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1. Background

After a prolonged period of weak investor confidence, the Bangladesh equity market entered 2026
at a somewhat unusual point in its valuation cycle. The Dhaka Stock Exchange is currently trading
at levels that appear low both by its own historical standards and in comparison, with regional
markets. At the same time, a number of larger listed companies, especially banks, have continued
to report positive earnings growth. This creates an important question for the paper. Is the market
cheap because the listed companies are fundamentally weak, or is it because problems in market
access, price discovery, and institutional demand have prevented corporate earnings from being
properly reflected in share prices? Based on the available evidence, the second explanation
appears to be more convincing.

The term “structurally cheap” is used here in a particular sense. It does not suggest that every
listed company is undervalued, and it should not be understood as a short-term forecast of the
market index. Rather, the term refers to a situation where the gap between prices and earnings is
influenced by factors that are not directly related to the operating performance of listed firms.
These factors include, among others, the ease with which foreign investors can enter or exit the
market, the settlement process through which transactions are completed, the limited depth of
domestic institutional investors, and the extent to which prices are allowed to adjust freely. In this
sense, these are mainly market-structure issues. Unlike company-level earnings, however, such
constraints can be addressed through changes in regulation, taxation, settlement arrangements,
and the development of a wider investor base. The paper discusses the argument through six
areas: valuation, market performance, the sources of the discount, policy responses, banking-
sector evidence, and the main risks to a possible re-rating.

It is important to make this distinction because low valuation, on its own, does not necessarily
prove that a market is mispriced. In frontier markets, valuation discounts often reflect genuine
concerns about liquidity, governance, exchange-rate risk, or the reliability of corporate earnings.
Bangladesh also faces some of these concerns, particularly in relation to the banking sector and
the limited presence of institutional investors. Even so, the present valuation gap seems wider
than what these risks alone may reasonably explain. The market is trading below regional peers
and also below the range to which it has returned after earlier periods of correction. Meanwhile,
several large banks and other listed firms have shown a degree of earnings resilience. The
analytical puzzle, therefore, is fairly clear: the earnings base has not collapsed, but the multiple
applied to those earnings has fallen considerably.

Part of the explanation may be found in the way Bangladesh’s capital market has operated in
recent years. Price floors, settlement difficulties faced by foreign investors, limited mutual fund
participation, and a narrow pool of long-term domestic capital have weakened the market’s ability
to translate earnings growth into valuation recovery. In such a setting, even financially sound
companies may remain cheap because the likely buyers are either absent, constrained, or
unwilling to pay a higher multiple. The issue is therefore not simply whether companies are
making profits. It is also whether the market has the necessary infrastructure and investor depth
to price those profits efficiently.

This is where the reform cycle of 2026 becomes relevant. If progress continues in areas such as
price discovery, taxation, settlement, and institutional participation, the existing discount may
gradually narrow. In other words, a market re-rating may not require a dramatic improvement in
the operating performance of listed companies. It may also occur if the market becomes more
capable of recognizing and pricing the earnings that firms are already generating.



2. Major Valuation Signals

As of 30 June 2026, the benchmark DSEX index traded at about 9.1 times earnings (BRAC EPL
Research, 2026a; CEIC Data, 2026). This is the lowest multiple in its regional peer group and
close to a two-decade low. The historical context is important. At the 2010 market peak, the price-
to-earnings multiple reached about 30 times. At the 2021 peak, it reached about 21 times. After
both rallies, the market settled into a range of roughly 12 to 15 times. The present multiple sits
below that settling range. The banking sector, which remains one of the principal anchors of the
exchange, is cheaper still, with a sector multiple near 5 times against a peak of about 25 times in
2010 (CEIC Data, 2026). Figure 1 places the current level against the two major rally peaks and
the historical settling band.
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Source: Dhaka Stock Exchange and CEIC Data; New Age; The Financial Express; BRAC EPL Research.

A valuation discount of this scale would normally suggest weakness in corporate earnings. In
Bangladesh, however, the evidence is more mixed and in the case of leading banks, points in the
opposite direction. The City Bank recorded 161 percent year-on-year earnings growth in its most
recent quarter while trading at about 3.8 times earnings. Pubali Bank recorded 21 percent
earnings growth at about 5.1 times earnings (BRAC EPL Research, 2026a). In other words, the
market is pricing some of the stronger earnings outcomes at the lowest multiples. Table 1
summarises the pattern for selected leading banks.



Table 1. Leading banks: return, earnings growth, and valuation, H1 2026

Bank H1 2026 price return 3M YoY earnings Trailing P/E
growth

The City Bank +50.8% +161.4% 3.8x

Pubali Bank +43.3% +20.9% 5.1x

BRAC Bank +19.4% +43.7% 7.5x

Eastern Bank +5.5% +12.0% 4.8x

The pattern in Table 1 is not exceptional to one bank. Several of the larger banks by market
capitalization show a similar relationship between earnings growth and low valuation. Figure 3
places earnings growth and valuation on the same chart. The relationship is close to inverse: the
faster earnings grew, the lower the market multiple often remained. In a market with deep and
unconstrained participation, stronger earnings would normally be expected to attract a higher
multiple. The fact that this has not happened suggests that the constraint is not primarily the
income statement of the banks, but the ability of natural buyers, especially foreign institutional
investors, to access and price the market with confidence.

Figure 3. Leading banks: earnings growth vs. valuation, H1 2026
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The valuation history of the banking sector reinforces this reading. Banking traded near 25 times
earnings at its 2010 peak and has spent much of the past decade in single digits. Such a wide



range is difficult to explain only through a change in the intrinsic quality of Bangladeshi banks. It is
more plausibly explained by a market in which access, liquidity, and investor confidence have set
the valuation floor. A floor created by access constraints can move faster than a floor created by
earnings deterioration, because the underlying companies do not need to change before the
multiple can adjust.

3. Key Market Trends in 2026

The market, however, has not remained cheap in a completely static sense. During the first half of
2026, the DSEX increased by 18.4 percent and closed at 5,762.8. It also crossed the 5,700 level
for the first time in almost 22 months (BRAC EPL Research, 2026a). Average daily turnover rose
by more than 50 percent, while June recorded the highest level of market activity during the
period. These gains become more significant when the broader context is taken into account. The
recovery occurred despite an oil-price shock following the US-Israel strike on Iran, an ongoing
domestic political transition, and the appointment of a new securities commission. During the
same period, India’s benchmark index declined by 10.3 percent. Bangladesh, therefore, produced
a considerably stronger return, even though its market continued to trade at less than half of
India’s earnings multiple. Figure 2 and Table 2 present the regional valuation and performance
differences.

The two stresses are worth setting out because they were material rather than routine.
Bangladesh held its first parliamentary election in five years on 12 February 2026, ending an
eighteen-month interim government led by Muhammad Yunus. The Bangladesh Nationalist Party
won a commanding majority under Tarigue Rahman, while voters separately approved a package
of constitutional reforms through a referendum held on the same day (East Asia Forum, 2026).
Within weeks of the election, the United States and Israel struck Iranian nuclear and military sites,
and Brent crude prices rose sharply. For Bangladesh, an oil shock has direct balance-of-
payments significance because energy accounts for a large share of the import bill (Carnegie
Endowment for International Peace, 2026). The DSEX absorbed both developments while still
delivering one of the strongest regional returns in the period.

Figure 2. Regional index returns and valuations, H1 2026
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Source: BRAC EPL Research, DSE Performance Review H1 2026; Bloomberg; Investing.com.

Table 2. Regional comparison, H1 2026

Market H1 2026 Trailing P/E Dividend yield
return
Thailand (SET) +26.3% 17.6x 4.2%
Bangladesh (DSEX) +18.4% 9.1x 5.2%
Vietnam (VN-Index) +4.2% 15.3x 1.7%
Pakistan (KSE) +3.9% 9.2x 4.9%
Sri Lanka (CSE) -1.6% 12.2x 2.9%
India (Sensex) -10.3% 21.6x 1.5%
Indonesia (JCI) -34.7% 13.5x 4.5%

Figure 4 presents the same regional picture by valuation and return. Bangladesh occupies a
distinctive position: it combines one of the lowest valuation multiples with one of the strongest
market returns. The dividend yield also deserves attention. At 5.2 percent, Bangladesh offers the
highest yield in the peer group, above Thailand's 4.2 percent and more than three times India's
1.5 percent. Thus, the market is not only priced cheaply against earnings, it also provides a cash
return while investors wait for a fuller re-rating.

Figure 4. Cheapest market, best return: H1 2026
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The key point is not simply that the index rose. It is that the rise occurred while the market
remained the cheapest in the peer group, and while the economy was absorbing political and
external shocks. This indicates a reduction in the risk premium investors attach to Bangladesh
rather than a mere technical rebound from a low base.

4. Existing Constraints to the Sector

The discount is not solely due to the quality of the company. Many of them have come about
because of the problems of investing in the market. Foreign investors, for instance, had difficulties
in investing, settling transactions and withdrawing their funds. The foreign settlement process was
also not always in harmony with the domestic trading cycle. These concerns were echoed by
MSCI's decision to not upgrade Bangladesh (BRAC EPL Research, 2026a) in May 2026.

No robust local institutional support was also available to address this. Mutual funds and asset
managers were relatively small and thus were not able to generate a steady demand when
foreign participation reduced. The use of floor prices added to this meant that shares were unable
to trade freely. These problems collectively had a greater impact on the operation of the market
than on the profitability of the companies.

Much of this problem is due to the floor-price period. This rule was implemented in March 2020
with the onset of the pandemic and discontinued in mid-2021. It came back in July 2022, when the
Ukraine war made the import costs higher and put pressure on the currency. The result was not a
single policy, but a series of restrictions, partial withdrawals, exemptions, and new interventions.



The last two companies that remained under the control of Islami Bank and Beximco were
released only in June 2026 (Bonikbarta, 2026).

This mechanism is made explicit in MSCI's frontier-market methodology. Markets are evaluated
based on real experience of institutional investors, such as freedom of price formation,
repatriation, settlement and mobility of capital. This is an interesting review of the market-
classification that will take place on 23 June 2026. MSCI expressed its support for the removal of
floor prices but cautioned that if they were to be reintroduced, then Bangladesh could be
downgraded from Frontier to more restrictive Standalone category (MSCI, 2026b). It's a significant
sign. It implies that the market is no longer considered an "essentially uninvestable" market, but
that the strides taken in access and price discovery must be maintained.

The other limitation is the lack of a wide institutional base at home. Mutual funds represent less
than 3 per cent of the market capitalization and this figure has remained more or less unchanged
over the past few years. This means that the market is still reliant on retail flows and a few big
domestic institutions. Retail participation has also been diminished: almost 80,000 investors
surrendered their beneficiary owner accounts from September 2024 to close of 2025, in part due
to the lack of appeal of equities due to floor-price restrictions and attractive fixed-income returns
(The Financial Express, 2026). The key to a long-lasting re-rating is patient domestic buyers. That
is not the level that retail flows can offer.

This limitation is not just for the exchange. International manufacturing and investment are being
moved to countries that can mitigate geopolitical and supply-chain risk. Bangladesh is among
those countries that could benefit from that adjustment. But the benefit cannot be realized to its
full extent if the capital market can't absorb new capital in its depth and openness. Thus, capital-
market reform is not a matter of the edge. It is one of the ways in which the external good
situation can be transformed into real national benefits.

5. The Reform Response

In the fiscal year, policy began to address each of the constraints described above. The changes
were approved by Parliament in the finance bill on 29 June 2026 (The Business Standard,
2026a). Dividend tax was set to 15 percent final tax while corporate tax was reduced to 20
percent. The changes made it more attractive to hold high-yield shares on a continuing basis. The
bill also delisted the mutual fund investment limit; thus, tax concessions on such funds could be
expanded to channel institutional money into the domestic exchange. Moreover, for firms that
have listed at least 10 percent of their shares, the tax concession for listed companies can be as
high as 7.5 percent above the tax concession for the remaining private companies. Finally, most
crucially for foreign investors, the settlement proceeds from the sale of shares are now directly
credited to the nonresident investor’s Taka account, with the authorised dealer bank withholding
the capital gains automatically. This removes a manual, discretionary step introduced in
accessibility discussions several times and brings foreign trading more in line with the local
settlement cycle. In addition to removing the floor prices, all these changes were made to enable
a free price discovery market for the first time since March 2020 (BRAC EPL Research, 20263,
2026b; Bonikbarta, 2026).

In addition, the broader macroeconomic environment has also been supportive. Bangladesh Bank
has been able to keep the policy rate at 10 percent since October 2024, while directing credit to
productive sectors to ease inflationary and exchange pressure (BRAC EPL Research, 2026b). In
addition, the reserves have been rebuilt to about 31.7 billion dollars, and the taka has been stable



throughout the year. Bangladesh Bank’s reserves and taka stability are critical factors attracting
foreign investors to the domestic market as they ensure their ability to repatriate profits.

The foreign exchange reserves were not always positive. For instance, the reserves peaked at
almost 48 billion dollars in August 2021 but then proceeded to decline for the next three years as
the government faced huge deficits due to rising import bills and artificially maintained
overvaluation of the currency (U.S. Department of State, 2025). In 2024, the reserves even
dipped below 20 billion dollars in a few months, and as of March 2025, they stood at 20.4 billion
dollars (U.S. Department of State, 2025). Figure 5 shows the peak, trough, and the recovery
period of the reserves. As seen, the reserves have recovered significantly, reaching about 31.7
billion dollars currently, despite the political and oil price shocks of the last fiscal year.

Figure 5. Reserves: peak, trough, and rebuild
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The reforms and macroeconomic stabilization do not remove risk. They do, however, change the
terms on which risk is priced. Before turning to those risks, it is useful to examine the banking
sector separately, since that is where the valuation discount is most visible and where the
strongest counterargument is also located.

6. Banking Sector: The Main Test Case

Banking merits separate treatment because it provides the clearest test of the paper's argument.
The sector accounts for a large share of the DSEX by weight. It is also the part of the economy
where Bangladesh's macroeconomic picture is most contested. A valuation argument that works
only when banking risks are ignored would be weak. The question, therefore, is whether the
access-based explanation survives when the banking system's weakest data are taken seriously.



The least favorable measure is the system-wide non-performing loan ratio. As of March 2026, this
was 32.6 per cent, according to the World Bank. This compared with 7.9 per cent in the
comparable South Asian average, 2.3 per cent in India and 7.4 per cent in Pakistan (World Bank,
2026). Sri Lanka, which is still recovering from sovereign default, was at 12.6 per cent. These
figures are compared in figure 6. Bangladesh's figure alone is enough to raise eyebrows and even
guestions from investors, such as, "Why is the market not priced lower?"

Figure 6. The one number that argues the other way
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The reasons for this are the method of generating the ratio and the distribution of bad loans. Much
of the 32.6 percent is due to the disclosure of losses, not a new wave of poor loans. Independent
audits, following the political transition in 2024, used international loan-classification rules to audit
loan books that had been artificially kept out of the stress classification for years by rescheduling
loans. A significant legacy of bad debt was thus recognized immediately. The capital side of the
picture is no different with the system-wide capital-to-risk-weighted-assets ratio at negative 2.6
percent at the end of 2025. The weakness is focused primarily on state-owned institutions and a
smaller number of weaker private and Shariah-based lenders, some of which have needed the
central bank's intervention, merger or resolution (World Bank, 2026). This subset is targeted by
the World Bank's $450 million financing package approved in June 2026, which includes deposit
protection, resolution mechanisms, and enhanced supervisory capabilities at the Bangladesh
Bank.



This is not a uniform statement for the whole sector. The City Bank, Pubali Bank, BRAC Bank and
Eastern Bank are not as risky as the troubled state banks. Eastern Bank, for example, has a non-
performing loan ratio of below 3 percent, one of the lowest in the industry (The Daily Star, 2026).
The healthy private banks, meanwhile, have a pattern of consistently strong earnings growth with
low valuations, as shown by the number in Table 1. The banking sector should be bifurcated
based on the analysis, with the first category consisting of weak banks with genuine solvency
problems and the second category consisting of private banks that are cheap multiples. The latter
set, which represents the larger population, provides the best access to re-rating potential, as
illustrated by the 4-5x multiples mentioned earlier.

7. Existing Risks to the Re-Rating

As is the case with early-stage market reform, several risks remain afoot. Four are especially
relevant, and they are listed here in order of significance.

The extent to which investors will support a market re-rating (i.e., improve their perception of the
overall value of the companies within this sector) will depend on whether investors can clearly
distinguish between weaker state-owned banks that have been adversely impacted by economic
downturns from stronger private banks. While such a distinction might apply in individual bank
cases, it does not necessarily reflect how investors view entire sectors. In many cases investors
first look at a whole sector before they begin to analyze each individual bank. Therefore, while the
impact of significant adverse performance of state-owned banks may be limited to those particular
banks, broader loss-of-confidence may affect all banks in the sector as well as potentially the
government's ability to continue its financial commitments if it has to provide additional capital to
restore stability in the banking system.

Bangladesh Bank’s resolution framework and the World Bank financing package give the
authorities some room to respond. Still, the usefulness of these measures will depend on
implementation. Nine non-bank financial institutions were placed into liquidation under the
framework in 2026 (The Business Standard, 2026b). This indicates that the mechanism is being
used, but it also shows that the stress in the financial system is not limited to a few isolated
institutions.

A two-thirds parliamentary majority gives the BNP government considerable room to move
reforms quickly. The same majority also makes it easier to revise or dilute parts of the July
Charter without facing much resistance in parliament. Perry World House (2026) described some
of the early signals from the government as cautious. It may be too early to interpret this as a
reversal, but investors are unlikely to ignore the possibility. Some political discount may therefore
remain until the direction becomes clearer.

Disbursement under the IMF program was delayed in 2025 after the government fell short on
revenue mobilization. The tax reductions introduced in the 2026 finance act have made the next
stage more difficult, as the lost revenue will need to be recovered through better collection or a
wider tax base (U.S. Department of State, 2025). A further delay would not undo the capital-
market reforms already completed. The concern is more indirect. Foreign investors use the IMF
program as a reference point when assessing reserves, exchange-rate policy, and the credibility
of macroeconomic management.

Turnover rose by more than half in the first six months of 2026, but the increase came from a low
base. A small number of large orders can still move the market sharply. This makes the source of
any recovery important. A few foreign funds may return to test whether settlement and repatriation
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have improved, but that alone may not sustain a re-rating. Domestic mutual funds and asset
managers remain too small to provide steady demand or absorb prolonged selling pressure.

The valuation argument still holds, but the adjustment is unlikely to be smooth. Better access and
freer price discovery may narrow the discount, while banking stress, political uncertainty, IMF
delays, and weak liquidity may continue to slow the process.

8. Looking Ahead

For policymakers and regulators, the implication is positive if not cautious. At this stage, it is
important to understand that the current reform agenda is largely proving effective, but it needs to
be seen as only an initial step toward resolution. In particular, the next phase should prioritise
deepening institutional demand through settlement and repatriation reforms, credit-information
and legal infrastructure, and maintaining stability in reserves and the exchange rate. Resolution in
the banking sector, implementation of the July Charter, and building an extended institutional
investor base should also be prioritized.

To make this as understandable for investors and other people who work in the markets as
possible, we need to look at how the stock market valued itself historically. Both previous bull
markets saw the stock market exceed a 20 times P/E ratio (a common way to value stocks) and
then settle back down within the 12-15 times P/E ratio range. Today the S&P 500 Index is trading
just under 9 times earnings. Banks are trading at an even lower P/E ratio, at about 5 times
earnings. A movement towards the middle of that historical range, from being constrained by
access issues alone, would be a significant move before we can say there was any kind of "over
shoot" in the cycle. So, the amount of difference between the current multiple of the index and
what history says is where we find our "opportunity".

Therefore, the answer to your title question is fairly imperative. The Bangladeshi Stock Market is
not simply "cheap", like so many others when they first begin to correct. It is structurally cheap. As
such, based upon all of the evidence regarding valuation, growth in earnings, market access
reform, and how well priced the stock market reacted in early 2026; whether or not the correction
continues, will depend upon if Bangladesh allows for free price discovery to continue, how
successful banks have been with resolving their problems, and ultimately how much larger the
number of people investing in the Bangladeshi Stock Market becomes.
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