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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 

 Macroeconomic management under pressure  

 

 GDP growth in FY2012 projected at 6.2%   

 

 Inflation remains a major challenge  

 

 Revenue performance continues to be buoyant 

 

 ADP implementation remains weak  

 

 Export growth slowing as the year progresses 

  

 Overall external balance shows lower deficit 

 

 Government intends to implement major reforms  
 
Sector Performance and Economic Growth 
 
1. Gross domestic product (GDP) expanded by 6.7% in 
FY2011, the highest growth rate achieved in the past two 
decades. This was made possible by a strong rebound in export-
oriented manufacturing and better performance by domestic 
market-based industries. All sectors—agriculture, industry, and 
services—recorded healthy growth. Monetary and fiscal policies 
supported higher economic growth. 
 
2. Pressure on macroeconomic management is intense in the 
current fiscal year; this has been building since late 2010. Inflation 
year-on-year rose rapidly—peaking at 12% in September 2011, a 
decade high from 2.3% in June 2009. It fell to 9.9% in April 2012, 
with the decrease in food prices following the harvest season. 
Nonfood inflation, on the contrary, remained high at 13.8%, edging 
down only slightly from 14.0% in March 2012. Average inflation 
during the first 10 months of the current fiscal year was 10.9%, 
which is substantially higher than the average of 8.0% over the 
previous 5 years. Inflation is projected to rise in FY2012 despite 
policy-tightening measures adopted by Bangladesh Bank (the 
central bank). The balance of payments also came under strain, 
reserves declined, and the taka depreciated significantly. The 
external current account is expected to move into a deficit—the 
first time in more than half a decade. The rapid growth in 
subsidies on fuel, fertilizer, and electricity created fiscal pressures. 
To finance the subsidies, government has been borrowing heavily 
from the banking system.  

Economy performed well in 
FY2011 

Macroeconomic management 
under pressure in FY2012  
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3. The external environment for the Bangladesh economy 
continues to be challenging, with the eurozone1 experiencing a 
prolonged period of debt adjustments and recovery of the United 
States (US) economy remaining weak. GDP growth in FY2012 is 
likely to decelerate to 6.2% with lower export growth, compounded 
by weaker domestic demand. Agriculture growth will slow because 
of the high base in FY2011. Growth of industry will be lower, 
because of weakening domestic and external demand conditions. 
 
4. The government must strengthen macroeconomic stability 
and enhance internal and external balances. It needs to control 
inflation by tightening monetary policy and increasing coordination 
of monetary, fiscal, and exchange rate policies. This will also 
reduce pressure on reserves. Subsidies need to be rationalized to 
reduce bank borrowing by the public sector and free up resources 
for priority spending on infrastructure and human resource 
development. Revenue mobilization efforts must be strengthened, 
and more concessional external aid mobilized to support higher 
growth.  
 
5. The business climate should be improved to encourage 
private investment, including foreign direct investment (FDI). 
Private investment in infrastructure is urgently needed given the 
current inadequacy of public sector investment. The legal and 
regulatory framework for approving public–private partnership 
(PPP) projects should be put in place to help quickly develop PPP 
transactions, especially in infrastructure, e.g., energy, transport, 
and urban development. Capital market development should be 
prioritized as a source of long-term infrastructure financing, and 
land availability prioritized for infrastructure development. To boost 
private investment, labor skills must be upgraded, and 
administrative and regulatory impediments removed.  
 
6. Under the International Monetary Fund (IMF)-supported 
extended credit facility (ECF),2 the government aims to achieve 
moderate fiscal consolidation by increasing tax revenue, reducing 
subsidy costs, and prioritizing development spending with a view 
to containing domestic bank borrowing. Monetary policy 
accommodation will be limited, by appropriately setting policy 
rates and containing central bank financing of the budget deficit, 
aided by stronger policy coordination. Greater interest rate 
flexibility will be pursued to improve monetary policy transmission 

                                                
1
 The eurozone is an economic and monetary union of 17 European Union 

member states that have adopted the euro as their common currency and sole 
legal tender. 

2
 The discussion related to the extended credit facility is based on International 

Monetary Fund. 2012. Bangladesh: Letter of Intent, Memorandum of Economic 
and Financial Policies, and Technical Memorandum of Understanding 

(http://www.imf.org/External/NP/LOI/2012/BGD/032712.pdf).  
 

GDP growth in FY2012 
expected to be lower than in 
the previous year  

Macroeconomic stability 

needs to be enhanced  

Business climate should be 
improved to increase FDI 
and private investment 

The government negotiated 
an extended credit facility 
with the IMF  

http://en.wikipedia.org/wiki/Economic_and_monetary_union
http://en.wikipedia.org/wiki/European_Union
http://en.wikipedia.org/wiki/Member_state_of_the_European_Union
http://en.wikipedia.org/wiki/Euro
http://en.wikipedia.org/wiki/Legal_tender
http://www.imf.org/External/NP/LOI/2012/BGD/032712.pdf
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mechanism. A flexible exchange rate regime will continue to be 
maintained, with steps to deepen the foreign exchange market 
and to facilitate adjustment, and limit official intervention to smooth 
short-term volatility. The government expects that a well-
coordinated mix of fiscal and monetary tightening and continued 
exchange and interest rate flexibility, combined with limited central 
bank activity in the foreign exchange market, will help protect 
reserves.  
 
7. Over the near to medium term, the government will 
undertake structural and fiscal reforms centered on modernizing 
the tax regime, strengthening public financial management (PFM), 
and promoting a sound debt policy to provide adequate budgetary 
resources to bolster social and infrastructure outlays, supported 
by PPP. In addition, the government will take measures to ensure 
a stable, inclusive, and well-regulated financial system conducive 
to meeting private financing needs, including agriculture and small 
and medium-sized enterprises (SMEs), and minimizing fiscal and 
systemic risks. Finally, reforms will be undertaken to enhance 
Bangladesh’s integration into the global economy through 
business-friendly trade and investment climate reforms. 
 

Agriculture 
 
8. Despite its declining share in GDP, agriculture’s role in 
providing food security and jobs, and contributing to rural poverty 
reduction remains dominant. Bangladesh continues to rely heavily 
on agriculture in creating economic opportunities for its vast and 
growing population. Agriculture sector growth directly translates 
into higher incomes for the rural poor, originating from wage labor 
in agricultural and related nonagricultural activities. According to 
the latest labor force survey (2010), about 49.0% of all jobs are in 
agriculture. Of total female employment, 66.0% is in agriculture; 
women are found to be 1.6 times more dependent on agriculture 
than men. An Asian Development Bank and Bangladesh Bureau 
of Statistics joint survey on the informal sector found that informal 
employment (mostly relying on farm activities) was more prevalent 
(92.0%) in rural areas than in urban areas (76.0%). The role of 
agriculture is thus crucial for attaining inclusive growth and 
increasing poverty reduction. 
 
9. Helped by good weather conditions and strong policy 
support, agriculture grew briskly by 5.0% in FY2011. The crop 
subsector, accounting for 60% of agricultural value added, 
maintained high growth because of the larger production of rice, 
wheat, and other crops. Fisheries, poultry, and livestock 
performed well due to the rise in demand from the growing 
population and higher income. Sector growth in FY2012 is 
expected to slow to 4.4% because of the higher base in FY2011, 
as well as higher irrigation costs resulting from upward 
adjustments in electricity tariffs. In the short term, the government 

The government will 
implement wide-ranging 
reforms over the medium 
term  

Agriculture continues to 
play a major role  

Agriculture growth will 
moderate  



 

4 
 

will need to continue measures to support agriculture. The wide 
margin between the grower and retail prices for agriculture goods 
needs to be reduced by integrating supply chains. Over the 
medium term, feeding a growing population with depleting land 
availability will require an increase in land and labor productivity 
and exploitation of the potential to diversify into higher-value crops 
targeting domestic and external markets.  
 
10. The government has revised its domestic food-grain 
procurement target for the current fiscal year upward to 1.4 million 
tons from 1.2 million tons. As of 30 April 2012, the government 
had procured about 1.0 million tons of rice, of which 0.65 million 
tons are as extended purchase from the previous boro season 
and 0.35 million tons from the current aman season. The 
government’s wheat procurement target for the current fiscal year 
is 0.1 million tons. Wheat procurement started on 1 April 2012; by 
30 April, the government had procured about 34,578 tons. It 
decided to procure 1.0 million tons of rice at Tk28/kg from 3 May 
2012 to 30 September 2012 during the current boro season. 
 
11. Mainly because of the government’s satisfactory food-grain 
stock, the food-grain import target for the current fiscal year was 
lowered to 2.6 million tons (0.5 million tons of rice and 2.1 million 
tons of wheat) from the previous year’s actual import of 5.4 million 
tons. The target includes public imports of 1.3 million tons  
(1.2 million tons of government commercial import and 0.1 million 
tons of aided import). In the first 10 months of FY2012, total import 
of food grains stood at 2.0 million tons (0.5 million tons of rice and 
1.5 million tons of wheat); the government and the private sector 
imported 1.0 million tons each. 
 
12. With the need for food-grain distribution no longer pressing 
following a good crop harvest, the government lowered the 
distribution target to 2.6 million tons from its budgetary target of 
2.9 million tons in FY2012, with major cuts in distribution through 
open market sales, fair price card, test relief, and vulnerable group 
feeding channels under the public food distribution system 
(PFDS). As of April 2012, 1.6 million tons of food grains had been 
distributed through financial and nonfinancial PFDS channels, 
equivalent to 61.5% of the revised distribution target, compared 
with 64.3% of the target achieved during the corresponding period 
of the previous year.  
 
13. By April 2012, the public stock of food grains was  
1.2 million tons (1.0 million tons of rice and 0.2 million tons of 
wheat) up from its opening stock of 0.9 million tons on 1 July 
2011. Domestic procurement contributed to the satisfactory 
buildup of government food-grain stock. Despite continuing 
distribution, with the beginning of boro procurement on 3 May 
2012 the food-grain stock is expected to reach 1.4 million tons by 
the end of FY2012. 

Government raised domestic 

food procurement target 

Food-grain import target 
lower in FY2012  

 
Target lowered for food 
grain distribution through 

the PFDS 

Government’s stock of 

food grains increased  
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Figure 1. Growth of medium- and large-scale 
manufacturing production
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Figure 2. Growth of small-scale manufacturing 
production

Industry 
 
14. The industry sector performed well in the first 8 months of 
FY2012, growing by 11.8% according to the quantum index of 
medium- and large-scale manufacturing (Figure 1). However the 
increase in the 
general index for 
small-scale 
manufacturing   was 
lower (5.3%) for the 
first 9 months (Figure 
2). Slower growth in 
exports and domestic 
manufacturing in the 
remaining months of 
the year will lower 
sector growth to 7.8% in FY2012 from 8.2% in FY2011. 
Deceleration in export growth during the first 10 months is 
resulting from decreased demand and lower unit prices of exports 
in the eurozone and the weak US recovery. Higher interest rates 
and labor costs, and increased fuel and electricity prices will add 
to production costs in 
export industries. 
Production in export-
linked industries will 
also be affected. The 
severe power and 
energy shortages, 
resulting from rising 
electricity demand in 
spring and summer 
along with lower 
generation by the rental power plants, will affect industrial 
production, especially in SMEs. Imports of intermediate goods 
slowed because of the rise in interest rates and taka depreciation. 
Import letters of credit (LCs) opened for industrial raw materials 
declined by 8.7% during July–February of FY2012; the decline for 
capital machinery is even larger (27.0%).  
 
15. According to the quantum index of medium- and large-
scale manufacturing, the major industrial category—jute, cotton, 
wearing apparel, and leather—grew by 24.0% during July–
February of FY2012 from the corresponding period of FY2011. 
Fabricated metal products rose by 6.3%; basic metals production 
by 3.0%; paper and paper products by 1.0%; and chemicals, 
petroleum, and rubber production by 0.4%. However, food, 
beverages, and tobacco decreased by 8.4%; wood products by 
3.1%; and nonmetallic products by 0.8%.  
 
16. The quantum index for small-scale manufacturing indicates 
that food, beverages, and tobacco production rose by 11.0% 

Slower growth in exports 
and domestic manufacturing 
will lower industry sector 
growth  

Jute, cotton, wearing 
apparel, and leather 

growing strongly 
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Figure 3. GDP growth

5-year moving average

during July–March of FY2012. Production of other industrial 
categories also increased: chemicals, rubber, and plastic by 4.7%; 
metal products and machinery by 7.7%; paper, printing, and 
publishing by 11.5%; basic metal industries by 78.7%; and other 
manufacturing industries by 88.2%. However, production of wood 
and wood products decreased by 3.3%, and nonmetallic products 
by 4.5%. 
 

Services 
 
17. The services sector grew by 6.6% in FY2011, slightly 
higher than 6.5% in FY2010. Higher growth in agriculture and 
industry, and expansion of trade activities helped maintain healthy 
growth in the sector. Services sector growth in FY2012 will 
moderate to 6.2% due to the expected slowdown in agriculture 
and industry. Demand for services will be lower as access to 
credit is costlier. A slowdown in exports will affect transport, 
banking, and insurance services. Stock market volatility and a 
credit squeeze will affect services linked to housing. Higher 
inflation rates will depress demand for price-sensitive, higher-
value services.  
 

Economic Growth 
 
18. GDP growth in FY2012 will moderate to 6.2% because of 
weak external and domestic demand (Figure 3). The performance 
of exports, the country’s main growth driver, weakened 
significantly in the first 9 months of FY2012 because of the 
lingering debt crisis in 
the eurozone and 
weak recovery in the 
US. Domestic 
demand remains 
weak because of the 
continued credit-
tightening policies. 
Measures to control 
public spending to reduce bank borrowing also contributed to 
compressing domestic demand. Private consumption was 
depressed by the fall in purchasing power resulting from higher 
inflation. The government is expected to continue with tighter 
monetary and fiscal policies under the ECF program.  
 
19. Overall, the investment environment remains weak. Severe 
infrastructure constraints and rise in cost of funds are affecting 
private investment. The subdued global economic outlook also 
contributed. The decline in capital machinery imports (6.1%) 
during July–March FY2012 point to a slowdown in investment 
activity. LCs opening for capital machinery sharply declined 
(26.2%) during the same period indicating a likely slowdown in 

Services sector growth to 
moderate  

Food, beverages, and 
tobacco performed well 

Slower export growth and 
weakened domestic demand 
to affect growth prospects  

Investment remains weak  
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economic activity over the next several months. FDI inflow was 
also low ($551.0 million) during July–March of FY2012.  
 
20. To address its priority to increase PPP, the government is 
establishing guidelines and legal and institutional frameworks for 
PPP projects with support from the Asian Development Bank. In 
May 2012, the government approved guidelines for viability gap 
financing, and PPP technical assistance financing. In addition to 
extending this financing, the government is expected to take 
equity stakes in projects through the recently established 
Bangladesh Infrastructure Finance Fund. The Cabinet Committee 
on Economic Affairs will approve larger projects to ensure 
consistency with the government’s growth and debt strategies. A 
PPP office was established in the Prime Minister’s Office to act as 
a coordinating body. It is staffed by professional managers and is 
assigned with supporting line ministries to ensure that PPP 
projects are properly identified, contracted, and implemented, with 
a view to minimizing fiscal risks. In mid-2011, the government 
created a cell in the Ministry of Finance to assess the medium-
term fiscal implications of PPP projects and ensure that 
government resources required for selected projects are fully 
incorporated into future budgets. 
 
21. Supported by the ECF, the government intends to improve 
the investment climate by maintaining a stable macroeconomic 
environment; developing a modern, transparent tax regime; and 
ensuring a well-regulated financial system by developing social 
and physical infrastructure. The government will work with the 
International Finance Corporation and other development partners 
to strengthen property registration, contract enforcement, and 
adjudication processes—each of which currently constrains 
investment, as highlighted in Doing Business 2012.3 Elevating 
government support to attract and retain FDI will also be a high 
priority, with a clear focus on ensuring adequate power supply in 
export processing zones and improving access to information on 
land availability and logistical support. 
 
22. Several factors could damp Bangladesh’s near-term 
growth prospects and pose challenges to maintaining overall 
macroeconomic stability. Global economic slowdown may prolong 
and affect export and remittance receipts, putting more pressure 
on the balance of payments. A further rise in oil prices could strain 
macroeconomic balances. It may also not be able to mobilize 
more foreign financing. Natural disasters could lower crop 
production. An increase in confrontational politics could hamper 
economic activity and lower growth prospects.  
 

                                                
3
 International Finance Corporation. 2011. Doing Business 2012: Doing Business 
in a More Transparent World. Washington, DC: World Bank and International 
Finance Corporation. 

The government adopting 
measures to facilitate PPP 
projects  

Measures to be taken 
to improve the 
investment climate  

 
Downside risks could derail 
growth projections  
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23. Inequality is a rising concern for South Asian countries, 
including Bangladesh. Inequality can weaken medium-term growth 
prospects by affecting social cohesion, undermining the quality of 
governance, and increasing pressure for wasteful populist policies. 
Inequality may undermine the basis of growth. Significant unequal 
access to assets (capital and land), human capital (education and 
training), and markets (labor and finance) continues in the country. 
Lack of access for the poor to public services, especially education 
and health, will undermine progress in poverty reduction.  
 
24. To address inequality as a priority, the government needs to 
spend more on education and health; introduce better-targeted 
social protection schemes; reduce or eliminate general price 
subsidies and replace them with price-indexed cash transfers; 
broaden the tax base; create more productive jobs, and help lagging 
regions. Continued growth and structural transformation is vital to 
tackle inequality. Policy must be focused on building more 
infrastructure and creating greater connectivity between more 
developed and lagging regions. In addition, more investment is 
needed to create remunerative nonagricultural jobs in rural areas, 
together with boosting productivity in agriculture and the rural 
nonfarm sector. 
 
Inflation 
 
25. While overall inflation has remained high, the rapid rise in 
nonfood inflation 
poses a major policy 
challenge. Inflationary 
pressures intensified 
due to the lagged 
effects of rapid growth 
in money and credit. 
The sharp taka 
depreciation resulting 
from continued high import demand has contributed to price 
pressures. Year-on-year inflation rose to 11.6% in January 2012 
from 9.0% in January 2011, with food inflation at 10.9% down from 
11.9% and nonfood 
inflation at 13.2% up 
from 3.9%. Year-on-
year inflation 
moderated to 9.9% in 
April 2012 following 
the harvest season; 
nonfood inflation, 
however, more than 
doubled to 13.8% 
although food inflation edged down to 8.1% (Figure 4). While food 
inflation traditionally drives up headline inflation, nonfood inflation 
has been rising from the beginning of FY2012.  

Attention needed to address 
inequality  

 
 
Inflation remains a major 
concern  

Focus on expanding 
productive opportunities 
and enhancing access  
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26. In April 2012, urban inflation was 11.8% compared with 
rural inflation at 9.2%. Rural food inflation moderated to 7.0% in 
April 2012 from 15.4% in April 2011, and urban food inflation 
decreased to 10.7% from 12.0% (Figure 5). Rural nonfood 
inflation rose to 14.0% from 3.9%, and urban nonfood inflation 
increased to 13.3% from 4.2%. 
 
27. In addition to the government’s scaled up social safety net 
measures and national food distribution programs undertaken to 
soften the effects of higher prices on the poor, vulnerable, and 
disadvantaged, the central bank continued the credit tightening 
measures to contain inflation and reduce pressure on foreign 
exchange reserves. The central bank raised its policy rates 
(regular repo and reverse repo) in September 2011 and January 
2012, and imposed a penalty rate for discretionary liquidity 
support (emergency repo window). The bank is expected to 
increase the policy rates. The central bank also allowed Treasury 
bill and bond rates to rise substantially, and commercial bank 
lending rates to liberalize to facilitate more effective monetary 
transmission.  
 
Fiscal Management 
 
28. High domestic borrowing to finance subsidies on fertilizer, 
fuel, and energy prices; and slow ADP implementation are major 
concerns. In spite of better revenue performance by the National 
Board of Revenue (NBR), government borrowing from the banking 
system to subsidize fertilizer, fuel, and electricity prices eroded 
fiscal space for financing physical and social infrastructure. High 
bank borrowing has also limited private sector credit and fueled 
inflation.  
 
29. Within the context of the ECF, the government seeks to 
guide fiscal policy to promote a stable macroeconomic 
environment, debt sustainability, and broad-based economic 
growth. Upstream tightening measures will be complemented by 
tax, subsidy, and PFM reforms to ensure that Bangladesh stays 
on a sound fiscal path. Within this framework, the government’s 
aim is to limit the overall fiscal deficit to 4.5% of GDP in FY2012 
and pursue moderate fiscal consolidation in FY2013 and over the 
medium term. During the ECF program period, the government 
aims to increase tax revenue to 13.0% of GDP to create adequate 
space to raise ADP spending to at least 6.0% of GDP. A ceiling on 
net claims on the government by the banking system has been 
set. To ensure targets are met in FY2012, the government has 
capped total energy-related subsidy costs to Tk150 billion. In part, 
this was aided by recent domestic fuel price increases, which 
have averaged nearly 40.0% since mid-2011, as well as through 
scheduled adjustments to electricity tariffs. 
 

Rising subsidies and low 
ADP utilization are major 
concerns  

The government seeks to 
improve fiscal management  

The central bank raised its 
policy rates and allowed 
Treasury bill and bond rates 
to rise and commercial bank 

lending rates to liberalize 
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30. Revenue performance remained buoyant with an 18.1% 
increase in tax 
revenue collection by 
NBR during July–
March of FY2012 
(Figure 6). Income 
tax collection rose by 
28.0%, underpinned 
by better tax 
compliance due to 
ongoing reforms of 
tax policy and administration. However, the share of direct taxes in 
total tax revenue needs to be increased over the medium term.  
 
31. Total domestic indirect taxes grew by 19.8% during July–
March of FY2012. Collection of domestic value-added tax (VAT) 
increased by 20.0%, domestic supplementary duty by 17.5%, and 
turnover tax by 4.4%.  
 
32. The slowdown in imports affected import stage tax 
collection, as indicated by the 10.0% growth in collection during 
July–March of FY2012. Tax collection from customs duties rose 
by 13.5%, import stage VAT by 7.4%, and supplementary duties 
by 8.4%. 
 
33. Under the ECF program, the government aims to 
implement comprehensive tax policy and administration reforms. 
To modernize tax policy, the government seeks to adopt new VAT 
and income tax laws. In March 2012, Cabinet approved, in 
principle, a new VAT law. The new law, which will build on recent 
reforms, is expected to have a single 15% VAT rate with very 
limited exemptions, no truncated valuations, and minimal advance 
payment and withholding schemes. A final draft of the law that is 
consistent with tax modernization efforts and medium-term 
revenue targets will be submitted to Parliament by June 2012. To 
ensure that a modern VAT system is fully in place by FY2015, the 
government will finalize an implementation plan, timetable, and 
new organization structure for NBR by September 2012. In June 
2012, the government plans to remove certain tax concessions 
and exemptions in the FY2013 budget, equivalent to 0.5% of 
GDP. The government also plans to finalize a new draft direct tax 
code in FY2013 that further rationalizes exemptions, rates, and 
thresholds in keeping with medium-term revenue target and 
embracing international best practices. 
 
34. The government will consolidate reforms to continue 
modernizing tax collections and enforcement. An NBR 
modernization plan (2012–2016), drafted in June 2011, will be 
finalized by mid-2012. The government will continue upgrading 
systems, broadening the coverage, and improving the 
coordination of the large taxpayers units for income tax and 

Revenue performance 

remains strong  

 
 
The government seeks to 
implement comprehensive 
tax policy and administrative 
reforms 
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indirect taxes. The use of taxpayer identification numbers is being 
expanded to automate their issuance and link them to national 
identification and business identification numbers—a process to 
be completed in the main tax offices by December 2012. In 
addition, upgrading the automated system for customs data 
(ASYCUDA) with an aim of installing it in major land customs 
stations will be completed by December 2012, with support from 
United Nations Conference on Trade and Development. In 
FY2012, the government started implementing an alternative 
dispute resolution (ADR) mechanism on a pilot basis at NBR. 
Over the medium term, tax compliance will be improved by 
strengthening audit and investigative procedures, establishing 
separate court benches dedicated to taxation issues, and fully 
rolling out the ADR mechanism. 
 
35. Underperformance of ADP implementation continues to 
undermine efforts to develop the country’s much-needed 
infrastructure. In the first 10 months of FY2012, ADP utilization 
stood at 55.0% 
compared with 58.0% 
in the same period of 
the previous year 
(Figure 7). Among the 
top 10 ministries, the 
Power Division had 
the best performance 
(72.0%), followed by 
the Ministry of Primary and Mass Education (68.0%), Ministry of 
Agriculture (65.0%), Local Government Division (61.0%), Ministry 
of Education (53.0%), Ministry of Water Resources (46.0%), 
Ministry of Health and Family Welfare (46.0%), Railway Division 
(40.0%), and Roads Division (39.0%).  
 
36. Under the ECF program, the government seeks to take 
upstream policy measures to improve ADP implementation. To 
balance the development objectives with the country’s limited 
resource envelope, the government reprioritized development 
projects in the FY2012 budget. The government will further 
rationalize the number of ADP projects, build project appraisal 
capacity in the Planning Commission and line ministries, and 
issue a basic technical manual on project formulation and 
appraisal by December 2012. Over the medium term, it will take 
measures to improve land acquisition procedures; strengthen the 
government–development partner interface on procurement 
processes; and improve aid coordination, especially for projects 
funded by multiple donors, consistent with the Joint Cooperation 
Strategy agreed to by the government and development partners 
in 2010. 
 
37. During July–March of FY2012, the budget deficit was 2.9% 
of GDP; it was mainly financed from domestic borrowing (74.8%). 

ADP implementation was 
only 55.0% of the revised 
annual target during the first 
10 months of FY2012 

The government will take 
measures to increase ADP 
implementation capacity  
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The deficit increased to Tk193.2 billion from Tk104.1 billion during 
the same period in FY2011, recording 85.6% growth. Government 
bank borrowing constitutes 92.8% of domestic borrowing. Low real 
yields for national savings directorate certificates resulted in a 
sharp decline in their sales. Foreign financing declined to 25.2% of 
total financing compared with 36.1% during July–March of 
FY2011.  
 
38. Containing the rising subsidy cost is a major challenge. In 
the FY2012 budget, Tk204.8 billion (2.3% of GDP) was allocated 
for subsidies. The actual spending nearly doubled in the revised 
budget lifting total subsidies to 3.4% of GDP. Under the ECF 
arrangement, the government aims to contain subsidies on fuel 
and electricity prices, and to bring these costs fully on budget 
starting in FY2013. Building on recent adjustments in fuel and 
electricity prices, the government is planning further adjustments 
to energy prices in 2012. It also expects to move to an automatic 
adjustment formula for fuel prices by December 2012, which will 
ensure full pass-through of changes in international prices. 
Meanwhile, in January 2012 the government established a 
technical committee, comprising the Ministry of Finance and 
Bangladesh Bank, to closely monitor Bangladesh Petroleum 
Corporation (BPC) financing to ensure regular budget transfers to 
cover subsidy-related losses and subsequently to enable it to buy 
foreign exchange from domestic banks to pay for petroleum 
imports.  
 
39. In addition, the government plans to implement the 
medium-term electricity tariff adjustment schedule, as set out by 
the Bangladesh Energy Regulatory Commission. Over a longer-
term, the government will accelerate implementation of the Power 
Sector Road Map, adopted in 2010, so that higher-cost temporary 
rental power units now being used to relieve electricity shortages 
can be replaced with more cost-effective permanent power plants. 
The issue of chronic underinvestment in the power, gas, coal, and 
oil subsectors will be addressed by moving energy producers and 
distributors to full cost recovery. 
 
40. To limit quasi-fiscal borrowing by the state-owned 
enterprises (SOEs), the government will seek to bring subsidy 
costs on budget and limit new subsidy-related loans from state-
owned commercial banks (SCBs) to BPC, Bangladesh Power 
Development Board (BPDB), and Bangladesh Chemical Industries 
Corporation to zero on a net basis in FY2012. Agreement to settle 
existing legacy loans held by SCBs stemming from earlier 
subsidy-related losses will be fully reflected in the budget 
framework, with around Tk27 billion already securitized in 
FY2012. The government will conduct efficiency audits of BPC 
and BPDB in 2012. To safeguard fiscal targets and ensure 
efficient resource utilization, it will continue to closely monitor 

Fiscal deficit was low in the 
first 9 months in FY2012 

 

The government intends to 
bring quasi-fiscal subsidies 
on budget 

The government seeks to 
rationalize subsidies 
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budget transfers and directed lending to all SOEs, placing strict 
limits on support to largely inoperative enterprises. 
  
Monetary and Financial Developments 
 
41. In tightening monetary policy, Bangladesh Bank relied 
mostly on open market operations through regular auctions of 
Treasury bills with upward adjustments in their yields, and in repo 
and reverse repo rates to regulate liquidity growth in the banking 
system. Interest rates on Treasury bills continued to rise as part of 
the liquidity tightening measures. The 30-day Bangladesh Bank 
bill has not been issued since December 2010. The weighted 
average yield on 91-day Treasury bills stood at 11.2% in April 
2012, significantly up from 6.0% in April 2011. During the same 
period, the yields on 182-day bills rose to 11.3% from 6.0% and 
364-day bills to 11.3% from 6.7%.   
 
42. The interbank call money rate declined after experiencing 
volatility during late 2011 and early 2012 with the banks’ financial 
year closing and because of the Eid festival. The market eased 
after Bangladesh Bank’s close monitoring of the day-to-day 
liquidity position in the money market. On a weighted average 
basis, the interbank call money rate was 14.2% in April 2012, 
compared with 19.7% in January 2012.  
 
43. Broad money (M2) growth slowed to 17.6% year-on-year in 
March 2012, from 
23.5% in March 2011, 
although it remained 
slightly higher than 
the annual program 
target of 17.0%. The 
higher than targeted 
M2 growth is driven 
by the high growth of 
domestic credit 
(22.5%, against the 
annual program target of 19.1%, although it was lower than actual 
growth of 29.0% a year earlier). Developments in domestic credit 
reflect higher net credit growth to the government (48.6%) 
because of higher than budgeted current spending, and higher 
growth of private credit (19.5%, against the annual target of 
16.0%, although it moderated from 29.1% growth in March 2011) 
(Figure 8). Net foreign assets rose by 4.6% in March 2012, down 
from 7.8% growth in March 2011 because of a rise in import 
payments.  
 
44. Reserve money grew by 11.9% year-on-year in March 
2012 (Figure 9), lower than 18.2% in March 2011, caused by 
modest growth (5.5%) in net foreign assets of the central bank 
with slower remittance growth and a decline in the foreign 
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exchange reserve position because of the rise in import payments 
and decline in net foreign assistance. The slower growth in net 
foreign assets was 
more than offset by 
the high growth 
(29.1%) of net 
domestic assets of the 
central bank, reflecting 
high lending growth to 
government (68.8%), 
which was required to 
finance growing 
subsidies. The lending 
growth to commercial banks sharply declined to 15.7% from 
181.4% in June 2011. The reserve money multiplier rose to 5.3 at 
the end of March 2012, from 5.1 at the end of March 2011.  
 
45. The tightened monetary stance had little impact on the 
liquidity position of the banking system as the excess liquidity of 
scheduled banks rose to Tk386.6 billion at the end of March 2012, 
up from Tk340.7 billion at the end of June 2011. The higher 
lending rates of the commercial banks reduced demand for credit, 
contributing to a buildup of liquidity in the banking system. The 
outstanding borrowing of the government through sales of national 
savings directorate certificates declined to Tk634.6 billion at the 
end of March 2012, from Tk640.2 billion a year earlier; this 
contributed to the rise in net credit to the government.   
 
46. The weighted average lending rate continued to rise to 
13.6% at the end of February 2012, up from 11.4% at the end of 
February 2011. While 
the deposit rate rose 
to 8.0% from 6.5% 
(Figure 10), it 
remained negative in 
real terms due to 
higher inflation. The 
interest rate spread of 
the banking system 
rose to 5.7% from 4.9% in February 2011, indicating banking 
system inefficiencies and market segmentation. Although the 
central bank withdrew the 13.0% interest rate cap on the lending 
rate in early January 2012 to bring down high credit growth while 
checking inflation, some commercial banks voluntarily imposed a 
cap on the deposit rate at a maximum of 12.5% and on the 
lending rate at a maximum of 15.5% to check unhealthy 
competition in the market.   
 
47. The disbursement of industrial-term lending slowed during 
July–December of FY2012, an effect of the tightened monetary 
stance. Disbursement was Tk173.1 billion, with marginal growth of 
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2.3% over the same period in FY2011 (Figure 11). Among 
categories of 
industries, 
disbursement to 
large-scale industries 
(62.0% of total 
industrial term 
lending) declined by 
5.7%, disbursement 
to medium-sized 
industries (30.9% of total funds) rose by 17.6%, and disbursement 
to small and cottage industries rose by 23.0%. 
 
48. Bangladesh Bank’s policy directives to financial institutions 
in providing more loans to two priority sectors—agriculture and 
SMEs—had mixed results. Of the Tk138.0 billion targeted for fresh 
credit disbursement to agriculture, Tk91.9 billion was actually 
disbursed in the first 9 months of FY2012, indicating marginal 
growth of 0.4% over the corresponding period of FY2011. 
However, outstanding loans to SMEs reached Tk811.0 billion in 
December 2011—16.6% growth over December 2010. The ratio 
of SME loans to total loans in the banking system declined 
marginally to 20.8% in December 2011, from 21.1% in December 
2010. 
 
49. In April 2012, Bangladesh Bank approved licensing of nine 
new commercial banks including three for nonresident 
Bangladeshis. The central bank expects that entry of the new 
banks will improve the quality of financial services by fostering 
competition in banking and help meet the growing credit demand 
through capital infusion in the fast-expanding economy. The 
country has 47 scheduled banks, 4 nonscheduled banks, and 31 
nonbank financial institutions.  
 
50. The ratio of gross nonperforming loans (NPLs) to total 
loans in the banking system dropped to 7.2% at the end of 
September 2011, from 8.5% at the end of September 2010. 
Although significantly lower than 19.7% a year earlier, the gross 
NPL ratio for the SCBs remained high at 14.2% at the end of 
September 2011. The gross NPL ratio for private banks marginally 
declined from 3.8% to 3.6% during the same period. The net NPL 
ratios for all banks declined from 1.6% at the end of September 
2010 to 1.2% at the end of September 2011. The central bank’s 
supervisory capacity and enforcement over commercial banks 
need to be improved given the rapid growth of the Bangladesh 
banking system and equity market.  
 
Balance of Payments 
 
51. In FY2012, export growth has slowed: 22.6% during the 
first quarter, 14.7% in the first half, 10.4% during the first  

Industrial term loans grew 
marginally 

NPLs of the banking 
system declined 

Agriculture credit 
disbursement declined 
although credit for 

SMEs rose 

Nine new commercial banks 
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9 months, and 8.4% during the first 10 months (Figure 12). Weak 
eurozone and US demand for low-end garment products from 
Bangladesh, and the decrease in per unit prices following the 
decline in raw 
material prices, 
including of cotton, 
contributed to the 
slower export growth. 
With only 2 months of 
the fiscal year 
remaining, export 
earnings achieved 
only 74.6% of the annual export target ($26.5 billion, 15.6% higher 
than the actual for FY2011) implying that prospects for attaining 
the annual target are low. 
 
52. Readymade garment exports—accounting for 78.5% of 
total export earnings—grew by 9.6% in the first 10 months of 
FY2012, reflecting weak demand. Growth in the corresponding 
period of the previous year was 42.4%. Export earnings from 
knitwear grew slowly by 3.0%; growth for woven garment exports 
was higher at 16.9%. The decline in export earnings from the US 
market contributed to the slower growth in knitwear exports. 
Among other major items, earnings from leather (10.9%), 
agricultural products (18.0%), and engineering products (13.9%), 
maintained moderate growth. However, export earnings from 
frozen food (0.9%), raw jute (22.4%), and jute goods (4.0%) 
declined.  
 
53. Several factors point to the prospect that the country is 
unlikely to attain the FY2012 annual export target. The slow pace 
of recovery of the US economy and the ongoing debt crisis in the 
eurozone are weakening demand for Bangladesh garment 
products. Profit margins of the garment producers shrank, with 
buyers increasingly negotiating for lower per unit prices of 
garment items, and the cost of production rising due to higher 
bank interest rates and power tariffs. Pressure for wage increases 
also contributed. Competitiveness of Bangladesh exports is also 
declining, as production is affected by the inadequate supply of 
gas and power, and producers are using costlier substitutes. This 
will only partly be offset by the gain in competitiveness from taka 
real depreciation. 
 
54. Import payments rose by 12.0% in the first 9 months of the 
fiscal year (Figure 13). Petroleum products (40.5%), needed to run 
the fuel-based power projects, and consumer goods (63.3%) 
maintained high growth. Petroleum prices were high in the 
international market, and import of edible oil (69.9%), milk 
(48.8%), and sugar (117.1%) grew briskly. Good harvest and 
higher food-grain stock, especially in the public sector contributed 
to the drop (46.8%) in food-grain imports. Among intermediate 

 
Garment exports rose by  
9.6% during July–April of 
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Attaining the annual export 
target will be a challenge  
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goods, while imports of fertilizer rose by 24.4%, yarn by 16.3%, 
and textile and articles 
thereof by 17.0%, 
imports of raw cotton 
declined by 33.8%. 
The decline in capital 
machinery imports 
(6.1%) and export 
processing zone 
imports (0.6%) reflects 
the weak investment environment.   
 
55. The total value of import LCs opened decreased by 8.6% 
during the first 9 months of FY2012 because of a large decline 
(73.6%) in import orders for food grains and capital machinery 
(26.6%). LCs opened for industrial raw materials also fell (10.6%). 
LCs for imports of petroleum rose sharply by 75.9%, other 
consumer goods by 44.5%, and intermediate goods by 34.4%.       
 
56. Remittance inflows—a key growth driver—have maintained 
moderate growth since the beginning of FY2012. Out-of-country 
workers remitted 
$10.6 billion, an 
increase of 10.4% 
from 4.6% growth 
during the 
corresponding period 
of FY2011 (Figure 
14). Despite the global 
economic slowdown, 
taka depreciation since January 2011 and better banking services 
encouraged out-of-country Bangladeshi workers to send more 
remittances through official channels.   
 
57. During July–April of 2012, jobs for out-of-country 
Bangladeshi workers grew strongly (65.6%) (Figure 15). About 
566,021 workers 
found jobs because 
of a sharp rise in 
recruitment (74.2%) 
in the United Arab 
Emirates and Oman. 
Singapore became 
another important 
labor destination, 
absorbing 43,713 (7.7% of total) Bangladeshi workers during 
July–April of 2012.  
 
58. FDI inflows into Bangladesh remained low during the first  
9 months of FY2012 at $551.0 million down from $571.0 million in 
the year earlier period. Net foreign assistance remained relatively 

Import LCs decreased by 
8.6% in the first 9 months  

Taka depreciation 
encouraged remittance 

inflows 

Number of out-of-country 
jobs for Bangladeshi 

workers increased 
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unchanged ($834.8 million) from the corresponding period of 
FY2011. The continued low FDI inflows and foreign aid inflows put 
additional pressure on the country’s foreign exchange reserves; 
low foreign aid inflows also create difficulties for budget financing. 
The government needs to substantially improve the business 
climate for increasing FDI and encourage greater private 
participation in infrastructure development including PPP to 
mobilize resources needed for closing wide infrastructure gaps.   
 
59. The trade deficit widened to $6.6 billion during July–March 
of FY2012, higher than $5.8 billion over the same period a year 
earlier as import payments were much higher than export receipts. 
With the higher deficit in trade and services and moderate growth 
(10.7%) in workers’ remittances, the current account surplus 
declined to $456.0 million during July–March of FY2012, from 
$586.0 million in the same period of FY2011. 
 
60. The combined capital and financial accounts recorded a 
lower deficit of $821.0 million during the first 9 months of FY2012, 
a significant decline from the deficit of $1.3 billion during the same 
period of FY2011 because of large inflows resulting from the trade 
credit (a $676.0 million deficit compared with a $1.4 billion deficit 
in July–March of FY2011). Consequently, the overall balance 
showed a lower deficit of $419.0 million in July–March of FY2012, 
compared with the deficit of $529.0 million in the corresponding 
period of FY2011.  
 
61. Gross foreign exchange reserves dropped to $10.2 billion 
(about 3 months of imports) at the end of April 2012, from  
$11.3 billion a year earlier (Figure 16). The higher growth in import 
payments relative to 
export receipts, the 
moderate growth in 
remittances, and the 
low foreign aid 
disbursement 
contributed to the 
decrease in the 
foreign exchange 
reserve. As the 
foreign exchange reserve in terms of months of imports has been 
declining over the past several months, the central bank advised 
commercial banks to discourage imports of less essential items.  
 
Exchange Rate 
 
62. The taka depreciated about 11.1% from March 2011 to 
March 2012. The nominal (taka–dollar) exchange rate rose from 
Tk72.7 = $1 at 31 March 2011 to Tk81.8 = $1 at 31 March 2012 
(Figure 17). At end-March 2012, the nominal effective exchange 
rate had depreciated by 9.2% year-on-year. Despite higher 

Both nominal and real 
effective exchange rates 
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Gross foreign exchange 
reserves decreased  
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lower deficit 

Trade deficit widened and 
current account surplus 
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remains low, foreign aid 
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Nominal Real effective

relative domestic inflation compared with those of its trading 
partners, 
Bangladesh’s real 
effective exchange 
rate had depreciated 
by about 3.9% year-
on-year at end-March 
2012 due to higher 
depreciation in the 
nominal exchange 
rate, indicating some improvement in export competitiveness.  
 
Capital Market 
 
63. The major stock market indicators remained subdued in 
FY2012. The Dhaka Stock Exchange (DSE) general index fell by 
15.7% by the end of 
April 2012 from the 
end of April 2011, 
reaching 5,098.9 
points. The market 
price–earnings ratio 
declined from 17.8 in 
April 2011 to 13.2 in 
April 2012, reflecting 
significant price 
corrections. Despite the listing of nine new companies in FY2012, 
DSE market capitalization declined by 0.3% to Tk2,659.2 billion by 
the end of April 2012, from Tk2,668.3 billion at the end of April 
2011 (Figure 18). However, net foreign portfolio investment during 
July–March of FY2012 rose to $118.0 million, up from a deficit of 
$43.0 million in the same period of the preceding year.  
 
64. The Chittagong Stock Exchange (CSE) selective 
categories index largely followed trends similar to the DSE index. 
The CSE index declined by 19.3% by the end of March 2012 from 
the end of March 2011, and CSE market capitalization fell by 
15.0% during the period. The authorities have modified the 
guidelines on corporate governance to ensure transparency and 
accountability by listed companies, and brought changes in the 
merchant banking and portfolio rules to allow merchant banks to 
raise their paid-up capital. Authorities have been working on a 
demutualization model for DSE and CSE.  
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SPECIAL TOPIC: PROGRESS IN POVERTY REDUCTION IN BANGLADESH1
 

 
A. Poverty Trends and Status 
 
65. Bangladesh has made steady and commendable progress in poverty reduction. In 
addition to being on track for achieving the Millennium Development Goal (MDG) target of 
reducing income poverty by half by 2015, impressive gains have been made in other indicators 
of well-being. Bangladesh is on course to meet the MDG target for infant and child mortality and 
has already met the target for gender parity in primary and secondary schooling. Child health 
indicators have improved, with considerably fewer neonatal deaths. Clean drinking water and 
adequate sanitation are more accessible, but rapid urbanization poses particular challenges, as 
does high maternal mortality. 
 
66. Income poverty incidence declined substantially from FY1992 to FY2010. Nationwide, 
the poverty headcount index declined by more than 25 percentage points over the period 
FY1992 and FY2010 (Table 1). The decline in income poverty incidence stems from strong and 
sustained process in inclusive economic growth. The economy’s expansion from FY1990 to 
FY2010 by 5.3% annually, on average, meant a rise in real, per capita gross domestic product 
of over 142%. 
 

Table 1: Headcount Poverty Rate (%) 

Year Rural Urban National 

FY1974 82.9 81.4  

FY1982 73.8 66.0  

FY1992 58.7 42.7 56.6 

FY1996 54.5 27.8 50.1 

FY2000 52.3 35.2 48.9 

FY2005 43.8 28.4 40.0 

FY2010 35.2 21.3 31.5 
Source: Government of Bangladesh, household income and expenditure surveys. 

 
 
67. Poverty reduction accelerated in the decade from FY2000 to FY2010, declining by 17.4 
percentage points, compared with a decline by 7.7 percentage points from FY1992 to FY2000. 
This can be attributed to more rapid gross domestic product growth, faster urbanization, rising 
labor productivity and wages, and a shift from low-return agricultural labor to nonfarm 
employment and growth in export industries. An increasing flow of remittances also contributed 
to accelerated poverty reduction. Equally important has been fertility declines, which have 
lowered the number of dependents per household, and higher labor force participation and 
educational attainment, particularly among women. 
 
68. The extreme poor have benefited from progress in poverty reduction. Those with 
incomes below the ―lower poverty line‖ are considered to be the ―extreme poor.‖ The incidence 
of extreme poverty fell by nearly 22.6 percentage points in rural areas and by 15.9 percentage 
points in urban areas during FY1990–FY2010. In addition, progress in reducing extreme poverty 

                                                
1
Based on the findings of the country poverty assessment, 2010 and other routine Asian Development Bank poverty 
assessments undertaken as part of annual country programming. It also draws extensively on Government of 
Bangladesh, 2009. Steps Towards Change: the National Strategy for Accelerated Poverty Reduction II (Revised), 
FY2009–FY2011. Dhaka; Government of Bangladesh. 2011. Sixth Five-Year Plan: FY2011-FY2015. Dhaka; and 

World Bank. 2008. Poverty Assessment for Bangladesh: Creating Opportunities and Bridging the East–West Divide. 
Bangladesh Development Series Paper Number 26. Dhaka.  
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accelerated during FY2000–FY2010. 
 
69. Rural poverty. Poverty continues to be largely a rural phenomenon. In FY2010, the 
rural poverty incidence was 35.2%, much more than the urban poverty rate of 21.3%. The 
extreme poverty rate was 21.1% in rural areas, nearly three times the 7.7% in urban areas. The 
75% of the population that lives in rural areas includes 84% of the nation’s poor. 
 
70. Absolute numbers of poor people. The absolute number of poor people in 
Bangladesh, while falling modestly over time, remains quite large because of population growth.  
In FY1992, an estimated 64 million people were classified as poor. By FY2010, this number had 
declined to 47 million. Similarly, the number of extreme poor declined from 46.7 million to 25.7 
million over the same period. 
 
71. Inequality. Income inequality in Bangladesh compares favorably with that of other South 
Asian countries. It increased in the 1990s, as reflected in the Gini coefficient rising nationally 
from moderate inequality at 0.39 in FY1992 to high inequality at 0.47 in FY2005, with the trend 
reversed slightly in 2010 to 0.46. Much of the high inequality nationally reflected a significant 
rural–urban income gap. While urban inequality declined from FY2005 to FY2010, rural 
inequality remained unchanged. This is reflected in a decrease in the Gini coefficient for urban 
areas from 0.50 in FY2005 to 0.45 in FY2010 and an unchanged Gini coefficient of 0.43 during 
the period for the rural areas. 
 
72. Regional dimensions of poverty. Poverty incidence is uneven across regions, with the 
western parts of the country showing higher poverty than the rest. In FY2010, Rangpur Division 
had the highest incidence of poverty at 42.3%, followed by Rajshahi Division at 39.4% and 
Khulna Division at 32.1%. Chittagong Division had the lowest poverty incidence at 26.2%, 
followed by Sylhet Division at 28.1% and Dhaka at 30.5%. Rapid growth in remittances has 
made an important contribution to poverty reduction in Sylhet and Chittagong. 
 
73. Millennium Development Goals. Bangladesh is on track to achieve several of its MDG 
targets including those related to reducing hunger, net enrolment in primary education, gender 
parity in primary and secondary education, reducing child mortality and improving immunization 
coverage, rolling back malaria and controlling tuberculosis, and improving drinking water supply. 
There are several areas that need accelerated attention if all MDGs are to be met: poverty 
reduction and employment generation, higher primary school completion and adult literacy 
rates, creating more wage employment for women, reduced maternal mortality rate and 
increased presence of skilled health-care personnel at deliveries, broader comprehensive 
knowledge of HIV/AIDS, wider forest coverage, and greater penetration of information and 
communication technology. The country struggles to maintain protected areas and provide safe 
drinking water and sanitary toilets, particularly in rural areas. In terms of addressing non-income 
poverty, a key challenge is to reach the poorest groups and regions, including urban slums, hill 
tracts, coastal belts, and other ecologically vulnerable areas. 
 
74. Labor market issues. To link growth and poverty reduction, the Government of 
Bangladesh is attaching importance to imparting skills training that targets external and 
domestic markets alike by activating technical training centers in all districts of the country, 
equipping them with trainers and equipment, and assisting their logistics. The National 
Employment Policy, 2010 emphasized protecting labor rights; improving living standards; and 
ensuring fair wages by determining an appropriate minimum wage and setting wages consistent 
with the cost of living, skill differences, and the nature of jobs. Gender parity in wages has been 
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attained in most sectors. 
 
B. Poverty Causes and Characteristics 
 
75. Poverty characteristics. Analysis of data from successive rounds of household income 
and expenditure surveys shows that poverty is more likely when a household has more 
dependents, little education, or a female as its head. Those engaged in daily wage work in 
informal sectors are more likely to be poor than all others. In rural areas, the larger the 
landholding, the less likely a household is poor. 
 
76. Infrastructure, geography, and poverty. The geographic location of a household 
influences its propensity to be poor. Remoteness from local markets and Dhaka and lack of 
access to infrastructure, including electricity and transport to local markets, are characteristics of 
poor areas. Location in the western part of the country tends to raise the poverty risk, as the two 
major rivers, the Ganges and Brahmaputra, significantly impair connectivity with the nation’s 
main urban growth poles in Dhaka and Chittagong. Building the Padma Multipurpose Bridge is 
expected to make an important contribution to overcoming the geographical disadvantages of 
western Bangladesh. 
 
77. Slow employment growth. A dearth of productive and remunerative employment is a 
major cause of poverty and vulnerability. The adult labor force increased from 19.7 million 
people in 1974 to 53.7 million in 2009. But this is only half of the working age population, which 
indicates a very low rate of labor force participation by global standards. Average annual growth 
in the labor force increased from 2.8% in the 1980s and 1990s to 3.2% in the period 2000–2009 
with demographic change and a rising share of women in the labor force. Employment growth 
has been slower than total labor force growth, leaving an open unemployment rate of 5% in 
2009. Underemployment, or working less than desired or what would be considered full time, is 
the most serious challenge, afflicting 29% of the work force. 
 
78. Gender and poverty. Women are especially vulnerable to poverty in Bangladesh. 
Households headed by women are among the poorest. The labor market continues to be highly 
segmented along gender lines. Women’s participation in wage work is extremely low, and wage 
inequality persists. Women are significantly less likely than men to be self-employed off farm 
and are less qualified. 
 
79. Malnutrition. Agriculture growth and improved diets have helped reduce the proportion 
of underweight children below age 5 from 66% in 1990 to 45% in 2009. Malnutrition among poor 
women causes poor health in their children. Infant malnutrition can permanently harm health 
and learning ability, contributing to the intergenerational transmission of poverty. 
 
80. Human resource development. Limited human resource development confounds 
efforts to boost productivity and employment. Per capita public expenditures on health care and 
education, and the quality of public service provision, are low—which, along with poor service 
delivery, disproportionately affect the poor. High rates of absenteeism are found in public health-
care facilities, with those in rural areas, which are used more by the poor, the worst affected. In 
education, high private spending compensates for low public outlays but contributes to widening 
gaps in education outcomes between the poor and others. 
 
81. Natural disasters and food price shocks. Bangladesh is vulnerable to natural 
disasters, and its open economy is vulnerable to sudden changes in global markets. The 
devastating floods of July–September 2007 and a cyclone on 15–16 November 2007 affected 
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25 million people in 51 of the country’s 64 districts, severely damaging agriculture, livelihoods, 
and infrastructure. Soaring global and domestic food prices from May 2007 to September 2008, 
and again in 2010, reduced the purchasing power of the poor and cast large numbers of 
vulnerable households, including those headed by women, into transitory poverty. 
 
C. The Government’s Poverty-Reduction Strategy 
 

82. The government prepared the first National Strategy for Accelerated Poverty Reduction 
in 2005 to provide the policy framework for achieving the MDGs. The government approved the 
second National Strategy for Accelerated Poverty Reduction in December 2009, covering 
FY2009–FY2011. The second National Strategy for Accelerated Poverty Reduction reaffirmed 
the government’s commitment to achieving the MDGs and is aligned with its election manifesto. 
Likewise, the Sixth Five-Year Plan, FY2011–FY2015 embodies poverty reduction as its prime 
guiding principle and aims to foster a participatory process of inclusive growth and social 
development underpinned by steadily improving governance standards to meet poverty 
reduction goals. 
 
83. The sixth plan identifies detailed strategies and actions in four areas: (i) enhancing pro-
poor growth, (ii) boosting opportunities in critical sectors, (iii) devising effective safety nets and 
targeted programs, and (iv) ensuring human development. To foster pro-poor growth, the plan 
lays out strategies for promoting decent employment, improving the environment for private 
sector development, boosting agricultural growth and rural development, and providing essential 
infrastructure for pro-poor growth. It emphasizes providing sufficient electrical power and other 
energy at affordable prices and developing vastly improved road and railway networks. The plan 
identifies four supporting strategies: (i) ensuring the participation, social inclusion, and 
empowerment of all people; (ii) promoting good governance by ensuring transparency, 
accountability, and the rule of law; (iii) providing efficient and effective service delivery; and (iv) 
caring for the environment and fostering sustainable development. It emphasizes the steps 
needed to attain the MDGs, create employment, strengthen the social safety net, develop 
agriculture, foster rural development, boost private investment, strengthen human resource 
development, and stimulate microfinance, as well as devoting more attention to gender 
mainstreaming, the environment, and good governance. 
 



Printed in Bangladesh

Asian Development Bank
Bangladesh Resident Mission
Plot E-31, Sher-e-Bangla Nagar
Dhaka 1207, Bangladesh
www . a d b . o r g / BRM
Publication Stock No. 010401

About the Asian Development Bank

ADB’s vision is an Asia and Pacific region free of poverty. Its mission is to help its developing
member countries reduce poverty and improve the quality of life of their people. Despite the
region’s many successes, it remains home to two thrids of the world’s poor. Around 903 million
people in the region live on $1.25 or less a day. ADB is committed to reducing poverty through
inclusive economic growth, environmentally sustainable growth, and regional integration.

     Based in Manila, ADB is owned by 67 members, including 48 from the region. Its main instruments
for helping its developing member countries are policy dialogue, loans, equity investments,
guarantees, grants, and technical assistance.


	Macroeconomic Developments
	Highlights
	Sector Performance and Economic Growth
	Inflation
	Fiscal Management
	Monetary and Financial Developments
	Balance of Payments
	Exchange Rate
	Capital Market

	Special Topic: Progress in Poverty Reduction in Bangladesh
	Poverty Trends and Status
	Poverty Causes and Characteristics
	The Government’s Poverty-Reduction Strategy




