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Monetary Policy Review for January-June FY 2019

Key Policy Stance

Macroeconomic Indicators H2 FY19 H1FY19 Bangladesh Bank (BB) has announced its
monetary policy statement (MPS) for the

second half (January-June) of the 2018-
Repo rate 6.0% 6.0% 19 fiscal year taking into account the
Reserve Repo rate 4.75% 4.75% domestic and external development in
line with the Government’s growth
target. The New 'cautious' monetary
Reserve Money Growth 7.00% 7.00% policy stance come up with a slight
Domestic Credit Growth 15.90% 15.90% downward revision of the private sector
credit growth target and notable
increase in the public sector to support
the growth and inflation target.

Inflation 5.60% 5.80%

Broad Money Growth 12.0% 12.0%

Public Sector Credit Growth 10.90% 8.5%
Private Sector Credit Growth | 16.50% 16.80%

BB adopts policies to ensure quality credit growth and rationalizing advance-deposit ratio of banks along
with asset-liabilities management, foreign exchange risk management. The MPS called for market rate-
linked rationalization of the pricing of national savings certificates for market development and fiscal
discipline.

GDP grew by 7.86% in FY18 from 7.28% in FY17
due to higher domestic demand met up with
higher credit growth and improved export
figure and encouraging remittance inflows. The
growth of remittance inflows was 8% and the
export was on robust growth in the H1FY2019.
Increase in govt. expenditure accelerate the
domestic consumption and investment. RMG
industry witnessed growth momentum with
the diversification of RMG from China and
strong US economy. BB projects GDP growth
for FY2019 in the range of 7.5-8.2% for FY19, FY14 FY15 FYl6 FY17 FY18 FY19E
assuming continued political calmness in N —

coming months and no large external shocks.
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But CPI inflation declined gradually to 5.35% in
December 2018 from 5.54% in June 2018 due to a
rise in core inflation. Although declining trend of
global food and energy prices have less impact on
regulated domestic fuel price in Bangladesh but
accelerated food production in the country. Both
forces reduced inflation risk over the short to
medium term since the last monetary policy
statement. Average inflation rate is projected to be
5.3-5.6% in June 2019. For the July to December
period of FY2018-19 (H1), the central bank set the
private sector credit growth ceiling at 16.8%, but the
actual growth as of December 2018 stood at 13.3%.
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As per the new MPS, the central bank expects that 16.5 per cent growth in the private sector credit would
be enough to support the government’s budgetary target of 7.86 per cent in gross domestic product
growth for FY19. In December 2018 private sector credit growth stood at 13.30 percent, which is lower
than the ceiling of 16.80 percent. In the MPS, the public sector credit growth target has been revised
upward to 10.9 per cent for the second half of FY19 while the target was 8.6 per cent for the first half.
Public sector credit growth picked up in H1IFY19 as the government increased the expenditure for project

Implementation.

Besides public sector credit growth, the new MPS also concentrates on National Savings Certificate (NSC)
as a source of finance by giving importance on pricing NSC based on justified market rate.

e In December 2018, Broad money (M2) grew by 9.4% which was close to the target of 10.2%. The
H2FY19 monetary policy targets broad money ceiling at 12.0%.
e Private sector credit growth, was 13.3% in Dec 2018, is expected to meet the targeted ceiling of
16.5% at the end of June 2019. The MPS also projects robust export and remittance growth at
14% and 11% respectively along with a moderate import growth at 7.5%.
e The central bank kept unchanged its domestic credit (DC) growth target at 15.90 per cent for H2
FY19. Besides targets of broad money (M2) supply and reserve money (RM) remained unchanged
at 12 per cent and 7.0 per cent respectively. Moreover, the policy rates, including CRR (cash
reserve requirement), Repo and Reverse Repo, remained unchanged for H2 of FY 19, according to

the MPS.
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Capital Market Prospects:

e There may not be any direct implication for the capital market as the new MPS make a revision of
a few key indicators of the overall macro economy.

e H1FY19 reflected a higher trade volume with increased daily average turnover than H2FY18 with
price declined due to global economic conditions. But BB’s long prioritized various measures,
initiatives and rising trade and financial integration will help to grow further.

e Due to the strong demand from the strong economies and some reallocation of demand from
china and robust export growth will continue to drive country’s RMG sector growth like H1FY19
which was 15.7%.

e The higher rates offered by NSCs will continue to attract depositors by reducing the pressure of
bank deposit which bears a lower interest rate.

However, according to the MPS, Non-performing loans (NPLs) is the the key challenges of monetary
transmission channels, making interest rates strictly downward and less sensitive to the monetary policy
actions as the BB's observations came against the rising trend in default loans in the country's banking
system.
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Disclaimer

This document has been prepared by Bank Asia Securities Itd (BASL) based on publicly available data for information purpose only
and does not solicit any action based on the material contained herein and should not be construed as an offer or solicitation to
buy or sell or subscribe to any security. Neither BASL nor any of its directors, shareholders, member of the management or
employee represents or warrants expressly or impliedly that the information or data of the sources used in the documents are
genuine, accurate, complete, authentic and correct. However, all reasonable care has been taken to ensure the accuracy of the
contents of this document. BASL or Research & Development Department will not take any responsibility for any decisions made
based on the information herein. As this document has been made for the Traders of BASL and strongly prohibited for circulation
to any clients, investors or any other persons from outside of BASL.

About Bank Asia Securities Ltd

Bank Asia Securities Limited (BASL) is one of the leading full-service brokerage companies in Bangladesh. The company was
formed in 2009 and running its operation as a majority owned subsidiary of Bank Asia Limited. BASL offers full-fledged standard
brokerage services for retail, institutional and foreign clients with a dedicated team of skilled professionals. The company is
currently providing the brokerage services under the membership of Dhaka Stock Exchange Limited (DSE).

BASL Research Team

Mr. Shariful Alam Chowdhury

Head of Research & Investments tushar@basl-bd.com, tusharbd@bloomberg.net
Mr. Shohidul Islam

Research Analyst shohidul@basl-bd.com, shohidulbd@bloomberg.net

Tanzin Naher

Research Associate tanzin@basl-bd.com
Mr. Monir Hossain

Research Associate monir@basl-bd.com
BASL Networks

Head Office P . :
) ) Modhumlta! Extension Dhanmondi Branch Mirpur Branch
Hadi Mansion (7th Floor) Office Nishi Plaza, plot # 01,
. . . . Meher Plaza (1st Floor),
2, Dilkusha Commercial Area 158-160 Modhumita Building House # 13/A, Road # 05 Avenue-04, Section-06,
Dhaka-1000, Bangladesh (5th Floor) X § ’h ‘o - 120 Block-C
Phone: +88-02-9515826-28 Motijheel C/A, Dhaka-1000 Dha"m_on 5 g 2 za = Mirpur, Dhaka - 1216
Fax: +88-02-9567884 Phone: +88-01819118893 Phone: +8802-8624874-5 Phone: +88-02-9013841
Uttara Branch Banani Branch
House # 79/A, (4th Floor), Nur Empori, Plot # 77 (1st Khulna Branch
Road # 07, Sector # 04 Floor), Road No # 11, 28, Sir Igbal Road (1st Floor)
B .
Uttara Model Town, Dhaka- anani, Khulna
1230 PEERE Phone: +88-041-731208-9
Phone: +88-02-8958371 Phone: +8801716180767

For International Trade & Sales, please contact Mr. Sumon Das, Chief Executive Officer. Please call at +8801993111666, +880
02 9515826, Ext:101 at Business hour.

For further query, write to us at research@basl-bd.com



mailto:tushar@basl-bd.com
mailto:shohidul@basl-bd.com

