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MACROECONOMIC DEVELOPMENTS 
 
Highlights 
 

 Lower GDP growth is expected in FY2014 as private 
consumption and investment were affected by pre-election 
political unrest 
 

 GDP growth in FY2014 will mostly rely on exports as 
domestic demand will remain weak due to decline in 
remittances 
 

 Agriculture growth is expected to rise in FY2014 due to the 
lower base in the past 2 years 
 

 Industry sector growth will moderate because of economic 
disruptions 

 

 Service sector growth will slow due to weaker industry and 
pre-election unrest 

 

 Food inflation is rising but nonfood inflation remains low 
 

 Revenue slowed by disrupted economic activities and 
sluggish imports 

 

 Private credit flow decreased due to the sluggish business 
environment 

  

 Despite a decline in remittance growth, the lower trade 
deficit increased the current account surplus 

 

Sector Performance and Economic Growth 
 
1. Notwithstanding challenging global and domestic 
environment, gross domestic product (GDP) growth rate was 
healthy at 6% in FY2013. However, economic outlook for FY2014 
remains subdued due to decline in remittances and weak 
domestic demand affected by prolonged unrest in the run up to 
the national election on 5 January 2014. In FY2014, economic 
growth will mostly rely on exports and domestic absorption. For 
the sectors, agriculture growth is expected to rise because of the 
lower base in the past two years. The brisk industry sector growth 
in FY2013 is expected to moderate because of work stoppages 
and supply disruptions caused by political unrest. This decrease in 
industrial activity will likely slow service sector growth. 
 
2. Domestic absorption will mostly rely on private 
consumption and investment performance. Consumers and 
investors have adopted a cautious approach given the unrest 
during the past months. Notwithstanding the decline in remittance 
inflows, consumption will be partly stabilized by higher minimum 

Pre-election unrest 
affected Bangladesh’s 
growth prospects for 

FY2014  



 

2 
 

wages for industrial workers announced in November 2013 and a 
20% rise in civil servants’ allowances. Private investment is 
expected to stagnate due to confidence effect stemmed from pre-
election unrest. The slowdown in private sector credit, decrease in 
industrial term loans, lower import of capital machinery, and rise in 
excess liquidity in the banking system point to lower private 
investment performance in FY2014. Fall in private investment is 
likely to be partly offset by a rise in public investment. 
 
3. Macroeconomic policies remain broadly prudent. The 
restrained monetary policy stance since late 2011 is succeeding in 
decreasing the inflation rate, which rose in recent months due to 
the wage push and supply disruptions. Notwithstanding the 
elevated target by Bangladesh Bank (the central bank) for private 
credit growth in its latest monetary policy statement, excess 
liquidity in the banking system has increased because of lower 
investment demand created by pre-election unrest. The fiscal 
policy stance remains pragmatic as the government expands the 
fiscal space through tax policy and tax administration reforms, 
increases public spending on infrastructure, decreases subsidies, 
and steps up social spending. The current account surplus is 
expected to recede slightly as imports rise due to food-grain 
imports, together with negative growth in remittances. The foreign 
reserve remains healthy and exchange rate stays stable. 
 
4. Bangladesh’s short and medium-term growth prospects 
hinge on how the country addresses short and medium-term risks 
and challenges. Reviving economic activities and restoring 
consumer and investor confidence after the national election is the 
major economic challenge. Re-emergence of unrest will directly 
affect investment, growth and poverty reduction. Inflation may 
resurge due to supply disruptions and cost–push factors, including 
wage increases. A decrease in growth will affect employment 
creation for the annual incremental labor force of 1.8 million, which 
in turn will exacerbate economic and social problems. Fiscal 
space will be reduced causing higher bank borrowing to finance 
the fiscal deficit. Balance of payment pressures may build up in 
the event of a continued slowdown in exports and unexpected rise 
in capital outflows. Financial intermediation, which has been badly 
affected by inefficiency and lack of discipline, will continue to 
weaken if political unrest re-emerges.  
 
5. An emerging major challenge centers on the transition of 
the country’s RMG industry, especially after the Savar tragedy, to 
meet demands for internationally accepted safety and labor 
standards. Following the Savar tragedy, the government 
increased the minimum wage, and undertook several initiatives to 
improve safety standards in partnership with the international 
business community and development partners.1 Successful 
transition of the RMG industry will require investment in 

                                                
1
  For detailed discussion, see Asian Development Bank. 2013. Bangladesh 

Quarterly Economic Update, July–September, pp. 9–10. 

Private consumption will 
partly hold up due to rise in 
wages and civil servants’ 
allowances, while subdued 
private investment will be 
partly offset by higher public 
investment 

Macroeconomic policies 
broadly remain on track 
though inflation edges up 

Restoring consumer and 
investor confidence is the 
major economic challenge 

Transition of RMGs is a 
major challenge 
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enterprises, complementary public investment in infrastructure, 
and capacity building related to compliance and safety standards. 
The transition will increase operating costs, which may reduce the 
industry’s traditional price competitiveness. Coping with the 
transition process will be challenging for enterprises and the 
industry. The immediate challenge is to restore buyer confidence, 
which has been seriously undermined by recurrent industrial 
accidents during the past 2 years, causing a shift of some buyers 
to invest in comparator countries like Cambodia, India, Sri Lanka, 
and Viet Nam. Notwithstanding the limited effects of the United 
States (US) withdrawal of the Generalized System of Preferences 
facility, the withdrawal of the EU will significantly affect exports 
from the RMG industry and impact Bangladesh’s macroeconomic 
stability, economic growth, and poverty reduction.  
 
6. Bangladesh also faces several medium-term challenges, 
which are cross-cutting and affect the country’s short- and 
medium-term growth prospects. In view of the country’s 
overdependence on a few growth drivers, namely RMG exports 
and remittances, a major challenge is to identify new growth 
drivers over the medium term through diversification of the export 
base and domestic market-oriented productive sectors. This will 
require expanding electricity, gas, transport services, skills, FDI 
inflow, and an enabling investment climate. Productive 
diversification will also require an efficient and dynamic financial 
system, in particular state-owned commercial banks with improved 
fundamentals. Simultaneously, the government needs to push 
structural reforms forward, such as trade liberalization; an efficient 
market-based pricing mechanism for electricity, energy, and other 
public utilities; revenue reform; and capital market reforms. While 
the government has made commendable progress with structural 
reforms during recent years, it needs to build on the vital reform 
agenda in the post-election period. 
 
7. Addressing the electricity shortage is a major challenge.2 
Global Competitiveness Index 2013-2014 by the World Economic 
Forum ranked Bangladesh 133rd out of 148 countries for quality of 
electricity supply. About half of the country’s population does not 
have access to electricity, and many of those only receive 
intermittent supply. During peak periods, up to 30% of demand is 
unmet (a deficit of nearly 2,000 megawatts [MW]). The 
government intends to address this problem through physical 
investments and reforms, and has an investment program for 
2011–2015. The goal is to increase energy security through a 
combination of sequenced interventions, including supply- and 
demand-side efficiency measures; new capital outlays for 
generation, transmission, and distribution; investments to raise 
electrification rates to 68% by 2015; and acceleration of reforms to 
improve efficiency, accountability, and effectiveness of sector 
institutions. 

                                                
2
  Paragraphs 7–9 and 11–12 are based on Asian Development Bank (ADB). 

2013. Bangladesh–ADB: 40 Year of Development Partnership. Manila. 

Bangladesh faces medium-
term challenges to lift GDP 
growth 

Addressing electricity 
shortage is a major 
challenge 
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8. While energy sector performance is low, improvements in 
the last decade are notable. Electrification rates increased from 
10% in 1994 to 50% in 2012—an improvement made against a 
rise in demand of more than 160% during 2002–2012. 
Transmission and distribution losses have been cut sharply, 
mainly due to investment and better management. The financial 
performance of most sector companies has also improved due to 
higher tariffs, better collection, improved financial transparency, 
and increased metering. To augment electricity availability, a 
recent major achievement was the import of electricity through a 
cross-border grid from India to supply 500 MW of electricity a day. 
 
9. Nonetheless, much work remains. Supplies are still 
irregular and the system is overly reliant on natural gas. Half the 
population does not have access to electricity. Load shedding 
remains high and losses in the transmission and distribution 
system are high. Total available generation capacity is 4,890 MW; 
demand is about 7,000 MW. Electricity shortages are common, 
and the cost to the economy is close to 0.5% of GDP. Considering 
that the projected demand for electricity will be 12,500 MW by 
2015, the sector needs major investments in generation, efficiency 
measures, and transmission and distribution. 
 
10. Managing unplanned urbanization is a major medium-term 
challenge. In 2012, about 40 million people lived in urban areas 
(28% of the total population). Though urbanization is still relatively 
low, the urban population has grown by 6% per annum for over 
four decades, compared with 1.3% growth for the total population. 
With these growth rates, the country's urban population will double 
to reach 74 million, or 40% of the total population, by 2035. The 
contribution of urban areas to national GDP grew from 26% in 
1973 to 48% in 2011. Rapid urbanization is increasing demand for 
urban infrastructure and services. 
 
11. Bangladesh’s labor abundance and urban agglomeration 
are evidenced by the concentration of most factories in urban and 
peri-urban areas. In addition to RMG industries, services such as 
banking, construction, trade, insurance, hotels, and real estate are 
largely concentrated in Dhaka and Chittagong—the country’s two 
largest cities. Economic opportunities in urban areas attract large 
numbers of rural migrants. New and second-generation migrants 
tend to live in slums without decent housing or basic services. 
Dhaka, as the financial, cultural, and business hub of the country, 
generates more than one-third of national GDP. 
 
12. Nevertheless, urban infrastructure and services have not 
kept pace with rapid urbanization, causing an acute shortage of 
services in urban areas. Piped water is available in less than half 
of pourashavas (secondary towns)—typically only for 2–4 hours 
per day. Water quality is poor, with high iron content or arsenic 
contamination. No urban areas have sewerage, with the exception 
of a very limited system in Dhaka. An estimated 40% of 

Managing unplanned 
urbanization emerging as a 
major challenge 

Urban infrastructure and 
services remain poor 

Despite improvements, 
performance remains low in 
the energy sector 

The energy sector needs 
major investments  
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households resort to the use of unsanitary hanging latrines. Only 
20% of solid waste is collected, and households dump their solid 
waste directly into streets, public spaces, and drains. Drainage is 
underdeveloped and poorly maintained. During monsoon rains, 
roads and pathways become flooded, causing severe traffic 
congestion and risks to public health. As roads and bridges have 
insufficient capacity to meet growing traffic volume, traffic 
congestion in city centers limits access to economic opportunities 
and social services. 
 
13. The limited skills of the country’s work force constrain 
economic growth. A recent survey of private companies in 
Bangladesh by the Japan International Cooperation Agency found 
that about 60% of businesses reported that inadequate skills and 
training systems are a constraint to business growth. Training, the 
major issue among the "soft" problems, was only surpassed by 
two other constraints to growth: infrastructure (87%) and land 
availability and/or price (66%). A key contributor to poverty in 
Bangladesh is that people lack the educational background and 
skills needed to secure jobs. According to the Labor Force Survey 
2010, around 60% of the labor force has no education. About 96% 
has no training and only 1.4% has had some form of technical or 
vocational education or training. This creates low skills equilibrium 
of poor-quality jobs and low wages. Therefore, linking skills 
development with basic education is important to give the 
population the foundational skills upon which to more effectively 
anchor skills development. 
 
14. To increase the labor force’s employability and income, the 
government recognizes the need to provide employable skills to 
those with no or little formal education and those who need higher 
skills even after graduating from schools. Four major groups offer 
technical and vocational education and training (TVET) programs: 
government, private (commercial), nongovernment organizations, 
and industry (managed by industry associations and industry-
provided on-the-job training). While these programs cover a wide 
range of clientele, they have several drawbacks; the primary one 
is relevance. TVET programs, especially those run by the 
government, are not based on market needs but rather more on 
social demand. A 2006 World Bank tracer study identified 
employers of RMGs and textiles, light engineering, and 
construction as being the most affected by the lack of required 
skills in the labor force. Another problem is limited access; all 
formal programs require grade 8 as the entry qualification, which 
immediately excludes a large share of the working age group. 
Poor training quality of the TVET programs is largely attributed to 
low budgetary support and lack of teachers and equipment. To 
make a significant contribution to poverty reduction, TVET 
programs need to be more effective in terms of equipping 
graduates to find gainful employment. TVET programs need to 
focus on flexible demand-driven skills and partnerships between 
government, industry, workers, and civil society. Programs need 

Bangladesh’s growth 
prospects are undermined by 
skills shortage 

Improving technical and 
vocational education and 
training programs is vital 
for upgrading skills 
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to be standardized to improve quality and use a competency-
based training model based on required workplace skills. 
 

Agriculture 
 
15. Agriculture growth, if normal weather prevails, is expected 
to increase in FY2014 due to lower base in in FY2013 and 
FY2012. Nevertheless, it will not be as high as the 5.1% in 
FY2011 and 5.2% in FY2010 as marketing of non-crop agricultural 
products was affected by the disruptions in distribution network. 
Ensuring an efficient output price for farmers is vital for 
encouraging farmers to increase production and help ensure food 
security. To attain the boro production target (18.9 million tons), 
the government needs to ensure timely delivery of seed, fertilizer, 
electricity, credit, and extension services. 
 
16. The FY2014 food-grain (rice and wheat) production target 
by the Department of Agriculture Extension is 35.9 million tons, 
2.3% higher than actual production of 35.1 million tons in FY2013. 
The department’s FY2014 target for aus (summer rice crop) 
production is 2.4 million tons with a cultivation area of 1.2 million 
hectares, 9.7% higher than the actual aus production in the 
previous year. According to official estimates, the aus crop was 
produced 2.3 million tons in 1.1 million hectares of land, 4.5% 
higher than the actual production of 2.2 million tons in FY2013. 
The target for aman (monsoon rice crop) production is set at 13.3 
million tons on 5.6 million hectares, 2.9% higher than the actual 
aman production the year before. Of the 13.3 million tons of total 
aman production target, the target for transplant aman is 12.84 
million tons to be cultivated on 5.2 million hectares; the remaining 
0.44 million tons is broadcast aman to be cultivated on 0.4 million 
hectares. The prospects for aman also look good, as it has 
experienced favorable weather conditions. The boro production 
target is 18.9 million tons on 4.8 million hectares, only 0.7% higher 
than actual boro production a year earlier. The target for wheat 
production is 1.3 million tons to be cultivated on  
0.4 million hectares, 2.1% higher than actual FY2013 production. 
 
17. The government’s total food-grain procurement target for 
FY2014 is 1.6 million tons (1.5 million tons of rice and 0.15 million 
tons of wheat), 14.3% higher than actual procurement in FY2013. 
It has decided to procure 0.2 million tons of aman rice at 
Tk30/kilogram (kg) during December 2013–February 2014 to 
provide price support to farmers. As of 8 January 2014, it had 
procured 0.9 million tons of rice (0.8 million tons from the previous 
boro season, and 0.1 million tons for the current aman season). 
 
18. The total food-grain import target for FY2014 is 2.9 million 
tons (1.2 million tons of public import and 1.7 million tons of 
private import), 52.6% higher than actual import in FY2013. Of the 
2.9 million tons of total import, rice accounts for 0.4 million tons 
and wheat 2.5 million tons. As of 8 January 2014, 1.8 million tons 
of food grains had been imported—62% of the total food-grain 

Timely delivery of inputs is 
vital for good boro harvest 

FY2014 food-grain production 
is targeted to rise to  
35.9 million tons from the 
actual production of 
35.1 million tons in FY2013 

This year the government will 
procure 0.2 million tons of 
aman rice at Tk30/kg from 
domestic markets 

Total food-grain import was 
1.8 million tons as of  
8 January 2014 
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import target. Of the 1.8 million tons of food grains, public import is 
0.5 million tons (1,200 tons of rice and 0.5 million tons of wheat) 
and private import 1.3 million tons (0.2 million tons of rice and 1.1 
million tons of wheat). 
 
19. As part of continuous efforts to increase food security and 
minimize hardships for vulnerable groups, the government’s food-
grain distribution target for FY2014 is 2.7 million tons (1.7 million 
tons of rice and 1.0 million tons of wheat) under the public food 
distribution system, 28.6% higher than actual distribution in 
FY2013. As of 31 December 2013, the government had 
distributed 1.1 million tons of food grains (0.7 million tons of rice 
and 0.4 million tons of wheat). Of this, 0.4 million tons were 
distributed through monetized channels and 0.7 million tons 
through nonmonetized channels.  
 
20. As of 8 January 2014, after the food-grain distribution, the 
public food-grain stock stood at 0.9 million tons (0.7 million tons of 
rice and 0.2 million tons of wheat), lower than the 1.3 million tons 
as of 8 January 2013. 
 

Industry 
 
21. Subdued external and domestic demand will slow industry 
sector growth in FY2014. The performance of export and domestic 
market-oriented industries was affected by demand and supply 
disruptions in the lead up to the national election. Textiles, the 
country’s leading industry, may also be affected if demand 
weakens in the EU and buyers in both the EU and the US 
postpone orders from Bangladesh in response to the recurrent 
industrial accidents. Industrial production might be hindered by the 
growing gas shortage and expected rise in electricity prices. 
 
22. The slowdown in industrial activities is reflected through 
the 2% increase in import letters of credit opening for industrial 
raw materials during July–November 2013 compared with the 
corresponding period of 2012. The import of capital goods rose by 
only 5.5% during July-November 2013, and intermediate goods by 
3.1%. The construction subsector, which accounts for 9% of GDP, 
has been badly affected by the political unrest. According to the 
Real Estate and Housing Association of Bangladesh, apartment 
and plot sales dipped by 60% in 2013 compared with the previous 
year mainly due to political unrest and high lending rates. The 
number of new projects undertaken by real estate developers fell 
by around 75% in 2013 compared with 2012. Weaker construction 
activity is also reflected by lower growth of backward linkage 
industries, including cement, iron and steel and lower bank credit 
to the sector in the first quarter of FY2014.    
 
23. The government provided special incentives such as 
reduced tax at source from 0.8% to 0.3%, and allowed RMG 
exporters to receive cash incentives against export proceeds in 
advance through telegraphic transfer to recover the losses caused 

Subdued domestic and 
external demand will lower 
industry sector growth in 
FY2014 

Lower industry growth is 
reflected by sluggish industry- 
related imports  

Government stock of food 
grains was 0.9 million tons 
as of 8 January 2014 

Government distributed  
1.1 million tons of food 
grains as of 31 December 
2013 to ease the hardships of 
vulnerable groups 
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Figure 1. Growth of medium- and large-scale 
manufacturing production (Base: FY2006 = 100)
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Figure 2. Growth of small-scale manufacturing 
production

by economic disruptions. The authorities reduced interest rate on 
loans from its Export Development Fund by one percentage point 
to help exporters get low cost fund. Bangladesh Bank adopted a 
six month long loan rescheduling policy for banks and financial 
institutions to enable the businesses to reschedule their classified 
loans by giving a relaxed down payment. 
 
24. According to the new base year (2005/06) data, recently 
published by Bangladesh Bureau of Statistics, the quantum index 
for medium- and large-scale manufacturing industries rose by 
11.7% during July–
September 2013 (Figure 
1)3. Wearing apparel, the 
major industrial group, 
grew by 19.1%; textiles 
fell by 0.8%; food 
products rose by 15.6%; 
pharmaceuticals and 
medicinal chemicals up by 
11.3%; other nonmetallic 
mineral products rose by 1.3%; leather and leather products grew 
by 3.9%; basic metals up by 0.4%; fabricated metal products, 
except machinery, rose by 0.1%; printing and reproduction of 
recorded media up by 1.3%; coke and petroleum products fell by 
37.9%; electrical equipment rose by 2.6%, beverages up by 
44.6%, tobacco products grew by 9.2%; wood and cork products 
up by 4.3%; machinery and equipment (not elsewhere classified) 
rose by 5.6%; and computer, electronic, and optical products grew 
by 6.4%; rubber and plastic products fell by 0.8% and other 
transport equipment up by 6.6%. 
 
25. The general index for small-scale manufacturing (FY1996 
base) rose by 5.4% during July–September 2013 (Figure 2). Food, 
beverages, and tobacco 
increased by 4.2%; 
textiles, leather, and 
apparel by 18.1%; metal 
products and machinery 
by 12.2%; basic metal 
industries by 10.4%; 
paper, printing, and 
publishing by 6.1%; wood 
and wood products by 
1.3%; and other 
manufacturing industries by 27.6%. Chemicals, rubber, and plastic 
fell by 2.1%; and nonmetallic products by 12%. 
 
26. To attain 8% GDP growth, as envisaged by the Sixth Five 
Year Plan (SFYP), steady and rising manufacturing growth is 
needed to boost growth momentum. Though manufacturing has 
experienced noteworthy growth since 1990, it has not yet reached 

                                                
3
 Effects of political unrest may be evident by data in the last quarter of 2013. 

The rebased quantum index 
for medium- and large-scale 
manufacturing rose by 11.7% 
during July–September 2013 

General index for small-scale 
manufacturing rose by 5.4% 
during July–September 2013 

The government reduced tax 
at source and allowed cash 
incentives through telegraphic 
transfer to boost RMG exports 



 

9 
 

11%–12% annual growth to achieve the 8% growth target 
envisaged by the SFYP. Manufacturing growth is vital for job 
creation to boost inclusive growth. The SFYP focuses on the 
challenge of employment creation for a fast-growing labor force 
(3.2% annually) by creating employment in nonfarm sectors and 
by shifting labor from agriculture to more productive areas, namely 
manufacturing and modern services. According to Labor Force 
Survey 2010 by Bangladesh Bureau of Statistics, during FY2006–
FY2010, employment in agriculture decreased by more than  
0.5 million, while manufacturing gained about 0.7 million. Major 
manufacturing employers are textiles, RMGs, agro processing, 
food and beverages, and light engineering; they provide 97.3% of 
total manufacturing employment.  
 
27. In terms of size of enterprises, the share of large-scale 
manufacturing’s contribution to GDP has grown along with the 
total share of manufacturing. The share of small-scale 
manufacturing remains almost unchanged. However, labor 
productivity, capital productivity, and profitability are higher in 
small-scale manufacturing; these units are also more flexible and 
labor absorptive. Micro and small enterprises provide 47% of 
manufacturing employment.   
 
28. To create employment for the growing labor force and 
solve the rural underemployment problem, the SFYP projects the 
share of manufacturing employment to increase from 11.6% in 
2010 to 18.5% by 2015, and manufacturing employment growth to 
reach 9.7% annually. The migration of the labor force from 
agriculture to nonfarm sectors will not only solve the problem of 
underemployment but also push up agricultural wages for rural 
workers. Thus, if manufacturing manages to grow increasingly and 
maintain that growth over the next few years as envisaged in the 
SFYP, underemployment will diminish and wages for rural workers 
will increase significantly; both essential for the country’s inclusive 
growth and poverty reduction.  
 
29. Nevertheless, several constraints have been identified for 
the development of manufacturing—mostly related to structural 
and policy-induced barriers. The structural constraints are weak 
growth of the domestic economy; declining global demand; credit 
constraints; and poor infrastructure including energy shortage, low 
technology, low labor productivity, and inadequate labor skills. 
Policy-induced constraints include regulatory barriers such as 
weak enforcement of government regulations, complex taxation 
rules, bureaucracy, delays in court procedures, and higher 
business costs. 
 
30. As manufacturing has an important role in the country’s 
growth, the government needs to undertake general and sector-
specific measures to develop the sector and help reach its target 
growth rate. These include improving electricity and energy 
supply, assuring access to finance, improving infrastructure 
facilities, developing labor skills, improving technology through 

Higher manufacturing 
growth is vital for attaining 
Bangladesh’s medium-term 
GDP growth target 

Small and medium-size 
manufacturing creates more 
jobs than large-scale 
industries 

Both structural and policy-
induced constraints affect 
manufacturing expansion 

Strategic industrial policies 
should be complemented 
by sector–specific policy 
measures 
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increased investment and research and development efforts, 
exploring market potential in various countries, and formulating 
and implementing better trade policies. Dynamic manufacturing 
growth also requires a stable political environment complemented 
with an enabling investment climate. 
 

Services 
 
31. The service sector plays an important role in economic 
growth and poverty reduction. It accounts for 53.9% of GDP. In 
addition to becoming a dynamic growth driver, positive spillover to 
other sectors, particularly synergy between industry and services, 
can increase the economy’s growth potential. The sector plays a 
vital role in expanding social capital. It supports inclusive growth, 
as the labor absorption rate is highest in services. In addition to 
creating jobs, services growth contributes to faster poverty 
reduction by improving health and education, enabling people to 
be more productive, and improving quality of life. Considering the 
growing uncertainty in the global economy, rebalancing the 
domestic economy toward formal services can enhance economic 
resilience. Simultaneously, mainstreaming services in the informal 
sector with the formal sectors, where productivity and wages are 
high, is important. Transformation of informal sector services 
requires boosting skills development. The huge pool of 
unemployed educated youth can benefit from innovations and 
opportunities created by recent unprecedented progress in global 
information and communication services.  
 
32. Growth in the service sector in FY2014 will moderate 
because of slower industry sector growth together with output lost 
due to pre-election unrest. Significant fall in first quarter credit 
growth in the trade sector, a negative growth in transport and 
communication, sluggish demand evidenced in retail and 
wholesale trade, hotels and restaurants, transport, education, 
tourism, and a fall in operating profits of commercial banks due to 
prolonged nationwide political shutdowns—all reflect slower 
service sector growth in the first half of FY2014.  

 
Inflation 
 
33. Year-on-year headline inflation, measured by the 
consumer price index 
using FY2006 as the 
base year, slowed 
steadily to 5.0% in 
September 2012 from 
the peak of 12.7% in 
September 2011, 
because of declining 
food prices (Figure 3). 
Nonfood prices also 
declined responding to slower growth in credit and appreciation of 
the taka. The headline rate rose to over 8.0% in the final quarter of 

Year-on-year inflation is rising 
due to supply disruptions 
caused by intensification of 
political unrest 

Service sector plays a vital 
role in accelerating 
economic growth and 
poverty reduction 

Service sector growth is 
expected to slide due to 
political unrest 
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FY2013, as food prices increased following supply disruptions 
caused by national strikes, and rise in government-administered 
domestic electricity and fuel prices. Although inflation started to 
soften from July 2013, reaching 7.0% in October 2013 due to 
lower prices in domestic and international markets, it has been 
moving upward reaching 7.4% in December, with the 
intensification of political unrest that affected household income 
and the supply chain of agricultural products. 
 
34. After dropping to 1.8% in September 2012 from the peak 
of 14.9% in September 2011, year-on-year food inflation rose 
back to 8.7% in April 2013. Food inflation began moderating from 
July, reaching 7.9% in September 2013, but started rising in 
October and reaching 9.0% in December. Nonfood inflation, aided 
by tightened monetary policy adopted by Bangladesh Bank, 
declined steadily to 7.8% in June 2013 from the peak of 11.8% in 
March 2012, and further to 4.9% in December 2013. The recent 
decline in nonfood inflation reflects drops in the consumption of 
nonfood items resulting from the higher cost of transport, fuel, 
clothing, and house rent caused by the political unrest. 
 
35. Urban inflation continued to be higher than rural inflation. 
In December 2013, urban inflation was 7.6% and rural inflation 
7.2%. Urban food inflation stood at 9.9%, and nonfood inflation at 
5.1%. Rural food inflation was 8.6% and nonfood inflation 4.7%. 
 
36. The expected increase in domestic fuel and electricity 
prices, and increase in public and private (garment) sector wages 
may put pressure on prices in the coming months. Wage 
increases may spill over into the rest of the economy creating 
demand pressures. Any losses in crop production if the weather 
becomes unfavorable or production is hampered by transportation 
blockades preventing timely input supply to farmers may lead to 
supply shortages and create price pressures. 
 
Fiscal Management  
 
37. Revenue collection by the National Board of Revenue 
(NBR) grew by 12.2% during July–December 2013 over the same 
period of 2012 (Figure 4), 
although falling below the 
ambitious budget target. 
The effects of pre-
election unrest are 
expected to gradually 
subside, causing the tax 
revenue–GDP ratio to 
remain at 10.5%, 
marginally higher than in 
FY2013. Available information suggests that NBR revenue 
collection may not be fully achieved as expected. Revenue from 
all leading sectors, including telecommunications, cigarettes, 
banks, and insurance, was lower than in FY2013. Revenue 

Nonfood inflation declining 
steadily, but food inflation 
rising with some 
fluctuations 

 

Urban inflation continues 
to remain higher than rural 
inflation 

Inflation is expected to 
rise in the coming months 

Revenue collection by NBR 
grew by 12.2% during July–
December 2013 



 

12 
 

0

20

40

60

80

FY2010 FY11 FY12 FY13 FY14

29 27 28 30 27

%

Figure 5. ADP implementation  (July–December)

collected by the Large Tax Payer’s Unit is expected to miss the 
target because of lower revenue collected from large taxpayers. 
Revenue collection from land ports is reported to have fallen by 
90%. Nevertheless, NBR made commendable progress in 
reforming tax policy and tax administration under the International 
Monetary Fund’s extended credit facility. Issuance of automated 
tax identification numbers (TIN) are now linked with the national 
identification database. More than 530,000 taxpayers have 
completed e-TIN registration, including 90,000 new taxpayers. 
NBR also made significant progress in automating the tax 
administration. 
 
38. Revenue collection from income tax during July–December 
2013 rose by 21.0%; revenue from domestic indirect taxes grew 
by 15.4%. Collection from domestic value-added tax rose by 
13.2%, supplementary duty by 20.4%, and turnover tax by 16.9%. 
  
39. Revenue collection from import-based taxes remained 
tepid at 1.8% during July–December 2013 due to sluggish imports 
and pre-election unrest. Likewise, supplementary duty collection 
dipped by 7.9%. Import-based value-added tax rose by 6.2%, 
while export duty fell by 26.8%, customs duty rose by only 0.5% 
indicating dominance of lower import duty items, such as food 
grain, capital goods and industrial raw materials. 
 
40. Under the IMF-supported extended credit facility, 
government authorities made significant progress with a range of 
structural reforms, including tax policy and tax administration 
modernization, strengthening treasury cash management and 
expenditure controls, conducting efficiency audits in state-owned 
enterprises, strengthening debt management, and implementing 
financial and securities market reforms.  
 
41. The annual development program (ADP) utilization rate 
remained low at 27.0% during July–December 2013 (Figure 5). 
Spending of domestic resources was 30.0%, while utilization of 
foreign-aided projects 
stood at 24.0%. The top 
10 ministries and 
divisions, which received 
74% of total allocations, 
utilized only 26.0% of the 
total allocations. Of their 
total allocation, the Local 
Government Division and 
the Ministry of Primary and Mass Education utilized 40.0% each, 
the ministry of railways 33.0%,  the Ministry of Health and Family 
Welfare 32.0%, the ministry of education and the Roads Division 
29.0% each, the Energy and Mineral Resources Division and the 
Power Division 24.0% each.  
 
42. The total fiscal deficit financing during July–November 
2013 stood at 0.8% of the projected GDP. Deficit financing was 

Income tax collection rose by 
21.0% and domestic indirect 
taxes grew by 15.4% during July–
December 2013 

Impressive progress made 
in reforms aiming at fiscal 
sustainability 

ADP utilization rate remains 
low at 27.0% during July–
December 2013 

Lower fiscal deficit at 0.8% 
of GDP during July–
November 2013  

Import-based taxes record 
modest growth 
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lower at Tk94.1 billion compared with Tk129.9 billion during the 
same time in 2012, reflecting a decrease of 27.6%. Of the total 
deficit, about 80% was financed by domestic sources. Of the total 
domestic financing (Tk75.7 billion), government borrowing from 
the banking system stood at 41.0% and the remaining 59.0% was 
borrowed from the nonbanking system.  
 
Monetary and Financial Developments 
 
43. Broad money (M2) growth slowed to 16.7% year-on-year in 
November 2013 (Figure 6) from 18.6% in November 2012, and 
remained lower than the half-yearly monetary program growth 
target of 17.2% for 
FY2014. The lower M2 
growth resulted from 
slower growth in net 
foreign assets (38.4% 
compared with 51.5% in 
November 2012) as well 
as domestic credit 
(10.0% compared with 
14.9% in November 
2012). Due to lower credit 
demand from the private sector, domestic credit growth remained 
lower than the half-yearly target of 19.3%. The growth in private 
credit slowed to 11.1% in November 2013, and remained lower 
than the half-yearly target of 15.5% and actual growth of 17.4% a 
year earlier. Growth in net foreign assets declined to 38.4% in 
November 2013 from 51.5% in November 2012 due to lower 
remittance inflows. However, growth in net credit to the 
government rose to 15.3% in November 2013 from 8.9% in 
November 2012.  
 
44. Reserve money growth slowed to 13.6% year-on-year in 
November 2013 (lower than the half-yearly target of 15.5%) down 
from 14.2% in November 2012 (Figure 7) because of the sharp 
decline in the central 
bank’s net domestic 
asset growth (down by 
97.7% compared with 
the 41.1% decline in 
November 2012). This 
was aided by the drastic 
decline in lending to the 
government and to the 
deposit money banks. 
While lending growth to government declined by 53.1% in 
November 2013 from 12.1% decline in November 2012, lending 
growth to the deposit money banks declined by 54.0% from 11.7% 
decline during the same period. With slower remittance inflows, 
growth in net foreign assets of the central bank slowed to 43.4% in 
November 2013 from 52.6% in November 2012. The reserve 

Money supply growth 
slowed  

Reserve money growth 
declined sharply  
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money multiplier rose to 5.3 at the end of November 2013 from 
5.2 at the end of November 2012.  
 
45. In conducting monetary policy, Bangladesh Bank 
undertakes regular auctions of Treasury bills of different maturities 
with appropriate adjustments in their yields, and repo and reverse 
repo operations to regulate liquidity growth in the banking system. 
Interest rates on Treasury bills continued to decline, reflecting 
Bangladesh Bank’s tighter monetary policy measures. The 
weighted average yield of 91-day Treasury bills was 7.4% in 
December 2013, down from 9.2% in December 2012. Similarly, 
the yields on 182-day bills declined to 8.2% from 10.6%, and on 
364-day bills to 9.3% from 11.1%. The weighted average yield on 
30-day bills also came down to 7.1% in December 2013 from 
8.9% in December 2012. The lower Treasury bill yields and 
unchanged policy rates are consistent with the central bank’s 
objective of stimulating investment and growth, keeping in view 
downward inflationary trends. 
 
46. Despite festival season and the central bank’s financial 
year closing, the interbank call money market rate remained 
stable as the central bank maintained close monitoring of the 
money market’s day-to-day liquidity position and credit demand 
was lower due to the sluggish business environment. The 
interbank call money rate was 7.1%, on a weighted average basis 
in December 2013, down from 9.3% in December 2012.  
 
47. Monetary tightening measures had little impact on the 
liquidity position of the banking system as scheduled banks’ 
excess liquidity remained high at Tk901.7 billion at the end of 
November 2013 up from Tk518.7 billion at the end of October 
2012. The sluggish business activity and high lending rate set by 
comerical banks reduced demand for credit, contributing to the 
buildup of liquidity in the banking system. The outstanding 
borrowing of the government through sales of national savings 
directorate certificates stood at Tk678.8 billion at the end of 
November 2013, up from Tk643.0 billion a year earlier, partly 
offsetting the decline in net credit growth to the government from 
the banking system. 
 
48. The weighted average lending rate declined slightly to 
13.5% at the end of 
December 2013 from 
13.9% at the end of 
December 2012. The 
deposit rate remained 
the same at 8.4%, 
becoming positive in real 
terms because of lower 
inflation (Figure 8). As a 
result, the interest rate spread of the banking system narrowed 
from 5.5% in December 2012 to 5.1% in December 2013.  
 

Interbank call money rate 
remained stable   

Bangladesh Bank adopts 
policy to stimulate growth 

Excess liquidity in the 
banking system rose  

Interest rate spread 
narrowed 
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49. Responding to the tightened monetary stance, the 
disbursement of industrial term lending slowed. Disbursements 
stood at Tk88.8 billion in 
July-September 2013, 
8.6% lower than the year 
earlier period (Figure 9). 
While disbursement to 
large-scale industries 
rose by 3.6%s (accouting 
for 72.2% of total 
industrial term lending) 
and to small and cottage industries (9.7% of total funds) by 37.5%, 
disbursement to medium-sized industries declined by 44.8%. 
 
50. However, loans to agriculture and small and medium-sized 
enterprises (SMEs) were given priority, in line with Bangladesh 
Bank’s policy directives. Of the Tk146.0 billion targeted for new 
credit disbursement to agruiculture, Tk74.5 billion was actually 
disbursed in the first 6 months of FY2014, an increase of 16.1% 
over the same period of FY2013. Outstanding loans to SMEs 
reached Tk1,086.0 billion in September 2013, 8.6% growth over 
September 2012. The ratio of SME loans to total loans in the 
banking system rose to 23.0% in September 2013 from 22.8% in 
September 2012.  
 
51. Financial soundness indicators for the banking system 
weakened as indicated by the gradual increase in gross 
nonperforming loans (NPLs) since 2012. The ratio of gross NPLs 
to total loans in the banking system rose to 12.8% at the end of 
September 2013 from 
8.8% at the end of 
September 2012. The 
gross NPL ratio for state-
owned commercial banks 
rose to 28.8% at the end 
of September 2013 from 
17.7% at the end of 
September 2012, the 
gross NPL ratio for 
private commercial banks rose to 7.3% from 4.9%, and for 
specialized banks to 29.4% from 24.1% (Figure 10). The gross 
NPL ratio for foreign banks rose to 6.0% from 3.2% during the 
same period. The net NPL ratios for all banks rose to 5.0% at the 
end of September 2013 from 2.9% at the end of September 2012. 
Poor credit decisions, bank frauds, slower economic activity, and 
the end-2012 tightening of loan classification standards 
contributed to the weakened financial soundness. Performance of 
SCBs has considerably deteriorated. The deterioration in financial 
soundness in SCBs is worrisome resulting from the recent large 
credit scams. In view of the significant capital shortfall, the 
government has disbursed Tk410.0 billion to help four state-
owned commercial banks. To further strengthen the regulatory 
framework in the financial sector, Bangladesh Bank adopted a 

Disbursements of industrial 
term loans declined 

Loans to agriculture and 
SMEs are prioritized  

Financial soundness 
indicators weakened  
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bank intervention and resolution plan, as well as a lender of last 
resort policy.  

 
Balance of Payments 
 
52. Strong performance of export earnings has continued 
since the beginning of FY2014, although export growth is 
gradually slowing. After 
growing rapidly by 21.2% 
during July–September 
2013, export growth 
slowed to 16.6% for July–
December, but grew 
more rapidly than during 
the year earlier period 
(7.0%) (Figure 11). 
Despite the fragile global economic recovery and unfavorable 
political conditions in the country, strong RMG growth contributed 
to maintaining healthy export performance.  
 
53. Garment exports—accounting for about 81.2% of total 
export earnings—grew by 20.0% during July–December 2013, 
significantly higher than the 7.6% growth in July–December 2012. 
Exports of woven garments rose by 20.4%, and export earnings 
from knitwear increased by 19.6%. Garment exports to the EU 
increased by 21.1% and to the US by 13.2%. Woven exports to 
the EU rose by 21.1% and knitwear exports by 21.2%, while 
woven exports to the US increased by 12.8% and knitwear 
exports by 14.7%. 
 
54. Among other major export items, earnings from frozen food 
increased by 30.3%, leather 43.6%, and agriculture products 
3.0%; while export earnings from jute goods declined by 7.1%, 
petroleum products by 51.7%, raw jute by 49.9%, and engineering 
products by 0.7%. 

 
55. Export earnings from the EU—the main source of the 
country’s export earnings—grew by 21.3% in the first half of 
FY2014 to $7.9 billion (53.9% of total export earnings) and from 
the US by 12.4% to $2.8 billion (19.0% of the total). Export 
earnings from newly discovered markets also continue to rise 
significantly. In the first half of FY2014, export earnings from  
13 countries increased by 14.9% to $2.9 billion,4 which was 19.6% 
of total export earnings; garment export earnings rose by 25.8% to 
$1.9 billion (16.0% of total garment export earnings). 
 
56. Attaining the annual export target of $30.5 billion (12.9% 
growth over FY2013) will be a challenge. Slow recovery in major 
economies and weaker garment export expansion in view of some 

                                                
4
 Australia; Brazil; Canada; the People’s Republic of China; Hong Kong, China; 

India; Japan; Republic of Korea; Russian Federation; South Africa; Thailand; 
Turkey; and the United Arab Emirates.  

Exports grew by 16.6% 
during July–December 
2013 

Garment exports rose by 
20.0% during July–December 
2013 

Export earnings from the 
EU grew rapidly 
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unfavorable buyer reaction in the aftermath of the fatal factory 
fires and the horrific factory collapse may disrupt further export 
opportunities. The US suspension of the Generalized System of 
Preference over inadequate worker rights is also likely to suppress 
exports, although garments are not covered by the scheme. The 
less-competitive exchange rate due to the taka’s real appreciation 
will discourage export competitiveness.  
 
57. Import payment (recorded by customs) grew by only 4.4% 
in July–November 2013 over the corresponding period of 2012 
(Figure 12). Among the 
import categories, import 
of food grains rose by 
103.8%, textiles and 
articles thereof by 9.7%, 
and raw cotton by 7.9%. 
Import of edible oil 
declined by 4.3% and 
petroleum by 7.3%. 
Import of iron, steel, and other base metals declined marginally by 
0.2%; and capital machinery by 0.1%. 
 
58. During July–November 2013, the total value of import 
letters of  credit opened rose by 8.8% (Figure 13) because of an 
increase in letters of 
credit for petroleum and 
petroleum products 
(18.4%), capital 
machinery (26.8%), 
machinery for 
miscellaneous industries 
(16.2%), other consumer 
goods (17.2%), and food 
grains (58.3%). The 
value of import letters of credit opened rose marginally for 
intermediate goods (3.5%) and for industrial raw materials (2.0%).  
 
59. Earnings from remittance inflows declined by 8.5% to $6.8  
billion during July–
December 2013 over the 
corresponding period of 
2012 when they totaled 
$7.4 billion (Figure 14). 
Despite several festivals 
at home, the growth in 
remittance inflows 
declined due mainly to 
the large drop in out-of-country employment, especially in Middle 
Eastern countries. Also, the crackdown against illegal workers in 
Saudi Arabia and the continued taka appreciation contributed to 
lower remittance inflows.    
 

Attaining the export target 
will be a challenge 

Imports rose by only 4.4% 
in July–November 2013 

Import letters of credit rose 
by 8.8% in July–November 
2013 

Remittance inflows declined 
by 8.5% during July–
December 2013 
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Figure 16. Gross foreign exchange reserves

60. Out-of-country jobs for Bangladeshi workers fell by 13.8% 
in July–December of 
2013 (Figure 15) 
indicating a likely 
slowdown in remittance 
inflows in the remaining 
months of FY2014. A 
total of 200,913 
Bangladeshis found jobs 
outside the country 
during that period, compared with 232,961 in the corresponding 
period of 2012, because of a sharp fall in recruitment in the United 
Arab Emirates (81.8%), Saudi Arabia (76.0%), Oman (15.1%), 
and Singapore (1.0). However, jobs for Bangladeshi workers rose 
in Qatar by 77.4%. 

 
61. While net FDI inflows increased marginally, net foreign 
assistance decreased drastically due to the unfavorable political 
environment. Net FDI stood at $673 million in July–November 
2013, up from $664 million in July–November 2012. Net foreign 
assistance fell to $441.7 million in July–November 2013, down 
from $611.1 million in July–November 2012.  
 
62. The trade deficit narrowed to $2.2 billion in July–November 
2013, from $3.5 billion in 
July–November 2012 
because of the larger 
growth in exports 
compared with imports. A 
lower trade deficit along 
with a marginal increase 
in the deficit in services 
and lower deficit in 
primary income during 
this period compared with a year earlier raised the current account 
to a surplus of $1.4 billion in July–November 2013 from a $433.0 
million surplus in July–November 2012. 
 
63. The combined capital and financial accounts recorded a 
lower surplus of $976.0 million in July–November 2013, 
significantly down from the surplus of $2.1 billion in July–
November 2012 because of a large deficit in net trade credit. 
Despite the lower capital and financial account surplus, the lower 
trade surplus helped the overall balance to show a higher surplus 
of $2.0 billion in July–November 2013, from the surplus of $1.8 
billion in July–November 2012. 
 
64. Bangladesh Bank’s gross foreign exchange reserves rose 
sharply  to $18.1 billion (nearly 5 months of imports) at the end of 
December 2013 from $12.8 billion a year earlier (Figure 16). 
Bangladesh Bank accumulated a large amount of foreign 
exchange through purchases from commercial banks to prevent 
the taka from appreciating and eroding the country’s export 

Growth of out-of-country 
jobs for Bangladeshi 
workers fell  

FDI rose marginally, but 
foreign aid into Bangladesh 
declined drastically  

Lower trade deficit helped 
increase the current 
account surplus  

Overall balance shows a 
higher surplus 

Gross foreign exchange 
reserves rose sharply  
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competitiveness. The lower demand for foreign currencies from 
importers contributed to the central bank’s high foreign exchange 
reserves.  
 
Exchange Rate 
 
65. The weighted average nominal (taka–dollar) exchange rate 
appreciated from Tk79.8 = $1.00 at the end of December 2012 to 
Tk77.8 = $1.00 at the end of December 2013 (an appreciation of 
about 2.7%) (Figure 17). 
Despite a decline in 
remittance inflows, lower 
import demand and 
strong export growth 
contributed to the taka 
appreciation. In 
November 2013, the 
nominal effective 
exchange rate 
appreciated by 8.0% 
year-on-year, with demand for the dollar weakening as import 
growth was slower than export growth. Because of the higher 
nominal appreciation and higher domestic inflation relative to that 
of trading partners, Bangladesh’s real effective exchange rate 
appreciated by 11.7% year-on-year as of the end of November 
2013, implying some erosion in export competitiveness.  
 
Capital Market 
 
66. The subdued trend in major stock indicators continued with 
minor price corrections. The Dhaka Stock Exchange (DSE) broad 
index grew by only 3.1% from January to December 2013, 
reaching 4,266.6 points 
(Figure 18). The market 
price–earnings ratio rose 
from 13.0 in September 
2012 to 14.4 in 
September 2013, 
reflecting marginal price 
recovery in the market. 
Since January 2013, 18 
new companies have been listed in the DSE. DSE market 
capitalization rose by 10.2% by December 2013 from December 
2012. Net foreign portfolio investment in July–November 2013 
was $250.0 million, up from $116.0 million in July–November 
2012.  
 

Both nominal and real 
effective exchange rates 
appreciated  

Major stock market indicators 
remained subdued 
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Figure 18. Dhaka Stock Exchange: Market 
capitalization and broad index
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67. The Chittagong Stock Exchange (CSE) selected 
categories index largely 
followed the trends of the 
DSE broad index. By 
November 2013 it had 
increased by 1.4% from 
November 2012, CSE 
market capitalization rose 
by 13.2% during the 
same period (Figure 19).  
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Figure 19. Chittagong Stock Exchange: Market 
capitalization and selective category index

Market capitalization Selective index



 

21 
 

SPECIAL TOPIC: EVALUATION OF ADB’S ROAD NETWORK IMPROVEMENT AND 
MAINTENANCE PROJECT IN BANGLADESH 

 
Project Description 

68. The Road Network Improvement and Maintenance Project was formulated in response to 
the Government of Bangladesh’s strategy for development of an integrated road network to link 
the rural poor with economic opportunities.5 Under the project, the improved road network was 
expected to stimulate economic growth in the central north and northwest regions, and contribute 
to poverty reduction. The broad objective was to help the government improve transport 
efficiency and strengthen integrated road networks, effectively linking national, regional, and 
district roads. The project outcomes sought to (i) improve regional and district roads to provide 
rural farmers with better access to markets, social services, and employment opportunities; (ii) 
secure government resources for periodic road maintenance; (iii) promote private sector 
participation in road maintenance; and (iv) improve road safety.  
 
69. At appraisal, the project included four components, each with a mix of investment and 
policy elements. The road improvement component included the reconstruction and 
improvement of sections of a regional road in Mymensingh district, and of five type-A feeder 
roads in Dinajpur, Jamalpur, Mymensingh, Rangpur, and Thakurgaon districts. The periodic road 
maintenance component was to finance priority road maintenance activities under the annual 
road maintenance program. The routine road maintenance component included contracting out 
of about 50 kilometers (km) of regional and type-A feeder roads to domestic contractors for 
routine and recurrent maintenance using performance-based contracts, thereby promoting 
private sector involvement in road maintenance. The road safety component was to improve 
areas with a high incidence of accidents and undertake an education and public awareness 
campaign on road safety.  
 

Evaluation of Design and Implementation 
 

Relevance of Design and Formulation  
 
70. The project’s focus on improving the country’s primary road network to generate 
economic opportunities for the poor proved to be satisfactory and highly relevant. The project 
was designed under ADB’s Country Assistance Plan, 2000–2002,  which focused on developing 
the primary road network and completing linkages with the subregional road transport network.6 
The government emphasized the role of improved infrastructure as an instrument for poverty 
reduction in its interim national poverty reduction strategy; this was reiterated in the partnership 
agreement on poverty reduction between the government and ADB.7 The project was consistent 
with the Road Master Plan prepared by ADB and approved by the government.8 ADB provided 
technical assistance to prepare the project.9  
 

                                                
5
  This chapter is based on ADB. 2013. Completion Report: Road Network Improvement and Maintenance Project in 

Bangladesh. Manila (Loan 1920-BAN). ADB, the OPEC Fund for International Development, and the Government of 
Bangladesh cofinanced the project. The Roads and Highways Department of the Ministry of Communications was 
the executing agency. 

6
  ADB. 1999. Country Assistance Plan: Bangladesh, 2000–2002. Manila. 

7
  ADB and the Government of Bangladesh. 2000. Partnership Agreement on Poverty Reduction. Manila. 

8
  ADB. 1994. Technical Assistance to the People’s Republic of Bangladesh for Preparation of a Road Master Plan. 

Manila (TA 1053-BAN for $470,000). 
9
  ADB. 2000. Technical Assistance to the People’s Republic of Bangladesh for the Road Network Improvement and 

Maintenance Project. Manila (TA-BAN 3508 for $0.8 million). 
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Project Outputs 
 
71. Road improvement component. Under the investment category, this component was to 
improve a 47 km regional road in Mymensingh–Nandail and five types-A feeder roads (about 127 
km in total): Muktagacha–Chechua (10 km), Jamalpur–Dewanganj (41 km), Mithapukur–
Madhyapara (24 km), Thakurgaon–Ranisankail (37 km), and Saidpur–Parbatipur (15 km). At 
project completion, a total of 152.5 km was improved under this component. The project has 
generated increased traffic on the completed project roads, assessed at 3,269 annual average 
daily traffic. The final estimate of the movement of people and goods on the improved roads is 
485,940 average vehicle-km. About 10.35 million people, including 5.05 million women, have 
indirectly benefited from the project.10 Under the policy outcome category, in 2005 the 
government drafted the Public Road Act with the assistance of the Department for International 
Development of the United Kingdom. The draft act, which defines the jurisdictions, 
responsibilities, and compliance parameters of the road owner (the government) and road users, 
is still being reviewed by the Ministry of Communication and other interministerial stakeholders. 
In 2004, the government amended the Motor Vehicles Ordinance 1984, and prepared the Motor 
Vehicles Act.  
 
72. Periodic and routine road maintenance components. The investment for the periodic 
road maintenance component was intended to finance 2 years of priority road maintenance 
activities under the annual road maintenance program to cover periodic maintenance of an 
estimated 200 km per year. The roads were selected annually using the Highway Design and 
Maintenance Standards Model (HDM) ranking. At project completion, 391 km were provided with 
periodic maintenance in the project area, under four periodic road maintenance component 
contracts.11 About 2.35 million people, including 0.96 million women, benefited from the 
completed road maintenance works. Under the routine road maintenance component, the 
investment was envisaged for routine and recurrent maintenance of about 50.0 km of regional 
and type-A feeder roads. Routine road maintenance works were carried out on 50.5 km of roads 
in the project area.12 The Project Completion Review Mission rated work quality satisfactory. In 
compliance with the loan agreement, the government, using the HDM, annually selected roads 
for improvement, addressed the critical issue of regular and adequate road maintenance 
financing by substantially increasing the road maintenance budget, and committed to 
establishing a road maintenance fund using road-user charges. Parliament passed the Road 
Maintenance Fund Board Bill, 2013 to create a fund for proper maintenance, and repair and 
renovation of roads under the Roads and Highways Department (RHD). In 2012, the government 
and ADB agreed on a 10-year maintenance financing strategy in 2012.  
 
73. Road safety component. Under the investment for this component, the project 
undertook civil works for 204 km of roads at selected areas with a high incidence of accidents 
along the project roads and other connected roads. 13 This included education and public 
awareness campaigns for road users and pedestrians, which were implemented during October 
2010–April 2011. The Project Completion Review Mission rated the quality of civil works and 
awareness campaign satisfactory. As part of the policy outcome category, the project assisted 
the Bangladesh Road Transport Authority’s Road Safety Cell in implementing its strategic action 
plan by developing a more comprehensive highway code that would set out rules for road users 

                                                
10

  The number of indirect beneficiaries was taken from a 15 km-wide band (7.5 km on either side of the road). 
11

  Contract 1: Sherpur–Mymensingh (65 km), Jamalpur–Bangaon (30 km), Bangaon–Nalitabari (11 km); Contract 2: 
Madhupur–Mymensingh (47 km), Jamalpur–Madhupur (41 km); Contract 3: Beldanga–Panchagarh (76 km), 
Dinajpur–Beldanga (16 km); Contract 4: Barobari–Burimari (105 km). 

12
  35.00 km on Rangpur–Saidpur National Highway, 7.45 km on Rangpur bypass, and 8.05 km on Saidpur bypass. 

13
 The road sections improved under the Road Safety Component were (i) Birampur–Fulbari–Dinajpur road (51 km), 
(ii) Saidpur–Beldanga road (22 km), (iii) Rangpur–Barobari–Kurigram road (31 km), (iv) Birganj–Pirganj–Ranisankail 
road (42 km), (v) Thakugaon–Pirganj road (24 km), and (vi) Tangail–Madhupur road (34.80 km). 
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and provide guidelines for safe driving. It also prepared illustrated guides for road safety 
education. The government has provided sufficient budget since FY2007 for the Road Safety 
Cell to carry out its task as secretariat to the National Road Safety Council.  
 

Project Schedule and Implementation Arrangements 
 
74. After ADB approval of the loan on 10 October 2002, the government signed the loan 
agreement on 3 February 2003; the loan became effective on 27 October 2003. The original loan 
closing date was 31 December 2007; however, the project experienced start-up delays due to 
protracted recruitment of design and supervision consultants. As a result, civil works started in 
June 2007 instead of June 2004, as envisaged at appraisal. The project continued to experience 
implementation delays caused by a delay in land acquisition and resettlement. Although the 
project was planned for completion within 4 years, implementation of all components actually 
took about 7 years (October 2004–June 2011). The loan was closed on  
30 June 2011.  
 

Evaluation of Performance 
 

Effectiveness in Achieving Outcome 
 
75. The project is rated effective. The outcome envisaged initially was substantially achieved. 
The project has provided better access for rural farmers by improving about 150 km of regional 
and type-A feeder roads, thereby contributing to reduced travel time to the nearest markets, 
health centers, and schools. Traffic growth on all feeder roads was as high as 7%–8% in 2009-
2013. The government has demonstrated an increasing focus on securing the road maintenance 
budget. The allocation for routine road maintenance increased from  
Tk741 million in FY2007 to Tk2,700 million in FY2012, and for periodic maintenance from  
Tk1.7 billion in FY2007 to Tk4.0 billion in FY2012. The project will contribute to regional 
integration among South Asian Subregional Economic Cooperation (SASEC) countries and will 
strengthen the potential for economic development through increased subregional trade and 
commerce. The roads improved in the northwest of the country effectively link National Highway 
5 (Banglabandh–Panchagarh–Thakurgaon–Dinajpur–Rangpur–Bogra–Dhaka), and National 
Highway 509 (Rangpur–Lalmonirhat–Burimari) and are strengthening connectivity with the 
subregional road network linking Nepal and Bhutan.  
 

Efficiency in Achieving Outcome and Outputs 
 
76. Based on the post-implementation assessment of the project, the recalculation of the 
economic internal rate of return (EIRR) for the road improvement component was 20.1%, using 
the streams of costs and benefits during construction, plus 20 years after project completion. The 
EIRR is well above the opportunity cost of capital at 12%, confirming the economic viability of the 
investment. The net present value was Tk2,098 million and the benefit–cost ratio was 1.81, 
resulting in satisfactory project performance. The risk analysis and sensitivity tests confirm that 
the investment was effective and generated quantifiable benefits, increasing traffic on the target 
roads as projected. Based on the recalculated EIRR, the project is rated efficient.  

 
Assessment of Sustainability 

 
77. Maintenance of the project facilities is essential to sustain their economic lives. RHD 
requires higher annual budget allocations from the government to maintain the project roads; the 
current allocation is insufficient to cover periodic maintenance costs of the road network. 
Although the project roads are assessed to be in good condition, the unrestricted movement of 
overloaded heavy vehicles may contribute to damage of the roads. To address the problem, the 
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government has established axle-load stations on three major national highways.14 It confirmed 
its commitment by ensuring Parliament passed the Road Maintenance Fund Board Bill, 2013. 
The government’s commitment to implement the 10-year maintenance financing strategy should 
also lead to a reduction in the maintenance backlog. In support of the government road safety 
initiative, in 2011, ADB provided a technical assistance grant to enhance capacity in RHD and 
the Bangladesh Road Transport Authority to prepare the most urgent and cost-effective road 
safety improvement programs.15 Overall, the project outputs are rated likely to be sustainable. 
 

Impact 
 
78. Environmental impact. The initial environmental impact study prepared by the 
government did not anticipate any significant environmental problems due to project 
implementation. However, one of the project roads (Mymensingh–Nandail road) was included in 
the red category in the country’s Environmental Preservation Rules, 1997, requiring a full 
environmental impact assessment. RHD prepared the assessment, which was approved by the 
Department of Environment. The Project Completion Review Mission noted that the project had 
complied with the mitigation measures and monitoring requirements. No environmental problems 
were observed during the mission. 
 
79. Socioeconomic impact. The project’s direct and indirect socioeconomic impacts were 
significant. The improved access to markets and relevant economic opportunities increased 
income for the rural poor through employment generation, increased trade and commercial 
activities, community integration, and changes in land use patterns from purely agrarian to semi-
urban. The project also developed market areas for local residents by widening roads with the 
provision of footpaths, drainage, and safety barriers, which benefited road users and improved 
road safety. The project outcome will also reduce the costs of transportation by increasing 
competition among bus and truck operators. Despite the participation of women workers in 
installing turf on the embankments, the project target of employing women to provide 50.0% of 
total employment during construction was not met as most women in the area were conservative 
and occupied in household activities. 
 
80. Resettlement impact. In accordance with ADB guidelines, a land acquisition and 
resettlement plan was prepared and approved by ADB on 6 March 2007. A complete 
socioeconomic survey and a joint verification survey for the land acquisition and resettlement 
plan were undertaken for rehabilitation measures and to compensate for losses incurred by 
affected people. No indigenous peoples and/or ethnic minority issues emerged during project 
implementation. A total of 80.8 hectares were acquired and 5,750 affected people were paid 
compensation.  

 
Overall Assessment and Recommendations 

81. The project is rated successful in terms of relevance, effectiveness, efficiency, and 
sustainability. However, the project experienced substantial implementation delay of about  
54 months. Delay in recruitment of detailed design and construction supervision consultants, 
procurement of the major civil works contracts, and land acquisition and resettlement, and most 
importantly, underperformance by a major civil work contractor prolonged the delay.  
 

                                                
14

  The axle-load stations were established at Manikganj on National Highway 5, Feni on National Highway 1, and 
Hatikamrul on National Highway 5. 

15
  ADB. 2011. Technical Assistance to the People’s Republic of Bangladesh for Road Safety Improvement Programs. 
Manila (TA 7840-BAN for $600,000). 



 

25 
 

82.  Several recommendations may be drawn from the project experience. RHD’s capacity to 
plan and monitor resettlement activities needs to be enhanced. The bidding process should be 
streamlined. The government needs to regularly monitor the maintenance works and accrual of 
benefits from the facilities built by the project by providing adequate funds for routine, periodic, 
and staggered maintenance of the completed roads through allocations in the government’s 
annual development program. To strengthen government capacity for management of land 
acquisition and resettlement, and its smooth implementation through advance action, ADB’s 
comprehensive safeguard support should be continued.  
 
83. Implementing the Road Maintenance Fund Board Bill, 2013 to reduce the recurrent 
maintenance backlog, and undertaking the agreed maintenance financing strategy to ensure 
adequate and timely funding for infrastructure maintenance should be a government priority. To 
prevent the unrestrained movement of overloaded heavy vehicles, the government should, in the 
short term, adopt and enforce an axle-load control policy. It should adopt and put in place a long-
term program for continued enhancement of the capacity of RHD and the Bangladesh Road 
Transport Authority to manage the road network, including road safety. This will ensure 
sustainability, particularly of RHD’s capacity to effectively manage and maintain the country’s 
primary road network, and thereby contribute to the country’s economic development.  
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