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Executive Summary
The Coronavirus pandemic has inflicted twin crises over the past year- massive toll and health and
human lives across the world and severe negative impact on the global economy. The World Trade
Organization (WTO) projected that the slump in international trade could be between 13 to 32
percent. The Pandemic has ravaged Small and Medium Enterprises (SMEs) all around the world, with
52 percent of the SMEs exiting the market in the OECD countries, while the number stands at 60
percent around the world.
Employment and poverty both got adversely affected by the shocks emanating from COVID-led
disruptions. The Bangladesh economy relies heavily on global supply chains as part of its Ready-Made
Garments (RMG) industry and foreign remittance, which was subject to severes and uncertainty over
the past year. As Covid-19 spread across the globe, countries were forced to go into mandatory
lockdown to prevent the spread of the virus which led to huge losses for fashion retail companies and
subsequent cancellation of orders. Export earnings for the year fell by 14.57 per cent to USD 33.60
billion from USD 39.33 billion in the previous year due to a lower shipment of readymade garment
products. The subsequent loss in revenues would render many garment factories unable to pay wages
to a significant portion of their workers, resulting in large unemployment henceforth. Millions lost
their jobs and the poverty rate doubled. According to the Bangladesh Institute of Development
Studies (BIDS), the Pandemic has led to 13 percent of people losing work and a decrease in household
income, pushing 16.4 million new people under the poverty line. Overall, the fall in export revenues
and loss of jobs, particularly in RMG sector and supporting small firms would lead to a drastic fall in
consumer demand in rural as well as urban areas.

Efforts by the Government in the form of a stimulus package, backed by the nuances in monetary
and fiscal strategies, and assistance from multilateral banks and bilateral partners have provided
much needed support for the Bangladesh economy. It has initiated 23 stimulus packages worth
about Taka 124,053 Crore in total, accounting for 4.4 percent of Bangladesh’s GDP. These packages
were designed to help the export-oriented industries, shipment credit, agricultural sector, and lowincome groups, including farmers and micro and small enterprises to survive. The bulk of the support
is disbursed in the form of working capital loans.
More than a year since the stimulus packages were announced and seven months into gradual
reopening, the allocated packages yet remain to be fully disbursed. Bangladesh has somewhat
cushioned the blow of the pandemic and has been able to register a respectable growth rate
compared to the dire state of the global economy a year ago. IMF reported that despite the
pandemic, Bangladesh is set to post the third-highest growth in the world and the highest in Asia in
2020. Stimulus payments to non-RMG and small businesses have been slow, and rather inadequate.
Micro, Small and Medium Enterprises (MSMEs) have not largely benefitted due to their lack of
capacity in influencing the disbursement by the banks, and a lackluster incentive for banks to reach
out to them due to the ceiling on lending rates.
Despite securing a respectable growth rate amids COVID, the economy is still far from securing prepandemic vibrance in domestic demand, consumption, jobs, and particularly investment. A
particular concern is the rise in unemployment and poverty, which has created an atmosphere of
depressed demand and low business confidence for investment. Trade and Commerce has not
returned to pre-pandemic level, as signified by the low revenue collection. It is vital to increase
domestic demand and employment which is the major driving force behind the economy.
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Slow and Uneven Recovery in Consumer Demand as Low-income Majority Yet to Recover
According to the WBG survey (2020), only 38 percent of the households surveyed confirmed receipt of
government assistance, while 42 percent relied on their own savings and have been struggling to get
by. A socio-economic impact assessment undertaken by Human Development Research Center (HDRC)
on the urban poor estimates that 2.9 million people have recently been pushed into poverty. 69.3% of
the respondents could not afford to pay house rents. The dire state of sheer inability to consume is
observable when it comes to general commodity, where the sales recovery has only been 60% so far,
compared to pre- Covid-19 times. The unwillingness of people to spend as freely as before is reflected
by the record high rate of savings in September. Total deposits increased by around Tk1 lakh crore in
the six months from March to September this year, up from Tk 70,000 crore last year. Such low
demands have had a detrimental impact on small businesses, who are suffering from cash crunch and
low revenues.

Small Businesses Lags Overall Recovery and In Need of Fresh and Tailor-made Policy
Support
While some large firms in pharmaceuticals, electronics, construction, and plastic industries have
overcome the initial hurdles and already passed break-even, most small firms are yet to access the
government stimulus packages allocated for them. The cash shortage, and low revenue has caused
many to close business altogether. Only 58% of the funds allocated for SMEs have been disbursed so
far, compared to bigger firms who have used up more than 90% of the working capital support
presented, who have further benefited from the strong supply chain system, marketing network,
recognition and bargaining power. The unequal recovery is not only a concern for healthy competition
in the future, but a question of the small firms’ survival as SMEs’ capacity to absorb shock is limited,
and any disruptions in production, sales, and cash cycle beyond a few weeks can wreak havoc to
these firms’ capacity to survive.
According to a BIDS report, there has been an overall decrease in revenue in the SME sector of
about 66 percent (FY 2019-20). A recent UIU survey demonstrated that about 33% of SMEs are facing
overflows of inventory and hence are incurring additional costs. SMEs have been reportedly facing a
severe liquidity crisis and are failing to meet their day to day operational expenses. A recent
Bangladesh Bank survey released on March 29th found that labor forces in the informal sector which
mostly belong to the SME segment experienced huge income shocks due to depressed wages,
alongside loss of jobs.

The Unemployed Missed Out On Kickstart Effect of Stimulus
As firms seek to go lean and close off unproductive avenues of business, many workers were shown
the door at the face of low revenues. This further brought down demand and consumption, having
a spillover effect on many small firms over the economy. A recent study by SANEM suggests that 8%
RMG workers had been laid off as another ILO study confirms that factories are operating at a
reduced capacity. ILO and ADB stated that around 1.12 million to 1.68 million youths in Bangladesh
became unemployed in 2020. For a country already burdened with 2 million new entrants into the
labor force every year and faced with the risk of losing many jobs to global mechanization and
changing dynamism, additional unemployment due to economic shocks is a huge area of concern.
CPD estimates, only 8% of the employees were reached and were benefited from the packages,
which would have been 12% if full implementation was possible. The low reach potential shows how
the design of the stimulus was not SME and employment friendly. The cautionary stance of the
lenders to give out loans to SMEs and the Bangladesh Bank not providing refinancing facilities for SME
loans without collateral over Tk. 5 lakh were significant barriers to this initiative.
Employment generation also remained an area of concern, as firms withheld from making new
investments and taking the risk, depicting the low demand and poor business confidence, shadowed
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by fear and overall risk aversion. This is greatly alarming, as 38.6 percent of recent graduates were
already unemployed in 2019 before the pandemic hit globally (BIDS 2019).

Private Investments Far From Its Optimal Point, And Still Declining
With the view to steering the economy away from a steep downturn, Bangladesh Bank rolled out a
vastly expansionary monetary policy for fiscal 2020-21 in July last year, which flooded the market
with liquidity. However, despite the low interest rate, facilitating policy measures and high liquidity,
private sector credit growth stood at 8.2% in November, which is the lowest in recent years. In
December, it rose slightly to 8.37% which was still short of the allocated target of 11.5%, before falling
again in January 2020, to 8.32%.
Compared to the same period of 2019, in July-December last year, LC openings and their
settlements in the sector decreased a lot, which signifies the low level of investments being made.
Overall imports dropped 13 percent y-o-y to $15.8 billion in the first four months of fiscal 2020-21.
This is in-line with the disbursement of industrial loan, which dropped about 12.9 percent y-o-y in
September of the same quarter. In such a situation, the government’s borrowing from them would
have helped, but that too has waned extraordinarily.
The low dynamism gets worrying when looked upon from the perspective of employment creation
needs and prospect, for the 2 million youth entering the job market every year. Furthermore,
instead of creating new jobs, the low demand might enforce further job crunches in the economy as
firms adapt to the new situation, shrinking consumption further.

Survey Findings Indicate Several Struggles for Small Businesses
In order to have a better understanding of the current situation, BUILD, as its support to this study,
conducted a quick survey of the CSME sector which consisted of 36 respondents across all major
industries including, leather and leather goods, trading, textiles, light engineering, packaging and
agriculture among others. Key findings of the survey are given below:

No.

Key Findings

1

83% of the respondents have not received stimulus relief from the government

2

Most who received aid were medium sized firms

3

76% of the firms reported Collateral and guarantor requirement as the major roadblock, alongside
preferential and discretionary behavior of bank officials

4

86% of the respondents reported that their sales have been negatively impacted

5

69% of the respondents identified being unable to pay staff wages and social security charges as the
major problem faced

6

95% of the firms still reported a depressed demand compared to pre-Covid times, varying from 1060%

7

20% of the firms reported a 60% decrease in demand in the market

4

8

1 micro business which provides training to unemployed workers, which saw its enquiries double
due to high unemployment in the economy. Others which had little to no effect on business are in
handicraft and chemical industries.

9

Only 31% of the firms expect an increase in revenue in 2021. Others still foresee a sluggish economy

Problems faced by SMEs in availing the stimulus

Main Challenges of SMEs

Cross Country Assessment of Stimulus Show Strong Links to Employment, Consumer
Demand, and Investments
It was essential for the purpose of this study to look into what programs some countries have taken to
cushion the blow of the pandemic and tackle the economic downturn. The key measures some of the
countries have taken, particularly to retain jobs and consumption to previous levels, and promote
investment, are given below.

PRESERVING
JOBS

GERMANY
EXPANDED ACCESS TO SHORTTERM WORK SUBSIDIES TO
PRESERVE JOBS

USA
PAYCHECK PROTECTION
PROGRAM (PPP) TO
HELP BUSINESSES
CONTINUE PAYING
THEIR WORKERS

INDIA
NEW EMPLOYEES
UNDER THE
EMPLOYEES’
PROVIDENT FUND
ORGANIZATION (EPFO)
GIVEN SUBSIDY
SUPPORT

DIRECT TRANSFERS TO COMPANIES
AND EMPLOYEES

POSSIBILITY OF LOANS
TO BE BE PARTIALLY OR
FULLY FORGIVEN IF
EMPLOYEE COUNTS AND

EPFO EXPECTED TO
COVER 65% OF THE
EMPLOYEES AND 95%
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EMPLOYEE WAGES KEPT
STABLE

OF THE FORMAL
SECTOR

FIRMS WITH FEWER
THAN 500 EMPLOYEES
GIVEN FUNDS TO
PROVIDE THEIR
EMPLOYEES WITH PAID
LEAVE

GOV WILL PAY THE
PROVIDENT FUND THE
CONTRIBUTION OF
BOTH THE EMPLOYER
AND THE EMPLOYEE IF
FIRM EMPLOYS 100+
EMPLOYEES

UNDER THE EMPLOYEE
RETENTION CREDIT
SCHEME, CERTAIN
EMPLOYMENT TAXES
EQUAL TO 50% CAN BE
REFUNDED
EXPANDED ACCESS TO SHORTTERM WORK SUBSIDIES TO
PRESERVE WORKERS INCOME

ONE TIME PAYMENT TO
INDIVIDUALS WHO FILED
THEIR TAX RETURNS
WITH THE IRS

EASIER ACCESS TO BASIC INCOME
SUPPORT FOR THE SELF-EMPLOYED
DIRECT TRANSFERS TO COMPANIES
AND EMPLOYEES

$1200 TO SINGLE
ADULTS
$1500 TO FAMILIES
WITH CHILDREN

A THREE-MONTH PAYMENT
MORATORIUM ON CONSUMER
LOANS
SOCIAL SECURITY AND
UNEMPLOYMENT BENEFITS AS
USUAL

$600 AS
UNEMPLOYMENT
BENEFITS
$120 BN ADDED TO
EXTEND
UNEMPLOYMENT
BENEFITS

CONSUMPTION
SUPPORT

PROMOTING
INVESTMENTS

CHILD-CARE BENEFITS WERE
INCREASED FOR LOW- INCOME
PARENTS
LOANS ISSUED ARE EXEMPT FROM
LENDERS’ OWN FUNDS
REQUIREMENT, LEVERAGE RATIO,
AND THE LARGE EXPOSURE LIMIT

TO INTEREST-FREE TAX DEFERRALS
UNTIL YEAR END FOR SMALL
BUSINESS (50 BN ALLOCATED)

2 BN EUR TO SUPPORT STARTUPS

6

GOVERNMENT IS
DOUBLING
COLLATERAL-FREE
LOANS TO RS 200,000
FOR 630,000 SELF HELP
GROUPS
DAILY WAGES HAVE
BEEN INCREASED
EMPLOYEES WHO
CONTRIBUTE TO THE
EPF ALLOWED TO
WITHDRAW UP TO 75
PERCENT OF THEIR
ACCOUNT BALANCE
SUPPORT IN KIND
(FOOD/ LPG CYLINDERS,
ETC)

$ 500BN ALLOCATED
FOR EASY LOANS

$41 BN COLLATERAL
FREE LOANS BEING
DISBURSED WITH A
100% CREDIT
GUARANTEE.

LOANS LIMITED IN
TERMS OF MAXIMUM
DISBURSEMENT BY
INDUSTRY –US$ 25
BILLION FOR PASSENGER
AIR CARRIERS, US$ 4
BILLION FOR AIR CARGO
CARRIERS, ETC
ADDITIONAL US$ 325
BILLION TO SMALL
BUSINESSES

A PARTIAL CREDIT
GUARANTEE SCHEME
OF RUPEES 45,000
CRORE (US$ 6.2
BILLION)

$6.9 BN IN EQUITY FOR
SMES

EXPANSION OF AVAILABLE PUBLIC
GUARANTEES FOR FIRMS OF
DIFFERENT SIZES

ALLOWED TO DEFER
PAYING SHARE OF THE
SOCIAL SECURITY TAX
FOR UP TO 2 YEARS

$3.4 BN AIMED TO HELP
THE MSMES IN
CARRYING ON THEIR
DAY-TO-DAY BUSINESS
ACTIVITIES.

Comparative Analysis with regard to link to employment, lifting consumer demand and generating
investments:
Program
objectives
Employment
link

Consumer
demand

Investments

Package design/focus

Bangladesh

USA

China

Germany

Vietnam

India

Cheap working capital
loans and
moratoriums
Directly linking
supports to
employment retention
Refund of
unemployment
insurance premium
Reimbursement
(partial) of lost
revenue and funds for
paid leave
Direct cash payment
Increase in wages
Favorable consumer
loans and insurance
fees
Child support and
Unemployment
benefits
Deferring tax (up to 2
years) and
moratoriums in
foreclosures/eviction
Interest, CRR and
Prime rate reduction
Funds allocated to
startups
Reduction of landlease cost
Effective collateralfree loan with 100%
credit guarantee
Funding projects that
mitigate Covid-19
effects
Early execution of
planned projects

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓
✓
✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓

✓
✓

✓
✓
✓
✓

7

✓

✓

Key Takeaways for Bangladesh from the Cross-Country Assessment
Most countries had provided cheap working capital support and loan moratoriums for varying
periods to hard-hit businesses to reduce some pressure during times of low revenue, However, some
unique, inclusive and wholesome measures were taken in some countries, particularly for the most
vulnerable, alongside common measures such as reducing the Re-Po Rate and Credit Reserve Ratio
(CRR) for banks, reduction of the interest rate to wither the pandemic.
Bangladesh’s stimulus packages were more of liquidity support and less of fiscal stimulus compared
to advanced economies. Of the total stimulus packages unveiled so far 80.7 percent (3.5 percent of
GDP) is liquidity support and credit-based, where the government is provided interest-rate subsidy.
This put the onus of mobilizing funds on commercial banks by stipulating that the banks will have to
use their own funds to finance this component of the stimulus. The guidelines also create greater riskaversion by banks which is somewhat inevitable economic crisis/slowdown, thereby creating risk of
cherry picking in selecting loan candidates.
In Bangladesh, the working capital support and the overall design of the packages lacked incentives
for employers to sustain employment. More than half of the stimulus packages had no mention of
employment protection/ retention in their objectives. Most economic stimulus packages announced in
countries in Asia and beyond include incentives that will help/incentivize employers not to retrench
employees. For instance, in India, the government will pay both employers’ and employees’
contribution to the Employee Provident Fund (EPF) for next three months, covering 48 million
employees. Singapore will pay up to 75% of local employees’ salaries, and the USA will provide tax
credit for up to $5000/employee for employers who retain their employees. Germany’s wellestablished short-term work subsidy, ‘Kurzabeit’ has played a critical role in job retention; and
contributed to Germany’s remarkable labor market resilience during the global financial crisis and is
proving critical during the pandemic by preserving jobs and stabilizing incomes. China further provided
refunds of unemployment insurance premiums for companies who retained their employees, Germany
also made proper utilization of its fiscal place by refunding 75% of average revenue to sectors which
were completely ravished during the lockdowns. They also provided funds to ensure a paid leave to the
workers during lockdown, in the hard-hit areas.
The design of the packages is not adequately inclusive in nature, as it does not consider the
challenges and needs of small entrepreneurs. The collateral and guarantor requirement alongside
Banks’ low risk appetite has further prevented new and small entrepreneurs from accessing the
packages. In USA and India, pubic guarantees schemes ensured the allocated amount for CMSMEs
were availed easily.
Even though all countries had some sort of direct cash transfers to the marginalized and vulnerable
population, the amount in Bangladesh was very low compared to the USA and Germany, who
furthermore had other support mechanisms such as unemployment benefits and child support in
place. Germany provided short term work subsidies, while India worked to increase basic wages to
boost consumption. In USA, Unemployment benefits were further extended to cover more people
who recently lost jobs.

Key Recommendations:
Re-adjusting Stimulus for Quicker Turn Around of Domestic Demand
For unemployed, poor and under-privileged
Consider sanctioning larger payments as social security (1% of GDP) on a monthly basis for the next
few months
Rapid data collection on informal firms and workers.
Introduction of Unemployment benefits for carefully selected people, who had been recently
unemployed due to the pandemic
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The GoB could consider a massive re-skilling initiative of workers involved in sectors with export
potential and for the migrant returnees from the middle east
A small amount could be provided as incentive, as part of the Social Security payments to those
who complete the above-mentioned training/ re-skilling initiative
Considering the ground realities in Bangladesh, it is important for the Government to ensure
transparency during the steps of registration for and disbursement of social welfare benefits.
Better monitoring and evaluation for social safety nets and stimulus payments
Increasing the stimulus payment to the poor and social safety nets’ coverage, is the only way to
effectively bring exclusion and ensure more people are benefitted

Stimulus and other recommendations targeted towards SMEs
Having a limit on the amount of working capital support can help ensure fair and inclusive selection
Supporting revitalization of self-employment
Proper definition of SMEs and having a national database for small firms
Concessional financing for Small Businesses
Tax reductions and grants for SME revival
Extend loan moratorium period till end of 2021/early 2022
Providing 100% credit guarantee to banks for proper disbursement of the allocated amount, while
prioritizing inclusiveness
Having a carefully thought out quota for each class of firms when formulating policies for the
stimulus packages, considering their mathematical contribution
Linking government procurement to SMEs
Taking measures to overcome biases and improving bank’s awareness of the importance of proper
disbursement to the small firms:
Support alternate credit mechanisms and small digital credit to informal sector small firms and
workers
A separate working capital package for women entrepreneurs, to make sure those left behind from
the other packages are catered
Simplifying business procedures for MSMEs
Automation in assessing risk and decision making process

Garnering Broader Policy Support for Sustained Capacity and Competitiveness
Short-Term
Maintaining a Budget Deficit of 7 - 8% for FY22 (and even FY23):
The Government can consider immediately starting the implementations of projects which are
planned in the next 1-2 years
The corporate and income tax rate could be lowered in the short-term, to kick-start investments’
momentum
Linking government procurement to SMEs
Alternate credit assessment and digital credit
Medium to Long term
Government must not forget the fact that mitigating the impacts of climate change remains a longterm challenge for Bangladesh and its people
Reviving dynamism in employment and exports, diversifying economic base, and provide the muchneeded lift to the SMEs, enhancing private Investment, particularly FDI, will be critical
Improvement in Investment Climate
Strengthening Export Competitiveness

Bangladesh has somewhat cushioned the blow of the pandemic and perform better than anticipated.
However, it is still far from securing pre-pandemic vibrance in domestic demand, consumption, jobs,
and particularly investment. A particular concern is the rise in unemployment and consequent
9

poverty due to most firms settling for employee retrenchment to keep costs low, leading to a state of
depressed demand in the economy. It is thus vital to increase domestic demand, facilitate
investments and employment which are the major driving force of a growing economy.
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1. INTRODUCTION
The Coronavirus pandemic has inflicted twin crises over the past year- massive toll and
health and human lives across the world and severe negative impact on the global economy.
The World Bank (2020a) predicted that most countries would plunge into a recession in 2020,
leaving lasting scars on the economic and financial indicators of the global economy. The
International Monetary Fund (IMF) reported that the world economy contracted by 3.3% in
2020. The detrimental effects of the pandemic were felt all across the board with advanced
economies contracting by a whopping 4.9%. The global economy is also facing its fastest and
steepest downturn in terms of growth since the 1990s.
The Pandemic has ravaged Small and Medium Enterprises (SMEs) all around the world, with
52 percent of the SMEs exiting the market in the OECD countries, while the number stands
at 60 percent around the world. The World Trade Organization (WTO) projected that the
slump in international trade could be between 13 to 32 percent. This will have severely
affected all the export-oriented businesses and the small factories catering to them locally.
The ILO has forecasted that 25 million people would lose their jobs around the world due to
the Pandemic.
From an impressive 8% in the fiscal year 19, Bangladesh’s GDP growth has decelerated to
5.2 percent in the financial year 2020. The Bangladesh economy relies heavily on global
supply chains as part of its Ready-Made Garments (RMG) industry and foreign
remittance. During the subsequent lockdown, millions lost their jobs, the poverty rate
doubled, and many businesses were hard hit and had to downsize or close. The income of the
vast majority of people shrank, and export-oriented businesses suffered as the export
destination economies were finding it difficult to keep their own economies afloat. According
to the Bangladesh Institute of Development Studies (BIDS), the Pandemic has led to 13 percent
of people losing work and a decrease in household income, pushing 16.4 million new people
under the poverty line. This poses serious implications for the country’s socioeconomic and
developmental performance in the near and medium term.
The pandemic has forced governments across the world to step in and undertake massive
monetary and fiscal interventions in their respective economies. The Government of
Bangladesh has been no exception, and has taken steps to counter the backward slide. It has
initiated 23 stimulus packages worth about Taka 124,053 Crore in total, accounting for 4.4
percent of Bangladesh’s GDP. These packages were designed to help the export-oriented
industries, shipment credit, agricultural sector, and low-income groups, including farmers and
micro and small enterprises to survive. The bulk of the support is disbursed in the form of
working capital loans.
More than a year since the lockdown and above six months into gradual reopening,
Bangladesh has somewhat cushioned the blow of the pandemic and has been able to
register a respectable growth rate compared to the dire state of the global economy a year
ago. The UK-based Centre for Economics and Business Research states that Bangladesh
managed to avoid the contraction most other economies encountered. This sentiment was
also echoed by IMF who said that despite the pandemic, Bangladesh is set to post the thirdhighest growth in the world and the highest in Asia in 2020.
Efforts by the Government in the form of a stimulus package, backed by the nuances in
monetary and fiscal strategies, and assistance from multilateral banks and bilateral partners
have provided much needed support for the Bangladesh economy. Additionally, record
remittances this year have provided vital assistance to family members teetering on the
11

poverty line in the pandemic. One must also consider that opening the economy in June was
a bold move on the part of the government to jump start the economy which provided a vital
jolt to return to the pre-pandemic situation.
While the economy continues to perform better than anticipated, primarily building on
stimulus and remittance led liquidity and vibrance, it is still far from securing pre-pandemic
vibrance in domestic demand, consumption, jobs, and particularly investment. The RMG
sector and large businesses have been able to make good use of the packages, while orders
have also picked up recently. However, stimulus payments to non-RMG and small businesses
have been slow, and rather inadequate. Micro, Small and Medium Enterprises (MSMEs) have
not largely benefitted due to their lack of capacity in influencing the disbursement by the
banks, and a lackluster incentive for banks to reach out to them due to the ceiling on lending
rates. A particular concern is the rise in unemployment and poverty, which has created an
atmosphere of depressed demand and low business confidence for investment. Trade and
Commerce has not returned to pre-pandemic level, as signified by the low revenue collection.
It is vital to increase domestic demand and employment which is the major driving force
behind the economy. Policy has to be steered towards increasing consumer demand, private
investment and employment to continue the growth trajectory of the past two decades.

Objective and Methodology
The study intends to look at the impact and effectiveness of the stimulus package introduced
by the government. Particular attention is given to the focus and design of the stimulus, and
the resulting recovery of the economy post-Covid in the areas of employment, consumer
demand and private investments in the economy.
Figure 1: Critical Drivers for Economic Revival

Private
investment

Employm
ent/Inco
me

Domestic
consumptio
n/demand
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For comparative purposes and to drive lessons, Global best practices were benchmarked by
looking at the stimulus programs rolled out in 5 major countries: Germany, USA, China,
Vietnam and India.
For understanding and shedding light on the current scenario, a small and rapid assessment
was conducted by BUILD where around 40 firms were surveyed in addition to a Focused Group
Discussion (FGD) consisting of 10 small firms, where specific recommendations were
suggested, which has been incorporated in the report.
Figure 2: Approach to the Study

Finally, short- and long-term policy options were developed, taking in the best practices and
lessons learned from other countries in their stimulus design and other areas of consideration
specific to Bangladesh’s development needs.
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2. COVID ECONOMY IN BANGLADESH: CHALLENGES AND THE ECONOMIC STIMULUS
PROGRAM
The impact of Covid-19 on Bangladesh is particularly pronounced because of its heavy
reliance on global supply chains and workforce exports. Covid-19 had a somewhat delayed
appearance in Bangladesh with its first case on March 8, 2020. Despite this, Bangladesh was
still caught off guard and its healthcare and economic institutions were overwhelmed by the
surge of the virus. The effect on these sectors in line with reduced consumer demand and the
all-encompassing health crisis that has reared its head in the form of Covid-19 has dealt a
crushing blow to the Bangladesh economy. The Citizen’s Platform for SDGs, in 2020, indicated
that due to the economic shocks to Covid-19, about 13 million jobs were at risk, which is about
20% of the labor force. An additional 17.5 million people could have fallen into poverty as an
immediate aftermath of the pandemic, bringing the overall poverty (upper) to 35% (CPD).
2.1. Lockdown and Its Immediate Aftermath
2.1.1. Overview
The lockdown-led movement and supply chain restrictions generated significant anxiety
around how export revenue and remittance, predominant growth drivers of the Bangladesh
economy, would perform. As Covid-19 spread across the globe, countries were forced to go
into mandatory lockdown to prevent the spread of the virus. As such, footfalls in city centers,
and retail chains all across the globe came to a drastic fall to zero as people avoided
discretionary spending. This led to huge losses for fashion retail companies and subsequent
cancellation of orders worth US$ 3.7 billion (as recorded on June 26, 2020) from Bangladesh
garment factories (Preetha and Islam, 2020)1. The subsequent loss in revenues would render
many garment factories unable to pay wages to a significant portion of their workers, resulting
in large unemployment henceforth. The Department of Inspection for Factories and
Establishments (DIFE) reported that over 1,55,010 workers have been retrenched since the
onset of Covid-19. Although some of the workers have been recalled since then due to
restoration of orders, many still are jobless.
The banking sector has taken a hit due to fall in demand for loans, moratorium on loan
servicing payments, and its heavy reliance on RMG financing. Foreign remittances (US$ 18.2
billion in FY20) initially declined around the onset of the pandemic but picked up during the
fiscal year. The second wave, in the economies of the major trading partners, is expected to
dampen the recent pick up in export demand. Inflows of remittances have been increasing
steadily starting FY21, partly reflecting the Bangladesh Bank’s incentives to repatriate funds
through official channels.
The drop in export earnings created pressure on balance of payment financing. The gap in
financing was estimated at around US$ 2.9 billion which is equivalent to around 0.9 percent
of GDP. Given the risks posed by the pandemic, it was prudent for the Government to
maintain sufficient reserve coverage for imports.
Overall, the fall in export revenues and loss of jobs, particularly in RMG sector and
supporting small firms would lead to a drastic fall in consumer demand in rural as well as
urban areas. This might also lead to an urgent Balance of Payments (BoP) support needed for

1

Preetha, S. S. & Islam, Z., 2020. Is foul play the new normal?. Daily Star. Retrieved from:
https://www.thedailystar.net/business/news/you-suffer-we-survive-1920733
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the Bangladesh economy. According to an IMF report, the BoP financing gap and fiscal
financing gap are estimated to be US$ 2.9 billion and US$ 2.8 billion respectively.

2.1.2. Impact on Export: Sharp Fall Followed by Some 'Unstable’ Recovery
Export-led growth is an important growth driver for Bangladesh, and the significant impact
on RMG export has been one key gateway for Covid-led economic challenges for
Bangladesh. Europe and Americas are the key markets for the Bangladeshi exports, regions
which are heavily affected by the virus. Bangladesh exports, which are predominantly Readymade-garments will continue to suffer until a permanent solution to the virus is found, as they
are heavily dependent on footfalls in city centers which have gone null due to worldwide
lockdowns.
Falling exports created risks for fall in jobs and drop in consumption in the domestic
economy due to loss in income. Export earnings for the year fell by 14.57 per cent to USD
33.60 billion from USD 39.33 billion in the previous year due to a lower shipment of
readymade garment products. Overcoming an unprecedented supply chain disruption in
March-May of 2020, export earnings began to increase from June but the second wave of
Covid 19 started taking its toll on the earnings from October2. According to the EPB data,
export earnings from woven garments fell by 10.22 per cent to USD 7.02 billion in JulyDecember of FY21 from USD 7.81 billion in the same period of the previous fiscal year. The
earnings from knitwear export in the first half of FY 21, however, increased by 3.90 per cent
to USD 8.52 billion from USD 8.20 billion in the same period of FY20. Other export items that
saw a fall in their earnings are leather and leather goods. While items such as agricultural
goods, home textiles, engineering goods, jute and jute goods saw and increase in imports.
Figure 3: Export earnings of Bangladesh in 2020

Source: CEIC data
2.1.3 Impact on Remittance: A Beacon of Hope During the Pandemic
The trend in remittance during the initial months of the pandemic was not encouraging.
Remittances initially took a hit due to the pandemic. Travel restrictions and economic

2

Bangladesh exports fall by 14.57 pc in 2020. New Age. Retrieved from:
https://www.newagebd.net/article/126269/bangladesh-exports-fall-by-1457pc-in2020#:~:text=The%20EPB%20data%20showed%20that,month%20of%20the%20previous%20year.
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lockdown would mean that the 10 million workers overseas, predominantly in the Middle
East, USA, UK, and Malaysia, would see a fall in income from January to April 2020.
In January Bangladesh received USD 1.64 billion in remittances which reduced to USD 1.45
billion in February and USD 1.25 billion in March consequently, due to loss of overseas jobs.
This trend coupled with falling exports spelled disaster for Bangladesh’s economy which is
heavily reliant on exports and remittances. Brac's migration program estimates that the
number of people returning to the country was around 2.75 lakh if we take into consideration
those who had been stranded before April 2020. The fall in remittances in the April-May is the
direct result of strict measures taken in the destination countries closing businesses and
restricting movements. For Bangladesh, the rise in remittances in the months of May-July
2020 could be partly due to the Eid festivities - as it has been the case in the earlier years.
Remittance to the country usually peaks up in the Eid month or immediate previous month of
the Eid. Also, remittance is usually counter-cyclical: people remit more during economic
hardships back at home.
Figure 4: Movements in Remittances pre- and post-government restrictions

Source: Bureau of Manpower, Employment & Training

2.1.4. Impact on Consumer Demand: Severe compression in Earnings and Depressed
Demand
Disruptions in RMG employment, loss of a significant portion of sales and closure of small
businesses, and loss in livelihoods of informal sector workers have curtailed consumer
spending and depressed consumer demand. Many RMG workers were without pay or had
lost their jobs as a result. It was reported that around 24,000 workers had lost their jobs
between April and June 2020 (Mirdha, 2020). These workers send a major portion of their
earnings back to their villages. This lack of domestic, as well as international remittance
squeezed the rural economy at a time when urban-rural linkage had been severely disrupted
due to national wide lockdown. Additionally, although remittance inflow had surged in the
middle of 2020, a household survey conducted by SANEM showed that more than 80 percent
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of remittance-recipient households reported receiving less remittance during this period. This
indicates a subsequent fall in consumer spending from these households.
The annual average CPI-based general inflation stood at 5.65% in FY20 slightly up from the
target ceiling of 5.50 percent including actual inflation of 5.47 percent in FY19. The annual
average nonfood inflation, consisting of medical care and health expenses, and disruption of
supply chain due to the pandemic was sighted as reasons for the higher inflation. A rise in
inflation further hurt consumer confidence and ability, leading to greater allocation of funds
for food expenditure away from non-food expenditure.
Only kitchen markets and grocery shops selling daily essential commodities and
pharmaceuticals were open during the lockdown period. The aviation industry, restaurants
and hotels were among the hardest hit industries due to the pandemic, a morbid sign for the
workers in those industries as businesses struggle to keep on the lights due to the pandemic.
Figure 5: Fall in rural and urban earning and expenditure on food (February- June)

2.1.5. SMEs: Essential Growth Driver Takes Huge Blow
Covid-led economic shocks not only compounded the perils of small businesses in
Bangladesh but the pandemic actually threatens the very survival of many such businesses.
A number of recent surveys indicate significant adverse impact on small businesses which
include:
●
●

Average reduction of revenue for all SMEs is 66% in 2020 compared to 2019 (Source:
BIDS)
About half of the SMEs (46%) will lay off more than 50% of their staff in a bid to cut
costs, while an aggregate 31% will likely have some level of layoff (Light-Castle
Partners)

Malls and most retail shops were shut from March 25 leading up to Eid-ul-Fitr. A large portion
of SMEs rely on such festivities throughout the year to bear their expenses and survive.
According to the President of Fashion Entrepreneurs Association of Bangladesh (FEAB)
reported that clothing retailers missed out on BDT 20 billion business during Pohela Boishakh,
the first day of Bangla New Year, and would miss BDT 45-50 billion Eid sales due to nationwide
lockdown. Prolonged constraints due to business disruptions will lead to many small firms
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shutting down, reversing any progress made in reducing unemployment and poverty over the
last decades.
Another recent survey of SMEs conducted by United International University, Dhaka sheds
light into the current predicament of SMEs in Bangladesh. The findings are shown below:
Figure 6: Findings from the UIU survey on SMEs during the pandemic

2.1.6. Effect on the Financial Sector: Slow Growth in Addition to Burden of NPL
The effect of the pandemic on global supply chains and in turn, the RMG sector put further
strain on a banking sector already struggling with a high number of non-performing loans.
The growth of credit to the private sector has been declining since 2019. It was particularly
worrisome seeing the high level of order cancellations in the RMG sector as the majority of
the loans are tied to the industry.

18

Figure 7: Private Sector credit growth

Source: Monthly Economic Trends, Bangladesh Bank

Prior to the Pandemic, the banking sector was already struggling with Non-Performing
Loans, declining profit margins in a capped interest rate regime, deteriorations in various
efficiency indicators, Government-directed restructuring of loans, declining demand for
loanable funds, etc. The funds from the stimulus would also be channeled through the
banking sector, which meant that both credit and collection risk would lie with the
lenders. The 9% lending cap, Covid-led deterioration of credit quality, with potential increase
in loan loss provision for private commercial banks, reduced risk appetite and expected lower
new lending volume combined was suspected to result in comparatively weaker banks
struggling to stay afloat and may find it difficult to survive – without tailored and effective
support from the Government.
A LankaBangla survey reported that they expect collection to fall significantly in the short
term, default loan spree to come up with a new pressure for bank treasuries. The banking
sector looked set to be on the course for major cuts in employment as the pandemic further
exasperated the high cost to income ratio in the banking industry of 78%. According to the
Bangladesh Bureau of Statistics (BBS) data, the financial sub-sector growth dipped to 4.46
percent in FY20 from that of 7.38 percent in FY19. Its contribution to GDP was 3.39 percent in
FY20, which was 3.42 percent in FY19. Experts have noted that the drop in the sector’s growth
exceeds the fall that had been projected in last quarter.

2.1.7 Impact on Private Investments: Sluggish Global Trend, Steep Drop in Bangladesh
The pandemic led to a slowdown of existing projects and the impending recession allowed
multinational companies the opportunity to reassess new projects. Private investment, both
local and foreign have been in a slump even before the pandemic. Foreign and domestic
investment proposals dropped by 39% in FY 20 compared to FY 19.
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Figure 8: FDI performance in Bangladesh, compared to key regional competitors

Source: World Bank

To counter the unemployment caused by the lockdown due to the pandemic, the
government put their emphasis on boosting employment opportunities by increasing
investments. The proposed investments were marred by the steady decline in exports,
imports and private sector credit growth, even before the spread of the virus. A BIDA report
revealed that investment proposals in 28 industrial units dropped by Tk. 10,232 crore in the
span of just three months. According to Bangladesh Bank (BB)'s provisional data, during the
January-June period of 2020, net inflow of overseas investment stood at $1.15 billion, down
by 31.79%, which was $1.69 billion in the same period last year.

FDI inflow in Bangladesh has been sluggish as has been the case with Pakistan and Sri Lanka
as well. However, Bangladesh should look towards India and in particular Vietnam and
Indonesia, in terms of policies which adhere to maximizing the outcome of an economy driven
by export growth and foreign investment.
2.1.8 Impact on Employment: Vulnerable Populace in Perils
The Covid-19 pandemic has caused an unprecedented crisis in Bangladesh that risks erasing
the substantial progress in household incomes and poverty reduction achieved during the
past decades. According to a World Bank report prepared during June-July 20, 68% of the
respondents experienced job losses, while income losses were widespread throughout all the
areas. The report indicates that 38 percent of households received government assistance
while 42 percent used their savings to meet the income losses.
Cleaning workers or housemaids received the biggest blow with job losses reported at 54
percent while jobs loss stood at 19% for the RMG sector. The report further went on to say
that eight in ten Bangladeshis were poor or vulnerable to falling into poverty before the
pandemic. According to HIES 2016, 25 percent of the population were living in poverty
whereas a further 54 percent were vulnerable to falling into poverty. This indicates that
income losses related to Covid-19 are likely to push a large portion of the population into
poverty, the majority of who work in the informal sector. The income of people employed in
the informal sector and in other affected sectors are expected to decline by 50 percent.
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Another study by PPRC and BIGD that aimed to understand the economic shock experienced
by people across various demographic and occupational groups found that urban and rural
respondents suffered an income drop of 75% and 62% respectively. About 71 % of the urban
respondents and 55% of rural respondents faces livelihood uncertainty. The rapid emergence
of a class of ‘new poor’ – informal sector occupations with income above the poverty line but
within a band of vulnerability is one of the most crucial findings of this study. 77% of this
vulnerable non-poor group fell below the poverty line income due to the impact of the Covid19 crisis. Earnings drop between February and June for most informal occupations on average
was 49% compared to 17% drop for formal occupations (factory worker, salaried jobs). To put
things into perspective, a recent Bangladesh Institute of Labour Studies (BILS) report
suggested that about 300,000 RMG workers lost their job in the formal sector between April
and July.

2.2. The Economic Stimulus Package: A Timely, Bold, and Comprehensive Policy
Response
To address Covid shocks in the economy and to ensure liquidity in the markets, the GoB
announced a bold and large economic stimulus package over April-May 2020. The stimulus
package remains (broadly) quite comprehensive in nature – given it aimed to reenergize and
inject much needed cash into all the important sectors of the economy. In particular, the
policymakers had planned to implement a combination of fiscal and monetary stimulus –
collectively amounting to Tk 140,000 crore – roughly 5% of our GDP.
Figure 9: The government’s first stimulus package

Source: Bangladesh Bank; KPMG;

2.2.1 Key features
The package aims to ensure that the manufacturing and the service sectors have access to
capital if necessary, support the agricultural sector as the backbone of the nation, and
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cash/food support for low-income families to maintain their most essential consumption. The
packages consist of these key components-

A.
●

Interest payment subsidiesTaka 2000 crore as subsidy to commercial banks, to suspend the interest payments
between April to May of 2020, at the peak of Covid-19 outbreaks, and restrictions. This
provided a much-needed relief, albeit briefly, to local businesses who had little-to-no
revenue to cover interest payments.

B.
●

Employment specific subsidized working capital supportTaka 5,000 crore worth of cheap working capital loans at interest rates of 2%, so that the
RMG owners can pay the salaries of their workers. This intended to ensure the four
million low-wage earners involved with the RMG sector do not suffer an income shock
over the next month – caused by a loss of orders.

C.
●

Other subsidized working capital supportThe Government offered Tk 40,000 crore as working capital loans to entrepreneurs in the
manufacturing and service sectors at an interest rate of 9.0% –out of which half, i.e. 4.5
per cent, will be borne by the facility enjoying the entity and the other 4.5 will be paid by
the Government as subsidy. This is to ensure that the workers involved with large
industries in the manufacturing and service sectors do not face corona induced
unemployment.

●

The Government also offered Tk 30,000 crore in working capital loans to entrepreneurs
in the SME sector at an interest rate of 9% – with the Government giving 5% as subsidy.
If implemented effectively, it is likely to help the small entrepreneurs survive the
economic downturn by offering them access to cheap working capital that can help them
maintain their operational expenses.

D.
●

Support for Agriculture Sector
The package involves Tk 9000 crore working capital loans at 4% interest rate for the
agricultural sector, to be availed by Small and Medium Farmers, flower and fruit growers,
fisheries, dairy and poultry farms owners at rural areas.
Taka 150 crore to be allocated for distribution of seed and sapling to the affected farmers.
Besides, 9000 crore taka will be allocated as fertilizer subsidy in the next year
A Refinance scheme for professional farmers and small traders of Taka 3000 crore, which
Bangladesh Bank will provide to microcredit organizations for providing loan to small
farmers, traders at low interest rate for their business recovery. To ensure fair price, the
government will also increase procurement of paddy rice by 2 lac tonne.

●
●

E.
●

●

Employment CreationGovernment will provide Taka 500 Crore as injection of capital to each of the specialized
banks such as Employment Bank, Expatriate Welfare Bank, Rural Savings Bank and one
organization such as Palli Karma Sahayak foundation (PKSF). The fund will be provided to
the youth entrepreneurs and returnees from overseas for expansion of self- employment.
The government recently announced further 1500 crore to be allocated to promote
employment and entrepreneurship in small businesses. The fund is to be allocated to
organizations like SME foundation, Social Development Foundation, Palli Daridro
Bimochon Foundation, Bangladesh Palli Development Board, Bangladesh Small and
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●

F.
●

G.

Cottage Industries, Small Farmers Development Foundation, Joyeeta Foundation & NGO
foundation.
A total of 2130 crore taka to be allocated over the next fiscal year, for the construction
of homes for homeless people. Although not originally envisaged, this plan creates direct
employment for the construction workers, if implemented properly.
Expansion of Social safety net coverage
The Government is expected to expand its social safety net coverage, which will work as
a cushion for the low marginalized people who depend on daily wages – and assist their
socio-economic survival during these tough times. Notable programmes include
distributing rice at Taka 10 per kg, cash amongst the targeted communities, widening the
coverage of the Old-Age Allowance, Widow Allowance and allowance for the women
oppressed by husbands in 150 most poverty-prone Upazilas of the country.
Regulatory Incentives to Stimulate Liquidity and Dynamism in Sectors

For banks to continue to extend much needed funding to its clients, BB has taken the following
measures to support banks with liquidity:
a) Reduced CRR requirement, from 5.5% to 4%. This has freed up ~BDT20,000 crores in
the banking system, which can be useful as it injects more liquidity into the market.
b) AD ratio limit increased from 85% to 87% for conventional banks and from 90% to 92%
for Islamic Banks. This would increase banks’ ability to lend within the limit.
c) Reduced repo rate from 5.75% to 5.25%. This would make borrowing by banks from BB
cheaper.
d) Bangladesh Bank would purchase government securities from the secondary market
which is in excess of SLR requirement. This would give liquidity back to the market.
In order to stimulate consumer demand during the pandemic, the GoB in its FY 2020-21
budget increased the tax-free income limit for an individual taxpayer. In the new budget, the
tax-free income limit has been fixed at BDT 300,000. Those earning Tk 300,000 annually will
not have to pay any tax. The limit was BDT 250,000 previously.
While Governments around the world were scrambling to put together assistance programs
to help address the unfolding economic shock and help the private sector and low income
groups sustain through the rough waters, Bangladesh’s stimulus package was quick to be put
in place, bold in size, and inclusive in objective. That said, the package did raise a few questions
on whether it is sufficient and/ or comprehensive enough to address key challenges,
particularly in keeping consumer demand high and retention of employment.

2.2.2 Stimulus utilization and progress: Large and Export-oriented Businesses Benefitted,
while Smaller Firms Struggle
Despite having formulated stimulus packages to aid the ailing economy, the rollout of the said
packages hit a plateau. As of March 2021, approximately 17% of the earmarked aid remained
undisbursed (BB Press Release).
Figure 10: Percentage of implementation in each of the allocated packages
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The central bank's updates on stimulus disbursement draw the grim picture marred by
uneven treatments. Big businesses were at the forefront of the stimulus receipts, having
availed most of the amount reserved for them. According to Bangladesh Bank, 3,046 big
enterprises borrowed Tk25,411 crore as working capital from the Tk33,000 crore package
announced for them. The Export Development Fund which offers loan at 2%, was increased
further to $5 billion, out of which majority has been disbursed. On top of this, the exportoriented garments got Tk2,263 crore loan in June and Tk2,534 crore in July last year as staff
salaries. As the amount fell short, Tk3,000 crore was added up with the amount in July for the
ready-made garment industry.
With large firms soaring high on stimulus fuel on the road to recovery, smaller firms were
left behind. CMSME faced many difficulties in availing the packages, from documentary to
capacity issues, with banks being increasingly risk-averse in disbursing loans. A significant
portion, BDT 20,000 crores, had been devised to be issued as working capital loans. However,
till January 2021, only BDT 11,564 crores (57.82 %) have been disbursed. This lack of
disbursement is also present in the aid for affected job holders, as only 30% of the package
made its way to them.
Meanwhile, financial institutions have not been successful in lending to various sectors
while their disbursement target was Tk1,135 crore. The Bangladesh Bank has so far only
managed to approved Tk214 crore disbursement against the package. The Department of
Financial Institutions and Markets returned the remaining Tk921 crore to the central bank's
Banking Regulation and Policy Department to be disbursed by the banks. To aid farmers bear
the storm, BDT 5000 crores have been set aside as an agriculture refinancing scheme, of which
BDT 3465 crores have already been disbursed as loans, providing good support to one of the
pillars of the economy.
In addition to monetary support, the fiscal aid through various stimulus-cash-food support
packages were rolled out, albeit with some irregularities and inefficiencies. A total of 3.54
crore people has received assistance from various packages over the period. The government
distributed five lakh tonnes of rice and one lakh tonnes of wheat among 2.54 crore people in
496 municipalities and upazilas. The government also helped nearly 18 lakh families in the
urban areas to buy rice at Tk 10 per kg.

24

3. AN ANALYSIS OF ECONOMIC RECOVERY POST-STIMULUS

3.1. Overview: Rebound in Many Areas But Growth Drivers Still Sluggish
Since the reopening of the economy, backed by the government’s 10 thousand -crore
stimulus package, Bangladesh began its journey towards recovery. Agricultural sector and
the farmers remained the bedrock, as they continued to feed the country. The strong influx
of remittance lifted the country’s foreign exchange reserves to record highs and put the
country on a firm footing.
Bangladesh’s GDP growth dropped to 5.2 percent in 2020, compared to 8.2 percent in the
previous year. Despite the fall, it is quite remarkable how the economy has turned around, as
Bangladesh is set to post the third-highest growth in the world and the highest in Asia in 2020,
according to the International Monetary Fund. The Asian Development Bank reported that
the economic comeback was encouraging. It is forecasting the economy will grow at a robust
6.8% annual pace in the fiscal year that ends in June if current conditions persist.
The above projections make the outlook much brighter than previously anticipated
throughout the initial few months of lockdown. Special credit must be given to agricultural
production and the Government's special package of buying paddy rice at higher prices, which
has further incentivized the farmers. Last year’s flood has also come as a blessing in terms of
land fertility, which has helped increase production. During July-December last year, LC
openings for seed imports increased by 18% over the previous year, while settlement has also
been high at 97%.
In line with the reopening of Bangladesh’s major export destinations, Bangladesh’s export
rose 0.6% to $3.9 billion in July, after plummeting 83% in April. This was mostly driven by
apparel exports, which totaled $5.7 billion in July and August. Overall, the growth in home
textile and jute was impressive too, which was 44% and 27% from the same period last year
(EPB). Combined, earnings from home textiles were made up less than 3% of overall exports
in the last 7 months of the previous fiscal year. The rise in economic activity was further
evident from energy usages over the last few months, which is a key parameter to economic
growth. Use of electricity returned to a pre-pandemic level of 700 crore kWh in July, and later
surpassed it. The use of gas too surpassed the pre-pandemic level of 250 crore cubic feet in
October and continued till November. However, since then, it has once again dipped due to
the renewed restrictions worldwide for managing the second wave.
Total merchandise commodity exports during July-April of FY21 increased by USD 2578.86
million or 8.74 percent to USD 32072.73 million compared to USD 29493.87 million during
July-April of FY20, after showing a falling trend in the first 7 months. The working capital
support by the Government, and government initiative focused on export oriented sectors
went a long way. Custom based imports during July-April of FY21 increased by USD 6046.50
million while fresh opening of import LCs during July-March of FY21 increased by 5.35
percent. Raw jute, yarn, jute goods, carpet and handicrafts posted growth over the period,
along with engineering and chemical products, including pharmaceuticals. However, Frozen
food, leather, agriculture, and plastic, all posted negative growth briefly.
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Figure 11: Sectors which has fairly recovered/ are far from recovery

3.2. State of Consumer Demand: Slow and Uneven Recovery as Low-income Majority
Yet to Recover
With the reopening and as economic activities gained traction after the first three months
since lockdown, there was resurgence in consumer spending as the economy started gaining
traction. Sales of high-end products have recovered 80% of normal times, which includes
washing machines, ovens, refrigerators and computers. Car sales have not yet gone up to prepandemic level, but has shown encouraging signs in recent times, as suggested by a few
industrial insiders.
Demand has been high for pharmaceutical products, as expected. Companies too have thus
increased import of raw materials for medicine production. People spending online and with
credit cards has also shown positive signs, as such transactions have returned to the level of
pre-Covid-19 times, and further gone up. BB data shows credit-card transactions were Tk1,381
crore in October, up from the pre-Covid-19 average of Tk1000 crore. Banks offering discounts
for credit cards, and low interest rate of 7-8% has encouraged such spending. Consumer loans
have grown 12% y-o-y in the July -September quarter, reflecting customers' move away from
Covid-19- induced behavior of only spending on necessities; while loan repayment has also
increased to 90%, signaling some business recovery.
The statistics above, despite showing some positivity, do not present the entire picture, as
problems still persist in reality. According to the WBG survey (2020), only 38 percent of the
households surveyed confirmed receipt of government assistance, while 42 percent relied on
their own savings and have been struggling to get by. A socio-economic impact assessment
undertaken by Human Development Research Center (HDRC) on the urban poor shows 69.3%
of the respondents could not afford to pay house rents over that period, and there was an
overall 81% reduction in the average amount of savings among the respondents. Four-fifth of
the respondents had to resort to their saving to cope with the crisis, which they spent only on
extreme needs, given 9 out of 10 households were food deficient (HDRC, 2020). This dire state
of sheer inability to consume is observable when it comes to general commodity, where the
sales recovery has only been 60% so far, compared to pre- Covid-19 times.

A World Bank Group survey (2020) reveals that 94 percent of business owners and 80
percent of wage earners in Dhaka and Chattogram reported their earnings were lower than
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usual. Median wages for salaried and daily workers declined by about 37 percent compared
to usual earnings immediately before the Covid-19 struck. Daily and weekly wage workers saw
a higher loss in income-49%- compared to salaried workers.
According to a recent Bangladesh Bank survey released on March 29 th, it was found that
labor forces in the informal sector which mostly belong to the SME segment experienced
huge income shocks due to depressed wages, alongside loss of jobs. The wage rate, which
saw a rising trend pre-pandemic, saw a drastic fall since the virus struck as it came down to
5.82% in September 2020 from 6.54 earlier that year. Industrial wages had also declined and
have not recovered since then.

The unwillingness of people to spend as freely as before is reflected by the record high rate of
savings in September. Total deposits increased by around Tk1 lakh crore in the six months
from March to September this year, up from Tk 70,000 crore last year. Such low demands
have had a detrimental impact on small businesses, who are suffering from cash crunch and
low revenues.
Figure 12: Varying states of recovery
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3.3. State of Small Businesses: Lags Overall Recovery and In Need of Fresh and Tailormade Policy Support
According to a BIDS report, there has been an overall decrease in revenue in the SME sector
of about 66 percent (FY 2019-20). In a recent UIU survey, SMEs have reported that they are
facing a severe liquidity crisis and are even failing to meet their day to day operational
expenses. Additionally, the survey outcome demonstrated that about 33% of SMEs are facing
overflows of inventory and hence are incurring additional costs. In terms of SME workforce,
the survey findings show that 39 percent of the SMEs have cut down their salary costs by 2520 percent. This alludes to the fact that SMEs have laid off employees in order to keep afloat. 3

3

https://www.tbsnews.net/economy/small-companies-suffer-most-due-pandemic-212518
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Only 58% of the cheap working capital support to small business has been availed till January
2021. The risk that banks face in disbursing loans to the SME sector is identified as one of the
major reasons for low disbursements to SMEs, besides the high cost and low interest rate
spread. More than 10% of total default loans by SMEs also contribute to low preference and
high precaution in disbursing the amount.
Figure 13: Key takeaways on the State of Small Businesses

While some large firms in pharmaceuticals, electronics, construction, and plastic industries
have overcome the initial hurdles and already passed break-even, most small firms are yet
to access the government stimulus packages allocated for them. The cash shortage, and low
revenue has caused many to close business altogether. Only 58% of the funds allocated for
SMEs have been disbursed so far, compared to bigger firms who have used up more than 90%
of the working capital support presented, who have further benefited from the strong supply
chain system, marketing network, recognition and bargaining power. The unequal recovery is
not only a concern for healthy competition in the future, but a question of the small firms’
survival as SMEs’ capacity to absorb shock is limited, and any disruptions in production, sales,
and cash cycle beyond a few weeks can wreak havoc to these firms’ capacity to survive. Like
many already have, prolonged constraints in demand and supply will lead to further shut
downs, escalating the unemployment problem.
3.4. Current State of Employment: Missed Out on Stimulus Kick-start

For a country already burdened with 2 million new entrants into the labor force every year
and faced with the risk of losing many jobs to global mechanization and changing dynamism,
additional unemployment due to economic shocks is a huge area of concern. As firms seek
to go lean and close off unproductive avenues of business, many workers were shown the
door at the face of low revenues. This further brought down demand and consumption, having
a spillover effect on many small firms over the economy. ILO and ADB stated that around 1.12
million to 1.68 million youths in Bangladesh became unemployed in 2020. 54.9% of the
households surveyed in the HDRC ‘Socio-Economic Assessment of Covid-19 under National
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Urban Poverty Reduction Programme’, had permanently or temporarily lost their job over the
period of April- June. 4
Since the government allocated a package of working capitals were not largely linked
towards employment retention, the constriction of apparel demand worldwide was
expected to have an adverse impact on workers and small businesses catering to them. A
recent study by SANEM suggests that 8% RMG workers had been laid off as another ILO study
confirms that factories are operating at a reduced capacity.
Given the Implementation of the stimulus package intended for SMEs, farmers and small
firms were surprisingly low, the reach of the package to employees of those sectors were
incomplete too. CPD estimates, only 8% of the employees were reached and were benefited
from the packages, which would have been 12% if full implementation was possible. The low
reach potential shows how the design of the stimulus was not SME and employment
friendly. IFC (2020) found that 76% of MSMEs were unaware of the packages, while the
remaining 24% failed to avail any support. The cautionary stance of the lenders to give out
loans to SMEs and the Bangladesh Bank not providing refinancing facilities for SME loans
without collateral over Tk. 5 lakh were significant barriers to this initiative.
Figure 14: Some Takeaways on Current Employment Standing

Employment generation also remained an area of concern, as firms withheld from making
new investments and taking the risk, depicting the low demand and poor business
confidence, shadowed by fear and overall risk aversion. This is greatly alarming, as 38.6
percent of recent graduates were already unemployed in 2019 before the pandemic hit
globally (BIDS 2019). The new overseas employment too has fallen to 0.4 lacs in JulyDecember FY 21, from 3.5 lacs in the same period last year, according to BMET. Overall,
creating new pathways to employment and livelihood for the unemployed is a surmounting
challenge going forward.
4

https://www.bd.undp.org/content/bangladesh/en/home/presscenter/articles/2021/01/millions-ofbangladeshs-urban-poor-took-the-biggest-hit-during-t.html
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3.5. State of Private Investments: Far from its Optimal Point, and Still Declining
With the view to steering the economy away from a steep downturn, Bangladesh Bank rolled
out a vastly expansionary monetary policy for fiscal 2020-21 in July last year, which flooded
the market with liquidity. However, despite the low interest rate, facilitating policy measures
and high liquidity, private sector credit growth stood at 8.2% in November, which is the
lowest in recent years. In December, it rose slightly to 8.37% which was still short of the
allocated target of 11.5%, before falling again in January 2020, to 8.32%.

The pandemic has hit the import of raw materials for capital machinery and industry.
Compared to the same period of 2019, in July-December last year, LC openings and their
settlements in the sector decreased a lot, which signifies the low level of investments being
made. Overall imports dropped 13 percent y-o-y to $15.8 billion in the first four months of
fiscal 2020-21. This is in-line with the disbursement of industrial loan, which dropped about
12.9 percent y-o-y in September of the same quarter. Although the 27.7% rise in JulySeptember period from the previous quarter shows some recovery, the y-o-y decrease shows
that firms are withholding from investing due to low demand, both home and abroad.
Consumers are holding back from spending, and only opting for the necessities.
Figure 16: Key takeaways on state of private investment
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In such a situation, the government’s borrowing from them would have helped, but that too
has waned extraordinarily. In the first six months of fiscal 2020-21, the government’s net
borrowing from the banking system stood at Tk 2,203.85 crore, which was only 2.59 per cent
of the target set for the full year, according to data from the central bank.
The low dynamism gets worrying when looked upon from the perspective of employment
creation needs and prospect, for the 2 million youth entering the job market every year.
Furthermore, instead of creating new jobs, the low demand might enforce further job
crunches in the economy as firms adapt to the new situation, shrinking consumption further.
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3.6. Impact of Covid-19 on Bangladesh SME landscape: Findings from A Rapid SME
Survey
In order to have a better understanding of the current situation, BUILD, as its support to this
study, conducted a quick survey of the CSME sector which consisted of 36 respondents across
all major industries including, leather and leather goods, trading, textiles, light engineering,
packaging and agriculture among others.

Figure 17: Composition of firms in the Survey

All the businesses included in the survey belong to MSME status and should have received
some sort of assistance from the government during the pandemic. They were able to stay
afloat because all the businesses, regardless of whether they received the stimulus or not,
invested significantly during the pandemic from their own sources in order to keep their
businesses afloat but are in dire need of government help to meet other payment obligations.

Some insightful responses and key points and takeaways from the survey are presented below
in various forms.
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Figure 18: Most identified problems faced so far by small firms over the course of the
pandemic

●

69% of the respondents identified being unable to pay staff wages and social security
charges along with other fixed costs due to the pandemic.

●

11% of the respondents recognized being unable to pay rent as a major financial
stumbling block because of the coronavirus pandemic.

Figure 19: Other problems faced by the firms as recorded in the survey during the pandemic
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Stimulus Gap
Figure 20: Number of firms that have not received any support

•

83% of the respondents reported that they have not received stimulus relief from the
government.

●

All medium sized firms who responded in the survey received stimulus support. This
reemphasizes the gap in stimulus planning and targeting. Firms that are in most need of
support from the government were missed out in the disbursement process.

Figure 21: Some issues that came in the way of them availing the packages as identified by
the firms
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Demand issues
●

A whopping 86% of the respondents reported that their sales have been negatively
impacted due to the pandemic.

●

95% of the firms reported a depressed demand currently compared to pre-Covid
scenario, which indicates consumption and demand has not recovered fully, except for
1 micro business which provides training to unemployed workers, which saw its
enquiries double. This further reaffirms the lack of jobs and unemployment issues
facing the nation.

Figure 22: Percentage of firms who recorded various declines in sales

●

10 firms reported a decrease in demand of 30-40%, while 7 firms reported a decreased
demand of above 50-60%.

Revenue expectations in 2021
69% of businesses expect a rise in consumer demand for their products and services over 20%
of current sales figures. Despite the slight increase in demand projected by the small firms,
most still fear lower revenues and not a complete recovery of their pre-Covid figures.
Figure 23: Future projections in terms of sales and demand
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●

61% of businesses expect a fall in revenue in 2021 while 31% expects an increase in
revenue.

●

8% reported no expected impact on revenue. These businesses are in the handicraft,
food and chemical industries.

3.6.1. Summary table of key results from the rapid survey by BUILD

Table 1: Summary table of key findings
No.

Key Findings

1

83% of the respondents have not received stimulus relief from the government

2

Most who received aid were medium sized firms

3

76% of the firms reported Collateral and guarantor requirement as the major
roadblock, alongside preferential and discretionary behavior of bank officials

4

86% of the respondents reported that their sales have been negatively impacted

5

69% of the respondents identified being unable to pay staff wages and social
security charges as the major problem faced

6

95% of the firms still reported a depressed demand compared to pre-Covid times,
varying from 10- 60%

7

20% of the firms reported a 60% decrease in demand in the market

8

1 micro business which provides training to unemployed workers, which saw its
enquiries double due to high unemployment in the economy.

9

Only 31% of the firms expect an increase in revenue in 2021. Others still foresee
a sluggish economy
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4. GLOBAL MEASURES: EMPLOYMENT, DEMAND, AND INVESTMENTS SUPPORTIVE
MEASURES KEY FEATURES IN STIMULUS
A year on from the first recorded case of Covid-19, most countries have taken
comprehensive programs to cushion the blow of the pandemic and tackle the economic
downturn. It is essential for the purpose of this study to look into what measures some of
the countries have taken, particularly to retain jobs and consumption to previous levels, and
promote investment. This helps drive lessons while putting things into perspective.
The countries being looked at have been selected according to their location, and key
relevance to Bangladesh in terms of export destination and geopolitical and economic
competitiveness. Germany and USA have been selected based on their respective location
in the European Union and North America, and as major export destinations of Bangladesh’s
RMG and other items. Vietnam, China and India were looked into due to their proximity and
various relevance the country, particularly as major FDI and RMG competitors in the region.

4.1. Policy measures in Selected Countries

4.1.1. Germany
The country’s early and vigorous public health response has led to some of the lowest
mortality rates in Europe, which however has deteriorated over time. The continuous
containment measures caused a substantial drop in business activity, especially in contactintensive sectors. On June 3, German Chancellor Angela Merkel’s coalition government
initially presented a 130-billion-Euro (US$ 145 billion) fiscal stimulus package which was
further increased over time. Coming on top of direct transfers to companies and employees
starting during the lockdown, and expansion of available public guarantees for firms of
different sizes, credit insurers and non-profit insurers, Germany’s overall response to the
pandemic amounts to a whopping 24 percent of GDP and it dwarfs other euro area countries’
plans.
Making good use of long-accumulated fiscal space, the government implemented sizable
measures—among the largest in advanced economies—to combat the pandemic. Apart
from scaling up medical spending, initial measures provided critical support to households and
businesses by expanding the short-time work benefit (“Kurzarbeit”), extending the duration
of unemployment benefits, providing liquidity to firms, and expanding loan guarantees. A
stimulus package in June focused on boosting domestic demand through a temporary valueadded tax cut, expanding support for small businesses, and increasing public spending on
green investment, digital infrastructure, and healthcare. In November and December, further
measures were introduced to support the most affected businesses during the renewed
lockdowns.
Preserving Jobs
Initial measures include expanded access to short-term work subsidies to preserve jobs and
workers income, and easier access to basic income support for the self-employed. 50 Billion
Euro in grants were allocated for small business owners and self- employed in addition to
interest-free tax deferrals until year end, and 2 billion Euro was reserved only to support startups. Parallel to the renewed lockdown to combat the second wave of Covid infections, the
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government introduced additional fiscal measures and enhanced existing ones to support
affected businesses, including revenue compensation (of up to 75 percent), as well as, public
loan guarantees and basic income provision. The authorities extended all ECB-issued
regulatory and operational relief to German banks under national supervision. In addition to
measures at the euro area level: (i) release of the countercyclical capital buffer for banks from
0.25 percent to zero; (ii) additional €100 billion to refinance expanded short-term liquidity
provision to companies through the public development bank KfW, in partnership with
commercial banks; and (iii) following the structure of the former Financial Stabilization Fund,
€100 billion is allocated within the WSF to directly acquire equity of larger affected companies
and strengthen their capital position.
At the sub federal level, Berlin aims to alleviate structural bottlenecks to public investment
by taking on the provision of more social benefits that had been paid by the municipalities.
This frees up much needed fiscal space in poorer regions that have put off investments in
the past. The fiscal stimulus on the federal level, outlines a public investment initiative to help
Germany transition to a more climate-friendly economy. Priority was also given to the
improvement of health and education infrastructure, and even spur research in areas from
artificial intelligence to quantum computing.
Consumption support
Alongside the social security and unemployment benefits as usual, child-care benefits were
increased for low- income parents in times of the pandemic, to keep the consumer demand
high and increase spending. A three-month payment moratorium on consumer loans
established before March 15th was granted until June 30th 2020 for households financially
affected by the Covid-19 crisis. Loans issued under KfW guarantees are exempt from the
calculation of lenders’ own funds requirement, their leverage ratio, as well as the large
exposure limit.
The German package is designed with the motive to facilitate private investment, keeping
consumer demand high. Despite pressures, Germany did not cut its corporate tax rates.
German corporations already being cash-rich, under-investment, rather than profitability was
the problem; The stimulus may foreshadow a broader structural shift away from Berlin’s focus
on Germany’s export-oriented businesses. Furthermore, with its focus on consumption
incentives and government spending, the German stimulus is expected to have knock-on
effects on imports from other European countries, which are expected to rise given the sheer
buying power of German consumers. 5
SDG alignment
Berlin’s investment priorities are aligned with the EU’s strategic sovereignty and climate
agenda. Berlin aims to spend more than 7 billion euros ($8 billion) on fifth-generation
telecommunications infrastructure and research alone. Another 9 billion euros ($10 billion) is
earmarked to fund a hydrogen industry, with $2 billion of that slated for investment abroad.
The plan also lifts caps on subsidies for solar energy and increased funding to upgrade shipping
of liquefied natural gas. Other priorities are cybersecurity, health, and armaments
procurement.

5

https://www.imf.org/en/Topics/imf-and-Covid19/Policy-Responses-to-Covid-19
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4.1.2. The USA
Washington’s Efforts to Mitigate the Economic Impacts of Covid-19 in the United States
As Covid-19 started to unleash itself upon the United States and the economic as well as
human impacts of the global Pandemic started to unravel, then-US President Donald J. Trump
on March 27, 2020 signed into Law the Coronavirus Aid, Relief and Economic Security (CARES)
Act – an economic stimulus bill worth US$ 2.2 trillion (about 10% of the USA’s GDP) agreed
upon by the 116th United States Congress.
A much-discussed component of this stimulus was the transfer of US$ 300 billion in one
time-payments to those individuals who filed their tax returns with the IRS – US$ 1,200 to
the single adults and more to the families with children. Other components included the
provision of US$ 260 billion for additional US$ 600 per week in unemployment benefits (more
than 20 million jobs were lost in the United States during the month of April alone, and around
37 million Americans filed for unemployment insurance during March to May, 2020 –
increasing the country’s rate of unemployment to 14.7% in April from just 3.5% in February).
Support for Maintaining Employment
The next major component of Washington’s stimulus package was the provision of US$ 350
billion (increased so far to US$ 953 billion) for the Paycheck Protection Program (PPP), the
purpose of which is to help certain businesses, self-employed workers, sole proprietors,
certain nonprofit organizations, and tribal businesses continue paying their workers.
Implemented by the United States Small Business Administration (SBA), the Program allows
entities to apply for private loans at low rates of interest to pay for their payroll costs, rent,
interest, and utilities. The amount of a PPP loan is approximately equal to 2.5 times the
applicant's average monthly payroll costs. In some cases, an applicant may receive a second
draw typically equal to the first. The loan may be partially or fully forgiven if the business keeps
its employee counts and employee wages stable. The deadline to apply for a loan under the
PPP was initially June 30, 2020 and was later extended to August 8. The PPP was reopened on
January 11, 2021.
Employers were allowed to defer paying their share of the Social Security Tax for up to 2 years.
Payments of self-employment tax were also deferred for up to 2 years. Under the Employee
Retention Credit scheme, certain employment taxes equal to 50% of the qualified wages
which an eligible employer paid to employees after March 12, 2020, and before January 1,
2021 can be refunded. Under the Families First Coronavirus Response Act, all American
businesses with fewer than 500 employees are given funds to provide their employees with
paid leave, either for the employee's own health needs or to care for family members.
Support for Generating Private Investment
The package also contains provisions for US$ 500 billion under the Economic Stabilization
Fund (Main Street Lending Program) in order to provide assistance to eligible businesses,
municipal and even states. In order for a business to be eligible for a loan under this Fund, it
would need to have significant operations in the United States, a majority of its employees
would need to be based in the United States, and it would need to have either fewer than
10,000 employees or less than US$ 2.5 billion in revenues. Each loan is a minimum of US$ 1
million, has a four-year maturity, and there are restrictions on it being used to pay for the
compensation of highly paid employees. The Program is limited in terms of maximum
disbursement by industry – to US$ 25 billion for passenger air carriers, US$ 4 billion for air
cargo carriers, and US$ 17 billion for businesses critical to maintaining national security. Other
segments of the package include a US$ 14 billion Higher Education Emergency Relief Fund to
provide cash grants to college students for covering costs such as course materials,
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technology, food, housing, and child care. Each college was given the authority to determine
which of its students would receive cash grants.
The stimulus package not just included provisions for transferring funds to individuals and
organizations affected, but also had provisions for financial concessions in the form of tax
concessions, deductions and deferrals.

At the same time, homeowners and tenants across the United States were given temporary
relief in the form of moratoriums on foreclosures and evictions. Those with federally-backed
mortgages were protected from foreclosure until at least August 31, 2020 and were allowed
the right to request a mortgage forbearance for up to 180 days. The tenants living in rental
units in properties that participate in federal assistance programs, or have a federally backed
mortgage or multifamily mortgage loan were protected from eviction filings for 120 days
(beginning on the day the Act was signed, March 27, and lasting until July 24, 2020).
As a 2nd wave of the Covid-19 Pandemic swept across the United States during the Winter
months of 2020, it quickly became evident that the stimulus provided under the CARES Act
during the earlier months of the year would not be adequate to deal with the worsening
situation. After heated debates (intensified by the looming change of Administration at the
White House after the Presidential Elections) along partisan lines, as well as bipartisan support
(which is essential during times of such crises) – the Consolidated Appropriations Act of 2021
was signed into law by President Trump on December 27.
What made passing this Bill even more complex was that it was combination of 2 segments:
(i) a stimulus package of US$ 900 billion to deal with the 2nd wave; and (ii) an omnibus
spending bill of US$ 1.4 trillion (combining 12 separate annual appropriation bills) for the
Federal Fiscal Year of 2021. Together, they made this Act the biggest legislation in the history
of the United States Congress in terms of length (more than 5,000 pages) and amount
sanctioned for expenditure (US$ 2.3 trillion).
Under this additional stimulus package, provisions have been made for providing US$ 325
billion to small businesses (US$ 284 billion in forgivable loans under the Paycheck Protection
Program and US$ 20 billion for the businesses operating in the low-income communities),
US$ 166 billion for sending out stimulus checks of US$ 600 to eligible Americans with an
adjusted gross income of US$ 75,000 per year, US$ 120 billion to extend the increased federal
unemployment benefits (US$ 300 per week until March 14, 2021).

4.1.3. China

China’s Efforts to Mitigate the Adverse Effects of the Pandemic
At the end of February 2020, the Government in Beijing unblocked the renewal of loans to the
Chinese companies. Subsequently in March 2020, it announced a reduction in the banks'
mandatory reserve ratio. This freed up Yuan 550 billion (approximately US$ 85 billion) to
support their economy. In the same month, the government announced a package to support
the digitalization of SMEs in the context of the pandemic. Additionally, a wide range of policy
measures have been announced for the SMEs at the regional level in China. These include
deferred tax payments for the SMEs, reducing rent, waiving of administrative fees, subsidizing
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R&D costs for the SMEs, social insurance subsidies, subsidies for training and purchasing
teleworking services, and lowering lending rates. Furthermore, banks are being granted extra
funding to spur SME loans.
The Government of China unveiled its first stimulus package on May 22, 2020. The US$ 506
billion package was accompanied by the issuing of special Treasury Bonds, a first since 2007.
Additionally, the limit on special bonds issued by the Local Governments was also increased.
As of November 5, 2020, IMF Reports have indicated towards an estimated US$ 732 billion of
discretionary spending by the Government of China. This endeavor was supported by an
additional US$ 198 billion in the form of tariff and fee cuts along with loan guarantees to the
SMEs and funding for efforts to combat the Pandemic, which includes the following: (i)
Increased spending to prevent the spread of the Pandemic; (ii) Increased Production of
medical equipment; (iii) Increased unemployment payments; and (iv) Social security tax relief.
Measures for Tackling Unemployment
The Ministry of Finance reduced the payables for social insurance by Yuan 1 trillion to
incentivize the companies in China to retain their employees. The Ministry also deferred the
payments of social security contributions and in some cases, refunded the contributions that
were already made. In major Chinese cities such as Beijing, Shanghai and Guangdong, the
companies which do not lay off employees or minimize layoffs despite facing difficulty due to
the Pandemic can get a refund of their unemployment insurance premiums.
Measures to Stimulate the Economy
The People’s Bank of China launched Yuan 1.2 trillion of the public market reverse repurchase
operation in order to maintain the liquidity of the banking system in the special period of
preventing and controlling the Pandemic, meet the reasonable financing needs of the market,
reduce the reverse repurchase rate by 10 Basis Points, and provide targeted low-cost special
re-loan fund.
The PBC issued the first batch of the special re-loans to support the banking system in order
to provide preferential loans to the enterprises under the list management system, which are
the key protection enterprises for epidemic prevention and control. For enterprises that enjoy
special re-loan support from the PBC, the Ministry of Finance will provide fiscal interest
discounts support. The PBC carried out Medium-Term Lending Facility (MLF) of Yuan 200
billion and 7-Day Reverse Repos of Yuan 100 billion, and the interest rate of this MLF is 10
Basis Points lower than the previous in order to hedge the impact of factors such as the
maturity of PBOC‘s reverse repos and maintain a reasonable and sufficient liquidity in the
Chinese banking system.
The PBC conducted operations to reduce LPR interest rate to reduce the costs of borrowing in
the real economy. The Bank also cut the Required Reserve Ratio (first in March and then in
April), each injecting Yuan 550 billion and Yuan 400 billion of liquidity into the market
respectively. In addition, the MLF rate was cut by 20 Basis Points. This was done to lower the
amount of cash that the banks are required to hold in their reserves, in order to provide loans
to the enterprises. The State Council phased reduction and exemption of corporate social
insurance fees and implemented the policy of allowing delays in the payments of housing
funds by the enterprises so as to reduce the impact of the Pandemic on the enterprises,
especially the SMEs.
Reforms in Tax Policies in Response to Covid-19
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Some measures taken by the Chinese government in their recent Budget included: (i) VAT
exempt on a wide range of customer services (medical services, catering, accommodation,
public transport, delivery services, some personal services) for an unlimited period; and (ii)
Longer tax loss carry-forward period (from five to eight years) for severely affected
companies. 6
An individual income tax exemption on receipt of the following types of income: (1) temporary
subsidy and bonus received by medical and epidemic prevention staff engaged in prevention
and control activities, that are in accordance with prescribed standards of local government
authorities; and (2) medicines, medical supplies, protective equipment and other benefit-inkind, excluding cash, provided by employers to their employees for prevention of Covid-19.
Full tax deductibility of the following types of donations made by individuals: (1) donations in
cash or in kind, made by individuals through non-profit social organizations or governmental
authorities at the county level or above or their subordinate departments; and (2) donations
in kind, made directly by individuals to designated hospitals undertaking the tasks of the
prevention and treatment of Covid-19. 7
Reform of the Fiscal Policy
The Ministry of Finance allowed the Local Governments in China to retain 5% more of their
tax revenues from March to June 2020. This is estimated to increase local revenues by Yuan
110 billion (US$ 16 billion). They have also been allocated Yuan 1.2 trillion in Government
Bonds, which is greater than 66% of their allocated quota in 2020.

4.1.4. Vietnam
Vietnam’s Response to the Pandemic
Stimulus for Retaining Employees
In order to reduce the burden on the MSMEs in Vietnam, they were exempted by the
Government from paying Corporate Income Taxes for 3 years from the time their income
reaches the level where it would be taxable. This is intended to help them retain their workers
and be able to meet their day-to-day business expenses. The Government also decided to
extend the deadlines for the payment of Corporate Income Taxes; Personal Income Taxes,
Value-Added Taxes; and Land Rents of businesses, organizations and individuals. Land Rental
Fees were reduced for 5 months, for new beneficiary groups amounting to Dongs 180 trillion
(US$ 7.64 billion).
The beneficiaries of this policy were a variety of sectors, including leather, wood, plastic, metal
and automobiles in the manufacturing sector, and real estate, consultancy, entertainment,
credit institutions and foreign bank branches in the service sector. It helped them manage
their constrained resources better. Moreover, businesses are not needed to pay any interest
from May 2020 to January 2021 for paying the salaries of their workers who had to stop
working temporarily. The total value of the loans planned for disbursement under this scheme
6

https://home.kpmg/xx/en/home/insights/2020/04/china-government-and-institutionmeasures-in-response-to-Covid.html
7
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is Dongs 16.2 trillion (US$ 705 million) (around 0.2 percent of Vietnam’s GDP). From
November 27, 75 firms employing 3,851 workers in total have received loans of more than
Dongs 13.4 billion (US$ 584,000) (equivalent to 0.1 percent of the Package) to help meet their
business expenses. 8
Steps to Stimulate Consumption in Vietnam
In order to facilitate the level of consumption in Vietnam, the Government formulated
packages worth up to Dongs 36 trillion (US$ 1.28 billion) for the temporarily unemployed
workers, self-employed workers and household businesses who were forced to stop their
operations. The main aim was to aid vulnerable people directly affected by the Pandemic.
More than 10 percent of the population is estimated to benefit from this program. Social
beneficiaries and revolutionary contributors (those who had served in the Vietnam War) will
receive up to Dongs 500,000 (US$ 21.32) per month.
The Government also raised the Family Allowances for Personal Income Taxes in order to
benefit around 6.8 million households and allow them to spend more on their personal
consumption. There have also been reductions in the Insurance Fees and Land Lease costs, as
well as the postponement of the collection of social insurance premiums. To stimulate the
purchase of domestic cars, the Government has cut Registration Taxes and deferred Excise
Taxes on domestically produced cars by 50%. Loans to the consumers were accelerated to
meet the legitimate demand of individuals and households.
Policies for Generating Employment and Private investment
The refinancing rate was decreased from 6% to 5%. This was done to make it easier for
commercial banks to borrow money, increasing credit availability and lending motion
throughout the economy. The overnight lending rate was decreased from 7% to 1.95%. A
decrease in the overnight lending rate stimulates economic growth as banks borrow funds
from each other and subsequently eases loan availability for individuals and businesses. The
maximum VND lending interest rate was decreased from 6% to 5.5%. A lower lending and
deposit rate will encourage investors to take loans and invest in multilateral projects. The
repurchase rate was decreased from 4% to 3.5%. More liquidity is ensured in the market as
more money is injected into the economy.
A package of monetary aid via the State Bank of Vietnam (SBV) worth more than Dongs 300
trillion (US$ 12.73 billion) included new loans with preferential rates, rescheduling of debt
payments, lowering and waiving of interest rates were formulated amounting to Dongs 180
trillion (US$ 7.71 billion). Furthermore, the lending procedure was simplified to help more
firms take on loans quicker. A combined credit package from the commercial banks equaling
285 Dongs trillion (US$ 12.3 billion) was devised to help affected businesses with leverage. A
credit support package, which constituted lowered interest rates, delayed the payment of
taxes and land use fees for several business lines amounted to US$ 10.8 billion. This was to
help businesses invest at a cheaper rate.

8

https://www.imf.org/en/News/Articles/2021/03/09/na031021-vietnam-successfully-navigating-thepandemic
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4.1.5. India
Stimulus for Retaining Employees
There has been an infusion of Rupees 50,000 crore (US$ 6.9 billion) in equity for the MSMEs.
This was given to MSMEs for them to be able to meet their daily business expenses and stay
afloat. For the 630,000 Self-help Groups (SHGs), which help 70 million households, the
Government is doubling collateral-free loans to Rs 200,000 (US$ 2,746). The District Mineral
Fund, worth about Rupees 310 billion (US$ 4.3 billion), will be used to help those who are
facing economic disruption because of the lockdown. If an establishment employs up to 100
employees and if 90 percent of them earn up to Rupees 15,000 (US$ 206) per month, then
the Government will pay the Provident Fund the contribution of both the employer and the
employees.
Steps for Generating Consumption
Various steps have been taken to increase the level of consumption in the Indian economy.
About two-thirds of population will be covered under the Pradhan Mantri Garib Kalyan Anna
Yojana (Food scheme) and will get 5 kg of wheat and rice for free, in addition to the current
allocation of 5 kg for the next 3 months. Daily wages have also been increased from Rupees
182 (US$ 2.50) to Rupees 202 (US$ 2.80). It is projected that this will benefit 50 million
families. The wage increase will amount into an additional monthly income of Rupees 2,000
(US$ 27.50) per worker. The Government has also given 30 million senior citizens, widows and
persons with special needs a one-time ex-gratia amount of Rupees 1,000 (US$ 13.70) in two
instalments over 3 months. Women in 83 million families below the poverty line covered by
the Ujwala Scheme have gotten LPG cylinders for free, for 3 months. The employees who
contribute to the EPF have been allowed to withdraw up to 75 percent of their account
balance or 3 months’ basic salary and dearness allowance.
Steps for Generating Employment and Private investment
New employees under the Employees’ Provident Fund Organization (EPFO) registered
organizations have been enjoying various benefits, including subsidy support by way of EPF
contributions. The scheme is expected to cover 65% of the employees and 95% of the
establishments in the formal sector. To increase private investment and help the businesses
stay afloat, Rupees 3 lakh crore (US$ 41 billion) collateral free loans in total are being
disbursed with a 100% credit guarantee. There is also a partial credit guarantee scheme of
Rupees 45,000 crore (US$ 6.2 billion) for the NBFCs. This is to aid the NBFCs in giving out more
loans to the businesses. Rupees 20,000 crore (US$ 3.4 billion) has been earmarked as
subordinate debt for the stressed MSMEs. This is aimed to help the MSMEs in carrying on their
day-to-day business activities. India also decided to extend the payments of all instalments of
term loans by 3 months i.e. from June 1, 2020 to August 31. Interest will be accrued however.
The moratorium was intended to ease interest burden for the time being.
The Reserve Bank of India (RBI) reduced the Reverse Repo Rate by 25 Basis Points to 3.75 per
cent on April 17, 2020 and then by another 40 Basis Points to 3.35 per cent on May 22. It was
intended to maintain or increase money supply in the banking system and incentivize the
provision for more loans to the businesses. The RBI also reduced the Repo Rate by 75 Basis
Points to 4.40 percent on March 27, 2020 and then by another 40 Basis Points to 4.00 percent
effective immediately on May 22. The intended effect was to allow the banks to borrow from
the RBI at lower rates and increase the money supply in the banking system. This would in
turn allow the banks to provide more loans to the businesses. The RBI lowered the Cash
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Reserve Ratio (CRR) for all the banks by 100 Basis Points to 3 per cent. The intended effect of
reducing the CRR was in line with the theoretical basis of reduction i.e. increase in loans and
investment.

4.2. Comparative Analysis of Stimulus Programs and Their Links to Growth Drivers
Most countries had provided loan moratoriums for varying periods to hard-hit businesses
to reduce some pressure during times of low revenue, However, some unique, inclusive and
wholesome measures were taken in some countries, particularly for the most vulnerable,
alongside common measures such as reducing the Re-Po Rate and Credit Reserve Ratio (CRR)
for banks, reduction of the interest rate and ensuring cheap working capital loans to various
types of businesses to wither the pandemic.
The table below shows the major and unique initiatives/programs undertaken by
Bangladesh, USA, China, Germany, Vietnam and India, looked at from the lens of
employment retention, investment and demand generation as its core objective. Countries
where the stimulus had direct links with the mentioned area of focus in its design have been
ticked respectively.
Table 2. Stimulus measures and direct links in different countries:

Program
objectives

Employment
link

Package design/focus Bangladesh USA China Germany Vietnam India

Cheap working
capital loans and
moratoriums

✓

✓

✓

Directly linking
supports to
employment
retention

✓

✓

✓

✓

✓

✓

✓

✓

Refund of
unemployment
insurance premium

✓

Reimbursement
(partial) of lost
revenue and funds
for paid leave
Direct cash payment

✓

✓

✓
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✓

Program
objectives

Package design/focus Bangladesh USA China Germany Vietnam India

✓

Increase in wages

Consumer
demand

Favorable consumer
loans and insurance
fees

✓

Child support and
Unemployment
benefits

✓

Purchasing
government security
in excess of SLR
requirement

Interest, CRR and PrPo rate reduction

✓

✓

✓

✓

✓

✓

✓

✓

Deferring tax (up to 2
years) and
moratoriums in
foreclosures/evictio
Investments

✓

✓

✓

✓

Funds allocated to
startups

✓

✓

✓

✓

Reduction of landlease cost
Collateral-free loan
with 100% credit
guarantee

✓

Funding projects that
mitigate Covid-19
effects and

✓
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✓

Program
objectives

Package design/focus Bangladesh USA China Germany Vietnam India

✓

Early execution of
planned projects

✓

Source: IMF
4.3. The First Bangladesh Stimulus Package: What Lessons Does it Offer for a Robust
Next Round of Support
The analysis and evidence from various surveys, including that of carried out by this study with
support from BUILD, suggests that stimulus packages and recovery was uneven and not SME
friendly. Large businesses were more equipped to avail the packages allocated from them
while smallest businesses are yet to access the funds allocated for them.

The design of the packages is not adequately inclusive in nature, as it does not consider the
challenges and needs of small entrepreneurs. SMEs had a general lack of awareness of the
packages available for them in addition to the low technical capacity and documentary
constraints. The collateral and guarantor requirement alongside Banks’ low risk appetite has
further prevented new and small entrepreneurs from accessing the packages. They are thus
facing a severe liquidity crisis, additional costs due to overflows of inventory and less
consumer demand and are struggling to stay afloat. Most firms have had to resort to
employee retrenchment as a means of staying alive, while many have already completely shut
down, having a detrimental impact on the millions of people who are directly reliant on SMEs
for their livelihood. Of the 8.8 million industrial units in Bangladesh, 99.8% fall under the
CMSME category, being majorly responsible for most of the informal jobs in Bangladesh.

In the case of Bangladesh, the working capital support and the overall design of the
packages lacked incentives for employers to sustain employment. More than half of the
stimulus packages had no mention of employment protection/ retention in their objectives.
Most economic stimulus packages announced in countries in Asia and beyond include
incentives that will help/incentivize employers not to retrench employees. For instance, in
India, the government will pay both employers’ and employees’ contribution to the Employee
Provident Fund (EPF) for next three months, covering 48 million employees. India’s bold move
to increase Singapore will pay up to 75% of local employees’ salaries, and the USA will provide
tax credit for up to $5000/employee for employers who retain their employees. Germany’s
well-established short-term work subsidy, ‘Kurzabeit’ has played a critical role in job
retention; and contributed to Germany’s remarkable labor market resilience during the global
financial crisis and is proving critical during the pandemic by preserving jobs and stabilizing
incomes. China further provided refunds of unemployment insurance premiums for
companies who retained their employees, Germany also made proper utilization of its fiscal
place by refunding 75% of average revenue to sectors which were completely ravished during
the lockdowns. They also provided funds to ensure a paid leave to the workers during
lockdown, in the hard-hit areas.
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Bangladesh’s stimulus packages were more of liquidity support and less of fiscal stimulus
compared to advanced economies. Of the total stimulus packages unveiled so far 80.7
percent (3.5 percent of GDP) is liquidity support and credit-based, where the government is
provided interest-rate subsidy. This put the onus of mobilizing funds on commercial banks by
stipulating that the banks will have to use their own funds to finance this component of the
stimulus. The guidelines also create greater risk-aversion by banks which is somewhat
inevitable economic crisis/slowdown, thereby creating risk of cherry picking in selecting loan
candidates. Given business/market/credit risks amplify significantly during any economic
slowdown, banks take more stringent measures to analyze credit applications than they do
during normal economic settings.

Even though all countries had some sort of direct cash transfers to the marginalized and
vulnerable population, the amount in Bangladesh was very low compared to the USA and
Germany, who furthermore had other support mechanisms such as unemployment benefits
and child support in place. Very recently, Taka 101 crores of the cash aid for the poor has
been returned to the government as those pandemic affected people could not collect the
assistance due to identification issues (PINs inactive). A total of 32,23,132 accounts got the
aids, which however, was tainted with many counts of fraud and targeting problems.
Furthermore, the Taka 3000 fiscal support per family was simply not enough to boost
domestic consumption to desirable levels, as shown by the demand recovery of general
commodities, which has only recovered to a mere 60% of pre-Covid levels in contrast to the
recovery of cars and other high-end products. This lack of demand in general commodities has
severely impacted the SMEs which cater to the low income group and has deterred them from
retaining employees and making further investments.
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5. CONCLUSION AND RECOMMENDATIONS

5.1. Conclusion

One year since the lockdown and more than six months into gradual reopening, Bangladesh
has somewhat cushioned the blow of the pandemic and perform better than anticipated.
However, it is still far from securing pre-pandemic vibrance in domestic demand,
consumption, jobs, and particularly investment. Micro, Small and Medium Enterprises
(MSMEs) have not largely benefitted due to their lack of capacity in influencing the
disbursement by the banks, and a lackluster incentive for banks to reach out to them due to
the ceiling on lending rates. A particular concern is the rise in unemployment and
consequent poverty due to most firms settling for employee retrenchment to keep costs
low, leading to a state of depressed demand in the economy. It is thus vital to increase
domestic demand and employment which is the major driving force behind the economy.
Policy has to be steered towards retaining employment and increasing consumer demand
and private investment to continue the growth trajectory of the past two decades.

5.2. Recommendations

5.2.1. Adequate and Timely Health Initiatives for Safeguards Against Health-led
Economic Disruptions
a. Make sure most of the population is vaccinated to prevent another large Covid
outbreak and prevent the need for further restrictions. Although there is hope of
economic recovery around the world with the arrival of vaccines for Covid-19, the fact
remains that a significant portion of the global population are yet to be vaccinated
and thus still remain vulnerable to the Virus. Here in Bangladesh, the minimum age
for receiving the vaccine is still 40 years. In this context, the Government must keep
in mind the socioeconomic impacts of the vulnerability on the population that has not
been vaccinated, and increased infection rates.
b. Ensuring at least 2% of GDP is allocated as Investments in the Health Sector: The
Government must make heath sector – a priority sector - to contain the crisis as much
as possible. Given the health crisis is intimately intertwined with the economic crisis,
keeping the pandemic under control will be fundamental to reopening the economy.
In this context, the Government must use the upcoming National Budget FY21-22 to
mobilize higher resources for the health sector.
c. Ensure proper implementation of the budget allocated to Health Sector: Proper
implementation remains a huge challenge given the capacity within the ministry, and
the lack of monitoring and accountability. The Government of Bangladesh should take
lead by appointing capable people within the ministry and DGHS, and replacing any
inefficiency or impediment. Setting up a culture of accountability and integrity is a
necessity, and it is appropriate to start with the health sector at a time of an
international health crisis.
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d. Broaden the Health Coalition to Involve Non-government/Private Sector Actors: The
Government should consider involving greater number of private hospitals and NGOs
in its current COVID response framework, so that their capacities can be used to deal
with the patients. The Government should also involve the NGOs to identify the
poorest families, informal sector workers and enterprises so that a better framework
of targeting guides its distribution of relief and aid.

5.2.2. Re-adjusting Stimulus for Quicker Turn Around of Domestic Demand

For the unemployed, poor, and the under-privileged
a. Government can consider sanctioning larger payments as social security (1% of GDP)
on a monthly basis for the next few months. Higher amounts will help to keep
demands high and support consumption to keep the economic wheel moving,
facilitate a high demand for the lower class of products and spur investments. People
can only buy products when they have enough to spend, and given demand is in such
a depressed condition deters firms from expansion, while many struggle to survive,
which is creating further retrenchment and disincentivizes investment despite the
cheap and facilitating mechanisms.
b. Rapid data collection on informal workers and the poor. It was recorded that some
of the social security and digital cash payments to the vulnerable were transferred to
the same mobile number more than once resulting in disproportionate distribution of
allowance. Thus, having a more robust and accurate data collecting system and
infrastructure in place to record important data and efficiently analyze them is key for
a more targeted response.

c. Introduction of Unemployment benefits for carefully selected people, who had been
recently unemployed due to the pandemic. Whereas the health risks of the Pandemic
seem to be coming to manageable proportions, the economic disruptions caused by
the Pandemic still remain at play in the form of higher unemployment when
compared to the pre-Pandemic days. Higher unemployment means that the level of
demand is low, resulting in lower investment in the economy. The Government can
thus consider the introduction of Unemployment Benefits for the next 3 years, in
order to keep the levels of demand in the economy high and encourage investment;
d. The GoB could consider a massive re-skilling initiative of workers involved in sectors
with export potential and for the migrant returnees from the middle east. For those
who had been recently unemployed due to the economic shock caused by the
Pandemic, this provides a great opportunity of integrating them back into
employment of the future, making them more resilient and future-proof, while
improving the overall competitiveness of the sectors and country. Skilled and capable
labor has been at large very scarce in Bangladesh, and improving the skill-level will
spur more private investments and FDI.
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e. A small amount could be provided as incentive, as part of the Social Security
payments to those who complete the above-mentioned training/ re-skilling
initiative. This will help provide incentive, but also ensure a transparent and efficient
targeting mechanism of the selected beneficiaries, who will have to take part in the
trainings to be eligible.
f.

Considering the ground realities in Bangladesh, it is important for the Government
to ensure transparency during the steps of registration for and disbursement of
social welfare benefits. It is crucial to use modern techniques like the Single-Registry
MIS to identify and prevent duplication, in addition to ensuring an efficient
Monitoring & Evaluation (M&E);

g. Better monitoring and evaluation for social safety nets and stimulus payments:
Better monitoring and evaluation at each stage of selection and implementation process will
be important to improve targeting over time. Low or no M&E cost may have resulted in high
leakages in the stipend programmes. Studies indicate that poor program implementation,
monitoring and evaluation are likely to cause some transfers to leak to non-poor beneficiaries
as well. A PERC report (GoB, 2003) shows that a large part of the budgetary allocations for the
Female Secondary Stipend programme (about 20-40%) do not reach the beneficiaries and are
perhaps appropriated by the schools and other intermediaries. It is important to ensure
implementation of the monitoring mechanism as part of an effort to improve the overall
efficacy of the safety net system in Bangladesh.

h. Increasing the stimulus payment to the poor and social safety nets’ coverage, is
the only way to effectively bring exclusion and ensure more people are benefitted.
The Child Money Program (CMP) in Mongolia provides an evidence of it as when the
grant became a ‘universal’ (entitled for all children under 18 years of age) in 2006,
exclusion error (those who are eligible but not reached by the program) fell
dramatically to 8% from a previous 21 %. It is generally well-accepted that exclusion
error goes down significantly when coverage is doubled.

For Small and medium firms
i.

Proper definition of SMEs: The inclusion of medium- sized firms in the definition of
MSMEs tends to divert the government’s policy interventions away from micro and
small enterprises towards medium-sized enterprises. Except for a few low-end
medium enterprises, most of the firms in the medium-size group face a business
environment similar to large enterprises. The evidence from BB data on outstanding
MSME credit shows that these enterprises have good access to institutional credit and
do not likely face a generic credit constraint. By clubbing together these enterprises
with micro and small enterprises, the effectiveness of the BB credit initiative to
support micro and small enterprises has been reduced as evidenced by the fact that
banks have chosen to disproportionately serve the medium enterprises for the
stimulus packages. One option is to redefine the MSME to exclude medium firms and
rename it to micro and small enterprises (MSE). To ensure that firms in the low-end of the
medium cluster do not fall out of service radar because they are closer to the small
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enterprises rather than medium enterprises, the definition of small could be revisited as
was done in the past to have a somewhat larger coverage. The main point is that
regulatory and support policies must be tailored to meet the needs of the small business

j.

Having a national database for small firms: The MSMEs are characterized by a
dominance of informal firms that are not registered with the government, do not have
official business licenses and do not pay taxes. As a result, they cannot benefit from
most policy initiatives to benefit small firms. A database along with facilitative tax
structure not only will only bring them into the formal sphere, but also make them
open to receive various services and tailored support. The SME Foundation can
possibly take the lead with support from the government and business associations.

k. Having a carefully thought out quota for each size of firms when formulating policies
for the stimulus packages, considering the mathematical contribution of the
different types of industries regarding employment generation, GDP contribution,
etc. According to WTO statistics, 7 out of 10 employment is created by SMEs. But
regrettably, our policy focus is inclined towards medium sectors. While export
oriented business deserve attention for the growth aspiration of the country, SMEs
surely need adequate and fair support, given the critical role it plays as the backbone
of the economy.
l.

Adapting regulations to serve informal MSMEs: The MSMEs are characterized by a
dominance of informal firms that are not registered with the government, do not have
official business licenses and do not pay taxes. As a result, they cannot benefit from
most policy initiatives to benefit small firms. This is a huge policy challenge with
serious political economy implications and must be handled with care. Most informal
firms do not have any incentive to register irrespective of possible benefits. a
pragmatic option may be necessary to adapt the regulations regarding the support
services for micro and small enterprises including access to finance in a way that
reconciles their expansion objective with tax regulations. An expert team of NBR, MoF
and BB could be formed to look specifically how best to reconcile the two objectives.
Bangladesh could also learn from the experience of other countries that faced this
challenge and resolved it.

m. Having a limit on the amount of working capital support which can be availed by
each firm, can help ensure fair and inclusive selection. In the USA, the loans
disbursed are typically 2.5 times the applicant's average monthly payroll costs. In
some cases, an applicant may receive a second draw typically equal to the first. This
helps maintain a fair system of allocation and inclusive use of the funds available,
making sure medium sized firms do not take sole advantage of the allocated support
to SMEs, while leaving plenty behind for the smaller firms.

n. Providing 100% credit guarantee to banks for proper disbursement of the allocated

amount, while prioritizing inclusiveness. It has been recorded that banks are
unwilling to service smaller firms due to high risk and costs involved. Providing credit
guarantee as done in Germany, USA and India can help incentivize the banks for
proper disbursal of the amount. Furthermore, many entrepreneurs have noted that
their lack of business relationship with the bank officials, have deterred them from
availing the stimulus, whereas medium firms are breezing through the process. To
ensure fairness and inclusive use of the funds, the above-mentioned guideline to
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only disbursed loans that are 2.5 times the applicant's average monthly payroll
costs, could be brought into play, similar to the US.

o. Concessional financing for Small Businesses: Policymakers should support soft
loans/working capital loan, so that SMEs are able to survive the crisis. Banks and
financial institutions may sanction up to BDT 25 lacs to women entrepreneurs against
personal guarantee. Entrepreneurs’ credit limit may be ranged from BDT 50,000 to
BDT 50 lacs.

p. Easing documentation needs for quicker and effective disbursement: The criteria of
documentation are set by BB to ensure compliance. Bangladesh Bank can come
forward to ease the documentation needs, specially for informal and small
businesses. Three-year audit reports as required to avail the allocated loans provide
added burden to small firms and acts a s a barrier. According to BB guidelines, banks
have to prepare Internal Credit Risk Rating System (ICRRS) for lending a loan amount
over BDT 50 Lakh. If a borrower provides proper information to the bank, it takes 3-4
hours to prepare ICRRS. There are other necessary documents related to Tax, VAT,
Environment, etc. which banks have to collect from borrowers for of internal and
external audit purposes.
q. Taking measures to overcome biases and improving bank’s awareness of the
importance of proper disbursement to the small firms: Current stimulus packages
that are applicable through banks depend on existing relationships with SMEs, which
many of the smaller players will lack. Bank-client relationship is a major impediment
for the CMSMEs who cover the 90% of the industries in the country. Effective
dialogues between business associations, SME Foundation and Bangladesh Bank can
help address the issue of bank-client relationship and better, effective
implementation of stimulus disbursement among others.

r.

Supporting revitalization of self-employment: A significant number of Bangladeshi
working age population are engaged in self-employment activities. While many of
them are micro and informal, hard to target through business support stimulus, there
are many who operate self-employment activities through formal channels. Currently,
the package does not include any support for such group. Several economic stimuli
around the globe are offering such support e.g. USA providing deferral of social
security tax, Singapore providing upto S$ 9000 over nine months to each such selfemployed individuals. Cash and non-cash fiscal support for self-employed merits
strong attention in order for the package to support this important group in the
workforce.

s. Tax reductions and grants for SME revival: The Government can consider reducing
the tax rate and offering grants to businesses in hard-hit sectors in an effort to help
reduce costs and boost the bottom line. Moreover, specifically for SMEs, expenses for
current and next fiscal year, exemption (or deferral) of withholding tax payments can
be a timely initiative.
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t.

Extend loan moratorium period till end of 2021/early 2022. In the BUILD survey, an
important support asked by most small entrepreneurs was to help ease the pressure
of returning the loans, as many are still barely surviving and far from full recovery. As
banks still have record-high liquidity, extending the period of moratoriums will not
have much of a negative impact on their operations, but help provide necessary
breathing space to small firms in such dire times.

u. A separate stimulus package for women entrepreneurs: For further effectiveness
and inclusivity of the stimulus allocations, a separate package could be made for
women entrepreneurs only. This will help ensure any of those left behind from the
SME pool due to various operational and competitive reasons, are served separately,
and promote inclusiveness and entrepreneurship. Women entrepreneurs serve an
important function in Bangladesh’s robust development, encouraging many others,
while providing employment to females which helps in their empowerment.
Furthermore, banks should treat Women entrepreneurs with care, to encourage their
participation and facilitate their inclusion and development. Brac Bank and NGOs have
had great success with women entrepreneurs so far due to their prioritization. Other
banks coming forward too can take their inclusion further.

v. Simplifying business procedures for MSMEs: As with any business, the case for
deregulating and simplifying the business licenses and clearance processes for
MSMEs still remains very strong. The documentation process for availing the
stimulus packages have been cumbersome for many small entrepreneurs, which has
hindered the loan disbursement process and reduced the overall level of interest.
The main objective should be to encourage them to become a part of the formal
business environment and voluntarily comply with the regulatory requirements.
Even though BSCIC will launch its one-stop service for CMSMEs soon so that
CMSMEs can get certification and documentation-related support, the case for
simplified procedures should be given continued attention for formalizing the huge
amount of informal CMSMEs and supporting further proliferation, given the huge
employment challenge Bangladesh is to face.
w. Automation in assessing risk and decision-making process: credit rating in the USA
is based on the database and credit history of a person. According to the scoresheet,
a person can avail loan if deemed worthy based on the algorithm and metrics set.
The whole process takes minutes. Such approaches can be seen in our neighbor
India as well. Bangladesh should also move forward with such automated process
and develop necessary infrastructure and data to analyze credit risk and simplify the
credit disbursement process.

Table 3: Stimulus and other recommendations targeted towards SMEs
Measure
Having a limit on the amount of working capital support can help ensure fair and
inclusive selection
Supporting revitalization of self-employment
Proper definition of SMEs and having a national database for small firms
Concessional financing for Small Businesses
Tax reductions and grants for SME revival
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Extend loan moratorium period till end of 2021/early 2022
Providing 100% credit guarantee to banks for proper disbursement of the allocated
amount, while prioritizing inclusiveness
Having a carefully thought out quota for each class of firms when formulating policies
for the stimulus packages, considering their mathematical contribution
Linking government procurement to SMEs
Taking measures to overcome biases and improving bank’s awareness of the importance
of proper disbursement to the small firms:
Support alternate credit mechanisms and small digital credit to informal sector small
firms and workers
A separate working capital package for women entrepreneurs, to make sure those left
behind from the other packages are catered
Simplifying business procedures for MSMEs
Automation in assessing risk and decision making process

Other areas and overall
x. Make the current and future working capital support employment linked similar to
the US: US’s paycheck protection program provides direct incentive for businesses
to retain their employees and have a stable payroll. Large firms have survived and
passed through the initial challenge thrown by the pandemic, due to generous
support from the government and their own capability. Any future support must
incentivize/ensure retainment of employees. The private loans at low rates of interest
to pay for their payroll costs, rent, interest, and utilities may be partially or fully
forgiven if employee counts remain unchanged, which works as a direct incentive for
the firm to retain its workers.

y. Financing the Stimulus Package Through Concessionary Multilateral Borrowing and
Re-allocation of Resources in GDP: The Government should seek at least $5 billion of
financing from multilateral development partners such as the World Bank, IMF, ADB
and JICA to ensure that its stimulus does not create a high domestic debt burden,
which is usually more expensive than foreign loans. Bangladesh faces a low public
debt to GDP ratio, which gives it some cushion to devise a stronger stimulus.
Government must also reallocate resources from development budget by withholding
and/or cancelling non-urgent development projects.
z. The policy makers should consider developing appropriate monitoring and feedback
mechanism: To constantly assess, and if necessary, adjust the design and
implementation mechanics of the stimulus package. This is important as the pandemic
scenario is still evolving, and so will the economic impact. Many adjustments will have
to be made as and when we get clearer sense of the economic shocks. Inclusion of
private sector and other relevant stakeholders from outside the government in such
institutional mechanism will help policy makers receive timely feedback and
pragmatic advice to strengthen effectiveness of the much-coveted stimulus package.
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5.2.3. Garnering Broader Policy Support for Sustained Capacity and Competitiveness
Short-term
a. Maintaining a Budget Deficit of 7 - 8% for FY22 (and even FY23): The National Budget
was prepared against the backdrop of two central uncertainties: {i} whether Europe
and the US will experience a “V-shaped” economic recovery or not; {ii} in the backdrop
of an apparent second wave in since early March 21, how the virus will itself unfold in
Bangladesh over the next six months. Consequently, it is prudent to expect weak
revenue mobilization performance in FY21 (and even FY22), which necessitates that
the GoB relies on bold monetary policy initiatives to support critical fiscal
expenditures, such as supporting SMEs, providing income transfer to the poor, and
stabilizing the financial sector.
b. The Government can consider immediately starting the implementations of projects
which are planned in the next 1-2 years. Although the structural pieces of the Padma
Bridge have come together, there is still work to be done. Other infrastructural
megaprojects like the Rooppur Nuclear Power Plant, Dhaka Mass Rapid Transit (MRT),
Elevated Expressway could be completed faster with higher procurement, to help
boost short-term employment and economic activity in those regions. The
Government can also undertake new projects to help relieve the country of its
infrastructure bottlenecks which has been a major constraint in the countries’
competitiveness.
c. The corporate and income tax rate could be lowered in the short-term, to kick-start
investments’ momentum. High tax-rates has been a major constraint in promoting
self-employment in the country, which functions as disincentives for many small firms
from officially registering with the authorities and banking system. Thus, those firms
have missed out from the government stimulus as they do not have the necessary
documentation. Reduction of the tax rates will help the NBR to expand its collection
pool as many small firms and unregistered businesses will deem it fair and voluntarily
join.

d. Linking government procurement to SMEs: Allocating a specific proportion of
government procurements from small firms will help provide a valuable market
linkage while ensuring a sustainable working capital support and opportunities for
learning and growth for the smaller firms, who usually do not have access to such
channels. This will also further incentivize firms to register and enter into the formal
economy in the medium to long term.
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e. Alternate credit assessment and digital credit: Traditionally, large banks have
controlled capital investments in Bangladesh. Most financial institutions have been
reluctant to lend beyond large corporates. One prevalent reason is complexities
associated with assessing the creditworthiness of SMEs. To address this issue financial sector policy makers could consider introduction of digital methods of credit
assessment and disbursement of loans. Many countries have successfully used mobile
applications that help gather thousands of data points about a consumer and this
allows one to assign a financial identity to an unbanked person, allowing mobile
phone or gateway-based money lenders to lend them, often within five minutes of an
assessment. Many successful examples now exist in Southeast Asia and in Africa
including Philippines, Kenya, and Tanzania, which concerned authorities can explore.
Medium to long term
f.

Although mitigating the social economic and humanitarian crisis caused by Covid19 is of immediate utmost importance, the Government must not forget the fact
that mitigating the impacts of climate change remains a long-term challenge for
Bangladesh and its people. In line with this challenge, the Government should
Promote investment in Green Finance and its infrastructure in technological,
sustainability and climate change similar to Germany. The Tk500 crore allocated for
startups could be directly linked to those start-ups with new ideas which are forward
looking, and help in Climate Change Adaptation, Mitigation and Resilience, and
environmental sustainability related clean projects. This can also help create a culture
of climate change entrepreneurship and more projects, which can tap into the global
Climate Change related funds.

g. Reviving dynamism in employment and exports, diversifying economic base, and
provide the much-needed lift to the SMEs, enhancing private Investment,
particularly FDI, will be critical: Bangladesh must capitalize on this emerging
advantage of many investors contemplating expansion beyond China, and
diversification of supply chain - but to do so it requires to put in place a targeted
investment promotion strategy and its operationalization at the soonest. Countries
such as Vietnam, Indonesia, India, and Philippines are all expected to put in a strong
effort. This makes it imperative for Bangladesh government to prepare and position
Bangladesh as a strong candidate for hosting the investors. This calls for quick and
successful implementation of the reforms undertaken, preparing and implementing a
targeted, time-bound, and focused investment promotion plan that will help
identification and targeting of the investors group, outreach with Bangladesh’s value
proposition, and putting in place an effective investors facilitation and after care
process.

h. Improvement in Investment Climate: The business environment in Bangladesh is yet
to support its vision for an upper middle-income country by 2021. Despite several
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recent reform initiatives, Bangladesh continues to secure lower positions in Global
Doing Business rankings. In 2019, Bangladesh Enforcing contracts, getting electricity,
and registering property remain the most problematic areas followed by trading
across borders, getting credit, and resolving insolvency. Modernizing archaic laws
such as Companies Act, Bankruptcy Act, improving government service delivery
through establishing effective One-Stop-Shop (OSS), strengthening contract
enforcement through introduction of Alternate Dispute Resolution (ADR) and faster
disposal of commercial cases, and strengthening regulatory governance through the
introduction of systematic tools such as Regulatory Impact Assessment (RIA), are
some of the critical policy measures to improve the business operating environment
of Bangladesh.
i.

Strengthening Export Competitiveness : Developing broad-based global value chain
capabilities through policy measures such as reducing average rates of protection and
harmonizing tariff schedules across all intermediate and final goods, facilitating easier
and faster imports for exporters (e.g. through better functioning bonded
warehousing schemes), introducing better standards and product market regulations,
adopting a national environmental and social compliance framework for high
potential export sectors and strengthening trade logistics, developing new ports such
as Bay and Patenga Terminals to reduce customs clearance and transit times— are
some of the areas where Bangladesh needs a renewed focus to diversify its export
base and realize its missing potential.

Table 4: Summary of recommendations
Recommendation

Timeframe

Responsibility

Major
Impact

Ensuring at least 2% of GDP is allocated
as Investments in the Health Sector

Short-term

MOSW,
MoHFW

Jobs,
Investment

Broaden the Health Coalition to Involve
Non-government/Private Sector Actors

ShortMedium

MoHFW

Investment,
Employment

Sanctioning larger payments as social
security (1% of GDP) on a monthly basis
for the next few months

Short-term

MoSW, DSS

Consumption

Future working capital support
employment linked similar to the US

Short-term

BB, MoF

Employment

Introduction of Unemployment benefits
for carefully selected people

Short-term

MoSW, DSS

Consumption
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Supporting revitalization of selfemployment

Short-term

MoC

Investment

Immediately starting the
implementations of projects which are
planned in the next 1-2 years

Short-term

PMO, MoRTB,
MoRailway

Jobs,
consumption

Massive re-skilling initiative of workers

Short-term

MoEdu

Investment

Tax reductions and grants for SME
revival, extension of loan moratoriums
while providing 100% credit guarantee

Short-term

MoC, MoF,
BB, NBR

Investment,
consumption

The corporate and income tax rate could
be lowered in the short-term

Short-term

MoF, NBR

Investment,
consumption

Enhancing FDI, enhancing investment
climate and strengthening export
competitiveness

Long term
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Investment,
Employment,
Consumption

