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the policy priorities set 
afterwards.

“While the ready-made 
garment sector has been 
resilient to disruptions 
so far, we expect ongoing 
political and social unrest to 
subdue business sentiment.”

Inflation is projected to 
stay elevated at 8.3 percent, 
constraining the central 
bank’s ability to ease its 
policy rate, which has been 
held at 10 percent since 
October 2024, it said in an 
outlook on Bangladesh’s 
banking system.

The 12-month average 
inflation stood at 8.66 
percent in January this year, 
well above the Bangladesh 
Bank’s (BB) target to bring 
it down to 7 percent. In 
these circumstances, the 
central bank has kept its 
monetary policy hawkish 
for the rest of the fiscal 
year, announcing that it 
would maintain the rate 
unchanged until next June.

Moody’s warned that 
banks’ asset quality and 
profitability will deteriorate 
as businesses face the dual 
challenges of sluggish 
demand and high costs 
caused by supply chain 
disruptions.

The report highlights 
a sharp deterioration 
in loan quality as many 
borrowers continue to face 
stress amid weak economic 
conditions.

Bangladesh’s non-
performing loan (NPL) 
ratio surged to 35 percent 
by June 2025, up from 
9 percent at the end of 
2023, following tighter 
classification rules.

“Asset quality will 
deteriorate as economic 
conditions remain weak,” 
Moody’s said, warning of a 
further build-up of soured 
loans due to the phased 
rollout of International 
Financial Reporting 

Standard (IFRS 9) from 
September this year.

The agency said 
profitability will decline as 
NPLs swell.

“Loan-loss provisions 
will increase significantly 
across the system in 2026 
as existing reserves are 
insufficient to cover fast-
growing NPLs,” it said.

Both state-owned and 
private Islamic banks 
remain undercapitalised, 
reflecting weak governance 
and poor underwriting 
standards.

The outlook, however, 
said liquidity conditions are 
relatively stable, supported 
by deposit growth and 
remittance inflows.

It notes that the loan-to-
deposit ratio fell slightly to 
79 percent as of the end of 
June 2025 from 82 percent 
a few months ago. 

“Financially stronger 
banks will continue 
to attract deposits as 
customers move to safer 
institutions, while it will 
take time for weaker ones 
to regain confidence and 
rebuild their deposit bases,” 
Moody’s said.

It added that the BB 
injected Tk 52,500 crore 
in emergency liquidity 
last June to shore up 
confidence.
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Japan EPA to cost Bangladesh
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The agreement enables 
skilled workers, including 
doctors, nurses, caregivers, 
and domestic helpers, 
to access Japanese 
employment markets, 
Adviser Bashir Uddin said.

Japanese investors 
are already establishing 
language training 
centres in Bangladesh to 
prepare workers for these 
opportunities.

The commerce adviser 
expressed optimism that 
students and professionals 
will be able to access 
opportunities in the G-7 
nation, potentially creating 
a new avenue for foreign 
remittances.

The services component 
of the agreement also tilts 
in Bangladesh’s favour. 
Bangladesh secured access 
to 120 Japanese sub-sectors 

while opening 98 sub-
sectors across 12 sectors to 
Japanese investment.

The EPA’s timing proves 
crucial as Bangladesh 
prepares to graduate from 
LDC status later this year, 
which typically triggers loss 
of preferential trade terms. 
While Japan has separately 
extended existing LDC 
benefits for Bangladeshi 
goods until 2029, the EPA 
provides a more permanent 
framework for market 
access.

The deal represents 
Bangladesh’s first 
comprehensive bilateral 
trade agreement with 
a major developed 
economy, following a more 
limited preferential trade 
arrangement with Bhutan 
in December 2020. It 
reflects the government’s 
strategy to secure 

preferential access with 
key trading partners before 
losing LDC privileges, 
with similar negotiations 
underway with other major 
economies to maintain 
export competitiveness in 
the post-LDC era.

The agreement awaits 
ratification by Japan’s 
parliament, the Diet, 
which is expected within 
the next few days as the 
general election in Japan 
was held February 8, said 
the commerce adviser. 
The adviser also said seven 
rounds of negotiation were 
held to sign the agreement 
between the two countries.

State Minister for 
Foreign Affairs in Japan 
HORII Iwao signed the 
agreement on behalf 
of Japan while Bashir 
Uddin signed on behalf of 
Bangladesh.

BB holds policy rate at 10%
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In the Monetary Policy 
Statement, the BB reduced 
the Standing Deposit 
Facility (SDF) rate, at which 
commercial banks park 
excess liquidity with the 
central bank, by 50 basis 
points to 7.5 percent. 

Amid weak private-
sector credit growth, the 
adjustment is intended 
to discourage banks from 
holding funds at the BB 
and encourage lending to 
the private sector.

Credit to the private 
sector fell to a historic low 
of 6.1 percent in December, 
while public-sector lending 
rose to 28.9 percent. 
However, the projection 
for private-sector credit 
growth was at 7.2 percent 
and public-sector growth 
at 20.5 percent.

Mansur noted that 
government borrowing 
heavily influences the money 
market, tightening liquidity 
and keeping interest rates 
high, which crowds out 
private-sector lending. 

“Total credit has grown, 
but a large portion has gone 
to the government rather 
than the private sector, 
creating distribution 
pressure,” he said.

In the Monetary Policy 
Statement, the BB projects 
public-sector credit growth 

to reach 21.6 percent in 
the second half of FY26, 
driven by pre-election 
fiscal spending and post-
election administrative 
expenditures during the 
government transition. 

Besides, the 
government’s budget target 
of borrowing Tk 1,18,000 
crore from the banking 
system was factored into 
this projection.

The governor said 
domestic credit expansion 
is strong, but private-
sector lending could have 
grown faster if government 
borrowing were lower. 

Mansur said persistent 
government demand in 
the money market keeps 
pressure on overall demand 
and prevents interest rates 
from falling rapidly. 

He said high rates, 
though restrictive, 
have helped stabilise 
the exchange rate and 
supported foreign reserve 
accumulation.

“Earlier, Bangladesh 
repeatedly failed to meet 
IMF reserve targets, but 
since August 2024, all 
quarterly targets have been 
achieved or even exceeded, 
even before receiving IMF 
funds,” Mansur said. 

Gross foreign exchange 
reserves stood at $34.06 
billion yesterday, up 

from around $26 billion 
a year earlier. Under IMF 
calculations, reserves were 
$29.47 billion according to 
the BPM6 model.

The policy statement 
noted that economic 
activity remained broadly 
stable, supporting a positive 
growth outlook. “However, 
political developments, 
soft industrial output, 
persistent inflation, 
and global headwinds 
may undermine growth 
prospects,” it added.

Inflation has moderated, 
but at a slow pace, 
suggesting expectations 
are not yet firmly anchored 
around the target. “This 
development underscores 
the need for continued 
policy tightening, which 
should cool inflation 
further by the end of this 
fiscal year,” the statement 
said.

Syed Mahbubur 
Rahman, managing 
director of Mutual Trust 
Bank, told The Daily Star 
that the policy rate alone 
cannot curb inflationary 
pressure, given supply-
chain constraints and 
other factors. 

He said that most 
loans in Bangladesh are 
corporate, with only 10 
percent in retail, so interest 
rate hikes do not affect 

consumers immediately. 
Private-sector loan demand 
would not rise sharply even 
after the election.

Birupaksha Paul, professor 
of economics at the State 
University of New York in 
Cortland, said the 10 percent 
repo rate remains appropriate 
but is contributing to cost-
push inflation. 

“Private credit growth 
was 6.1 percent in December 
2025 and is projected to be 
8.5 percent in June 2026. 
While that part is tightened 
with the aim of reducing 
inflation, public-sector 
credit growth, projected 
at 21.6 percent, will be the 
main driver of sustained 
high inflation.”

He noted that the 
projection is ambitious, 
given that public-sector 
credit reached 28.9 
percent in December 2025. 
Additional spending on 
new pay scales could make 
reducing it to around 22 
percent difficult. 

Paul, a former chief 
economist of BB, added 
that the economy may 
gain momentum after the 
election, but its strength will 
depend on improvements in 
law and order.

Ashikur Rahman, 
principal economist 
at the Policy Research 
Institute, said the BB’s 

cautious stance is justified 
as inflation remains 
stubbornly high. The 
recent rise in prices 
appears partly driven by 
electoral dynamics, which 
boost consumption ahead 
of national elections.

Fahmida Khatun, 
executive director at 
the Centre for Policy 
Dialogue (CPD), said 
contractionary monetary 
policy is appropriate given 
persistent inflation, but 
fiscal policy also needs 
tightening, and market 
monitoring should be 
strengthened. 

She added that a 
prolonged tight stance 
is unfavourable for 
investment, but controlling 
inflation must take priority.

In a reaction, the Dhaka 
Chamber of Commerce and 
Industry expressed concern 
over the BB’s decision to 
maintain a contractionary 
stance solely to control 
inflation. 

“The reality, however, 
tells a different story. Despite 
prolonged tight monetary 
conditions, inflation 
has not been effectively 
contained, proving that this 
tool has largely failed while 
inflicting serious damage 
on productive economic 
activities,” the chamber 
said.

Reserves cross
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remittance inflows and 
improved reserves to buffer 
against external shocks.

Bangladesh’s gross 
reserves had crossed $48 
billion in August 2021 for 
the first time. They later 
declined due to a sharp 
spike in imports following 
the removal of Covid-19 
curbs and rising global 
commodity prices amid the 
Russia-Ukraine war.

By May 2024, overall 
dollar holdings had fallen 
to $24 billion.

BB officials protest 
delay in autonomy 
decision
STAR BUSINESS REPORT

Bangladesh Bank (BB) officials yesterday held 
a protest rally on the central bank premises, 
expressing dissatisfaction over the non-approval 
of the proposed amendment to the Bangladesh 
Bank Order during the tenure of the interim 
government.

The demonstration was organised under the 
banner of the Bangladesh Bank Officers’ Welfare 
Council, an association representing central bank 
officials.

At the rally, the officials demanded the 
resignation of Finance Adviser Salehuddin Ahmed 
for scrapping the proposal aimed at strengthening 
the central bank’s autonomy.

Speaking at the programme, AKM Masum 
Billah, president of the organisation, said the 
amendment proposal to the Bangladesh Bank 
Order was sent to the finance ministry in early 
October.

However, it was rejected without following 
proper procedure. When the current adviser 
served as governor, he supported the proposal. 
But recently, he informed the governor through a 
letter that it was no longer necessary.

“Due to this dual stance, we are demanding his 
resignation, even if it is for a single day,” he said.

Govt stops tobacco cultivation 
in Halda river basin

STAR BUSINESS REPORT

The interim government has completely 
halted tobacco cultivation this year in 
Manikchhari upazila of Khagrachhari 
district in the Halda river basin area.

According to a press release issued 
yesterday, the Ministry of Fisheries and 
Livestock said coordinated efforts by the 
district and upazila administrations and 
the Department of Fisheries ensured 
the cessation of tobacco cultivation this 
year.

Last year, 11 tobacco farmers in the 
region cultivated the crop on nearly 
20 acres of land, according to official 
records.

Experts say excessive use of pesticides 
in farming and tobacco cultivation in the 
Halda river basin is a major cause of water 
pollution in the Halda river, the country’s 
only natural carp breeding ground and a 
fisheries heritage site.

Authorities expressed hope that the 
halt in tobacco cultivation would have a 
positive impact on conserving the Halda 

river’s fish resources and biodiversity, the 
release said.

On November 5 last year, the Ministry 
of Fisheries and Livestock amended 
the existing gazette on the Halda river 
fisheries heritage and issued a notification 
declaring tobacco cultivation prohibited 
in the Halda river basin area.

Later, at the Khagrachhari district 
law and order committee meeting on 
December 21, 2025, a decision was taken 
to adopt necessary measures to stop 
tobacco cultivation and illegal sand 
extraction in the Halda river basin.

In line with the decision, the 
Manikchhari upazila fisheries office and 
the upazila administration contacted 
tobacco farmers, informed them about 
the government notification, and advised 
them not to plant tobacco seedlings.

Tobacco seedlings are usually 
planted in December and January. The 
Department of Agricultural Extension 
is currently encouraging farmers in the 
area to cultivate alternative crops such as 
mustard, maize, and vegetables.

Tobacco plants used to grow on farmland in the Gorokhan area of Manikchhari 
upazila in Khagrachhari, part of the Halda river basin, where cultivation of the crop 
had raised concerns over water pollution and biodiversity. The government has 
completely halted tobacco cultivation this year in these areas.
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