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The stock market of Bangladesh has experienced significant challenges in recent years due to persistent macroeconomic
pressures, rising inflation, exchange rate instability, and tightening monetary policies. This editorial critically examines
how these interconnected economic factors influence the performance and stability of the Bangladeshi capital market,
particularly the Dhaka Stock Exchange. Inflationary pressures have increased production and operational costs across
multiple industries, reducing corporate profitability and weakening investor confidence. Simultaneously, depreciation of
the Bangladeshi Taka and fluctuations in foreign exchange reserves have intensified uncertainty among domestic and

foreign investors. The editorial further discusses how restrictive monetary measures, including higher interest rates and
constrained credit availability, have shifted investment preferences away from equities toward lower-risk financial
instruments. Structural limitations within the financial system, including governance concerns, inadequate market depth,
and speculative trading behavior, are also highlighted as contributing factors to market volatility. Despite these challenges,
Bangladesh retains considerable long-term economic potential supported by industrial growth, demographic advantages,
and expanding financial sectors. The editorial emphasizes the importance of policy coordination, regulatory transparency,
financial sector reforms, and institutional strengthening to improve market resilience and support sustainable capital
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market development in Bangladesh.
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The stock market serves as a sensitive barometer of a nation’s
economic condition, reflecting investor confidence, corporate
profitability, and the broader macroeconomic environment. In
Bangladesh, the performance of the capital market, particularly the
Dhaka Stock Exchange, has increasingly been shaped by
macroeconomic pressures, persistent inflationary trends, exchange
rate volatility, and tightening monetary conditions (Islam et al,
2017). Over the past few years, the Bangladeshi economy has faced
a combination of external shocks and domestic structural challenges
that have significantly influenced investor behavior and stock market
dynamics (Chowdhury et al, 2024). Bangladesh has long been
recognized as one of South Asia’s fastest-growing economies,
supported by strong export-oriented industries, a growing remittance
sector, and expanding domestic consumption. However, the post-
pandemic global economic environment, coupled with geopolitical
conflicts, energy price instability, and supply chain disruptions, has
generated substantial macroeconomic stress (Akter et al, 2024).
Rising import costs, pressure on foreign exchange reserves, and
depreciation of the Bangladeshi Taka have contributed to elevated
inflation rates, thereby affecting both businesses and investors
(Saifullah et al., 2025).

Inflation remains one of the most critical determinants influencing
stock market performance in Bangladesh. Persistent inflation erodes
purchasing power, increases operational costs for businesses, and
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reduces real returns for investors. In theory, moderate inflation may
stimulate corporate earnings by increasing nominal revenues;
however, when inflation becomes prolonged and unpredictable, it
creates uncertainty across financial markets (Islam, 2024). In
Bangladesh, high inflation has particularly affected sectors dependent
on imported raw materials, including pharmaceuticals, textiles,
energy, and manufacturing industries. As production costs rise, profit
margins narrow, weakening investor expectations regarding future
earnings (Islam, 2013). The relationship between inflation and stock
market performance is complex and multidimensional. On one hand,
equities are often considered a hedge against inflation because
corporate earnings may rise alongside prices. On the other hand,
excessive inflation discourages investment by increasing uncertainty
and reducing disposable income among consumers (Jamaani and
Alawadhi, 2025). In the context of Bangladesh, inflationary pressures
have often translated into reduced trading activity, lower market
liquidity, and declining retail investor participation. Small investors,
who constitute a major portion of the Bangladeshi stock market, are
especially vulnerable to inflation-induced financial stress, leading
many to shift investments toward savings instruments, fixed deposits,
gold, or real estate (Saha et al., 2025).

Monetary policy responses by Bangladesh Bank have also played
a significant role in shaping capital market outcomes. To combat
inflation and stabilize the exchange rate, the central bank has
adopted tighter monetary measures, including increases in policy
rates and restrictions on credit growth. While such policies are
intended to control inflation, they also increase borrowing costs for
businesses and reduce corporate expansion opportunities (Rana ef
al., 2024). Higher interest rates make fixed-income investments more
attractive relative to equities, often causing capital outflows from the
stock market. Consequently, the equity market experiences reduced
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demand, weaker valuations, and heightened volatility (Ghazanvi and
Akram, 2025). Exchange rate fluctuations represent another major
macroeconomic challenge affecting the Bangladeshi stock market.
The depreciation of the Taka against the US dollar has increased
import costs, particularly for industries reliant on foreign raw
materials and machinery. This depreciation has also intensified
pressure on foreign debt obligations and reduced the profitability of
import-dependent firms (Haque and Imam, 2025; Amit and Kafy,
2024). At the same time, currency instability negatively influences
foreign investor confidence. International investors generally seek
stable macroeconomic environments, transparent governance
structures, and predictable policy frameworks before committing
capital to emerging markets. Persistent exchange rate uncertainty
may therefore discourage foreign portfolio investment in
Bangladesh’s equity market (Elgharib ef al., 2025).

The banking sector, which serves as the backbone of
Bangladesh’s financial system, has also experienced significant stress
due to macroeconomic pressures. Rising non-performing loans,
liquidity constraints, and governance concerns have weakened
investor confidence in banking stocks, which traditionally hold a
substantial weight within the market index (Mozumder et al., 2022).
Since financial institutions are closely interconnected with capital
market operations, instability within the banking sector often
transmits directly to stock market sentiment. Weak corporate
governance, insufficient transparency, and concerns regarding
financial reporting standards further amplify market uncertainty
(Yulfajar et al, 2025). Additionally, the stock market of Bangladesh
continues to face structural limitations that magnify the effects of
macroeconomic instability. Compared to larger emerging economies,
Bangladesh’s capital market remains relatively shallow, heavily
dominated by retail investors, and limited in institutional participation
(Mahmud and Billah, 2025). The absence of diversified financial
instruments, inadequate market depth, and occasional regulatory
inconsistencies contribute to heightened sensitivity during periods of
economic stress. Investor sentiment in Bangladesh is frequently
driven by speculation and short-term reactions rather than long-term
fundamental analysis, making the market particularly vulnerable to
inflationary shocks and macroeconomic uncertainty (Guo et a4/,
2025).

Despite these challenges, Bangladesh’s stock market also
presents significant long-term opportunities. The country maintains a
large domestic consumer base, a rapidly growing middle class, and
strong industrial potential, particularly in  manufacturing,
pharmaceuticals, information technology, and renewable energy
sectors (Chowdhury et al, 2025; Tannoury and Attieh, 2017). If
macroeconomic stability can be restored and financial sector reforms
strengthened, the capital market may become an increasingly
important source of long-term investment and economic
development. To improve stock market resilience under inflationary
and macroeconomic pressure, several strategic policy interventions
are necessary. First, maintaining stable and predictable monetary
policy is essential to restore investor confidence. Inflation
management should be accompanied by policies that support
productive investment and industrial growth (Phahlamohlaka and
Buthelezi, 2025). Second, strengthening foreign exchange
management and improving export diversification may help reduce
external vulnerabilities. Third, enhancing corporate governance,
financial disclosure standards, and regulatory transparency can
improve market credibility and attract both domestic and foreign
institutional investors (Shanikat and Aldabbas, 2025).

Furthermore, the development of deeper capital market
instruments, including corporate bonds, exchange-traded funds,
green finance products, and derivatives, could improve market
efficiency and reduce overdependence on speculative equity trading.
Encouraging greater institutional participation from pension funds,
insurance companies, and mutual funds may also stabilize market
behavior during periods of economic volatility. Financial literacy
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programs are equally important to educate retail investors regarding
long-term investment strategies and risk management practices (Li,
2025). The future performance of Bangladesh’s stock market will
largely depend on how effectively policymakers balance inflation
control, economic growth, and financial sector stability. While
macroeconomic pressures have exposed vulnerabilities within the
capital market, they have also highlighted the urgent need for
comprehensive reforms and institutional strengthening. A stable and
transparent capital market is not only vital for investor protection but
also essential for mobilizing domestic savings, financing industrial
development, and supporting sustainable economic growth
(Chowdhury et al., 2026).

Inflation and macroeconomic pressures remain central challenges
influencing the stock market performance of Bangladesh. Rising
prices, exchange rate instability, tighter monetary policy, and
structural weaknesses within the financial system have collectively
contributed to reduced investor confidence and market volatility.
Nevertheless, with coordinated policy reforms, stronger governance,
and improved macroeconomic management, Bangladesh possesses
the potential to build a more resilient and globally competitive capital
market. The current challenges should therefore be viewed not solely
as obstacles, but also as opportunities to modernize and strengthen
the foundations of Bangladesh'’s financial ecosystem for the future.
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