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INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT 
 
1. The Bangladesh Inclusive and Sustainable Growth Assessment (i) addresses whether 
economic growth over the Sixth Five-Year Plan period (fiscal year [FY] 2011–FY2015) was 
inclusive and sustainable, and briefly summarizes the government’s approach in the Seventh 
Five-Year Plan period FY2016–FY2020);1 (ii) assesses the medium-term impediments to higher, 
inclusive and sustainable growth; and (iii) discusses the possible implications for Asian 
Development Bank (ADB) engagement with Bangladesh. The objective is to identify the critical 
challenges faced by Bangladesh, and the implications for ADB operations under the country 
partnership strategy, 2016–2020. 
 
A. Growth, Poverty, Inequality, and Environmental Dynamics 
 
2. Growth, macroeconomic management and structural change. Bangladesh 
experienced sustained growth averaging 6.3% per year during the Sixth Five-Year Plan 
(Figure).2 During the same period, growth of per capita gross domestic product (GDP) averaged 
4.9% per year. Bangladesh was categorized as a low middle-income country in July 2015, with 
gross per capita national income of $1,080. 
 
3. Macroeconomic management was prudent and macroeconomic stability maintained.3 
Inflation steadily declined, fiscal deficits were low (3.6%–3.9% of GDP), and external current 
account balances showed either a surplus or a small deficit.  Export growth held up well in the 
face of weak global demand, and was complemented by strong inflow of remittances ($15.3 
billion in 2015). Foreign exchange reserves rose significantly (averaging 6.2 months of import 
cover in 2015). The ratio of public debt to GDP declined steadily (reaching about 27% in 
FY2015). 

 

4. A major macroeconomic concern is the low tax revenue to GDP ratio (8.5% in FY2015), 
which is one of the lowest globally. Revenue mobilization efforts in the Sixth Five-Year Plan 
were lackluster and the target was missed by a considerable margin. Inability to raise the 
targeted revenue adversely affected inclusive growth prospects as it constrained public 
expenditure on high-priority areas such as infrastructure, education, health, social protection 
and the environment. Another concern is the lack of export and manufacturing diversification. 
The export base remains excessively reliant on ready-made garments, which form around 80% 
of total exports.4 Prospects for alternative goods—including leather and leather goods, light 
engineering, electronic and electrical goods, furniture, pharmaceuticals, ceramics, processed 
foods and export of services—are promising but remain to be exploited.  

  

5. Gross domestic product composition. Rapid growth has brought about structural 
changes in the economy. Manufacturing has grown robustly, at an average rate of 9.8% per 
year; services at 6.0% per year; but agriculture at just 3.5% per year. This has altered the 
production structure of the economy, with the industry sector’s share of GDP increasing rapidly, 
from 26.1% in FY2011 to 28.2% in FY2015, while the share of the agriculture sector fell from 

                                                             
1
  Government of Bangladesh. 2011. Sixth Five-Year Plan: FY2011–FY2015. Dhaka; and Government of 

Bangladesh. Planning Commission, Ministry of Planning. 2015. Seventh Five Year Plan FY2016–FY2020: 
Accelerating Growth, Empowering Citizens. Dhaka. The implementation period of the Sixth Five-Year Plan was 
July 2010 through June 2015, and that of the Seventh Five-Year Plan will be July 2015 through June 2020. 

2
  If not mentioned explicitly, issues explained in this section correspond with the period of the Sixth Five-Year Plan.  

3
  ADB. 2016. Thematic Assessment (Summary): Economic Analysis. Manila.  

4
 ADB and International Labour Organization. 2016. Bangladesh: Looking Beyond Garments – Employment 
Diagnostic Study. Manila. 
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17.8% to 15.5% during the same period; the share of the service sector remained unchanged at 
around 56%. Although agriculture’s contribution to GDP has fallen, nearly half the labor force 
remains engaged in agriculture, where productivity is much lower than in manufacturing or 
services. This indicates the presence of significant surplus labor or underemployment in 
agriculture, and explains the lower incomes and higher poverty incidence among the agriculture-
dependent population, relative to manufacturing and services. To accelerate inclusive and 
sustainable growth, measures need to be taken to increase yield, labor productivity and wages 
in agriculture; expand production of high-value crops; and rapidly create a large number of high-
productivity, more remunerative jobs outside agriculture (in manufacturing and modern services) 
to absorb the surplus labor now engaged up in low-productivity agriculture. 

 

6. Drivers of growth. Accumulation of capital, along with expansion of the labor force and 
investment in human capital, has been the key drivers of growth.5 Although the investment rate 
rose from 26.3% of GDP to 28.9% during FY2011–FY2015, due mainly to the rise in domestic 
savings, private investment was relatively stagnant (around 21%–22% of GDP), which was 
primarily responsible for the failure to meet GDP and poverty reduction targets (Table). The 
increase in investment resulted primarily from the growth of public investment (mainly expansion 
of the Annual Development Program).6 The expanding labor force resulted from a rapid increase 
(2.9% per year) in the proportion of population that was of working age, and growing 
participation by females in the labor force. Investment in human capital (education and skills) 
also contributed to economic growth.  
 

Major Economic and Social Indicators 

Policy Areas Performance Indicators Baseline 
(FY2010) 

Target 
(FY2015) 

Actual 
(FY2015) 

Poverty Poverty headcount rate using cost of basic 
needs method (%) 

31.5 22.5 24.8 

Real GDP Average GDP growth (%) 6.1 7.3 6.3 

Fiscal Policy Tax to GDP ratio (%) 7.8 12.4 8.5 

Fiscal deficit (% of GDP) 3.4 5.0 3.9 

Balance of 
Payments 

Current account balance (% of GDP) 3.7 (0.4) 0.8 

Remittance ($ billions) 10.9 17.8 15.3 

Foreign reserves (month of imports) 3.0 3.3 6.2 

Inflation 
Management 

Rate of consumer price index inflation (%) 6.8 6.0 6.4 

Growth of money supply (%) (end of year) 22.0 16.0 12.4 
( ) = negative, FY = fiscal year, GDP = gross domestic product 

Source: Government of Bangladesh, Planning Commission. 2015. Seventh Five-Year Plan FY2016-2020: 

Accelerating growth, empowering citizens. Dhaka; Bangladesh Bureau of Statistics 

 
7. Employment creation. Job creation exceeded labor force expansion during FY2011–
FY2015, lowering the rate of underemployment. Additional employment was generated mainly 
in manufacturing, other industries and services. There was a small drop in agricultural 
employment,7 but the agricultural labor market tightened nonetheless as a result of workers 
relocating to rural non-farm activities, urban employment in construction and transport activities, 
and overseas employment. This resulted in an increase in the real wages of agricultural 

                                                             
5
  Capital accumulation has been the most important determinant of growth in Bangladesh, and while the contribution 

of total factor productivity growth does not yet appear significant, there are signs it improved appreciably during 
2001–2012 (Seventh Five-Year Plan, footnote 1, above).  

6
  Public investment grew by 2.1 percentage points to 6.8% of gross domestic product during FY2011–FY2015. 

7
  Bangladesh Bureau of Statistics. 2015. Labor Force Survey 2013. Dhaka. The Labor Force Survey 2013 indicates 

about 45% of total employment is in agriculture. 



 
 
3                                                                     

 

workers. Labor productivity expanded throughout the economy, including in agriculture, 
providing the basis for a sustained increase in real wages. With better skills training, the 
proportion of skilled and semi-skilled workers in the total number of migrant workers rose. The 
proportions of migrant workers from lagging regions and of female migrant workers also rose. 
Labor force participation is lower for women than men, however, and women have higher 
unemployment rates and much higher underemployment rates.8 Employed women remain more 
concentrated in agriculture than men (65% of women compared with 40% of men), and in the 
informal sector.  
 
8. Spatial wage differential and gender wage gaps. There is differentiation within rural 
areas, with some regions more prone to low agricultural wages and high poverty. The inclusive 
policies of the Sixth Five-Year Plan narrowed but did not close the gap between the national 
average wage rate and those in lagging regions.9 The wage gender gap has declined, with the 
ratio of female to male wages increasing from 73% in FY2010 to 78% in FY2014. 
 

Major Economic and Social Developments  

   

  
 
9. Reduction in income poverty. Based on the government’s projected data, poverty 
dropped to 24.8% in 2015 from 31.5% in 2010, and extreme poverty to 12.9% from 16.5% 
(Figure). Extreme poverty fell at a faster pace than overall poverty. 10  The Millennium 

                                                             
8
  International Labour Organization. 2012. Bangladesh Decent Work Country Programme 2012–2015. Geneva.  

9
 Seventh Five-Year Plan (footnote 1, above). 

10
 Throughout this assessment, poverty is defined based on the head count rate, which provides an estimate of the 
percentage of people living below the poverty line (corresponding to a calorie intake of 2,122 kilocalories per-capita 
per day), and extreme poverty line (corresponding to a calorie intake of 1,805 kilocalories per-capita per day) as a 
share of total population using cost of basic needs method, as defined in Ministry of Planning, Bangladesh Bureau 
of Statistics. 2010. Report of the Household Income and Expenditure Survey 2010. Dhaka.  
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Development Goal target of halving the incidence of poverty during 1990–2015 was met. 
Poverty reduction resulted primarily from rapid GDP growth and employment creation. Other 
important factors were expansion of microcredits, social safety net programs, and remittance 
inflows, especially to rural areas.11 
 
10. Non-income poverty. Human development in Bangladesh improved since the middle of 
1990s (Figure). The proportion of households in the lowest wealth quintile with no formal 
education dropped from 63.5% in 2004 to 46.0% in 2011. The under-five mortality rate for the 
lowest asset quintile dropped from 121 in 2004 to 64 in 2011. Women from the poorest group 
are now better served by the reproductive health system. The maternal mortality ratio was 
estimated to be 176 per 100,000 live births in 2015, less than one-third the level in 1990 (550). 
Bangladesh is ranked 142nd (out of 188 countries), with a Human Development Index value of 
0.570.12 
 
11. Spatial dimensions of poverty and income inequality. Some geographic areas are 
remote, ecologically vulnerable, tend to be perennially neglected in development programs, and 
suffer higher incidence of extreme poverty.13 There are positive signs that areas suffering from 
both income and non-income poverty are improving over time. Although the income Gini 
coefficient increased from 0.451 to 0.467 during 2000–2005 due to an increase in rural income 
inequality, it declined to 0.458 in 2010 (Figure). Consumption inequality in urban areas, while 
higher than rural areas, declined since 2005. Gini coefficients of consumption are low, both in 
rural and urban areas (0.27–0.30). Bangladesh has made progress in stabilizing consumption 
inequality, while income inequality has increased somewhat. 
 
12. Environment and climate change. A significant segment of the population remains 
poor and depends on an overexploited natural resource base. The country also faces frequent 
natural disasters and extreme weather events. Key challenges are to (i) provide food, water, 
energy and livelihood security; (ii) protect investment, infrastructure, and settlement from 
disaster-related risks; (iii) reduce overexploitation of scarce natural resources; and (iv) control 
unplanned urbanization and industrialization. The Intergovernmental Panel on Climate Change 
has forecast that Bangladesh will be among the countries most affected by climate change. The 
government recognizes the critical role of environment management in sustaining inclusive 
growth and has prepared a National Plan on Disaster Management, the Bangladesh Climate 
Change Strategy and Action Plan, and (with support from the United Nations Environment 
Programme), the National Sustainable Development Strategy. 14  While regulations and 
authorities to implement them are in place, actual progress has been slow. The budget 
allocation for the environmental sector continues to be low, with inadequate institutions.15   
 

                                                             
11

 ADB. 2016. Thematic Assessment (Summary): Poverty Analysis. Manila.  
12

 United Nations Development Programme. 2015. Human Development Report, 2015. New York. 
13

 Relatively higher incidence of extreme poverty appears to be spread in four distinct zones that are prone to 
adverse ecology, zones with environmental conditions that are challenging for human habitation, encompassing 
northwest and northeast, southwest and south-central areas of Bangladesh, as explained in ‘Binayak Sen and 
Zulfiqar Ali. 2015. Ending Extreme Poverty in Bangladesh during the Seventh Five Year Plan: Trend, Drivers and 
Policies. Dhaka.  

14
 Government of Bangladesh, Disaster Management and Relief Division. 2010. National Plan for Disaster 
Management 2010-2015. Dhaka; Government of Bangladesh, Ministry of Environment and Forest. 2009. 
Bangladesh Climate Change Strategy and Action Plan 2009. Dhaka; and Government of Bangladesh, Planning 
Commission. 2013. National Sustainability Development Strategy 2010-2021. Dhaka.  

15
 Despite the severity of the environmental problems facing Bangladesh, the public investment allocation for the 
environment and climate change are around 0.6% of the total allocation during FY2016–FY2020.  
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13. Gender equality and empowerment. Progress was achieved on some dimensions of 
gender equality. The country is on track to meet the Millennium Development Goal of universal 
primary education, with achievement of net enrolment rates of 98.8% for girls and 96.6% for 
boys in 2014. Having eliminated gender disparity in primary and secondary education, progress 
is being made in reducing the large gender gap at the tertiary level, and in skills training. 
Bangladesh has also developed a regulatory framework for protection of women’s rights and 
privileges. A National Women Development Policy was ratified in 2011. Women’s participation 
in the ready-made garments sector—and its contribution to exports and GDP growth—has 
helped change perceptions of the economic and public role of women. More women serve on 
local government councils through election to reserved and open seats, which has increased 
opportunities for women to participate in decision-making processes. Despite these advances, 
gender inequality remains an important social and economic issue. The 2015 Human 
Development Report (footnote 12) ranked Bangladesh at 111th of 155 countries in its Gender 
Inequality Index, better than India (130th) but behind Nepal (108th).16  
 
14. Investment climate and private sector participation. Doing business in Bangladesh is 
costlier than in the competitor countries, e.g., India and Viet Nam. Infrastructure deficits, 
shortcomings in policies and regulatory frameworks, underdeveloped financial markets, and 
poor governance are the main contributing factors. 17  The government recognizes these 
shortcomings, and attempts to address them in the Seventh Five-Year Plan by pursuing further 
business deregulation, financial sector reforms, tax reforms, legal reforms, and better 
governance. 
  
15. Inclusive growth. Under the Sixth Five-Year Plan GDP growth and prudent 
macroeconomic management caused poverty (and particularly extreme poverty) to decline. 
Employment generation was better than expected. Manufacturing, especially of ready-made 
garments, absorbed low-skilled, mostly female workers, and remittances helped poorer 
households. 18  Certain non-income dimensions of poverty and the gender wage gap also 
improved. Progress was made in building human capital, and providing the poorer section of 
society with access to health care, and basic infrastructure and services including sanitation and 
rural electrification, as reflected in improved social indicators. Progress was also made in 
addressing the challenges posed by the environment and climate change. During the Sixth Five-
Year Plan, the government sought to prevent widening of income inequality through productive 
employment creation, development of lagging regions, and expansion of social safety nets. 
Various initiatives such as microfinance and social protection programs helped improve the lives 
of the vulnerable. These factors suggest growth during the Sixth Five-Year Plan period was 
inclusive, but Bangladesh still has much to do in eradicating poverty and reducing inequality. 
With a large population living below the poverty line, the challenge is to accelerate pro-poor 
economic growth (i.e., growth with a greater impact on poverty reduction). 
 
16.  Seventh Five Year Plan strategy. In view of the positive outcomes under the Sixth 
Five-Year Plan, the government intends to follow a broadly similar strategy, with four 
overarching targets: (i) accelerating the average annual growth rate to 7.4% per year; (ii) 
making growth more inclusive, pro-poor, and environmentally sustainable; (iii) reducing poverty 
to 18.6% and extreme poverty to around 8.9%; and (iv) providing productive jobs for all new 
entrants to the labor force. Income inequality will either be reduced or held at the current level. 

                                                             
16

 The index assesses inequality between women and men in three dimensions: reproductive health, empowerment 
(political participation and education) and labor market participation. 

17
 World Bank. 2014. Doing Business 2015: Going Beyond Efficiency. Washington.  

18
 ADB. 2016. Bangladesh: Consolidating Export-Led Growth – Country Diagnostic Study. Manila. 
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To assist the poorest and the most vulnerable, the government plans to raise social protection 
spending from 2.0% to 2.3% of GDP. Support for women will be provided to engage them in 
productive economic activities by upgrading their skills, expanding the role of small and 
medium-sized enterprises (SMEs) in the economy, and raising productivity and incomes in 
agriculture. 
 
17. The Seventh Five-Year Plan projects a stable macroeconomic scenario. The 
government plans to significantly boost revenue to enhance its ability to spend on infrastructure 
and skills development and create the necessary business climate to stimulate private sector 
growth. The Seventh Five-Year Plan also aims to increase the economy’s trade orientation. An 
ambitious target has been set for foreign direct investment, which is projected to rise from $1.7 
billion in FY2015 (0.9% of GDP) to nearly $10.0 billion in FY2020 (3% of GDP).  
 
B. Key Impediments to Inclusive and Sustainable Growth 

 
1. Development Challenges 
 

18. The Seventh Five-Year Plan aims to accelerate the pace of inclusive and sustainable 
growth, while reducing poverty and inequality. These are appropriate objectives and targets, but 
there are three main development challenges. 
 
19. Accelerating economic growth and strengthening inclusivity. To achieve the growth 
target, gross investment rate needs to rise from 28.9% of GDP in FY2015 to 34.4% in FY2020.19  
Around 80% of the incremental investment is expected to come from the private sector, which 
will be a major driving force for employment creation. Mobilizing the resources for private 
investment will be a challenge; boosting private investment will require a major improvement in 
a range of policies to reduce the cost of doing business and make the country more attractive to 
investment. To foster high, inclusive economic growth, opportunities need to be expanded 
through large investments in infrastructure, along with access to opportunities through 
investments in education, health, water and sanitation, and finance. A major challenge for the 
government will be to meet the revenue targets to finance key infrastructure projects and invest 
in social sectors. 20  Much of the required rise in revenue was expected to come from a 
comprehensive value-added tax system, but implementation has been delayed until July 2017. 
Improvement in human resources and skills development is essential to sustain growth and 
contribute to poverty reduction. Policies and measures such as increasing pro-poor 
expenditures and public investment in lagging regions, and better targeting of social safety 
programs are essential to promote inclusivity of growth, and benefit a larger section of the 
society. An important means of achieving these is to accelerate rural transformation to boost 
productivity and income; create new employment opportunities in rural, urban and semi-urban 
areas; and reduce gender inequality. 
 
20. Strengthening sustainability and combating climate change. Sustaining the 
environment and addressing climate- and disaster-induced risks are serious challenges as a 
result of Bangladesh’s vulnerable geographical location, high population density, and unplanned 
urban and industrial development. Environmental and natural resource degradation, coupled 
with climate change and natural disasters, heightens rural poverty, inequality, and loss of 

                                                             
19

 The target of 34.4% is based on the incremental capital-output ratio of 4.4, which was derived from the Sixth Five-
Year Plan result of the average GDP growth rate of 6.3% and the average investment rate of 28.1%.   

20
 Bangladesh successfully completed the Extended Credit Facility Arrangement with the International Monetary Fund 
in October 2015. Policy measures taken under the Extended Credit Facility helped maintain macroeconomic 
stability. These policies will need to continue under the Seventh Five-Year Plan. 
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livelihoods, while rendering non-farm economic ventures unsustainable. Addressing climate 
change is a major challenge in ensuring sustainable, inclusive economic growth. 
 
21. Improving governance and addressing limited institutional capacity. Improving 
governance and strengthening institutions for more effective delivery of services remain key 
challenges in realizing inclusive and sustainable growth.  
 
 2. Infrastructure Impediments. 
 
22. Addressing infrastructure deficiencies is a priority for Bangladesh. The country is 
undergoing a demographic transition; transforming this transition into a demographic dividend 
requires expanded, high-quality infrastructure. Bangladesh ranks 123rd (out of 140 countries) in 
the quality of infrastructure, behind India, Pakistan, and Sri Lanka.21 While infrastructure is 
deficient in almost all sectors, from the perspective of creating economic opportunities, three 
sectors pose the biggest constraints—energy, transport, and urban infrastructure and utilities. 

 

23. Energy.  About 72% of the population has access to electricity but per capita power 
generation is low (371 kilowatt hours per capita in 2015). Bangladesh ranks last (189th) among 
countries in the ease of getting electricity. 22  There is a significant power supply shortage, 
leading to load shedding and industrial capacity underutilization. Greater access to electricity 
will help promote inclusive growth by creating more jobs in large firms, SMEs and cottage 
industries, and in the service sector, including self-employment (especially for women). About 
70% of electricity is generated using gas as a primary fuel but shortfalls in gas production are 
increasingly limiting electricity generation capacity. 23  The country’s gas reserves are being 
depleted rapidly; new gas fields need to be discovered to enhance gas reserves. Gas is the 
least costly and cleanest (apart from more expensive renewable energy) form of fuel. Costly oil-
based rental power stations can address power shortages only in the short run. The government 
is seeking to increase reliance on coal (domestic and imported) for electricity generation, but 
there are major challenges, including mobilizing the large financing needed to set up coal-fired 
power plants, increasing domestic coal production or coal imports, and addressing associated 
environmental issues. The power sector requires large investments in generation, transmission, 
distribution, and grid strengthening. Addressing sector-specific impediments through reforms to 
attract higher private investment is a major priority. Key issues include fuel availability, logistics, 
and cost recovery. Appropriate pricing is also a major issue for electricity (and for fuel oil and 
gas),24 and will be a key to the sustainable expansion of the sector, and to attracting private 
sector investment. The commercialization of public sector power and gas sector entities and 
improvements in their operational performance are priorities to attracting private investment. 
With appropriate reforms, especially relating to pricing, subsidies to the sector can be gradually 
phased out, which will provide fiscal space for higher infrastructure investment and social sector 
spending. By expanding regional cooperation initiatives, opportunities could be created to import 
more electricity (including hydropower) from India, and neighboring countries (e.g. Bhutan and 
Nepal). The government is also setting up a liquefied natural gas terminal to enable its use for 
power generation.   

                                                             
21

 World Economic Forum. 2015. The Global Competitiveness Report 2015–2016. Geneva.  
22

 World Bank. 2015. Doing Business 2016: Measuring Regulatory Quality and Efficiency. Washington, D.C. 
23

 Gas is allocated as follows: 40% to the state electricity generation sector, 17% to the captive power generation 
sector, 7% to the fertilizer sector, 17% to other industries, and 12% to households. United Kingdom Department for 
International Development and USAID. 2014. Bangladesh Inclusive Growth Diagnostic. London and Washington. 

24
 As noted in the Seventh Five Year Plan, even without accounting for the economic price of fuel, total energy 
subsidies amounted to 2% of gross domestic product. If planned investment in the sector is accounted for, the total 
gap in energy sector finances would be about 3% of gross domestic product.  
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24. Transport.  Transportation plays a critical role in fostering and increasing the 
inclusiveness of economic growth. Good transportation networks are needed to integrate rural 
areas and urban centers, and provide access to markets (by developing farm-to-market 
linkages) and to cheaper sources of inputs. This will help diversify rural farm and off-farm 
economic activities and boost rural incomes. Expansion of national highways, construction of 
local and rural roads and bridges, and connecting these to national highways is essential to (i) 
increase labor mobility and integrate the national labor market; (ii) provide better access to 
education, health and finance services; (iii) enhance regional and international trade and 
passenger movement; and (iv) boost competitiveness, private investment and growth. Good 
ports are needed for timely movement of export and import cargo. Road transport has the 
overwhelming share of transport services but road quality is low, with a rank of 113 out of 140 
countries (footnote 21). The share of transport via rail is minimal although it is a more 
economical, safer, less land-intensive and more environmentally friendly means of transport. 
The share of railways needs to be increased to make the transportation system more inclusive 
and environmentally sustainable. Ongoing railway reforms need to be expedited to strengthen 

sector efficiency and commercial orientation, and allow greater private sector involvement. More 
investment is needed to develop less costly, more sustainable urban public transportation (e.g., 
rail and bus rapid transit systems), and where feasible, flyovers and elevated expressways to 
minimize traffic congestion and reduce pollution. Chittagong port needs to be further developed 

to serve the country’s rapidly growing international trade, and can also serve as a major 

gateway for the regional international trade that can facilitate connectivity to landlocked Bhutan, 
Nepal and Northeastern India. The government is also prioritizing construction of the Payra 
seaport in Patuakhali.  

 
25. Urban infrastructure. The urban population growth rate has been more than double the 
national rate because of rapid rural–urban migration; the higher productivity of urban areas 
attracts people from rural areas looking for employment opportunities. Without adequate 
transport, housing and utility infrastructure, the urban centers are overcrowded, with significant 
environmental problems that affect the poor most adversely. Urban services are grossly 
inadequate in terms of piped water supply, sanitation and drainage. The road network is 
underdeveloped and traffic congestion is severe. A third of the urban population lives in slums, 
with poor housing, roads, drainage, and limited access to basic education, health, water and 
sanitation services. Public investment in pro-poor urban health services is insufficient, and there 
is limited local government capacity to deliver these services. Investment in the provision of 
basic urban infrastructure and utilities will contribute to greater inclusivity of growth and have a 
beneficial impact on the lives of the urban poor. 
 

3. Impediments to Private Sector Participation 
 

26. By adopting more labor-intensive technologies and creating jobs, the private sector can 
make strong contributions to fostering inclusive growth. A large number of productive jobs need 
to be created—in large, medium and small-scale enterprises; agro-based industries; and 
cottage industries and services—to absorb the workers joining the labor force each year, and 
employ the surplus labor that will be potentially released from agriculture. The private sector can 
also support sustainable growth through greater use of pollution-preventing production 
technologies (e.g. that reduce greenhouse gas emissions) and adopting pollution control 
measures (e.g. installing effluent treatment plants). Several constraints, including infrastructure 
constraints and skills gaps, impede the healthy growth of Bangladesh’s private sector. 
Deficiencies in policy, regulatory and institutional settings also hinder private sector growth, as 
do weak land policy and administration. Improvements in these areas would allow 
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manufacturing production to be diversified, and improve prospects of penetrating new export 
markets.25 Trade-led growth will require policy changes in four critical areas: (i) sharpening 
incentives for expansion of tradable goods and services by reducing the anti-export bias, (ii) 
improving trade facilitation, (iii) taking advantage of opportunities from trade agreements, and 
(iv) facilitating higher foreign direct investment in a broader range of industries. Public–private 
partnership (PPP) reforms will enable the private sector to contribute more to the financing and 
management of infrastructure. Appropriate protection of investor rights, efficient enforcement of 
contractual decisions, and development of capacity to evaluate viable PPP projects are 
necessary. The Public Private Partnership Act, passed in September 2015, makes land 
acquisition somewhat easier, and improves transparency and governance. 
  
27. To overcome the current hurdles to private investment, the government initially set up 
export-processing zones (EPZs), which are enclaves with clear property rights and investment 
regulations, freedom from exchange controls, duty-free imports, moderate taxation, and 
streamlined administrative procedures.26 Many firms in the EPZs are involved only in making 
ready-made garments and related sectors, without strong linkages to the domestic economy. 
The government is thus promoting the concept of special economic zones (SEZs) to stimulate 
private investment and widen the manufacturing base. Unlike EPZs, SEZs will be integrated 
with the domestic economy. The proposed SEZs will provide a one-stop service for setting up 
and operating factories, and simplify compliance with all regulatory requirements. 27  The 
government is also considering developing growth centers, information technology parks, and 
economic corridors along major transportation networks to accelerate the pace of 
industrialization and create employment opportunities in smaller population centers adjoining 
the rural areas. This will reduce the unsustainable pace of rural–urban migration, and through 
improved connectivity, increase incomes from farm and non-farm activities, thus enhancing the 
inclusivity of economic growth.  
 
28. Access to affordable finance is critical for private sector development. Significant 
proportion of banks in Bangladesh face issues relating to asset quality and high ratio of 
nonperforming loans. Improvements in these areas need to be given priority to help strengthen 
bank balance sheets and enable increased lending to the economy’s productive sectors. Access 
by SMEs to finance needs to be enhanced, and can serve as a means to promote inclusive 
growth. The capital market in Bangladesh needs further development in order to effectively 
channel savings for long-term investment. The confidence of investors has to grow following the 
2010 stock market collapse. The bond market needs to be developed as a source of financing, 
including for long-term infrastructure financing.  Further policy reforms are required to stimulate 
capital market growth. 
 

4. Impediments to Improvement of Human Resources. 
 

29. Increasing access to education and skills development opportunities is the most 
important means of fostering inclusive growth. Most workers have little or no education. Raising 
budgetary allocations for the education and skills sector, making primary and secondary 
education universal, reducing the dropout rate, strengthening vocational education, and making 
higher education more accessible and affordable are priorities. The quality of education needs 
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 ADB. 2016. Bangladesh: Consolidating Export-Led Growth – Country Diagnostic Study. Manila.  
26

 There are eight EPZs that have attracted cumulative investment of $3.6 billion, exported $46 billion, and provided 
employment to 420,000 workers. 

27
 As noted in ADB. 2015. Asian Economic Integration Report 2015: How can Special Economic Zones Catalyze 
Economic Development? Manila, these schemes involve costs—in the form of foregone tax revenues, and 
subsidized infrastructure, land, and utilities; these costs need to be factored in evaluating the benefits of SEZs.  
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to be improved. Better trained teachers need to be appointed and learning materials and 
curriculum need upgrading. 
 
 5.  Accelerating Rural Transformation 
 
30. A major turnaround in attaining inclusive growth will involve rapidly transforming the rural 
economy by raising agricultural incomes and creating jobs outside of agriculture that are more 
productive. To enhance agricultural labor productivity, wages and incomes, surplus labor will 
need to be shifted out of agriculture to more productive and remunerative off-farm jobs, 
including in manufacturing and services. Inadequate infrastructure is a main constraint to 
commercialization of agriculture. With increasing integration of markets, there is a growing need 
for improved infrastructure to enhance the efficiency of supply chains for perishable crops, such 
as fruits and vegetables. Lack of all-weather road connectivity limits access to markets, 
increases the cost of production, and lowers commodity prices. Lack of productive employment 
opportunities in rural areas is also one of the main causes of rapid rural–urban migration. 
Providing better income-earning opportunities in rural areas, and improving education, health 
care, rural infrastructure, flood control, drainage, and sanitation facilities will improve rural living 
conditions and discourage large-scale migration to cities.  
 
31. Growing climate change risks have made provision of climate-resilient rural 
infrastructure increasingly important. Climate change affects the incidence and severity of 
disasters, and requires that more attention be given to managing disaster risk and adapting to 
change. Agriculture output also depends on appropriate water resource management that 
increases water use efficiency and improves irrigation systems, which are currently inefficient 
and poorly maintained. Agricultural productivity also depends on appropriate flood and riverbank 
erosion management.   
 
 6. Gender Inequality 
 
32. Gender inequality reduces the impact of inclusive growth policies on a large section of 
the population. Women have fewer employment opportunities, lower labor force participation 
rates, and higher unemployment and underemployment rates than do men. A larger proportion 
of employed women remain concentrated in agricultural occupations, with limited access to 
higher wages. Women receive only 57% of the wages that men do. Women have less access to 
technical and vocational training, and account for less than one third of professional and 
technical workers.28 Women also have less access than men to productive resources such as 
land, housing, and credit. Women also have limited access to health care: only 55% have 
access to antenatal care from a trained provider, and only 32% of births are assisted by a skilled 
provider. Although it has declined, the maternal mortality rate remains high; poor nutrition is also 
a major issue, and almost 50% of pregnant women are anemic. Addressing gender inequality is 
essential to strengthen the inclusiveness of growth, and depends largely on providing women 
with equal access to education and skills development, employment opportunities, and 
productive assets, and increasing their involvement in decision making.29 
 
 7. Strengthening Sustainability and Combating Climate Change 
 
33. Environmental sustainability, and addressing climate- and disaster-induced risks, are 
becoming a formidable challenge as a result of Bangladesh’s high population, unplanned urban 
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 World Economic Forum. 2014. The Global Gender Gap Report 2014. Geneva.  
29

 ADB. 2016. Thematic Assessment (Summary): Gender Analysis. Manila.  
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and industrial development, and vulnerable geographical location.30 The high poverty incidence, 
high population density, and reliance of many people on climate-sensitive sectors for their 
livelihoods increase the country’s vulnerability to climate change, as well as straining air, water 
and soil resources. A significant segment of the population is poor, and remains highly 
dependent on the overexploited natural resource base. Environmental and natural resource 
degradation, coupled with climate change and natural disasters, heighten rural poverty, 
inequality, and loss of livelihoods.  
  
 8. Institutional Capacity and Governance Challenges 
 
34. Improving transparency and accountability and enhancing rule of law are critical to 
ensure productive use of scarce public resources, promote economic prosperity, and foster 
inclusive growth. Institutional capacity—for policy formulation, project implementation, and 
regulatory oversight—needs to be strengthened. Progress is also needed in public financial 
management and procurement, and making anticorruption institutions more effective, 
independent and autonomous.   
 
C. Implications for ADB’s Support to Promote Inclusive and Sustainable Growth 
 
35. ADB’s engagement with Bangladesh will be most effective if it is prioritized to address 
critical aspects of the challenges described above, taking into account ADB’s comparative 
advantage and record of accomplishment, resource constraints, and the role of other 
development partners. ADB assistance needs to combine physical investment, institutional 
strengthening, and policy reforms with creation of knowledge products and services that meet 
the country’s evolving needs. ADB should adopt a flexible approach to respond to these needs. 
Knowledge work will assist the government in dealing with current challenges, and those likely 
to arise over the short to medium term. Gender equality should be promoted throughout the 
following proposed areas of ADB involvement.  
 
 1.  Easing Infrastructure Constraints 

 
36. The need for infrastructure development to achieve more rapid, inclusive, and 
sustainable growth is clear, and ADB’s strengths in this area are well recognized by the 
government. Addressing infrastructure constraints by undertaking transformational 
investment and promoting policy reforms in key areas (e.g., energy, transport and urban 
development) remains a major priority for ADB in Bangladesh.        
 
37. Energy. In addressing energy sector-related constraints, ADB interventions should 
alleviate key impediments by focusing on investments for power generation, improving 
efficiency of the transmission and distribution network, and supporting regional interconnections. 
ADB support should also focus on increasing gas production transmission and distribution 
networks, mobilizing private sector investment, and improving the governance and regulatory 
framework. Key activities should focus on: (i) continuation of energy sector reforms, (ii) 
construction of main power transmission links, (iii) efficiency improvement of thermal plants, (iv) 
support for renewable energy projects, and (v) promotion of regional power transmission 
interconnections. Sector reforms should focus on pricing, improving regulatory capacity, and 
governance. ADB should also support strengthening of sector institutions to improve their 
planning capacity. 
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38. Transport. ADB could continue its transport sector support for (i) repairing, maintaining, 
improving, and expanding existing roads; (ii) gradually upgrading nationally                                                                                                                                                                                    
important highways to four lanes; (iii) expanding regional connectivity; (iv) continuing reform and 
modernization of railways; and (v) reducing urban traffic congestion. ADB involvement in the 
road sector should focus on the strategic transport corridors, particularly those facilitating sub-
regional trade such as the South Asia Subregional Economic Cooperation initiative roads 
connectivity projects linking Bangladesh to Bhutan, Nepal and Northeast India. Given the 
importance of the railway sector in reducing the current overdependence on roads, ADB should 
support the building of new railway lines and improving load carrying capacity of key railway 
corridors. Support is also needed to improve public transport in major urban centers, by 
introducing energy-efficient urban rapid mass transport. Chittagong port can also benefit from 
ADB support to improve operational efficiency and use its full potential. ADB involvement in 
priority transport projects will address communication bottlenecks and help to realize higher 
growth, while improving regional connectivity; urban mass transport will strengthen inclusivity 
and sustainable growth.  
 
39. Urban infrastructure and services. ADB engagement in urban infrastructure and 
utilities should focus on (i) improving urban infrastructure and services in towns and 
municipalities, (ii) improving water and urban infrastructure services in megacities, and (iii) 
supporting urban infrastructure and services for regional development. Support for towns and 
municipalities should cover a broad range of integrated urban services. Investment in water, 
urban infrastructure and services should be expanded to cover waste management for 
environmental sustainability. Support for urban infrastructure and services for regional 
development can focus on certain regions, or be linked to the development of economic 
corridors to foster higher, more inclusive economic growth. Interventions should also strengthen 
efforts to specifically benefit urban women. 
 
 2. Promoting Private Sector Development 
 
40. ADB should create conditions conducive to greater private sector participation in order 
ease infrastructure constraints, foster diversification of production, and expand job 
opportunities.31  Work to address regulatory and legal issues related to PPPs needs to be 
continued. 32  ADB’s private sector operations can provide complementary support by (i) 
developing bankable transactions for PPP financing, (ii) improving the institutional architecture 
for implementing PPP policies, and (iii) preparing local currency bond issuance. Support to 
policy and institutional reforms needs to be strengthened to make private sector investments 
more attractive in the energy, highways, urban, and skills development sectors. To strengthen 
inclusivity, support can be provided to facilitate private sector involvement in rural agribusiness, 
while SMEs can provide access to finance for the development of businesses in semi-urban 
areas as part of inclusive financing. ADB assistance can also develop SEZs and economic 
corridors to attract private capital. Continued ADB assistance for public sector capital market 
development is needed in order to transform the finance sector into a source of long-term 
capital. There is scope for developing new instruments for infrastructure financing, innovative 
financial solutions for disaster risk management, and micro-insurance.  
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 ADB. 2016. Thematic Assessment (Summary): Private Sector Development. Manila.  
32

 ADB technical assistance, implemented during 2011–2013, helped Bangladesh develop an institutional and 
regulatory framework for PPPs, including a PPP law. The government and ADB signed a memorandum of 
understanding in October 2013 to facilitate the structuring of PPP projects in Bangladesh, using ADB’s Transaction 
Advisory Services. 
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 3. Improving Human Capital 
 
41. To promote inclusive and sustainable growth, the objective of ADB engagement should 
be to create a population with a higher employment potential. In primary education, the focus 
should be to (i) improve teaching quality, (ii) reduce disparities and provide universal access, 
and (iii) promote decentralization and create a more effective organizational system. In 
secondary education, priorities should cover key reform initiatives for (i) improving curriculum, 
(ii) introducing standardized national examinations, and (iii) decentralizing education 
management. To accelerate economic growth, developing and upgrading the skills of the labor 
force is a matter of urgency. The government’s capacity to deliver skills training programs that 
meet labor market requirements needs strengthening. Women should be encouraged to learn 
new skills. Where opportunities arise, ADB should also selectively explore supporting higher 
education, with a focus on science, technology, and public health, and participation of the 
private sector. The primary health care system needs to be expanded, using the PPP modality 
wherever feasible. In line with the government’s priority of digitization, ADB should explore 
supporting infrastructure and systems for information technology development.  
 
 4. Accelerating Rural Transformation 
 
42. There are numerous challenges in supporting inclusive growth and poverty reduction in 
rural areas, including (i) raising agricultural productivity and profitability, (ii) diversifying crop and 
non-crop production to increase value and yield, (iii) maintaining food safety and quality, and (iv) 
tackling climate change impacts. Increased private sector participation in agro-processing value 
chains is important to accelerate agricultural diversification. ADB’s strategy needs to focus on 
promoting food security and creating rural livelihoods by boosting productivity, improving 
connectivity, and improving water resource management. To improve market connectivity, it is 
important to upgrade and improve maintenance of rural roads. Creating agribusiness 
infrastructure is especially important for employment creation and increased inclusivity. Climate 
change considerations need to be given priority in order to make agricultural infrastructure more 
climate resilient. Focusing on climate-resilient design and better infrastructure quality control will 
increase sustainability. In water resources management, the focus should be on improving 
disaster risk management, and realizing the full potential of irrigation schemes. Support to 
private operators could be provided for sustainable operation and maintenance of large-scale 
water resource management schemes.  
 
 5. Addressing Gender Inequality and Women’s Empowerment 
 
43. ADB needs to increase the proportion of projects with gender mainstreaming, to 
strengthen the quality of project-level gender analyses and gender action plans, and to ensure 
timely and effective implementation of gender action plans in all projects categorized as gender 
equity or effective gender mainstreaming. This cross-sectoral approach can achieve specific 
outcomes in support of both gender equality and project results, and build awareness and 
capacity among partner agencies to address gender equality issues. 
 

6. Developing Economic Corridors 
 
44. National and regional connectivity underpin the creation of economic opportunities and 
helps achieve socioeconomically balanced growth. Developing integrated economic corridors 
can further enhance the impact. The economic corridor strategy will emphasize the integration 
of infrastructure improvement with economic opportunities such as trade and investment. 
Economic corridor development will promote well-planned, integrated industrialization by 
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synchronizing the processes of urbanization in semi-urban towns near rural areas. Inclusive 
economic growth will be facilitated by easing infrastructure bottlenecks, improving access to 
markets, and boosting productivity and efficiency. Existing industries will grow and new strategic 
industries are likely to develop. Export diversification will increase and Bangladesh will be better 
connected with global production networks. The emergence of the Dhaka–Chittagong growth 
corridor is one such example. Transportation improvement has played a major role, which has 
provided incentive for the growth of manufacturing units along this corridor, especially in the 
towns of Comilla and Feni.33 ADB can consider supporting development of economic corridors 
linking Dhaka to (i) Benapole in the southwest, with links to India; (ii) Tamabil, linking to 
northeast India; (ii) Banglabanda in the northwest, linking to Bhutan, India, and Nepal; and (iv) 
Chittagong and Cox’s Bazar in the southeast linking to Southeast Asia and the People’s 
Republic of China. 
 
 7. Promoting Regional Cooperation and Integration 
 
45. To create new economic opportunities and integrate Bangladesh into global value 
chains, ADB should prioritize promotion of regional cooperation and integration. The 500 
megawatt power trade with India is a milestone, and additional opportunities with India and 
other South Asian countries should be explored. Discussions are being held regarding importing 
hydropower from Bhutan and Nepal. These initiatives could potentially add significantly to 
available electricity. ADB can help Bangladesh expand regional power grids, expand road and 
rail networks and integrate these with the regional networks linking to the main Asian Highway 
and the Trans-Asian Railway, and facilitate trade logistics. ADB should continue to help remove 
road network bottlenecks in light of fast-growing transport and freight traffic demand, and the 
potential for regional integration. ADB involvement will improve the main transport corridors, 
particularly those facilitating sub-regional trade, such as the road connectivity projects under the 
South Asia Subregional Economic Cooperation initiative. Bangladesh is well positioned to 
benefit from closer ties between South and Southeast Asia, and ADB should strengthen its 
support for the Bay of Bengal Initiative for Multi-Sectoral Technical and Economic Cooperation. 
There is considerable scope for expanding regional trade and investment and taking advantage 
of greater market access and economies of scale by harmonizing policies and standards in 
transport, energy, environment, tourism, trade, and information and communication technology. 
Knowledge products would need to be prepared to facilitate greater trade and investment. 
 
 8. Addressing Environmental and Climate Change Vulnerabilities 
 
46. ADB should consider environmental sustainability as a major strategic priority. Climate 
change components are currently being incorporated in project designs to assist the country 
move toward climate-resilient development. Climate-proofing is also being attempted in 
investment projects in the agriculture, urban, water resource management, transport, and 
energy sectors. The 2015 country environment assessment34 identified five thematic areas to 
integrate environmental sustainability, climate resilient development, and green growth into ADB 
operations: 

(i) mainstreaming environmental and climate change considerations by 
strengthening country safeguard systems, climate risk screening and climate-
proofing of key investment projects; 

(ii) ensuring energy security and promoting green growth through expansion of 
renewable energy and financing instruments for promotion of cleaner technology;  
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(iii) ensuring food and water security through integrated water resource management 
and resilient infrastructure;  

(iv) promoting green cities through enhanced urban services and sustainable 
transport; and 

(v) strengthening of implementing agencies through capacity building and 
knowledge creation regarding environmental safeguards, climate change and 
disaster risk management.  

 
47. These priorities should guide ADB involvement in promoting environmental sustainability 
and addressing climate change risks. 
  
 9. Improving Governance and Addressing Limited Institutional Capacity 
 
48. Addressing institutional capacity and improving governance should remain a priority for 
ADB engagement with Bangladesh. Performance-based allocation of investment funds should 
be expanded to promote municipal governance reforms and strengthen support for addressing 
policy, regulatory, and institutional issues. ADB programs should continue to address 
deficiencies through ongoing reforms in the areas of energy and transport. More effort is also 
needed to improve urban governance and service delivery, primary education management, 
and the institutional capacity of municipalities.  
 
49. ADB support to address governance challenges needs to focus on (i) strengthening 
public financial management, (ii) improving procurement practices, and (iii) assisting with 
measures for curbing corruption.35 In 2016, the government began working with development 
partners to further strengthen public finance management and promote the use of country 
systems. Bangladesh has incrementally implemented reforms to make the procurement system 
more transparent and competitive. The introduction of electronic government procurement has 
helped, but the system needs to be further strengthened and more widely applied. There is a 
general perception corruption is prevalent in public administration to varying degrees. The Anti-
Corruption Commission (an independent institution) needs further strengthening in order to be 
more effective. With ADB support, the government has developed a National Integrity Strategy 
to provide a strategic framework for anticorruption reforms and support the Anti-Corruption 
Commission’s work. 36  ADB needs to continue capacity building for the Anti-Corruption 
Commission and implementation of the National Integrity Strategy. Managing governance risk 
requires active collaboration by the government with civil society, development partners, non-
government organizations, and other stakeholders. ADB should work closely with the 
government and stakeholders in addressing these issues. 
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