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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 
 
A. Private Sector Development 
 
1. Private sector-led growth has accelerated since the middle of the 1980s, transforming 
Bangladesh from one of the poorest countries in the world into a nation on the verge of 
achieving middle-income status. Per capita gross domestic product (GDP) grew from $100 in 
the early 1970s to $687 in FY2010. The private sector accounts for 93% of GDP, 81% of total 
investment, 94% of consumption expenditure, and 80% of domestic credit. Private sector 
development has been the main engine of economic growth and employment generation. The 
private sector’s contribution to growth became more prominent in the 1990s, with steady growth 
in the production and export of readymade garments, textiles, knitwear, and frozen foods such 
as shrimp. Private sector-led growth has been enabled by the government’s efforts to maintain a 
stable macroeconomic environment and steadily improve a policy environment conducive to 
market-led investment and growth. 
 
2. Private sector investment. Total investment as a proportion of GDP grew by 1.2% 
annually during FY1997–FY2011. In FY1997, investment as a share of GDP was 21%, with 7% 
provided by the public sector and 14% by the private sector. By FY2011, the share of 
investment in GDP increased to 25%, with 5% provided by the public sector and 20% by the 
private sector. Private foreign direct investment was confined to a limited range of sectors and 
remained below $1 billion in FY2011. 
 
3. The Bangladesh economy has emerged largely unscathed from the global economic 
crisis. The impact of the crisis on the domestic economy has been limited, though the country 
remains vulnerable because its exports are not diversified and it depends heavily on migrant 
workers’ remittances. Over the next 5 years, the government targets an average annual rate of 
economic growth of 7.3% to achieve its Millennium Development Goal on poverty reduction. 
Moving toward 8% real growth per annum, which is required to attain middle-income country 
status by 2021, will likely require steeper increases in investment and skilled labor availability, 
as well as greater improvements in total factor productivity. To increase foreign and domestic 
investment, attention must be paid to investment climate reform and infrastructure, institutional, 
and human resource impediments to private business. 
 
B. Key Issues and Constraints 
 
4. Infrastructure constraints. Strong economic growth in recent years has rapidly 
increased demand for energy, transport, and telecommunications services. Insufficient 
infrastructure investment has created a severe infrastructure deficit. Boosting infrastructure 
investment requires regulatory reform and a substantial increase in the government’s project-
implementation capacity. Greater reliance on transparent and well-regulated public–private 
infrastructure partnerships can help close the infrastructure gap and improve service provision. 
 
5. Inadequate power supply is perceived to be the single greatest impediment to private 
sector development. Electricity supply falls more than 2,000 megawatts short during peak 
periods, satisfying less than 75% of peak demand. Moreover, per capita electricity consumption, 
at about 160 kilowatt-hours annually, is one of the lowest in the world. Less than half of all 
households have access to electricity. Bangladesh’s abundant gas resources are misallocated 
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by low tariffs, trade restraints, and administrative allocations. The government has initiated 
privatizing six energy enterprises, including the three oil-marketing companies of the 
Bangladesh Petroleum Corporation, and has allowed the private sector to import liquefied 
petroleum gas and transformer oil. The private sector has responded positively to government 
policy and incentives for investing in vehicles conversion to compressed natural gas and for 
setting up appropriate refueling stations. Although the government largely controls electricity 
transmission and distribution, electricity generation is shared between the public and private 
sector, with the latter generating 42%. Recent efforts to expand private participation in power 
generation have not progressed well because of weak approaches to public–private partnership 
(PPP) tendering and the government’s inability to decide on a long-term strategy for base-load 
generation. 
 
6. In transport, just 40% of the main roads are in good condition. The railway system and 
rail services have severely deteriorated since 1980, and the rail system is underutilized because 
of poor management, and weak administration. Inland waterways are abundant but underused 
for domestic transport. Although air transport infrastructure in Dhaka and Chittagong has 
substantially improved, the limited capacity of cargo transport services remains a major 
bottleneck to expanding trade. Intermodal transport linkages are weak, yet will become 
increasingly important if trade within South Asia expands. 
 
7. Ports. The port of Chittagong handles 85% of the country’s sea-borne cargo but suffers 
high handling costs, berthing delays, and a proliferation of unofficial payments to port authority 
staff. Port infrastructure is outdated, and labor productivity is hampered by a multiplicity of trade 
unions in one port and restrictive labor practices in both. In terms of the land ports, an 
encouraging sign is the government’s efforts to encourage private sector participation. 
Considerable scope remains to improve service quality through private participation in existing 
land ports, cargo-handling facilities and services, and container operations; the Chittagong port 
access road and the container and new mooring terminals in the port will be handed over to the 
private sector for operation and maintenance, with the backing of the Asian Development Bank 
(ADB). The government is expected to build the first expressway using PPP and a conceptual 
design prepared under an ADB project. 
 
 8. Telecommunications. There has been strong growth in private sector access to 
telecommunications and information and communication technology (ICT) services since the 
middle of the 1990s. The ready availability of mobile phones has eased access to 
telecommunications as costs have declined substantially because of stiff competition among 
what are largely private operators. However, the low coverage and penetration of broadband 
internet remains a constraint on economic growth and social development for individuals and 
businesses, particularly in rural areas. The deployment of fiber-optic networks and wireless 
broadband technologies could address this constraint. 

 
9.  Urban congestion. Dhaka is the world’s eighth largest city and projected to be the third 
largest by 2020. It is Bangladesh’s main economic center. It is also among the 10 most polluted 
and congested cities in the world. Urban congestion raises transaction costs and discourages 
investment, while pollution undermines workers’ health and well-being. Urbanization is a 
powerful force for economic growth that allows labor to shift from less-productive primary 
production into industrial and service sector occupations, but urban congestion and poor urban 
services raise serious concerns about the quality of private sector-led growth. 
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10. Enabling environment. While the Bangladesh economy is generally open to external 
trade and capital flows, a combination of preference accorded to state enterprises, corruption, 
weak property rights, gaps in the legal framework, and inconsistent application of the rule of law 
raise costs and business uncertainty. Arbitrary interference from government administrative and 
regulatory authorities in enterprise operations, and the prevalence of unofficial payments and 
bribery in registration, business licensing, and accessing public services and utilities, raise 
enterprise costs. Tax breaks, fiscal incentives, and the establishment of special industrial and 
enterprise zones have been used to work around a difficult institutional setting but at the cost of 
regulatory complexity and unequal treatment of investors. While gradual progress has been 
made in improving the enterprise setting, Bangladesh is ranked 107 among 183 countries in the 
World Bank’s Doing Business Survey of 2011. The costs of establishing a business (33% of 
annual per capita income), the time required to register property (245 days), and the time 
required to enforce a contract (1,442 days) were substantially above averages in 2010 in South 
Asia and the Organisation for Economic Cooperation and Development. Some progress is being 
made, as policies and regulations affecting private sector operations are now formulated with 
greater participation of private sector-led trade bodies and business associations. Ensuring that 
policies will be effectively implemented is a major bottleneck, however, caused by capacity 
constraints and poor governance. 
 
11. Law and order. Deteriorating law and order, and political agitation and strikes, disrupt 
business. The law enforcement agencies are perceived as weak.  
 
12. Lack of access to finance continues to be an important impediment to private sector 
development. The finance markets in Bangladesh rely heavily on banks, which hold more than 
80% of the country’s financial assets. The finance sector and the capital market are 
undeveloped, distressed, and badly governed. The banking sector’s capacity to finance large 
projects and to provide sufficient trade finance is limited. State-owned banks continue to play a 
major role in the banking sector. Bangladesh has poorly performing banks because of public 
ownership, lack of competition, poor governance, weak management, an inadequate regulatory 
framework, and limited central bank autonomy. Since the beginning of the 2000s, good progress 
has been made in deregulating interest rates, strengthening prudential regulations, enhancing 
the capacity of the central bank, and allowing more competition through the entry of more 
private banks. The large overhang of nonperforming loans, which plagued the banking sector at 
the start of the 2000s, has been substantially reduced. 
 
13. Small and medium-sized enterprises. Bangladesh’s small and medium-sized 
enterprises (SMEs) operate at a distinct disadvantage. Most are informal enterprises. Often, 
they are ineligible for microfinance, while commercial banks are reluctant to lend to them for 
lack of knowledge of their business histories or capacity to absorb credit. In addition, SMEs are 
constrained by high regulatory compliance costs, scarcity of raw materials, frequent employee 
turnover, limited use of ICT and other modern technologies, lack of entrepreneurship, low 
participation of women entrepreneurs, difficulties in tapping new markets, and lack of research 
and development facilities. In 2010, the Bangladesh Bank announced an SME policy and a 
program of $3.46 billion to support more than 60 SME subsectors.  
 
14. Labor force challenges. Low educational achievement and skills gaps in the labor force 
hamper the development of the private sector. Limited literacy and learning achievement in 
primary and secondary school leave the labor force with few skills and limited academic 
competence. Vocational and technical schools are largely publically run and produce graduates 
with few marketable skills. While rapid growth in private universities has expanded the number 
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of students with access to higher education and eased the burden of intake into public 
universities and colleges, the quality of education provided is poor. Skills gaps are acute, 
particularly in business management disciplines. 
 
C. Private Sector Development Strategy 
 
15. Despite a legacy of political discord, Bangladesh’s successive governments have been 
firmly committed to private sector development and to private sector-led growth. The national 
policy for accelerated poverty reduction and social development emphasizes that progress 
toward poverty reduction will require (i) an open and competitive environment that is conducive 
to private investment, with a particular emphasis on exports and rural development; (ii) raising 
poor people’s capability to participate more fully in growth through access to higher-quality 
education, health care, safe water, and nutrition; and (iii) that the government improve its 
administrative and management capacity, promote local governance, tackle corruption, enhance 
justice for the poor, and improve security and public order to protect private property rights. 
Development priorities include (i) accelerated growth in rural areas and the development of 
agriculture and off-farm economic activities; (ii) developing manufacturing SMEs; (iii) rural 
electrification, roads, water supply and sanitation, and supportive infrastructure including 
measures to reduce natural and human-induced shocks; and (iv) ICT. 
 
16. The Sixth Five-Year Plan, 2011–2015 includes a growth strategy to boost the rate of 
private investment and foster structural change.2 More opportunities will be created in 
manufacturing and services to facilitate the transfer of many workers engaged in less-productive 
employment in agriculture and informal services to higher-income jobs. This economic 
rebalancing will be accompanied by strategies to enhance the income-earning opportunities of 
workers remaining in agriculture by raising crop productivity and diversification. The plan 
anticipates a more balanced rate of growth of urban centers across the entire country through 
institutional reform and the establishment of locally elected and accountable city governments. 
 
17. ADB has invested in private sector operations and provided technical and financial 
support for policy, institutional, and regulatory reform. While ADB will continue to address 
infrastructure and human resource barriers to private sector development through its public 
sector operations, it will simultaneously introduce private participation in financing and 
managing infrastructure and social services. Capacity development assistance will strengthen 
the enabling environment for PPP and develop model PPP transactions and fair and transparent 
tendering and licensing processes in the energy, transport, education, agriculture, health, ICT, 
and urban sectors. ADB will seek new opportunities for private sector involvement (including 
Private Sector Operations Department operations) in infrastructure, energy, natural resources, 
and finance. Private sector operations are expected to play an increasingly important financial 
and catalytic role as progress is made in fostering PPP and improving financial market 
governance. The Private Sector Operations Department will pursue a proactive developmental 
role in generating opportunities for private investment. 
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