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The NSC Problem: Three Structural Flaws

National Savings Certificates have existed since 1944. By the mid-2010s, they had become the dominant source of domestic deficit financing —
with deep structural problems.

Administered Rate

e Set by government decree — not market-determined
* Consistently above T-bond yields, crowding out marketable securities and distorting the yield curve.

No Issuance Control

e Available over the counter at any time, in any amount.
e Actual net sales exceeded budget targets by 50-100% in peak years (FY17—FY19).

Disproportionate Fiscal Burden

* Interest payments on NSCs at one point was more than twice of payments on all Treasury bills and bonds
combined — despite similar outstanding stock.
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NSC Sales Chronically Exceeded Market Borrowing

NSC vs Marketable Securities NSC: Actual vs Budgeted Amount
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First Wave of Reforms (2019-2021): Demand Management

Automation

End-to-end digitalisation of NSC transactions;
paperless by FY25.

Slab-Based Rates

Tiered rates across 9 savings schemes — higher

balances earn less, discouraging large investors.

Investment Cap

Unified Tk. 1 crore (10 million) cap across seven
schemes per individual investor.

NID Linkage

Mandatory National ID for purchases — limits
misuse and duplicate holdings.

Diaspora Bond Rates

Rates on two diaspora bonds adjusted downward.

Institutional Issuance

Institutional certificates now exclusively issued
through the National Savings Bureau.
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The LCBM Framework: Structuring Bangladesh's Reform Path

The LCBM diagnostic provided not just a checklist — but a sequencing guide and a shared language with our multilateral
partners.

What the Diagnostic Revealed Reform Sequencing (LCBM-Guided)

e  Over reliance on non-market borrowing

e  High number of small bonds and limited Reform retail debt to focus on Market Debt
benchmark bonds

e  Shallow yield curve — limited long-end T-bond

_ Clean up primary market
issuance

(auctions, devolvement, calendar)
e  Thin secondary market (FY24 exchange trades:

BDT 330 crore only) Build Benchmark bonds and the yield curve
e  Bank-dominated investor base with hold-to- (shift T-bills - T-bonds)
maturity bias

e Auction devolvement undermining market-rate Develop investor base

price discovery (PD framework, mutual funds)

e  Repo market impediments limiting liquidity Official Use Only



LCBM Recommendations: Implementation Status

Recommended Action Current Status

Reduce NSC rates toward market rates [Z December 2024
Remove impediments on repo market &4 Implemented

Phase out auction devolvement; Quarterly calendar £4 Implemented
Benchmark bonds and daily yield curve £4 Implemented

HFT valuation rules for institutional investors £4 Implemented

New PD regulation to balance obligations and privileges £4 Implemented
Government cash management capabilities &) In progress

Use LMOs to manage refinancing risk &) 1T System developed
Promote fixed-income mutual funds & insurance E] Work in progress
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The December 2024 Breakthrough: Market-Linked NSC Rates

For the first time in Bangladesh's history, NSC interest rates will be market-
discovered — not government-declared.

= ¢

Small Investor
Benchmark Rate

Protection
*  Weighted average of 5- e Rates set every June (for * UptoBDT 750,000:
year and 2-year T-bond July—Dec) and December premium of up to 50 bps
yields across the most (for Jan—June). above benchmark.
recent 6 auctions  No more arbitrary * Above that: benchmark
changes. rate only.

Cabinet-approved December 2024. Effective 1 January 2025. Official Use Only



Early Signs & The Road Ahead

Early Indicators What Comes Next

Negative
5 e First-ever Annual Borrowing Plan (IMF TA

Net NSC issuance in H1 FY25 Mission, May 2026)

(BDT —369 Crore) _ , ) )
e |nternational Bond index inclusion —

broadening investor reach

Rate Reduced . .
e Euroclear/Clearstream integration for local

NSC max rate reduced by 150 bps currency bonds
e T-bill to T-bond shift — extending maturity
profile

e Fixed-income mutual funds & institutional
Non-bank G-sec investment rose to 21% from 17% investor development
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Three Key Takeaways

G The technical case alone is not enough

* NSC rate reform was analytically obvious for years.
 What moved it was fiscal pressure meeting political will. Build the case early; wait for the
moment.

Frameworks provide sequencing and shared language
e The LCBM Framework helped us prioritise and communicate reform steps consistently across MoF,
Central Bank, and multilateral partners.

e Reduce the distortive instrument AND build the alternative

e Cutting NSC demand without deepening the bond market creates a financing vacuum.
* Both sides of the equation must move together.
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