














































































































































































































On ju 1 

1707 02,' 

n . a nar:.el 

:!'inistry of Fintnc.--

 

Goveramant of the People's ilapulAic 
of nam7ladesh 

Dncce, rarch , 1976. 

-,7ittaveen: 

LanF,Iadesh enteral into a stand-by arrem-e72ent with the Fund 

thc anout= of SD7161.5 r41lion. The ster 2-bv a,-ranzene-it was in 

3. su7,prrt of the pro:ram that mss outlined in the letter to you 
dated Jun= 11, 1975 

4. t=ae then 7:-Trii.C.Iter of Finance. 
--I A - Jae program rate of inflation 

from about 75 cent in 1974 to no uore than 6-10 per cent in 1975/76 and at 

6. atren7-theming T.•=yr.ants position. io ends, the pror=am provided 

a ceilinf on total dc,:aestic credit expansion and also on the 
e:zpanrion of credit 

to the e-overnLect -rest- of the public sector. Ln,  increase in develcpnent 

an-T.nna'itnres of 25 -yer cant in real terms vaa projected 
hut it vas not expected that 

1S. th= vould, except for s---,sonal needs, resort to a6ditionnl financia7 
from 

11. the ban7.:in; system in 175/76. The balance of payments vss expected to 1-..e in near 

12. c..-a-,71-Ir4u=. .."7.).0"-L.S, 4= r=n-tcular of raw materials and sure were to be 

C3. s'r,stantially in order to reduce shortages that had developed and 
inpnrt 

1-,roteicr:-2s -.;ere to be -restlr reasures included in the program 

l7 relit.-., to zifustnents in pricinr, policy follo:-inr the eychan-e rate 
adjustnent of 

ay 7 ~ restraint on va7,=s and salaries, reduction in the rate of sul,sidy 
on the 

77. sale of food :rains, rationalization of the tax system and in
in the financial 

2S. perfog-- -:ce of +-he enterprises. In vie-; of the uncertainties with re"erd to 

th7, an,1 the stand-by arranver-ent provided for a revie-zof the credit 

20. prc:ra--, -.7ith the Fund during the period of the aria-:.errant. 

21. of the prosran has nroceeled satisfactorily and all of the 

17.7su,-ea rwt1 i,:ed in th= orozram have been taken. The eaonomic situation has shown 

As a result of favov-eole waatl!er and continual efforts to 

4.:1F-aructure, the donlestic out7ut of food 
rains is 



1. to rise by about 17 per cent to about 13 million tons. The continuation of tight 

2. monetary policies has contributed to a reversal of speculative stock building which, 

3. v'th import liberalization, has led to an easier supply situation, particularly 

4. of 4—ported inputs. Total gross output is now projected to rise by over 10 per cent 

5. compared with about 6 per cant projected in the program. Prices, as measured by the 

• Dacr.a cost of livin index, ~e declined by 8 per cent between June 1975 and January 

7. 176. 

8. 3. Op_ the external side, en-ports of raw jute are likely to emceed the original volume 

tercet by at least 25 per cent but silipmentS of jute goods may fall somewhat below our 

10. empectation, desy-ite sore recent increases in sales. Both items have experienced price 

i 1 • deelines in the international market mainly aS a result of the recession in the inius-

 

11. trial count=ies. On the import side, we have had to spend more of our own foreign 

13. exchange resources because of delays in aid commitments. In addition, it is e-xpected 

14. tb-t importers will have reduced their short-term n:ebtednesS under import letters of 

15. credit by about SD.T1.24 million from the high level of SD7aL0 million outstanding in 

16. Jun=,  1975. On account of these and other factors, the balance of pa}ment8 is now 

projected to show a deficit of about SDR17O million in 1975/76. 

18. 4. Vith a view to accelerating economic activity and industrial investment, the 

'P. Government has recently taken a number of measures to encourage the private sector. 

20. The ceilin- on private investment has been raised from Th30 million to Tk100 million. 

21. Ti ndustrial f'nen-ing institutions have been directed to provide equity support to 

22. small-sca-e industries, ptarticulatly tho3e that process agricultural products and have 

~3. an export potential. The role of the private sector has also enlarged in the field of 

24. trade and distribution. 

25. 5. The credit ceilings for the period ended January 30, 1976 have been adhered to. 

26. Fol-ever, in view of certain developments which ware not either foreseen or fully ta',en 

27. into account at the time the credit program was for=lated, we find it necessary to 

2E, er.just the p-oLre-._ for the remainder of the atand-by period. The follca-tno 
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de:-.cr-rE.e these developments and the extent of adjustment that is called for. 

6. 'e^ently, the Government has substantially decreased subsidies on official 

food distribution. The ration prices have been raised from Th60 to Tk90 per naund 

• for rice and from T;:50 to Th70 net naund for wheat. Fo'ever, due to the sharp 4ecline 

of foodgrain prices in the free marhet, the increases vere less than originally planned 

▪ and the effective date of these chanees had to be delayed. This will cause the 

on food sub=4,-7.Tes to remain soe_;7hat above the proiected level. 1;oreover, 

'n order to maintain adequate incentives for a continued high level of foodgrain 

. zhe Government has decided to raise official procurement in the domestic 

3. rerioet Iron 200,030 to over 400,000 tons. On t..17.e oth..r hand, the increased availability 

1. of fool:-raims La 1.-ri-i-ate markets is expected to reduce sales through the official 

2. ration systam by 200,000 tons. The resulting need for financing of foodgrain stocks 

3. by the Treasury vill emceed the budgeted amount by The90 million. On February 9, ti:e 

4. noveral.eni-  also increased the ration price of edible oil from :kr to Th12 per 

5. The decision had been postmored from June 1975 partly as the result of a decline in 

6. the volume of distribution throu2h the ration system. The total offtahe of edible oil 

7.Os nou estimated at 23,000 tons, compared vith the original budgeted estimate of 60,000 

8. tons. The increased burden on the Treasury as the result of the delayed price increase 

.9. and the rise in stocks is estimated at Tk200 million. 

:O. 7. ' i nce June 1975, it has become apparent that our current e,:penditures Will emceed 

!l. the or-IF:4nel tarz-et by about Th630 million. Uhile tight expenditure control is 

~2. en:-ecte.=,  to lead to savings of about Th260 million on existing appropriations, a s-All 

13. salary increase for civil servants in the loveSt grades to co7.pensate for the higher 

), -4. ration p—ices of fozdg;rainS and higher expenditures on transportation, the food for 

order, w ll increase current expenditures by about Th890 

bud get (excluding 

number of measures 

These include 

?5. work. pro,:rael and lav and 

26. million. In order to maintain a sufficient surplus on our current 

27. the food account), the Government introduced en February 9, 1976 a 

23. that are ---:-erte-1  to yield Tk140 million during this fiscal year. 
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1. increases in railway fares, postal rates and telephone charges, hither tariffs and/or 

2. en,-ise duties on metals, tentiles and chemicals, and an increase in the export tam on 

3. Jute. The increase in economic activity and better tax collection procedures are 

4. e,7tected to yield an aclizional revenue of Th439 million. The overall Treasury 

5. deficit in 1975/76, including food operations, is now esti-_red at Tk 1 billion. 

6. 3. While a major part of the Government deficit in 1975/76 is on account of the 

7. need for funds to finance accumulation of food stocks, the Government is 

O • a.:are that subsidies on food continue to be a heavy burden on the budget. Moreover, 

-.with continued progress 1- in raising domestic foodgraim production, it is likely that 

10. counterpart generation from imported foodgrains will gradually decline. It is 

11. therefore the Government's intention to keep official ration price8 under continuous 

review. ,ine Government intends to mobilize, as soon as possible, additional resources 

13. frc= zhe a-nricultural sector. 

14. the exception of the jute and paper industries, che financial position of 

15. Public enternrises has continued to improve and further measures to increase their 

16. efficiency are bein,- considered. In addition, the rangladesh Bank 1-as continued to 

apply strict discipline on their access to bank financing. ks the result of this, and 

13. also because of the recent policy of transferring so-le• activities from the public to 

19. the private sector, noted above, the expansion of credit to public enterprises in 

20. 1975/76 is es,:pected to be Tk1,011 million less than was orininally estimated under 

21. the program. The credit needs of the private sector are expected to rise by Th490 

22. more than vas anticipated, mainly because of their increased role in the 

23. economy. 

94. 10. In accordance Z. the projections above, the Government proposes to limit total 

25. domestic credit to no more than Thl7,132 million during the period up to Yay 28, 1976 

26. and 7-117,501'; million during the period up to June 25, 1976. :athin this overall 

27. roil^ZG the sun of net credit to the Government and Gross credit to the rest of the 

23 v il be limited to T1-13,1,37 million during the period up to :'ay 23, 1976 
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. an,' to '1113,357 during the period up to June 25, 1976. 

• 11. The Government of Banzladesh believes that the policies described in the letter 

of jur.. 11, 1975, as supplemented by the policies and measures set forth above, are 

alle7u7.*e to achieve the objectives of the financial program but will take any further 

-1=-=,,-s that beco7e necessary for this purpose. 77.-n-,,-Ia.77esh will consult vith the 

7,1*,  in accordance with its policies as indicated in tl,e letter of June 11, 1975. 

Sincerely yours, 

(Ziaur 

Johannes 7ittevaan 
.47na:-71n7 Diractor 
Itarnational "onstary Fund 

D.C. 20431, 


	Binder1.pdf
	45161.pdf
	Scan (005).pdf
	Page 1


	Scan (007).pdf
	Page 1
	Page 2
	Page 3
	Page 4


