.67 percent at the end
of June, 2015 from 13.10 percent of end June, 2014. Similarly, the deposit rate decreased to
6.8 percent from 7.79 percent of the same period of previous year. The interest rate spread

also decreased slightly to 5.13 percent at the end of June, 2015 from 5.6 percent of June,
2014.

Financial Sector Management
Banking Sector

There are four types of scheduled banks operating in the banking sector in Bangladesh such
as state owned commercial banks (SOCBs), specialised banks (SBs), local private
commercial banks (PCBs) and foreign banks (FBs). As of June, 2015, there are 56 scheduled
banks among them 6 state owned commercial banks (including BASIC Bank and Bangladesh
Development Bank Ltd), 2 specialised banks, 39 local private commercial banks and 9
foreign commercial banks. Apart from these banks, 6 non-scheduled banks such as Ansar
VDP Unnayan Bank, Shamobaya Bank, Karmasangsthan Bank, Grameen Bank, Jubilee
Bank Ltd. and Probashi Kalayan Bank are also operating in the banking sector in
Bangladesh. The structure of banking system and share of total deposits and assets on the
basis of types of banks are shown in Table 5.6.
Table 5.6: Structure of the Banking System in Bangladesh
(End June 2015)

Type of No. of Percent of Percent of
Banks Banks Urban Rural Total Total Asset | Total Deposit
SCBs 6 1357 2312 3669 27.53 25.66
SBs 2 110 1295 1405 3.65 5.30
PCBs 39 2402 1580 3982 63.30 64.05
FCBs 9 75 0 75 5.52 4.99
Total 56 3944 5150 9131 100 100

Source: Bangladesh Bank
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Region-wise Bank Branches

In Bangladesh as on June, 2015, the 56 scheduled banks are performing their banking
business with their 9,131 branches. The rural portion is 5,187 (56.81%) and urban portion is
3,944 (43.19%) of total number of branches. Branches of state-owned commercial banks are
2,312 (63.01%) in rural area and 1,357 (36.98%) in urban, specialized banks have 1,295
(92.17%) branches in rural area and 110 (7.83%) in urban areas, private commercial banks
have 1,580 (39.68%) branches in rural area and 2,402 (60.32%) in urban area and foreign
commercial banks are operating through only 75 urban branches.

Non-bank Financial Institutions (NBFIs)

Non-Bank Financial Institutions (NBFIs) are playing a significant role in providing finance in
different sectors like industrial, commercial, housing, transportation and information
technology sectors of the country. Up to 30 June, 2015, there are 33 licensed non-bank
financial institutions functioning in the country. These NBFIs have a wide network of 202
branches operating in Dhaka city and other regions of the country. Total paid up capital and
reserve of these financial institutions stood at Tk.8,052.06 crore as on 30 June, 2015, of
which paid up capital is Tk.4,715.00 crore. Total assets and deposits of the NBFIs are
Tk.55,594.05 crore and Tk.26,900.27 crore respectively as on 30 June, 2015.

Besides, investing in industry, trade and housing sectors, NBFIs also invest in the stock
market to develop a vibrant capital market. The share of NBFIs in terms of investment in
listed company was Tk.1,842.70 crore at end June, 2015. As on 30 June 2015, the total
outstanding loan/leases, total amount of classified loan/leases and the rate of classified
loan/leases of all the NBFIs stood at Tk.40,921.01 crore, Tk. 3,158.95 crore and 7.72 percent
respectively.

Financial Inclusion

Bangladesh Bank has taken various dynamic initiatives to bring a large number of financially
excluded people under financial services to create sustainable socio-economic structure of the
country. These initiatives include the directives to banks for opening NFAs (No-frill
accounts) for farmers, freedom fighters, and beneficiaries under social security programme,
small life insurance policy holder, hardcore poor beneficiary workers and others. Banks have
opened up accounts under NFAs, 97.27 lakh for farmers by deposited Tk.10 on each, 1.53
lakh for freedom fighters, 33.85 lakh for beneficiaries under social security program, 0.28
lakh for small life insurance policy holder and 16.69 for others with a total of around 1.50
accounts up to June, 2015. Bangladesh Bank has formed a refinance scheme of Tk.200 crore
to provide collateral free loan at maximum 9.5 percent interest rate for small/marginal/
landless farmers, low income professionals those who are suffered by natural disasters and
marginal businessmen. 31 banks has signed contract to take the refinance facilities from this
fund. The banks under this contract have set their target to disburse Tk.137 crore for FY
2014-15.

School Banking

As a part of broadening and deepening of financial inclusion and also to encourage school
students for savings, to orientate them with banking literary and modern banking technology,
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school banking activities were initiated in 2010. In continuation of this, most of the scheduled
banks have started school banking programme which has already attained remarkable
progress. Up to June, 2015, number of school banking accounts stood at 8.5 lakh with the
balance of Tk.717.49 crore by 56 commercial banks.

Banking, Monetary and Credit Policy Reforms
Some reform initiatives have been taken during FY 2014-15 are briefly describe bellow:
Reforms in the Bangladesh Bank

The Central Bank Strengthening Project (CBSP) has been implemented with the financial
assistance of International Development Association (IDA) in order to transform Bangladesh
Bank into a modern, dynamic and forward looking central bank capable of regulating and
supervising the financial sector of the country more effectively and efficiently with the use of
modern technology. Major initiatives taken by this project in FY 2014-15 are given below:

e National payment switch (NPS) has been implemented bringing epoch-making impact
in the national payment systems. The private sectors as well as the Government sector
payments are now being undertaken with the modern technology bringing down the
transaction costs significantly and widening the service delivery throughout the
country irrespective of location and place.

e Systems for Cash Transaction Report (CTR) and Suspicious Transaction Report
(STR) have been implemented for effective implementation of anti-money laundering
and terrorist financing measures.

e Internal transaction functions of the central bank like human resource, payroll,
procurement, finance, asset management etc are now fully automated through
implementing Enterprise Resources Planning (ERP) applications.

e Bangladesh Automated Clearing House (BACH), Bangladesh Electronic Fund
Transfer Network (BEFTN), National payment switch (NPS) have been implemented
bringing epoch-making impact in the national payment systems.

e A central data warehouse has been developed to preserve all types of monetary and
economic, regulatory and supervisory, and transaction related data of the country’s
economy.

e Bank wide IT infrastructure have been created through WAN/LAN connecting all the
branches and hosting all the applications running in the central bank.

e The on-line Credit Information Bureau (CIB) has reduced the time of getting
borrower’s credit information to instantly from months or above all together, which
helped to reduce the loan processing time significantly.

Reforms in State Owned Commercial Banks

e BASIC Bank Ltd. and Bangladesh Development Bank Ltd. have been categorised into
State-owned Commercial Bank in January, 2015 and May, 2015 respectively. To
enhance the standard of credit management and internal control system, a special
inspection on internal control and compliance system of four state-owned commercial
banks (Sonali Bank Ltd., Janata Bank Ltd., Agrani Bank Ltd. and Rupali Bank Ltd.)
was conducted from Bangladesh Bank. Government has already injected Tk.710 crore
and Tk. 790 crore to Sonali Bank Ltd. and BASIC Bank Ltd. respectively in
December, 2014 as recapitalisation.
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Money and Financial Market Reforms

In order to reduce the systematic risk, highly vulnerable institutions are being
identified and advance signals are being provided through the review of financial
statements of the banks by operating stress-testing programme.

To develop a method on Domestic Systematically Important Bank (DSIB) recognition
for Bangladesh financial system following the international standard and work of
special strategy preparation for supervisions of such banks are going on.

To meet any emergency regarding liquidity crisis in banking sector to protect or deal
probable disaster and to stimulate the central bank as the lender of last resort,
compilation of a framework is ongoing. This framework will play an important role to
stabilize the financial system in normal situation as well as in time of financial crisis.
Guidelines on ‘Products and Services of Financial Institutions’ in Bangladesh have
been issued for financial institutions to remove inconsistencies of different goods and
services of financial institutions and to control institutions with consistency. Besides,
to make transparent price fixation of services of financial institutions and to confirm
sound competition, Guidelines on the 'Base Rate System for Non-Bank Financial
Institutions' has been issued.

Guidelines on ‘Early Warning System for Weak and Problem Financial Institutions’
have been issued to identify the weak and problem financial institutions and upgrade
their situation through effective guidance and appropriate actions.

Consistent with international best custom to make capital base of banks risk tolerant
and sustainable, Bangladesh Bank has issued an amended guidelines on capital
adequacy ‘Guidelines on Risk Based Capital Adequacy (Revised Regulatory Capital
Framework for Banks in line with Basel III)’ in 2014. These guidelines will be
implemented by the Bangladesh Bank from 1 January, 2015 to till December 2019
and from 1 January, 2020, Basel 111 Guidelines will be fully implemented.

To cope up with the international best practices and to make the banks more shocks absorbent
and to promote a more resilient banking sector, revised regulatory capital requirement
framework in line with Basel Il had been started since January, 2010 as a regulatory
compliance. Now, Bangladesh Bank is implementing Basel Ill as per the action plan and
roadmap/guidelines provided. Capital requirements under these guidelines will be fully
implemented by January 2020 that has been started from January, 2015 phase by phase. Banks
have to maintain minimum capital requirements according the following rate under Basel Il1:

4. Banks will have to maintain 2.5 percent of the total RWA as Capital Conservation

Under Basel 11, CRAR of scheduled banks in Bangladesh was 10.73 percent for the quarter
0 January-March, 2015.

Box 5.1: Implementation of Basel 111l

1. Common Equity Tier-1 Capital will be at least 4.5 percent of the total risk weighted
assets (RWA).

2. Tier-1 capital will be at least 6.0 percent of the total RWA. It indicates that additional
Tier-1 capital will be maximum 1.5 percent of the total RWA.

3. Minimum CRAR (Capital to Risk Weighted Asset Ratio) will be 10 percent of the total
RWA. Accordingly, Tier-2 capital will be maximum 4.0 percent of the total RWA.

Buffer (CCB) in the form of Common Equity Tier-1 Capital (CET1) in addition to
CRAR.
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To establish a public interest oriented modern payment system in Bangladesh some initiatives
such as-formalise the 'Strategy Paper for Bangladesh Bank' payment system, establish
'‘Bangladesh Automated Clearing House (BACH)' and manage its overall activities, approval
of mobile financial services and appropriate oversight, development of National Payment
Switch' and to establish e-payment system, formalise the rules and regulatory infrastructure
related to payment system, accelerate remittance flow and implementing Real Time Gross
Settlement (RTGS) have been undertaken. Some mentionable improvements are as follows:

e Bangladesh Automated Clearing House (BACH) has been established in
order to ensure creation of a speedier, more effective and user friendly transaction
settlement system in the country. From October, 2010, ‘Bangladesh Automated
Cheque Processing Systems (BACPS)’ uses the Cheque Imaging and Truncation
(CIT) technology for electronic clearing. From October, 2011 the clearing cycle
has been brought down to t+0 for high value cheques and t+1 for regular value
cheques throughout the country.

e To establish a modern banking system all over the country all bank branches have
been suggested to establish Core Banking Solution (CBS) and Inter-branch
Connectivity Network. In this regard, 50 banks out of 56 scheduled banks in the
country have started online banking system. Sonali, Agrani, Janata, and
Bangladesh Krishi Bank (in few branches) online banking has started. Rupali and
Rajshahi Krishi Unnayan Bank online banking system is under consideration.

Prevention of Money Laundering and Financing of Terrorism

Major initiatives have been undertaken to prevent money laundering and terrorism financing
are given below:

To share the information how to prevent money laundering and terrorism financing,
Bangladesh Financial Intelligence Unit (BFIU) has signed Memorandum of
Understanding (MoU) with Financial Intelligence Unit (FIU) of 35 countries; of
which in FY 2014-15, MoU has been signed with the FIU of Morocco, Vietnam,
Bhutan, Bahrain, Brunei Darussalam, Russia, Fizi, Kyrgyzstan, Panama and
Barbados.

To strengthen the money laundering and terrorism financing prevention programme,
BFIU has already been got the access to the database of Credit Information Bureau
(CIB) of Bangladesh Bank, Bangladesh Automated Clearing House (BACH), and
export and import, travel and miscellaneous and inward remittance flows.

Bank, financial institutions and insurance companies have started to submit online
Cash Transaction Report (CTR) and Suspicious Transaction Report (STR) through
goAML software procured by BFIU. Besides, stock dealer and stock brokerage house,
and portfolio manager and merchant bank (subsidiaries of bank and Fls) of capital
market, and assets managers are providing required information as desired by the
BFIU through goAML software.
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Capital Market

To stabilise capital market, raising confidence of investors, increasing supply of securities,
increasing institutional investor’s base and raising transparency and accountability at all
corners are highly necessary. Bangladesh Securities and Exchange Commission (BSEC) has
taken the following steps in this connection during FY 2014-15:

Reforms of the Capital Market related Laws, Rules and Regulations

BSEC issued notification on 13 November, 2014 regarding venue of the Annual
General Meeting (AGM) of listed Companies

The Commission issued notifications on 18 December, 2014 imposing conditions for
IPO, right issues and issue of capital.

The Commission issued order on 6 January, 2015 extending the period of suspension
of rule 3(5) of the Margin Rules, 1999 till June 30, 2015.

The Commission issued directive on 12 January, 2015 regarding maintenance of
provision against re-valued unrealised loss of stock brokers/dealers and merchant
bankers and their clients portfolio.

The Commission issued order on 13 May, 2015 about circuit breaker regarding price
change limits in the daily transaction of listed securities in the stock exchange.

The Commission issued order on 14 May, 2015 regarding distribution of dividend
and fractional bonus of the issuer company or mutual fund to the clients of the stock
brokers.

The Commission issued notification on 11 June, 2015 about exemption from the
compliance of Commission's notifications (May, 2010) for the foreign owned
companies and the joint venture companies with foreign investment.

The Commission issued notification on 22 June, 2015 framing Bangladesh Securities
and Exchange Commission (Alternative Investment) Rules, 2015

BSEC issued directive on 30 June, 2015 regarding the maintenance of provision
against unrealised losses arising from investment in mutual fund units.

Reforms for Maintaining Stability and Transparency of the Capital Market

An international standard surveillance software has been installed at BSEC in order to
find out manipulations and irregularities quickly and take necessary remedy promptly
in securities market with a view to strengthening market monitoring and supervision.

The Government has established a Special Tribunal for the capital market for speedy
resolution of the capital market related cases.

Maintenance of 20 per cent reserve quota in every public issue during 2012 to June
30, 2015 for affected and identified small investors bearing both the margin and non-
margin loan account (BO) with stock broker/dealer of DSE and CSE, and merchant
bank.

The Government has allotted Tk.900 crore to implement the recommendations of the
Special Scheme Committee formed in order to protect the interest of small investors
in the capital market and arranged to disburse the fund by Investment Corporation of
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Bangladesh (ICB). By this time, the disbursement of Tk.600 crore of the re-financing
schemes is being continued, of which Tk.300 crore is of first phase and Tk.300 crore
is of the second phase.

Arrangement made for speedy payment of commission to foreign brokerage firm’s
with the help of Bangladesh Bank, through submission of essential documents/paper
in case of foreign institutional investors. It motivates the foreign portfolio managers
to invest here more.

BSEC has introduced 10- year master plan to develop the capital market and protect
investors’ interest.

Merchant bank and subsidiary companies have been allowed to raise 51 percent fund
from parent company and the rest from any other sources. It helps to increase capital
of merchant bank and subsidiary companies, and makes them from liquidity crisis in
the long run.

Market Situation
Dhaka Stock Exchange (DSE) Ltd

The total number of listed securities has increased from 536 in June, 2014 to 555 in June,
2015. At the end of June, 2015 total issued capital of all listed securities stands at
Tk.1,09,195.35 crore, which was Tk.1,03,207.64 crore in June, 2014, registering 5.80 percent
growth. Total market capitalisation of all listed securities was Tk.2,94,320.23 crore in June,
2014, which stands at Tk. 3,24,730.63 crore in June, 2015, representing 10.33 percent

increase.
Table 5.7: Securities Trading Information of Dhaka Stock Exchange

End of No. of Listed No. of Issued Market Securities DSE DSE

Period Securities IPOs Capital Capitalization Traded in General Board

(Including (Tkin (Tkin crore) Value index* Index

Mutual Funds crore) (Tkin crore) (DSEx)**
& Debentures)

2005-06 303 18 8572.26 21542.19 4600.82 1339.53 | -

2006-07 325 10 16427.93 47585.54 16467.16 2149.32 | -

2007-08 378 13 28437.97 93102.52 54328.6 30005 | -

2008-09 443 17 45794.4 124133.9 89378.92 3010.26 | -

2009-10 450 23 60726.29 270074.46 256349.86 6153.68 | -

2010-11 490 19 | 80683.91 285389.22 325915.26 6117.23 | -

2011-12 511 15| 93362.96 249161.29 117145.14 4572.88 | -

2012-13 525 15| 98358.97 253024.6 85708.97 | - 4104.65

2013-14 536 13 | 103207.64 294320.23 112539.84 | - 4480.52

2014-15 555 16 | 109195.35 324730.63 112351.95 | - 4583.11

Note: * Stop displaying DSE General Index (DGEN) in DSE website from August 01, 2013.
** DSE introduced new index benchmark DSE broad index (DSEX) on January 28, 2013 as per “DSE
Bangladesh Index Methodology” designed and developed by S&P Dow Jones Indices.
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DSE introduced its new index benchmark; DSE board Index (DSEX) on January 28, 2013 where the
first day closing was 4,090.47 points. DSEx has increased from 4,480.52 points in June, 2014 to
4,583.11 points in June, 2015, showing 2.29 percent up. Figure 5.4 below shows the trend of DSE
market capitalisation, DSE general index and DSE broad index.
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Chittagong Stock Exchange (CSE) Limited

In June 2015 the number of listed securities in CSE stands at 292, which was 276 in June
2014. Issued capital of all the listed securities increased by 6.49 percent in June 2015
standing at Tk 50,130.63 which was Tk 47,072.19 in June 2014. Market capitalisation of CSE
has also increased by 3.66 percent and stands at Tk. 2,37,042.13 crore in June, 2015 which
was Tk. 2,28,667.88 crore in June 2014. CSE All Share Price Index reached at 14,097.17 in
June, 2015 increasing 2.40 percent from June, 2014.

Table 5.8: Securities Trading Information of Chittagong Stock Exchange

End of No. of Listed | IPO Issued Market Turnover CSE All
Period Securities Capital Capitalization Value Share Price
(with MF& (Crore (crore Taka) (Crore Index
Bonds) Taka) Taka)

2005-06 213 19 6375.02 19555.17 1143.91 2879.19
2006-07 219 10 8225.17 39926.82 3437.74 5194.76
2007-08 231 14 10314.08 77774.28 8016.21 9050.56
2008-09 246 18 14246.55 97494.82 12518.25 10477.67
2009-10 232 23 20677.39 224176.78 21711.23 18,116.05
2010-11 220 19 30155.33 225977.78 32168.23 17,059.53
2011-12 251 15 37527.49 187817.14 13485.49 13,736.42
2012-13 266 15 42338.09 191907.03 10198.52 12,738.23
2013-14 276 13 47083.97 228667.87 10218.27 13,766.23
2014-15 292 20 50130.63 237042.13 9648.00 14,097.17

Source: Chittagong Stock Exchange
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Figure 5.4 shows the comparison between CSE market capitalisation and CSE All Share
Price Index during FY 2005-06 to FY 2014-15 (end period).

Figure 5.4: : CSE Market Capitilisation and All Share Price Index
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