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DR. M. MASRUR REAZ ,
ECONOMIST AND CHAIRMAN , POLICY EXCHANGE

Greater Investment and Access to Finance Will Strengthen
Bangladesh's Impressive Development Gains Hele

Bangladesh has seen impressive economic performance in the last
decade. This led to triple pay off for Bangladesh: faster growth rate, fewer
poor people, and better human development. Between 2000 and 2019,
poverty rates declined from 48.9 to 24.3 percent while growth has
averaged 6-7% over the last decade. Bangladesh , 39th largest economy in
the world aceordln? the IMF, is also the most gender-equal nation, being
Eanked 50th out of 153 countries worldwide according to World Economic
orum.

Building on the achievements, the country aspires to become a developed
country is manifested in the Vision 2041. The Perspective Plan
2041,emphaises on foundations such as governance, demaocratization,
decentralization, and capacity building, and focuses manufacturing
industries, economic zones, and vibrant financial markets with universal
access to finance. '

Financial Sector Has Deepened Over Time but Several Gaps Persist

‘The Bangladesh financial sector has grown significant in recent decades,
intermediating for industrial growth and socio-economic development.
There have been several notable patterns. The Non-Bank Financial
Institution (NBFI) sector is dominated by banks and microfinance
institutions, with banks accounting for about 80 percent of total financial
system assets. The banking sector was liberalized in the late 1980s, and
new banks could come into existence. The share of private banking grew
considerably, eclipsing state banking , leading to efficiency gains and

reater financial intermediation. The financial sector has been providing
iquidity to finance the country's industrial expansion with high rates of
private sector credit growth, although the allocation of credit has not been
efficiently managed in terms of both credit misallocation by state banks
and high costs.

Despite this success, financial inclusion gaps persist, especially among the
middie segment of enterprises and a large number of population remains
underserved by the banking system. Despite increasing geographical
penetration, private banks and state banks are mostly concentrated in
urban areas and target the larger corporates and higher income and urban
population; although banks usually give loans to the corporates in major
sectors in bulk. While the contribution of the SMEs to GDP is 25% (ADB,
2018), their share of bank portfolio is much less. The gap between the funds
they have and what they require to run operations and grow is about $2.8
billion{World Bank, 2019). Although SME's account for more than 98 percent
of non-farm enterprises in the country and bank lending to SMEs has tripled
between 2010 and 2018, the large majority of MSMEs have limited access to
formal finance. .

While access to formal financial services has increased almost doubling
from 20 percent to 47 percent between 2013 and 2018 and financial
inclusion of rural poor has grown faster than among the population as a
whaole -34 percent in 2017 compared to 30 percent in 2016, yet, 35 million
people remain excluded under the modern financial industry. Financial
inclusion gaps are also manifest in terms of gender differences. Close to 65
percent of Bangladeshi men have accounts, compared to only 36 percent of
women. Bangladesh’s gender gap in financial access has grown a
staggering 20 percentage points from 2014 to 2017,

Financial Institution with Higher Efficiency and Modern Technology is the
Need of the Time

Major gaps in financial inclusion, access to credit for small businesses, and
efficiency in bank operations are some major challenges prevailing in a
sector that has more than 60 banks. Just as the world continues to evolve
into digital economy, banking and financial institutions, going forward, will
increasingly be influenced by use of technology and modern banking
approaches, This makes it imperative that Bangladesh considers not only
consolidating the banking space by merging the inefficient banks with
better managed ones but also to bring in new financial institutions that are
able to introduce modern and robust bank management concepts,
appropriate financial products for the marker, and leverage technology
cater to the underserved segments of the market.
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