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¢¢No plan, however well-formulated, can be implemented unless there is a total Commitment on the
part of the people of the country to work hard and make necessary sacrifices. All of us will, therefore,
have to dedicate ourselves to the task of nation building with single-minded determination. I am
confident that our people will devote themselves to this task with as much courage and vigour as
they demonstrated during the war of liberation.” 9

The above is an extract, in abridged form, taken from the Foreword of the First Five Year Plan of
Bangladesh which was prepared under the guidance and leadership of the FATHER OF THE NATION,
BANGABANDHU SHEIKH MUJIBUR RAHMAN.






PRIME MINISTER

GOVERNMENT OF THE PEOPLE'S REPUBLIC OF
BANGLADESH

Message

Amid observance of the birth centenary of the Greatest Bangali of all times, Father of the Nation,
Bangabandhu Sheikh Mujibur Rahman, and the Golden Jubilee of our independence, I am extremely
delighted to present our Government’s third successive Five Year Plan (July 2020- June 2025) to the people
of Bangladesh since 2009. This flagship document contains the philosophy of realizing the ‘Golden Bengal’
as dreamed of by the Father of the Nation.

We inherited a very fragile economy when we formed government following a landslide victory in the
general election of 2008. By then there was stagnation in the backbone sectors such as energy and power,
communication, and foreign exchange reserve including other socio- economic indicators. Awami League
Government was able to restore the momentum of that sluggish economy back on track adopting a well-
planned path of growth very quickly. Even in less than a decade, our GDP growth surpassed 8.0 percent.
But in the last fiscal year 2019-20, the GDP growth rate was recorded 5.2 percent which was attributed
to the negative impact of the COVID-19 pandemic. With proper execution of well-planned strategies,
schemes, and policies we have set targets to achieve GDP growth at 8.51 percent in the last fiscal year of
the Eighth FYP. In FY 2008-09, the country’s GDP USD 89 billion, which was then expanded more than
three times amounting to USD 302 billion in FY 2018-2019. Our foreign exchange reserve exceeded USD
43 billion. The poverty rate declined to 20.5 percent from 40.0 percent in 2005. Women in Bangladesh are
now more empowered than at any time before. Now we are considering the villages as the Central Hub
of our development philosophy. Therefore, Bangladesh has now been recognized as a ‘Role Model for
Development’ by the world from the disgraceful remark, ‘Bottomless Basket’ in the past.

In the field of infrastructure development, the multi-purpose Padma Bridge is the pride of Bangladeshi
people. Despite the withdrawal of committed funding by a development partner, this largest bridge of
Bangladesh currently under construction by the national finance will connect southwestern parts of
Bangladesh to the rest of the country. Construction of metro rail and elevated expressway in the capital with
a view to ease the traffic congestion is moving faster. To put the impetus on export trade construction of two
deep-sea ports at Payra and Matarbari is approaching towards completion at a faster pace. Considering the
future power demand of an economy that is aspiring to become an upper-middle-income country by 2031
and a status of a high-income country by 2041 building of the Rooppur Nuclear Power Plant is underway.
Moreover, we have also prepared the ‘Bangladesh Delta Plan 2100’ to offset the negative externalities
of climate change and natural calamities. The objectives of the Bangladesh Delta Plan 2100 will also be
realized through the medium-term plans.



The extreme onslaught of the COVID-19 pandemic is still continuing in the world. However, we are trotting
up keeping this deadly virus at the bay due to our Government’s pragmatic interventions. Presently, our
economy is functioning satisfactorily. Keeping all impediments of the COVID-19 pandemic in mind, we
have prepared the Eighth Five Year Plan. Following the objectives- recovery from COVID 19, preparing
Bangladesh for LDC graduation, achieving SDGs, and setting a trajectory towards a prosperous country
by 2041, special importance has been given while preparing this instrument. We expect to achieve an 8.0
percent average growth rate during the plan period, reduce the poverty rate from 20.50 percent to 15.60
percent, and further strengthen the existing social security system while eliminating poverty and narrowing
inequality.

I thank the General Economics Division (GED) of the Bangladesh Planning Commission led by its Member
(Senior Secretary) for their sincere and hard work relating to formulating the Eighth Five Year Plan (July
2020-June 2025). I hope all concerned public, private, NGOs, CSOs, think tanks, and entrepreneurs- will
join together in materializing the goals and targets of the Eighth Plan. I also believe that our venture towards
building a self-reliant, happy, and prosperous Bangladesh will be successful indeed. With these achievements,
we will be able to offer due respect and sincere tribute to our Father of the Nation Bangabandhu Sheikh
Mujibur Rahman.

Joy Bangla, Joy Bangabandhu
May Bangladesh Live Forever

Sheikh Hasina
Hon’ble Prime Minister
Government of the People’s Republic of Bangladesh
and
Chairperson, Bangladesh Planning Commission



M. A. Mannan, mp

Minister

Ministry of Planning

Government of the People’s Republic of Bangladesh
&

Vice-Chairman, Bangladesh Planning Commission

Message

Itis indeed a great pleasure for me to present the Eighth Five Year Plan (July 2020-June 2025) of Bangladesh
which has been prepared by the General Economics Division (GED) of Bangladesh Planning Commission
as the first in the series of 04 Five Year Plans to complete the agenda of achieving the social and economic
transformation visualized in the second “Perspective Plan of Bangladesh 2021-2041°. Eighth Five Year
Plan would also be instrumental in attaining Sustainable Development Goals (SDGs), realizing Bangladesh
Delta Plan (BDP)-2100 for smooth transition following the LDC graduation. We have adopted this plan at
a very auspicious moment as the nation is observing the centennial birth anniversary of the Father of the
Nation and celebration of the golden jubilee of our independence.

Eighth Five Year Plan (July 2020-June 2025), which has been approved by the National Economic Council
(NEC) on 29 December, 2020 will help to execute the political, social and economic agenda of the present
government led by the Hon’ble Prime Minister Sheikh Hasina. The plan has emphasised on appropriate
policies and institutions, and devised suitable development strategies for promoting prosperity, fostering
inclusiveness, reducing poverty, and inequality. The lessons from the implementation of the Sixth and the
Seventh Five Year Plans as instruments for implementing the First Perspective Plan 2021 including the
adjustment to the Covid-19 fall out have duly been considered while formulating the Eighth Five Year Plan.

Eighth Five Year Plan mainly centres on six core themes, which included: 1) rapid recovery from COVID-19
ii)) GDP growth acceleration, employment generation, and rapid poverty reduction with a broad-based
strategy of inclusiveness iii) a sustainable development pathway resilient to disaster and climate change iv)
sustainable use of natural resources and successful management of the inevitable urbanization transition
v) development and improvement of critical institutions, and vi) attaining SDG targets and coping up the
impact of LDC graduation.

Effective implementation of the plan will mostly rely on the actions taken by the respective Ministries/
Divisions and stakeholders from both public and private sectors. I would, therefore, call upon all concerned
to put their attention and devotion for realizing the goals and targets of the Eighth Five Year Plan so that we
can meet our development aspirations and establish a prosperous country within the stipulated timeframe.



Eighth Five Year Plan is the culmination of a huge process that GED has followed with policy makers,
ministries and divisions, various private sector bodies, development partners, economists, social scientists,
researchers, academia, civil society members, etc. I thank the GED officials for their hard work and efforts
which has made this possible even in unprecedented global pandemic COVID-19 situation. I would like
to put on record with appreciation the contribution made by the members of the Panel of Economists in
formulating this plan.

In fine, I would like to express my sincere thanks and gratitude to the Hon’ble Prime Minister Sheikh

Hasina for providing strategic guidance and inspiration to prepare the Eighth Five Year Plan (July 2020-
June 2025) of Bangladesh.

(M. A. Mannan, MP)



Dr. Shamsul Alam

Member (Senior Secretary)

General Economics Division (GED)
Bangladesh Planning Commission

Foreword

At the advent of the fifty years’ celebration of our great independence and the joyous Mujib birth centenary,
the General Economics Division (GED) of Bangladesh Planning Commission has made colossal efforts to
put forward the Eighth Five Year Plan (July 2020-June 2025) before the nation. As a constitutional mandate
to attain a just and egalitarian society through planned economic growth, the first Five Year Plan was
formulated under the prudent guidance and visionary leadership of the Father of the Nation Bangabandhu
Sheikh Mujibur Rahman, which laid strong foundation of today’s development. Thereafter, a total of seven
Five Year Plans were devised till date to map out the strategic vision to be a prosperous nation.

Preparatory process of the Eighth Five Year Plan is marked by the infestation of major global catastrophe
‘COVID-19’, which has caused consequential economic conundrum across the world. The Eighth Five
Year Plan is unique compared to its preceding two plans as it blends the COVID-19 recovery strategies in
the macroeconomic framework as well as developing sectoral strategies in the plan. The government was in
strong favour of the continuation of the Five Year Plan instead of formulating a separate COVID-19 response
plan as discontinuation of the Five Year Plan could slow down the ongoing development initiatives of the
government, which are extremely essential to face the challenges of LDC graduation, to meet the targets
of SDGs and to fulfill the aspiration of the Vision 2041. Besides, the implementation of the Perspective
Plan (PP) 2021-2041 is envisaged in four ‘Five Year Plans’; the first quinquennium starts with the Eighth
Five Year Plan. Hence, the main objective of the Eighth Five Year Plan is to start the implementation of
PP2021-2041 in a way that it brings Bangladesh closer to the goals of achieving UMIC status by 2031
and attaining SDGs targets through managing the challenges of LDC graduation, which will also help to
eliminate extreme poverty by 2031.

Prior to the emergence of COVID-19, the performance of the Seventh Five Year Plan in terms of achieving
major development targets relating to economic growth, socio-economic transformation and poverty
reduction was highly impressive. GDP growth accelerated and the average GDP growth during the Seventh
Plan (7.13 per cent) nearly reached the annual average target of the Plan (7.4 per cent). Remarkable
progress has been noticed in transforming the economy from an agrarian economy towards a more modern
urban-based manufacturing and services-based economy. The export-led manufacturing sector reached new
heights, growing at an average pace of 12.7 per cent per year, supported by the greater role of modern
service sector activities in areas of transport, banking, real estate, ICT, healthcare and education. A major
objective of the Seventh Five Year Plan was to narrow the rural-urban divide by diversifying the economic
activity base and the government has been very much successful in this regard through expansion of non-



farm rural enterprises and services. Bangladesh also continued to push ahead with human development,
women empowerment and social inclusion as key elements in realizing the dream of the Father of the
Nation Bangabandhu Sheikh Mujibur Rahman for achieving a just society with no discrimination on the
basis of gender, religion, race or caste. It is worth mentioning that the 2020 Global Gender Gap Report
records the solid progress made by Bangladesh in reducing the gender gap. Bangladesh was ranked 50th
among 153 countries, even ahead of many advanced countries. Bangladesh has also continued its efforts
in managing its environment in a sustainable way, which focused on reduction in air and water pollution,
increasing forest coverage and improving preservation of biodiversity. The push toward achieving water
safety and reducing long-term risk from climate change and natural disaster gained momentum through the
adoption of a techno-economic Bangladesh Delta Plan (BDP2100) covering the whole twenty-first century.
The Eighth Plan has accorded top priority to move with proper implementation of the BDP2100.

The preparation of Eighth Five Year Plan was commissioned in 2019. Initially, a ‘National Steering
Committee’ was formed under the chairmanship of the Honorable Minister of Planning to oversight the
preparation of the plan. A ‘Panel of Economists’, under the chairmanship of Dr. Wahiduddin Mahmud, has
also been formed comprising luminous Bangladeshi economists, sociologists, educationalists and experts
on relevant fields, who gave continuous support in shaping the Eighth Five Year Plan. In this noble initiative,
GED has ensured partnership of all the government ministries/divisions/agencies, policy makers, academia,
civil society organizations, NGOs, development partners, think-tanks and thought leaders in formulating
this plan. A total of twenty five background studies have also been conducted with the help of the eminent
experts in their respective fields. Most importantly, the concerned ministries/divisions have provided inputs
with updated data that were reflected in the Eighth Five Year Plan.

The Eighth Five Year Plan centers around six core themes, which are (i) rapid recovery from COVID-19; (ii)
GDP growth acceleration, employment generation and rapid poverty reduction; (iii) a broad-based strategy
of inclusiveness; (iv) a sustainable development pathway that is resilient to disaster and climate change; (v)
improvement of critical institutions necessary to lead the economy to Upper Middle Income Country status
by 2031; and (vi) attaining SDGs targets and mitigating the impact of LDC graduation. The plan document
has been organized around two broad parts. The first part delineates the macroeconomic framework for
the plan period (July 2020-June 2025) along with strategic directions and policy framework for promoting
inclusiveness, reducing poverty and inequality. It also describes the resource envelop and overall fiscal
management tools of the government and specifies the Development Results Framework (DRF) for proper
monitoring and evaluation. The second part sets out the sectoral strategies for thirteen sectors (except
defense) with some specific targets to attain by FY 2025. The ministries/divisions are expected to follow
these sectoral strategies and action measures while preparing their sector specific projects and programs to
achieve their respective targets set in the Eighth Five Year Plan.

The Eighth Plan sets to hit the target of 8.51 per cent GDP growth by FY 2025. To accommodate this
growth target, the gross investment needs to be raised to 36.59 per cent of GDP by FY 2025 in which private
investment will capture the lion’s share (27.35 per cent of GDP). The service and manufacturing growths
will be the major drivers of GDP growth in this journey. During the Eighth Plan period, the government
will also strengthen its initiatives to ensure inclusive growth that will bring down the incidence of poverty
to 15.6 per cent and extreme poverty to 7.4 per cent. The proper implementation of any plan needs efficient
monitoring and evaluation. The Eighth Five Year Plan adopts a better informed DRF, drawing on the good
experiences of the Sixth and Seventh Plans. Both core macro and sectoral quantitative results will be
monitored, with the help of 104 DRF indicators (more than half of which are related to SDGs), to measure



the effective implementation of the Eighth Plan. A mid-term review of implementation progress is planned
at the end of FY 2023, while a final implementation review will be done at the end of FY 2025, i.e. after
the completion of the plan.

I would like to express my heartfelt thanks to the Honorable Prime Minister and the Chairman of National
Economic Council for her strategic guidance and well-judged suggestions for finalising the Eighth Plan
so that it becomes useful to uplift the well-being of the citizens of Bangladesh. We are also very much
thankful to the Honorable Minister of Planning for leading the preparation of the Eighth Five Year Plan.
The ministries/divisions and other stakeholders also owe us a debt of gratitude who were deeply involved in
providing important and useful inputs for the plan document. The officials of GED (especially PAM Wing),
despite COVID-19 outbreak, have put outstanding and tireless effort from drafting part to finalising the
Eighth Five Year Plan for which they deserve endless plaudits. Finally, I highly appreciate the contribution
of the experts of the ‘Panel of Economists’ including the civil society participants who have given intimate
support in finalising the Eighth Five Year Plan (July 2020-June 2025).

vl

Dr. Shamsul Alam
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Executive Summary

A. Political Context

The governments led by the Awami League have always pursued a planned route for the socioeconomic
development of the country. The father of the nation Bangabandhu Sheikh Mujibur Rahman soon after
assuming the power initiated massive programmes for rebuilding the war-torn economy in a planned
manner. Under his visionary and prudent leadership, the First Five Year Plan (1973-78) was formulated to
guide the transformation of the country into ‘Sonar Bangla’, free of poverty, hunger and corruption along
with rapid income growth and shared prosperity.

The Honourable Prime Minister Sheikh Hasina realized the importance of effective planning and as such
formulated a large number of long and medium-term plans, following the philosophy and path of
development shown by the father of the nation Bangabandhu Sheikh Mujibur Rahman. Returning to power
in 2009, she reiterated her solidarity with the people and commitment to fight poverty by announcing the
Vision 2021 and the associated Perspective Plan 2021 (PP2021) that sought to achieve middle income status
by 2021, improve human development and sharply reduce poverty. Astute political leadership and deft
economic management by the Honorable Prime Minister allowed Bangladesh to enjoy an uninterrupted 10
years of economic prosperity between FY2009 and FY2019. This period saw per capita income rise from
USD 754 to USD 2064, life expectancy increased from 67 years to 73 years, adult literacy expanded from
58% to 75%, poverty incidence fell from 35% to 20.5% and extreme poverty rate declined from 18% to
10.5%. Growing at an average pace of 7% per year during this period, Bangladesh is amongst the fastest
growing countries in the world. As a result, Bangladesh moved out from the World Bank-defined list of
low-income countries (LIC) to Lower Middle-Income Country (LMIC) in 2015, much earlier than the
targeted date of 2021, and in 2018, it met all the UN criteria to graduate from the list of Least Developed
Countries (LDC) to a developing country. Bangladesh is expected to formally graduate from LDC in 2024;
this is certainly one of the remarkable achievements for Bangladesh in her post-independence era.
Encouraged by these successes, the people re-elected Honorable Prime Minister Sheikh Hasina and her
party the Awami League with an overwhelming mandate for a third consecutive term on December 30,
2018. She accepted this responsibility with a pledge to work even harder and to translate the dream of her
father into reality. To achieve this, the government adopted the Vision 2041 and the associated Perspective
Plan 2041 (PP2041) that sets the road map to become an Upper Middle-Income Country (UMIC) and
eliminate extreme poverty by FY2031, and to achieve a High-Income Country (HIC) status by FY2041.
This 8" Five Year Plan is prepared at the time when the whole nation is observing the centennial birth
anniversary of the father of the nation and will celebrate the golden jubilee of independence in 2021.

B. Onslaught of the Unprecedented Global Pandemic COVID-19

As preparations were underway to develop the Eighth Five Year Plan (8FYP) running from FY2021-
FY2025, the unforeseen and unprecedented global pandemic COVID-19 struck Bangladesh and the rest of
world from around March 2020. The furious and devastating nature of this fast-spreading pandemic has
shaken the entire world. Millions have been infected and hundreds of thousands have died around the world.
Lockdown measures necessitated to slowdown the rate of growth of COVID-19 spread and the fall in
demand have badly damaged the world economy. Despite pouring in trillions of dollars in relief and
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economic stimulus, the OECD countries slumped into recession even within the first 4 months of the
pandemic, thereby illustrating the furious onslaught of the epidemic. Global efforts are underway to find
health solution to end the pandemic, but the end is not yet in sight.

Bangladesh has also been hit hard both on the human health front and on the economy. Fortunately, the
level of known infections and deaths are modest in relation to many parts of the world including the
neighboring India; yet the peak of the pandemic is still unknown. On the economic front, losses are
unprecedented. GDP growth has slowed considerably, export earnings are down sharply, private and public
investment rates have fallen and government fiscal revenues have been badly hurt. The Government has
moved swiftly to contain the damage taking actions on both the human health front and on the economy.
On the health front policy responses have sought to contain the spread of the virus through full and partial
lockdowns, providing safety gears and other support to protect the healthcare workers and other essential
staff, strengthening healthcare facilities with supplies and equipment, undertaking testing, and educating
the masses on the adoption of health safety measures including physical distancing, use of face masks, hand
washing and personal hygiene and other support measures. On the economic front, the government has
adopted a series economic stimulus packages estimated at Taka 1196.4 billion (4.3% of GDP) with a view
to protecting the income of the poor and vulnerable and helping the revival of economic activities.

Bangladesh has decided to open up the economy to avoid a sustained long-term damage to livelihoods. The
government believes that there is no necessary tradeoff between human health and health of the economy;
rather they are correlated and complementary. The main task is to develop a balanced mix of policies and
programmes that address both goals. The government believes that the restoration of human health is of the
highest priority to enable workers resume work without fear or unwarranted risk of falling sick. The
government is working closely with local epidemiologists and other health experts to find ways to keep
workers and families safe while economic activities revive. The strategy is flexible and will adapt to the
lessons of international experience and the results in Bangladesh.

C. Implementation Performance of the 7FYP

Prior to the advent of COVID-19, the performance of the Seventh Plan in terms of achieving major
development targets relating to economic growth, economic transformation and poverty reduction was
highly positive. GDP growth accelerated and grew faster than envisaged in the 7FYP. Thus, the average
GDP growth in the first 4 years of the 7FYP (7.6%) exceeds the target in the Plan (7.4%). However, due to
COVID-19, the actual average GDP growth rate stands at 7.13% covering the whole 7FYP period. During
2016-2019, Bangladesh was amongst the fastest growing countries in the World. Progress in transforming
the economy from a rural-based agrarian economy towards a more modern urban-based manufacturing and
services-based economy has been strong. The export-led manufacturing sector reached new heights,
growing at an average pace of 12.7% per year. Along with strong growth in construction the GDP share of
industry reached 34.6%. Services sector grew robustly at 6%, supported by an expanding role of modern
service activities in transport, banking, real estate, ICT, healthcare and education.

A major objective of the 7FYP was to narrow the rural-urban divide by diversifying the economic activity
base in the rural areas. Evidence shows that considerable progress was made. Already during the Sixth Plan,
the rural economy had been transforming from a pre-dominantly agriculture- based production structure
towards more non-farm-based production activities. The Seventh Plan further pushed this transformation.
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Agriculture is no longer the pre-dominant source of income in the rural economy. Within agriculture there
has a been a slow and steady transformation from cereals to protein-based production such as livestock,
poultry, dairy-products, fruits and vegetables and flowers. Export-oriented fisheries have taken up a big
role as a source of farm income in Bangladesh. Thus, the share of fisheries in agricultural value-added
expanded from 23% in FY2015 to 26% in FY2019. This transformation further strengthened food security.
Grain production is now adequate to meet the calorie intake requirements of the population while the greater
supply of protein-rich fish, poultry, eggs and milk along with expansion of vegetables and fruits has
contributed to improving the food security and food nutrition balance for the population.

The expansion of non-farm rural enterprises and services has opened up new sources of rural income and
employment. The growth of income from non-farm sources and the rapid inflow of foreign remittances
have supported the increase in demand for a range of activities in construction, housing, trade, transport,
schooling, health and other services. The expansion of ICT network and related services along with growth
of rural electricity and rural roads have reduced the transaction costs between the rural and urban
economies, thereby facilitating better trade and higher prices for the products of the rural economy. The
progress on rural transformation is very re-assuring and provides a strong base to move forward further in
the Eighth Plan.

Regarding job creation, agriculture continued to transform from a pre-dominantly peasant production
system towards a more commercially-oriented production structure and thereby continued to shed labour.
New job creation in manufacturing, construction and organized services expanded by an average of 3-4%
per year, which is slower than projected in the 7FYP. But growth in new employment was better-than-
planned in the overseas market. The good news on the employment front is the improvement in labour
productivity. Thus, average national labour productivity grew by a healthy 5.6% per year. Importantly,
average labour productivity increased in all sectors including agriculture, where it is estimated to have
increased by a record 7.3% per year. This is an important result and provides the basis for sustained
increases in real wages and income economy wide and in agriculture. Productivity grew fastest in
manufacturing, rising at a hefty pace of 9% per year. Productivity improvements have helped increase real
wages in agriculture and manufacturing in both rural and urban areas that have been highly beneficial to
the reduction of poverty.

Nevertheless, the slowdown in the rate of job creation in manufacturing, construction and modern services
need stronger monitoring with corrective policy measures in the 8FYP. This is particularly important to
address the COVID-19 induced unemployment. An additional challenge would be to lower the growing
unemployment of the youth population, especially the educated youth, during the 8FYP. Finally, the Fourth
Industrial Revolution is requiring rapid changes in skills that needs fast tracking of education quality and
skills upgrading program. These issues will be given high priority in the 8FYP.

The incidences of poverty and extreme poverty have both exhibited considerable reduction during the first
4 years of the 7FYP. The incidence of poverty fell to 20.5% in FY2019 while extreme poverty declined to
around 10.5%. This progress was achieved due to a number of factors. First, the rapid growth of the
economy during the Seventh Plan along with structural change in production provided the basis for growth
in employment, labor productivity and real incomes of workers. This is the most important contributor to
poverty reduction. Second, the healthy flow of remittances to rural areas supported the growth of
consumption and created new jobs in services in rural areas. Third, the spread of micro credit programmes
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also helped protect the consumption of the rural poor and buildup of their assets. Fourth, under the Ashrayan
Project the government has provided housing facilities to the landless and homeless families. On the
occasion of Mujib centenary, the government has allocated Tk. 1,160 Crore in the first phase to provide
65,726 unit houses along with 2 decimal land to the landless and homeless families. Another 128,000 houses
will be built in the next one year. So far, 3,57,590 beneficiaries have been rehabilitated by constructing new
houses/barracks with government funding. Houses will be constructed for 8,85,622 poor families listed
from all districts of the country in phases.

Along with poverty reduction, Bangladesh continued to push ahead with human development, women
empowerment and social inclusion as key elements for realizing Father of the Nation Bangabandhu Sheikh
Mujibur Rahman’s dream of a just society with no discrimination on the basis of gender, religion, race or
caste. Life expectancy increased to 73 years in 2019, up from 71 years in 2015, adult literacy increased
from 65% in 2015 to 75% in 2019 and child nutrition outcomes improved with the incidence of stunting
and wasting falling considerably. On the gender front, having eliminated the gender disparity in primary
and secondary education, solid progress has been made in reducing the large gap between male and female
students at the tertiary level. Bangladesh has also advanced well in providing the regulatory framework for
protection of women’s rights and privileges. Progress has been made in increasing the share of women in
managerial and professional leadership roles. Political empowerment has been boosted further through
increased membership in the national parliament. The 2020 Global Gender Gap Report published by World
Economic Forum records the solid progress made by Bangladesh in reducing the gender gap. With an
overall score of 0.726, Bangladesh was ranked at 50" among 153 countries, ahead of advanced countries
like the USA, Luxembourg, Italy, Korea and Japan and was ranked first among the seven South Asian
countries.

The progress in moving towards an equitable and just society during the 7FYP notwithstanding, there are
two areas where stronger efforts are needed. First, the women empowerment on the economic front needs
more attention. At only 36%, the female labor force participation is very low and not commensurate with
UMIC Bangladesh. Second, although all legal and regulatory policies are in place to eliminate all kinds of
gender discrimination and prevent violence against women, there are reports about continued violation of
these laws including early marriages, spousal abuse, and wage and employment discrimination against
female employees in the work place. The 8FYP will make stronger efforts to enhance female labor
participation rate and implement all legal provisions to eliminate gender discrimination and violence against
women.

Bangladesh has continued the move forward with its environmental management focused on reduction in
air and water pollution, increasing forest cover and improving preservation of biodiversity. Adaptation
efforts to climate change have been supported by pilot programmes funded through the Bangladesh Climate
Change Trust Fund (BCCTF). The disaster management programmes have continued to perform well. The
ability to sharply reduce the loss of lives and injuries based on a combination of early warning system,
construction and availability of shelters and timely provision of relief and support measures are indicative
of the good progress here.

The push toward reducing long-term risk from climate change and natural disaster gained momentum
through the adoption of a comprehensive long-term water management strategy known as the Bangladesh
Delta Plan (BDP2100) that integrates water, land, environment, climate change and biodiversity in ways
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that upon implementation will substantially reduce long-term risks from natural disasters and climate
change. This may be a game changer in securing sustainable reductions in poverty linked to natural hazards.
The 8FYP will give top priority to implementing the first phase of the BDP2100.

Prudent macroeconomic management has been the hallmark of Bangladesh’s long-term development. The
TFYP kept its vigil to stay on track despite some pressures. The inflation rate has come down further to
5.5%. Interest rates are low and the flow of credit to the private sector is adequate. Fiscal prudence has been
sustained by keeping the budget deficit at around 5% of GDP. The balance of payments has been
comfortable, with low external debt to GDP ratio and no pressure on external debt servicing. Two areas of
difficulty are the shortfalls on budget revenues and the stress on the health of the banking sector owing to
the surge in non-performing loans (NPLs). At below 9%, the tax to GDP ratio is one of the lowest in the
world and growing revenue shortages are making it increasingly difficult to finance critical public
expenditure needs in infrastructure, health, education, water resources and social protection. In the banking
sector the large value of non-performing loan in both public and private banks, but especially the public
banks, are putting pressure on the financial health of the affected banks and preventing sustainable approach
to mobilizing deposits while also reducing interest rates on loans. Tax reforms and banking reforms will
become even more important as the nation faces to fight the COVID-19 adverse economic effects.

D. Implications of COVID-19 for the 8FYP

The macroeconomic effects of COVID-19 are still unfolding as the pandemic continues to take its toll on
human lives, health and wellbeing. Based on available evidence, the main macroeconomic effects for
FY2020 outcomes are summarized in Table 1.13, Chapter 1, Part 1 of the Plan document. The effects are
severe with substantial losses in GDP (Taka 800 billion), exports ($8 billion), investment (Taka 500 billion)
and tax revenues (Taka 200 billion). Additionally, in the short-term unemployment and poverty may likely
to rise. The government has taken measures to offset this short-term increase in poverty. However, the full
impact to stem the tide of the downturn in the domestic economy will take time to unfold, until such time
that the health effects of COVID-19 become manageable, workers return to the work place, and people
resume their normal activities so that the demand for service like transport, hotels and restaurants, vacation,
tourism, beauty care, education, personal services all return to normal levels. Importantly, the recovery of
earnings from exports and remittances will depend upon how quickly the global economy gets back to
normal. The recovery of both domestic activity and global economy is predicated upon the discovery of
cure or vaccine for COVID-19. The best expectations today are that global recovery could happen in early
2021 calendar year.

The COVID-19 reinforces the importance of speeding up many of the reforms where a performance gap
has emerged. This includes revenue performance, private investment climate, export diversification and
domestic job creation. The tax performance of Bangladesh has been slipping and this must be reversed
quickly with important tax reforms under the 8FYP. Similarly, export diversification and expansion of a
diversified manufacturing base are of utmost importance. This will not be possible without substantial
increases in domestic and foreign private investment. The 8FYP will focus utmost attention to improving
the investment climate for domestic and foreign private investment with a view to offsetting the lack-lustre
private sector investment performance in the 7FYP. Finally, the short-term unemployment resulting from
COVID-19 including retrenchment of overseas workers will present an immense challenge in the very first
year of the 8FYP. Job creation accordingly will be a top priority of the 8FYP.
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The COVID-19 effects also bring in new challenges. In addition to the short-term recovery, strategic
changes will be needed in several areas relating to healthcare, social protection and access to safe water and
sanitation. The health and social protection systems came under pressure during COVID-19 and showed
major gaps that will be addressed in the 8FYP. The 8FYP will need to initiate a major overhaul of the
healthcare system to strengthen physical facilities, access to healthcare and availability of quality healthcare
staff. The COVID-19 has also reinforced the need for a universal healthcare system. Regarding the social
security system, the implementation of the NSSS will have to be strengthened with greater funding for
social protection-related income transfers to the poor and vulnerable. The COVID-19 also reinforces the
importance of access to safe water and sanitation as important instruments for improving health and
reducing the spread of COVID infection.

In addition to the above immediate priority reforms, there are four areas where the Eighth Plan will probe
deeper and take a more focused and comprehensive approach as envisaged in PP2041. The first concerns
the need to build stronger institutions. Emphasis will be placed on institutions like the local government,
the urban institutions, land administration, strengthening of the National Board of Revenue, the Bangladesh
Bank, and the Public-Private Partnership. The strengthening of the judiciary, the Election Commission and
other democratic institutions will continue Secondly, implementation capacity in public agencies and
ministries will be upgraded to ensure timely implementation of major public investment programmes and
public policies in transport and social sectors. Thirdly, stronger policy focus will be given to the area of
income inequality. In particular, reform of public finances that increases the equity of tax collection and
public spending are of substantial importance. Especially, the equity aspects of public spending on
education and health will be emphasized. Finally, strong implementation of the Bangladesh Delta Plan for
ensuring the sound management of water resources, climate change, natural disasters and other
environmental hazards will be a major focus for the Eighth Plan. The integration of climate change and
environmental management issues in growth and fiscal policy management will be another high priority
issue for the Eighth Plan.

E. Development Approach of the 8FYP

The implementation of PP2041 is envisaged in four 5-year phases. The first phase starts with the 8FYP.
So, the main task of the 8FYP is to start the implementation of PP2041 in a way that it brings Bangladesh
closer to the goals of attaining UMIC status, attaining major SDG targets, and eliminating extreme poverty
by FY2031. In the backdrop of these factors, the 8" Plan centres on six core themes:

e Rapid recovery for COVID-19 to restore human health, confidence, employment, income and
economic activities;

o GDP growth acceleration, employment generation, productivity acceleration and rapid poverty
reduction;

o A broad-based strategy of inclusiveness with a view to empowering every citizen to participate
fully and benefit from the development process and helping the poor and vulnerable with social
protection- based income transfers;

e A sustainable development pathway that is resilient to disaster and climate change; entails
sustainable use of natural resources; and successfully manages the inevitable urbanization transition;

o Development and improvement of critical institutions necessary to lead the economy to UMIC status;

e Attaining SDG targets and coping up the impact of LDC graduation.
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F. Strategy for COVID-19 Recovery

The government has demonstrated its resolve to address the challenges emerging from COVID-19 swiftly
and comprehensively with a view to minimizing the loss of lives, restoring the health of those affected,
removing fear and building confidence, and putting the economy on a path of economic recovery while
taking care this is consistent with the restoration of human health and confidence. In addition to
implementing the actions already taken in FY2020, the government will take a number of far-reaching steps
to improve health care capabilities and facilities in the 8FYP. Funding for healthcare will be increased,
public-private cooperation will be strengthened, the capabilities of district-level healthcare facilities will be
enhanced, and a Universal Health Care funded through a combination of private and public health insurance
schemes will be introduced. The social protection programmes will be strengthened to provide higher
income transfers to the poor and vulnerable. Access of the rural and urban population to safe water and
sanitation will be enhanced. The economic activity opening up will be phased and implemented in ways
that risks to COVID spread are minimized. Bangladesh will learn from the lessons of other country
experience in fine tuning its health response to COVID-19. It will also liaise with the World Health
Organization and countries that are well advanced in medical search for COVID-19 vaccine and or cure.
All efforts will be made to procure these critical medical break-through when available. The capabilities of
domestic Pharma and medical research will be enhanced through research grants for research and
innovation in the area of COVID-19 cure.

Regarding economic recovery, strong effort will be made to fully implement the stimulus packages
announced in April-May 2020. The social protection delivery will be strengthened through a more rapid
implementation of the NSSS and increase in funding for poverty-focused social protection programmes.
Topmost attention will be given to protect the jobs and enhance new jobs in the cottage, micro and small
enterprises (CMSES) that presently employ an estimated 21 million people. This will be done immediately
through the provision of low-cost loans through the banking sector. The Bangladesh Bank will work with
commercial banks and the non-bank financial institutions how this can be done in a flexible and low-cost
manner. All institutional or regulatory barriers will be removed to reach out these enterprises pro-actively.

G. Accelerating Inclusive Growth
The inclusive growth strategy of 8FYP includes seven pivotal themes;

e Promote labour-intensive, export-oriented manufacturing-led growth along with expansion of the
domestic market;

e Promote agricultural diversification;

e Infuse dynamism in CMSMEs;

e Strengthen modern services sector;

e Push exports of non-factor services;

e Promote ICT-based entrepreneurship embracing 4" Industrial Revolution (4IR);

e Strengthen overseas employment.

The main focus of inclusive growth strategy would be to create much more jobs through growth than was
possible in the 7FYP both to absorb those newly unemployed owing to COVID-19 and to reap the full
benefits of the demographic dividend. Structural transformation during the 6" and the 7" Five Year Plans
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have already laid the foundations for industry-led growth. Manufacturing sector has taken the lead
supported by the expansion of RMG exports. This has increased the GDP growth rate, increased exports
and created 4 million jobs in the RMG sector. However, non-RMG exports have not prospered that has
constrained export diversification and slowed down manufacturing job creation in recent years, while the
RMG sector will continue to play its major role, the 8FYP growth strategy will put top priority to the
production and exports of non-RMG manufacturing to diversify the production and export base in areas
including processed food, leather and footwear, light engineering, and pharmaceuticals. Many of these
activities, like food processing and leather and footwear, are relatively labour intensive like RMG and have
huge external market. So, like RMG they will create jobs and contribute to exports while accelerating value
added growth. Emphasis will also be placed to promote efficient import substitution activities with high
domestic demand, such as a range of consumer goods. Trade policy bias against exports will be removed
by reducing trade protection, the exchange rate will be made more flexible and competitive, and FDI and
domestic investment in manufacturing will be promoted through reforms of the investment climate to
implement this strategy.

In agriculture, the strategy will be to further increase agriculture diversification while maintaining food
security through improvements in farm productivity, supply of inputs, price policy support, water supply,
farm credit and marketing support. Agriculture exports will be promoted to increase farm income and
employment in non-crop activities especially fisheries, fruits, vegetables and dairy products. The
implementation of the first phase of the BDP2100 public investment programme will strengthen water
management, lower flood risk, reduce water logging and reduce soil salinity.

The CMSMEs hold the most promise for creating jobs in both rural and urban areas. Global experience
from Japan, Taiwan and Korea show the powerful and dynamic role of CMSMEs for exports, growth and
employment. Reviving the CMSMEs is the best way to create non-farm jobs in the economy. The less
educated youth population in particular are strongly reliant on CMSMEs jobs. The institutional and
financial support to CMSMEs will be vastly enhanced through the conversion of the SME Foundation into
Small Business Agency (SBA) as in the USA that will serve as a one-stop shop to promote CMSMEs,
working closely with the Bangladesh Bank on the financing side.

The services sector has already made substantial progress in converting from low-productivity informal
services to high-productivity formal services in areas such as banking, finance, urban transport, ICT, health
care, education and tourism. This transformation will be further enhanced by creating incentives for
domestic and foreign private investment through regulatory reforms and supportive public investment in
related infrastructure. A major growth and employment driver that will be supported is the expansion of
services exports. There is a huge trade gap in international shipping services and efforts will be made to
capture a larger share of this market. Export prospects are also large in tourism and ICT services. These
exports are highly labour intensive and create employment, especially for educated youth. Indeed, the ICT
sector has begun to show dynamising in various services activities and holds huge prospects for further job
creation for the educated youth. The 8FYP will boost ICT activities through reductions in ICT taxes,
through expansion of ICT education and training and through eliminating all regulatory barriers.

The overseas employment and remittances have played a major development role during the 6™ and the 7t
Plans, creating jobs, providing income and investment. The youth population has benefitted most from
overseas jobs. Remittance inflows have not only lowered poverty through direct income transfers, they have
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contributed to transforming the rural economy by supporting activities and employment in a range of rural
services including construction, housing, transport, trading, health, and education. The 8FYP will build on
this solid track record and make further efforts to increase overseas employment and remittances. The
COVID-19 has adversely affected overseas employment, but thankfully remittance inflows have remained
buoyant owing to the 2% incentive offered by the government. The overseas employment crunch will likely
be reversed once the global economy recovers. The 8FYP will make a comprehensive push to expand
overseas employment and remittance earnings through G2G negotiations, by lowering the cost of migration
through low-cost loans from the Bangladesh Probashi Bank, by increasing training and other services to
potential migrants, and by stronger support in the work place against exploitation and abuse in host
countries through the local Bangladesh Embassies and High Commissions.

H. Macroeconomic Framework for the 8FYP

Higher growth on aggregate and at the sectoral level will require higher investment. The financing of this
investment will have to be done in a way that it does not create problems for macroeconomic stability. The
8™ Plan will continue the emphasis on prudent macroeconomic management. Thus, the objective of higher
growth will be balanced with efforts to further reduce inflation to an average of 5.0% during the plan period.
Fiscal deficit will increase in the first two years of the Plan to adjust to the COVID-19 shock. But fiscal
prudence will be restored by increasing tax revenues to bring back the fiscal deficit to around 5% of GDP
by FY2023. The strong performance in the balance of payments will be preserved by promoting a strong
and diversified export base, focused on both goods and non-factor services (NFS). The scope for increasing
exports of NFS is huge, given the large world market, with special emphasis on shipping, tourism, and ICT
services (the gig market). Emphasis on accelerating remittance inflows through new employment and
improved skill base will be strengthened.

Capital accumulation will continue to be the most important driver of growth. Commensurate with the
experiences of other UMIC, the capital intensity of production will rise as income grows and the production
structure changes. This is already happening in all sectors of Bangladesh including agriculture, RMG and
modern services. With the advent of the Fourth Industrial Revolution (4IR) and the associated technology
changes, Bangladesh manufacturing will need to adopt these new capital-intensive technologies to stay
competitive. Consequently, the incremental capital output ratio (ICOR) will increase at the sectoral level
and on aggregate. Therefore, a major challenge for the 8FYP would be to increase the investment rate from
32% of GDP in FY2020 to 37% of GDP in FY2025 to achieve the projected growth targets. Much of the
additional investment will come from the private sector, with the private investment rate projected to grow
from 23.6% of GDP in FY2020 to 27.4% of GDP in FY2025. This increase in private investment will only
be possible by expanding the role of FDI. The global supply of FDI is large and Bangladesh hardly uses
this potential. A key strategic focus of the 8FYP would be to accelerate FDI inflows into Bangladesh
through a massive drive to improve the investment climate and strengthen the capabilities of BIDA to do
policy-based research, advocacy and deliver speedy and efficient services to foreign investors. Public
investment will also need to increase by an additional 1.2% of GDP to support growth through investments
in infrastructure and human capital.

Based on the above strategy, total investment under the 8FYP will amount to Tk. 63.6 trillion in constant
FY21 prices (the first year of the 8FYP), of which Tk. 47.5 trillion will come from the private sector (75%)
and Tk. 16.1 trillion will come from the public sector (25%). As in the past, domestic resources in the form
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of domestic savings will continue to play a dominant role in the financing of the Eighth Plan (95%). Foreign
savings will provide the remaining 5% of the net financing requirements for the 8FYP. This is a modest
recourse to foreign resources is consistent with the governments cautious approach to external debt.

l. Public investment Programme and its Financing

As noted, accelerated private sector investment-both domestic and foreign-will be the key to the success of
the Plan, the government’s role will be to create the investment-friendly environment, restore and
strengthen human health and welfare in the post COVID-19 world, and ease infrastructure constraints.
Public investment will grow from 8% of GDP in FY2019 to 9.2% of GDP by FY2025 and the total size of
the 8FYP Public Investment Program (PIP) will be Tk. 16.1 trillion in FY2021 prices. Of this, some Tk.
11.9 trillion will be funded through the Annual Development Programme (ADP). The main focus of the
ADP will be to sharply improve and strengthen health infrastructure, to build the social protection system,
alleviate infrastructure constraints to private investment and GDP growth by fast tracking nationally
important projects, and implement the BDP2100.

Topmost priority will be given to develop the healthcare system through increased budgetary allocations,
sharply stronger management and partnership with private healthcare. Budgetary allocations to the
education sector will be increased to create better human capital through universal general education, skill
development programmes, and training and greater access to ICT solutions. Implementation of the National
Social Security Strategy (NSSS) will be fast-tracked to provide comprehensive social protection to all poor
and vulnerable citizens based on a modern Life Cycle based approach. In the area of infrastructure, in
addition to completing the ongoing transformational infrastructure projects, major initiatives will be taken
to broaden and accelerate the implementation of other major highways and bridges, power sector projects,
and providing access to serviced land to foreign and domestic investors in the context of the Special
Economic Zones (SEZ) initiative. Infrastructure projects will be financed both through the ADP and
through an enhanced PPP effort. Finally, strong efforts will be made to implement the first phase of the
BDP2100.

Taking these considerations into account, Annual Budgets will be formulated in a manner that is consistent
with the realization of the Eighth Plan objectives. Annual Budget and ADP will be synchronized to use
them as tools for achieving the objectives of the 8FYP. Financing of this large PIP will require strong
revenue mobilization effort that has faced difficulties during the 7FYP. The fiscal framework of the 8FYP
will implement the fiscal framework of the PP2041 that calls for an increase in the tax to GDP ratio of 3.4
percentage points, growing from 8.9% of GDP in FY2019 to 12.3% of GDP by FY2025 through
modernization of tax policy and tax administration, focused on income and value-added taxes. The reliance
on import taxes will be lowered to reduce the anti-export bias of trade policy. Prudent spending of public
sector resources for better public service delivery and incentive, subsidy and transfer programmes, and
improved efficiency of public sector enterprises will be important for public sector resource efficiency and
productivity. A modern property tax system will be introduced to increase revenues for local governments,
and SOEs including public banks will be reformed to earn profits and eliminate dependency on budget
transfers. Additional revenues from these sources will amount to 1% of GDP by FY2025.
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J. Strategy for Human Development

Bangladesh gained international recognition for its achievement in human development when compared
with countries at similar levels per capita income. Yet, Bangladesh understands that the human development
requirements of an UMIC need a much stronger effort than in the past. The COVID-19 has reinforced the
importance of transforming the health care system to have much stronger capacities to fight this
unprecedented pandemic. The healthcare response to COVID-19 was summarized under Section C above.
From the medium-term perspective, the 8FYP will increase budget allocation of healthcare spending from
0.7% of GDP in 2019 to 2.0% of GDP by FY2025, will sharply increase health care facilities, staffing,
equipment and supplies, will strengthen partnership with private sector, enhance district-level health care
capabilities, and promote tele-health care through ICT solutions. People’s access to safe water and
sanitation facilities will be enhanced to improve hygiene standards and protect human health. Most
importantly, the government will adopt a Universal Healthcare Policy learning from the experiences of
Malaysia and Thailand and combining public and private health insurance schemes as relevant. Regarding
nutrition, the 8FYP will accelerate the progress made in improving child and mother nutrition with a
combination of augmented supply of nutritious food in general and through school mid-day meals, through
education campaigns, through nutrition counselling in local health clinics, and through expansion of related
social security programmes.

The population management effort has focused on reducing total fertility and slowing down population
growth rate through voluntary compliance based on education, health counselling and easy access to low-
cost birth control options. This strategy has paid off handsomely as the total fertility rate fell to a low of
2.1, approach replacement rate population growth of 1.2% per year. The focus in the 8FYP will shift more
onwards converting population as an asset as a part of the inclusion agenda whereby the emphasis will shift
to managing an ageing population, reducing maternal mortality through greater access to birth attended by
skilled staff, reduction in early age female pregnancies, enhanced access to reproductive health education
and health care, increase in female labor force participation and better use of the youth population in the
development process.

Past progress in adult literacy, education and training has upgraded the skills of the workforce and
contributed to the gains in average labor productivity. Yet the skills requirements of an UMIC in an
environment of the 4IR requires considerable further progress. The 8FYP seek to achieve 100% adult
literacy rate and will consolidate past gains in primary and secondary education to accelerate progress in
tertiary education. Most focus will be placed on education quality with emphasis on learning and acquiring
skills that are relevant to the work place. Education quality will emphasize science, maths and ICT and
developing problem solving skills. Technical education will be promoted through expansion of the TVET
system. Training programmes will be vastly expanded through public-private partnerships, through on the
job training, and through partnership with NGOs and development partners. Primary and secondary
education will be decentralized to district level, teacher training will be expanded, private provision of
education and training will be promoted, and the education budget will grow from 2.0% of GDP in FY2019
to 3.0% of GDP by FY2025.
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K. Poverty Reduction, Social Protection and Inclusion

Bangladesh has a solid track record of reducing poverty. Before COVID-19 struck, poverty rate had
declined to 20.5% in 2019 and extreme poverty incidence fell to 10.5%. This is a strong testimony to the
success of the development strategies over the past decade. COVID-19 temporarily caused a spike in
poverty owing to the loss of income and employment for many poor and vulnerable households. The 8FYP
will put top priority to reverse this income loss through job creation and transfer payments with a view to
restoring the momentum of poverty reduction to the path envisaged in PP2041, whereby the target is to
eliminate extreme poverty by FY2031. The poverty reduction strategy for the 8FYP will build on past
successes and strengthen effort where necessary. Thus, a combination of the implementation of the
inclusive growth strategy described above that will create jobs and provide higher real income to the poor,
implementation of the above-mentioned human development strategy that will improve education and skills
of the poor and vulnerable population, inflow of remittance income with enhanced participation from
lagging districts, greater supply of credit through the micro-finance institutions as well as the commercial
banks, and expanded social protection system will form the core elements of the poverty strategy.

While this strategy is broadly similar to the past strategy, the 8FYP poverty strategy will be enhanced in a
number of ways. First, the growth strategy will have much stronger focus on job creation than during the
7TFYP. Second, special attention will be given to reduce poverty in the poorest 10 districts through
infrastructure supply, credit and social protection income transfers. Third, the planned introduction of
Universal Health Care (UHC) will vastly lower the exposure of the poor to a major source of economic
shock. Fourth, a major structural improvement in the poverty reduction strategy will be the implementation
of a much stronger social protection system nationwide based on the fast-track implementation of the NSSS
and higher spending on social protection programmes for the urban and rural poor and vulnerable
population. The 8FYP will expand the budget allocation for social protection for the poor (excluding civil
service pensions which is not targeted to the poor) from 1.2% of GDP in FY2019 to 2% of GDP by FY2025.
Finally, the 8FYP will make the digital/ mobile financial services (DFS/MFS) system more effective in
achieving financial inclusion of the poor and marginalized groups. Specific policy interventions include:
strengthening the national identification database, improving the payments infrastructure including the
establishment of the interoperability amongst digital financial service providers, promoting innovations to
make DFS services more supportive of growth of small business holders, and eliminating gender disparity
in financial inclusion. These specific strategical enhancements will help reduce income inequality and
increase the poverty elasticity of growth.

Along with poverty reduction, social inclusion strategy will be strengthened during the 8FYP. On the gender
front, the 8FYP will focus on increasing economic empowerment and better implementation of the 2011
NWDP. Women’s labor force participation will be increased through closing the gap between male and
female enrollments in tertiary education, especially in TVET, better access to training programmes,
improving child care availability, improving safety of women’s movements and in the work place, and
increasing access to basic facilities like toilet and sanitary napkins in the work place. The strategy for the
children’s advancement during the 8FYP will emphasize full implementation of all child protection laws
and reduction in child poverty through strengthened social protection benefits based on a reformulated
Child Benefits Program as envisaged in the NSSS.
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The inclusion strategy for ethnic minorities, the physically challenged and the under-privileged groups that
face social discrimination on the basis of their profession will remain ingrained as before on the
implementation of the Constitution that provides equal rights and opportunities to all citizens irrespective
of race, religion, caste, creed or profession. Bangladesh takes great pride in eliminating all legal and
regulatory restrictions to inclusion and for building in affirmative actions in its social development policies
to protect social inclusion. Inclusion policies are well defined but implementation is limited by
administrative capacity constraints at the local level. The strategy for the 8FYP will place special emphasis
on improving administrative capacity at both the ministerial and local government levels and strengthening
partnerships with civil society organizations.

L. Strategy for Infrastructure Development

The top priority given to infrastructure development during the 6™ and 7t Plans has paid off well in boosting
GDP growth during the past 10 years. The progress is particularly remarkable in power supply where the
country has moved from a power deficit country to a self-sufficient position owing to a massive expansion
programme funded through public and private enterprises. Progress was also made in implementing power
trade and in initiating a diversification of primary energy to LNG and coal. The LNG and imported coal
fuel options-based investments are ongoing and will start production during FY2022-FY2023. The 8FYP
power and energy strategy will continue the ongoing good work and strengthen the strategy in several areas.
First, the Power Sector Master Plan 2016 (PSMP) will be updated and power expansion programmes will
be based on updated demand projections, better use of existing capacity and selection of least-cost options
for new generation. Second, emphasis will be placed on renewable energy trough proper fuel-oil pricing
and other incentives. Third, the power and energy sector finances will be improved through institutional
reforms and pricing policies. Fourth, energy conservation and efficiency improvements will be promoted
through proper O&M of power facilities, through adoption of energy efficient technology, and through
pricing and taxation of energy consumption.

The transport sector strategy in the 8FYP will follow the strategy initiated in the 7FYP with an emphasis in
areas where performance gaps exist. Thus, the strategy would be to develop an efficient, sustainable, safe
and regionally balanced transportation system in which various modes complement each other, interface
appropriately and, where possible, provide healthy competition to each other. Special emphasis will be
placed on the introduction of modern technology for increasing capacity and improving quality and
productivity of the system, development of the two seaports with smooth transport links to Dhaka,
establishment of effective railway linkages between the east and west zones of the country, integration of road,
rail and inland water transport, and participation in global and regional transport connectivity initiatives that
help develop the land route links between South Asia and East Asia through Bangladesh. On the investment
side, the strategy would continue to prioritize timely completion of all transformational transport infrastructure
projects consisting of inter-city bridges, highways, tunnels, and sea ports that helps modernize the Bangladesh
transport network so as to improve the mobility of goods and services across the nation, facilitate international
trade, reduce cost and improve competitiveness. These transformational projects are highly capital intensive,
are multi-year in nature, and require strong supervision to avoid cost over-runs and delays. The 8FYP will
maintain the priority given to mass urban transit facilities and will speed up the completion of MRT Line-6 (the
first elevated Metro Rail of Bangladesh) by December 2021.
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Mindful of the resource constraints and high investment costs, the 8FYP financing strategy would combine
ADP allocations with a strong public-private-partnership (PPP) effort. The PPP institution will be strengthened
with internationally competent staff with experience in negotiating and managing international PPP contracts.
The 8FYP would put special emphasis to improve the inter-modal transport balance, where progress was
limited during the 7FYP, with greater emphasis on inland waterways that are low-cost in nature and are
environment friendly. The importance of transport, especially air transport, for tourism would be emphasized
with a focus on strengthening inter-district airline connectivity and the construction of a new international
transport. Greater efforts will be made to improve resource mobilization through the introduction of user
charges and fees for a range of public transport services including road user charges, air and sea port fees,
inland water and rail fares.

M. Digital Bangladesh and Information Communications Technology (ICT)

The productivity of the labour force depends on education and training, capital stock and technology. The
ICT revolution implemented through the Digital Bangladesh initiative of Hon’ble Prime Minister Sheikh
Hasina launched in 2009 holds the promise of lifting labor productivity and citizen welfare through the
adoption of mobile technology. Bangladesh has already made solid progress during the Sixth and Seventh
Plans. Importantly, the critical role of ICT came to the fore in the wake of COVID-19 pandemic. Physical
distancing requirements that closed down physical office, business and education enterprises and threatened
to disrupt all related activities, are being offset by use of ICT communications through video conferencing.
A wide range of services in diverse field including banking, health care, education, business management,
public administration, consulting and retail trade where physical presence is not needed are now being
conducted virtually online through use of ICT facilities. This has already revolutionized the concept of the
work space from office space with mass gathering to individual home-office. Productivity improvements
have happened through saving of commuter time and financial cost.

Despite progress, as suggested by international comparison of availability and use of ICT facilities in
Bangladesh, there is still a long way to go. A range of policy and institutional constraints will need to be
tackled during the 8FYP to further implement the Digital Bangladesh to its fuller potential. A major
challenge in this regard is the need to reassess the inconsistency in the tax policy that tends to burden this
sector with a tax overload, thereby constraining private investment in ICT infrastructure. Higher service
cost owing to taxation lowers consumer demand, thereby constraining the adoption of ICT services. This
taxation problem will be addressed speedily to enable stronger progress with ICT during the 8FYP.

Public investment will focus on the supply of fixed infrastructure while public policy will facilitate the
private sector expansion of mobile phone technology to unserved areas, incentivize the use of mobile
technology, especially in rural areas, and support a more rapid growth of higher value-added mobile
services such as internet, video phone and data services. Export of ICT services including software
development will be promoted through fiscal incentives. More rapid adoption of e-services in public sector
will be encouraged through a programme of digitization of public services including staff training. Special
effort will be made to augment ICT education and availability of skilled ICT staff. Emphasis will be placed
on development of ICT soft wares for exports through investments in Technology Parks and public
investment in ICT research and development



N. Managing the Urban Transition

As Bangladesh moves from LMIC to UMIC, the urbanization of the country will continue to expand. The
growing pressure on urban land, water, power, transport, waste management and housing are already being
felt in all urban centers of Bangladesh, but especially in the capital city of Dhaka and the port city of
Chattogram. The manufacturing sector, which is the main engine for higher growth, is facing increasing
challenges from higher land prices, traffic congestion and pressure on urban infrastructure. The Government
understands that this urbanization challenge will need to be managed efficiently to ensure the sustainability
of the growth effort. Accordingly, the PP2041 develops a long-term road map to manage smoothly the
urban transition. The 8FYP will essentially implement that strategy.

Drawing on PP2041 urbanization strategy, the 8FYP urbanization strategy is grounded in the reality that in
a market economy urbanization will be linked to the growth of economic activities. The role of public
policy to influence the pattern of urbanization will depend upon incentives, regulations, public investments
and institutions. Global experience clearly shows the need for decentralized and autonomous urban
governments as a key part of the political and administrative layout underlying an UMIC. A sound strategy
for reforming city management calls for a three-pronged approach: (i) redefining public-private roles with
a view to strengthening this partnership for better services; (ii) strengthening capabilities of public urban
service institutions; and (iii) establishing an accountable city government with fiscal decentralization.

Along with institutional reforms to promote the development of strong local government institutions
(LGls), the 8FYP will invest heavily in critical urban services like water supply, drainage, sanitation and
waste management. In particular, the access to safe water and sanitation will be enhanced in both urban and
rural areas to improve health and fight the COVID-19 infection. Urban housing would be promoted through
regulatory simplifications relating to land and property registration, reduction in registration fee, and
strengthening of housing mortgage finance.

The funding needs of the urban sector are large. Without fiscal decentralization, service delivery will
continue to be inadequate because ADP funding is limited. The 8FYP will accordingly take measures to
enhance fiscal decentralization by taking a criteria-based approach to transfers to city corporations and
Municipalities. These criteria may include population, poverty, and performance. LGlIs, both urban and
rural, will be empowered with the use of three other financing strategies. The first is tax mobilization
through a modern property tax system as found in UMIC. The second involves private financing, and the
third relates to a strong cost recovery policy for urban services. While LGI tax resources and national
government transfers will help finance operating costs of the city government and spending programmes
on public goods like local roads, drainage systems, parks and maintenance of water bodies, cost recovery
will play a dominant role for such services as water supply, sewerage and solid waste disposal. Private
provision of these commercial services will also be encouraged. Urban housing would be a pre-dominantly
private sector activity. Government subsidy and grants will be provided for low-cost housing for the poor.

O. Sustainable Development

Many laws and regulations have been enacted over the years to protect the environment and programmes
and policies are in place to adapt and mitigate the adverse effects of climate change. This progress continued
under the 6" FYP and 7" FYP, with special emphasis on air and water pollution control. Important steps



were also taken to improve biodiversity and implement climate change adaptation pilot programmes
through the BCCTF resources. An important breakthrough on the strategy and policy front happened
recently with the adoption of the BDP 2100 in September 2018. As noted, the implementation of this
comprehensive long-term strategy for managing the risks posed by the deltaic formation of the country
along with the incidence of natural disasters and climate change will substantially reduce the vulnerability
of the population to climate change and natural disasters.

Fundamentally, the main focus of the 8FYP sustainable development strategy is to initiate the first phase
implementation of PP2041 environmental management strategy. By integrating environment and climate
change considerations in the growth strategy., as proposed under PP2041, Bangladesh will adopt a green
growth strategy. The specific strategies, policies and institutional reforms include: (a) Integrating
environmental costs into the Macroeconomic Framework; (b) Implementing the Delta Plan to build
resilience and reduce vulnerability to climate change; (c) Reduce air and water pollution; (d) Removal of
fuel subsidies; (e) Adoption of green tax on fossil fuel consumption; (f) Taxation of emission from industrial
units; and (g) Prevention of surface water pollution.

In the first phase of implementation, the 8FYP will prioritize the ongoing efforts to reduce air and water
pollution, strengthen forestry management and implement the BDP2100. Efforts will be made to build up
institutional capabilities, policies and regulations for the implementation of environmental fiscal reforms
(EFR) and the development of the green growth strategy. Proper coordination with global climate change
programmes will be maintained along with stronger efforts to mobilize global climate change resources.

P. Strengthening Public Institutions and Governance

Consistent with the long-term goal of PP2041 to attain upper middle-income status in FY2031 and high-
income status in FY2041, the government’s institutional and governance improvement goals will target a
time path to attain the institutional set up found in present day UMICs. The priorities for the 8FYP include:

e Further strengthening of the democratic governance process to ensure participation of all citizens and
the sound functioning of all democratic institutions.

e Strengthening of the local government institutions based on a well-defined legal framework that assigns
responsibilities along with commensurate financial autonomy.

e Strengthen service delivery through implementing online transactions for all public services with
simplified application forms, pre-announced service response timelines and service charges, and an
online grievance redressal system.

o Financial and legal support to the judiciary to strengthen its capacity to ensure faster disposal of civil
and criminal cases.

e Strengthening of the Bangladesh Bank with recruitment of high-quality staff and implementation of all
prudential regulations for the entire banking system. Urgent reform of public banks to reduce non-
performing loans, bad lending decisions and to earn profit with zero recourse to Treasury funding.

e Strong implementation of the PP2041 fiscal framework with a special focus on strengthening personal
and corporate income tax collections and the VAT through modernization of the tax system. Tax forms
will be simplified and tax filing and payments will be made online with no interface between tax
collector and tax payer. Audit will be limited, productive and criteria driven. Consideration will be
given to separate tax policy from tax collection.



o The SOEs will be urgently reformed to reduce leakage of resources and to enable all enterprises to fully
recover cost and earn a reasonable rate of return on assets. A hard budget constraint will be imposed
on all SOEs.

e The government’s policy of zero tolerance of corruption will be enforced strictly with information on
actions shared publicly.

e Strengthening the Anti-Corruption Commission in securing better quality investigations and fair
resolutions.

Q. Development Results Framework (DRF)

A major institutional reform that has happened in the approach to planning in Bangladesh is the
internalization of an effective results-based Monitoring & Evaluation (M&E) strategy to monitor the
implementation of the Plan and associated programmes. The 8FYP adopts a better informed and owned
development results framework (DRF), drawing on the good experiences of the 6™ and 7" Plans. Both core
macro and sectoral quantitative results will be monitored to measure the effective implementation of the 8™
Plan. A mid-term review of implementation progress is planned for end 2023, while a final implementation
review will be done in end 2025 after the completion of the Plan.

The Bangladesh Bureau of Statistics (BBS) will be empowered for data collection drives for DRF, including
MICS, Urban child wellbeing survey, vulnerable pocket-based survey, including implementation of
national data quality assurance framework for administrative data from ministries for SDGs, including SDG
data monitoring. GED, BBS along with ministries will promote partnerships with independent agencies for
collecting data and reporting for specific projects.

BBS can help to make significant advances in the potential for data analysis and use, which would help to
improve the lives of population especially women and children in Bangladesh. With government
investment, focused efforts can ensure data will be more useful and accessible to (1) Deliver on the SDGs
by improving management information systems that collect data at the point of service delivery and by
enabling access to local administrative data via portals, (2) Stimulate demand for data by making data more
accessible for those responsible for decision-making as well as those seeking to hold them to account, and
(3) Harmonize investments, roles, and responsibilities — across both government and development
partners/agencies — to reduce overlaps and increase efficiency and effectiveness.
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CHAPTER 1

DEVELOPMENT PROGRESS UNDER THE SEVENTH PLAN

1.1 OVERVIEW

The Seventh Five Year Plan (7FYP) was adopted in July 2015, as continuation of the government’s efforts
to implement the Vision 2021 and the associated Perspective Plan 2021 (PP2021). The 6FYP had started
the process of implementing PP2021 and the 7FYP sought to complete this task. Considerable progress
was made under the 6FYP, but the government was aware that there was an unfinished agenda in relation
to development goals envisioned in the PP2021 that needed to be addressed. The 7FYP therefore reviewed
the progress made in the 6FYP, identified the main gaps and set the appropriate goals, targets and strategies
as the next step to the completion of the PP2021 development agenda and the implementation of the UN-
supported Sustainable Development Goals 2030 (SDGs).

This continuity in medium-term development planning that is linked to a long-term development vision
with scope for mid-term corrections has served Bangladesh well by providing it with a flexible development
planning instrument that is dynamic and adaptive in nature. This is especially relevant in the context of the
ongoing Corona Virus (COVID-19) pandemic that has devasted the global economy with substantial
downside implications for Bangladesh. Bangladesh adopted a new Perspective Plan 2041 (PP2041) that
defines a long-term vision of the Father of the Nation Bangabandhu Sheikh Mujibur Rahman’s dream of a
poverty-free and prosperous Bangladesh. The Eighth Five Year Plan (8FYP) is the first in the series of 4
medium term development plans aimed at implementing the PP2041. The lessons from the adaptive and
dynamic use of the Sixth and Seventh Plan as instruments for implementing the PP2021 including the
adjustment to the COVID-19 impact will be particularly useful in the implementation of the 8FYP as it
starts it journey in the backdrop of a massive and unprecedented global crisis.

This chapter provides a big picture review of the implementation of the 7FYP with a view to highlighting
the areas of major achievements and progress and identifying areas where there have been implementation
gaps. This analysis provides a benchmark for setting the objectives, targets and priorities for the Eighth
Plan and the associated macroeconomic and sectoral strategies, policies and programmes. The relevant
chapters of the Eighth Plan also provide more details of sectoral performance in the Seventh Plan to set the
development context for the sectoral objectives and strategies of the Eighth Plan.

In order to provide a fair assessment of the true performance of the 7FYP implementation, analytically it is
important to delink the COVID-19 short-term adverse impact from the medium-term trend-based
performance from July 2015 to February 2020. The COVID-19 impact started unfolding from March 2020.
The assessment of the 7FYP performance is therefore based on results of the first 4 years of the plan period,
that is from FY2016-FY2019. The FY2020 performance is reviewed separately in the context of available
information on the impact of COVID-19. The actual FY 2020 outcome will likely change as better and more
current data is available in the July-August periods.



1.2 PROGRESS WITH ECONOMIC GROWTH, ECONOMIC TRANSFORMATION
AND JOB CREATION

The 7FYP made strong progress in achieving the growth and structural transformation targets. GDP growth
accelerated as envisaged in the 6FYP. Bangladesh is now amongst the fastest growing countries in the
World. The transformation of the production structure away from agriculture to industry and modern
services was further enhanced during the 7FYP. This provides a sound basis for further transformation
during the Eighth Plan. The area where progress has been more halting concerns job creation. While
agriculture continued to transform from a pre-dominantly peasant production system towards a more
commercially-oriented production structure and thereby continued to shed labour, manufacturing and
organized services sectors did not show the dynamism in the area of job creation that was expected in the
TFYP. Asaresult, total job creation in these activities was lower than expected, which drove down the rate
of labour absorption in these activities.

1.2.1 GDP Growth

The GDP outcomes during the various 5-year plan periods is shown in Table 1.1. Bangladesh has increased
its average GDP growth rate since the 4FYP. The average growth rate gained speed during the 6FYP and
further accelerated to 7.6% during the first 4 years of 7FYP period. However, due to COVID-19, the actual
average GDP growth rate stands at 7.13% covering the whole 7FYP period. Progress with fertility
management and consequent rapid reduction in the population growth rate helped increase per capita GDP
progressively, reaching an impressive rate of 6.2% during the 7FYP.

Rapid growth in per capita GDP along with continued generous inflow of remittances helped a progressive
increase in per capita gross national income (GNI). By 2015 Bangladesh had already crossed the threshold
for the World Bank defined lower middle-income country (LMIC). Rapid increase in per capita GNI during
the 7FYP set Bangladesh well on the road towards an upper middle- income country (UMIC). In 2018
Bangladesh qualified to graduate from the list of the least developed countries. In FY2020, per capita GNI
already reached the US $2064.

Table 1.1: GDP Growth in Various Five Year Plan Periods

Specific Plan Plan Period Average GDP Growth Rate Per Capita GDP Per Capita GNI
(FY) Plan (%) Actual (%) Growth (%) (US$)*
First Plan 1973-1978 5.5 4.0 1.3 111
Second Plan 1980-1985 5.4 3.8 1.5 145
Third Plan 1985-1990 5.4 3.8 1.6 204
Fourth Plan 1990-1995 5.0 4.2 2.4 253
Fifth Plan 1997-2002 7.1 5.1 3.5 431
Sixth Plan 2011-2015 7.3 6.3 4.9 1314
Seventh Plan 2016-2020 7.4 7.13 5.73 2064

Source: Bangladesh Bureau of Statistics (BBS) *Per Capita GNI of the terminal year of the FYP

The GDP growth acceleration achieved during the Seventh Plan put Bangladesh on the global map as
amongst the fastest growing countries of the World (Figure 1.1). The fact that the average GDP growth rate
in Bangladesh during 2016-2020 exceeded those achieved in China and India is truly remarkable and speaks



volumes about the highly successful growth strategy during the 7FYP. This performance also laid the
foundations for aspiring to secure UMIC status by the end of FY2031.

Figure 1.1: 7FYP Growth Performance in International Context (% p.a. 2016-2019)
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Sources: Global Economic Prospects, June 2019 and January 2020, World Bank Group
1.2.2  Structural Change and Economic Transformation

Consistent with the 6FYP and PP2021 strategies, the 7FYP development strategy emphasized the need to
increase the production share of industry and modern services while reducing the dependence on agriculture
and informal services. It also continued the emphasis on reducing the gap between rural and urban
economies by strengthening the nonfarm sectors of the rural economy. On the industrial front, most
emphasis was placed on enhancing the growth of the manufacturing sector to 11.5% during FY2016-2020.
Much of this growth was projected to come from export-oriented manufacturing sector. Additionally, the
services sector was projected to grow at 6.5% average growth, supported by substantial increases in the
growth of modern services and service exports. While agriculture was expected to grow at a modest rate of
3.3%, the rural economy was expected to undergo important structural changes with expansion in rural non-
farm activities in manufacturing, trade, construction, transport and services.

Table 1.2 shows that substantial progress was made in further transforming the production structure. The
expansion of the manufacturing sector, growing by an average rate of 12.7%, contributed most to improving
the production structure. Owing to this strong growth, its GDP share increased from 19% in FY2015 to
23% in FY2019. Construction sector also performed strongly. Consequently, the share of industry in total
GDP expanded from 29% in FY2015 to 35% in FY2019. The services sector also grew at an average rate
of 6.5%, which is a robust performance. Importantly, the composition of the services sector changed in
favour of modern services supported by solid growth in activities such as banking, other financial services,
organized transport (air, rail, shipping and roads transport), telecommunications, information
communications technology (ICT), education and health services.



Table 1.2: Structural Change in the Economy During the Seventh Plan
(% of GDP Constant Prices)

Structure of the Economy FY2015 FY2019
Agriculture 15.36 13.61
Share of non-crop agriculture (44.90) (48.13)
Industry 29.19 34.57
of which Manufacturing (19.35) (23.27)
Services 55.45 51.82

Source: National Accounts Statistics, Bangladesh Bureau of Statistics (BBS)

Considerable progress was also made in the diversification of the rural economy. Already during the Sixth
Plan, the rural economy had been transforming from a pre-dominantly agriculture- based production
structure towards more non-farm-based production activities. The Seventh Plan further pushed this
transformation. Evidence shows that agriculture is no longer the pre-dominant source of income in the rural
economy. Within agriculture there has been a slow and steady transformation from cereals to protein-based
production such as fisheries, livestock, poultry, dairy-products, fruits and vegetables and flowers.
Importantly, the export-oriented fisheries sector has taken up a big role as a source of farm income in
Bangladesh. Thus, the share of fisheries in agricultural value-added expanded from 23% in FY2015 to 26%
in FY2019.

The growth of rural non-farm enterprises is rapidly changing the Bangladesh rural landscape. Non-farm job
creation combined with diversification within agriculture and generous inflow of overseas remittance
income has created a strong demand base for a number of rural activities related to rural manufacturing,
construction, housing, education, health, trade, transport and ICT. The availability of electricity and
improved rural roads along with better connectivity to rural and urban markets through ICT and transport
networks has facilitated this rural transformation. In particular, use of ICT solutions and reduction in time
related to transport of people and goods has improved the flow of information and lowered the transaction
costs, thereby increasing rural incomes. The progress on rural transformation is very re-assuring and
provides a strong basis to move forward further in the Eighth Plan.

1.2.3 Progress with Investment

As in the past, capital formation was the most important driver of growth. Recognizing the importance of
capital formation for growth acceleration, the 7FYP set strong targets for both public and private
investment. Substantial progress was made in securing the planned investment targets. The public
investment rate even exceeded the target set for the 7FYP. This is somewhat surprising given the revenue
constraints faced by the government, the revenue shortfalls were offset by government controls over current
spending that protected development spending and also by the expansion of investments by public
autonomous corporations from retained earnings and depreciation funds. Private investment also expanded
but fell short of target. Some of the shortfall in private investment is accounted for by the sluggish
performance of foreign direct investment (FDI) and by the inability of the investment effort under the
public-private partnership (PPP) initiative. Both these areas would require renewed efforts in the 8FYP,
with particular attention to improving the investment climate for private investment.



Table 1.3. Progress with Investment during 7FYP

Fiscal Years 7FYP Investment rate (% of GDP) Actual Investment rate (% of GDP)
Public Private Total Public Private Total
FY15 6.8 221 28.9 6.8 22.1 28.9
FY16 6.4 23.7 30.1 6.7 23.0 29.7
FY17 7.1 23.9 31.0 7.4 23.1 30.5
FY18 7.4 24.4 31.8 8.0 23.3 31.3
FY19 7.6 25.1 32.7 8.1 235 31.6

Source: Seventh Plan and BBS
1.24 Employment and Labour Productivity
The employment challenges for the 7FYP were embedded in three inter-related dimensions:

First, is the need to create adequate number of jobs to absorb the new entrants to the labour force, which
constitutes the quantitative challenge. As a result of the ongoing demographic transition, whereby the share
of the working population is increasing, the projected growth in the labour force in the 7FYP was 2.9% per
annum, which is considerably faster than the population growth rate (1.37% per annum). This was based
on the latest labour force data of 2010 (LFS 2010) that was available at the time when the 7FYP was drafted.
It showed both a rising share of the working population to total population (the demographic dividend) and
a rising share of female labour force participation. The 7FYP saw this as a challenge to create sufficient
number of jobs to absorb this growing labour force as well as to reduce underemployment. Accordingly,
the 7FYP targeted employment to expand at an average pace of 2.6 million per year.

The second dimension of the 7FYP employment target was related to the quality aspects. While the
agriculture sector’s employment share in total employment has been falling, it still is the largest source of
employment. Research shows that labour productivity and real wages are higher in manufacturing and
services sectors, especially organized services. Research also shows that job quality in terms of
remuneration and benefits tend to be better on average in formal employment relative to employment in
informal sectors. Accordingly, a major objective of the Seventh Plan was to create more jobs in
manufacturing and organized services relative to agriculture and the informal economy.

The third dimension relates to the special challenge presented by the growing incidence of youth
unemployment, especially educated unemployed youth. The government is acutely aware of the social
consequences of a large incidence of unemployed youth, especially educated unemployed youth. The 7FYP
aimed to substantially reduce the youth unemployment rate.

Employment strategy: The employment strategy of the Seventh Plan was based on four pillars:

First, was the effort to expand the rate of the growth of the economy, with special emphasis on
manufacturing and organized services.

Second, the Seventh Plan took note of the fact that Bangladesh being a labour abundant economy, it will
have a comparative advantage in producing and exporting labour intensive products. The experience from
RMG manufacturing provides a very strong foundation to this analytical basis of the Seventh Plan.
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Accordingly, the 7FYP emphasized the expansion of RMG exports while also seeking to diversify the
export base through the promotion of non-RMG exports.

Third, the Seventh Plan sought to build on the successes achieved in the export of labour services especially
to the Middle East through a number of policies including information sharing at the district level, easing
up remittance inflows through banking sector, providing exchange rate incentives, providing training
support to potential migrants, and preventing exploitative behaviour of private employment exchanges.

Fourth and finally, the government took a number of steps to boost youth employment by adopting the
National Youth Policy 2017, by strengthening the implementation of technical and vocational education,
adopting and implementing a number of skills upgradation projects such as STEP and SEIP, and
strengthening the implementation of ICT.

Seventh Plan employment outcome: The latest available labour force data refers to the LFS 2016-17.
Owing to this, the approach followed to estimate domestic employment is to use the national employment
elasticity between 2010 and 2017 and apply that to the average GDP growth for the 7FYP. Data on overseas
employment are obtained directly from the Bureau of Manpower, Employment and Training (BMET). The
estimated results are shown in Table 1.4.

Table 1.4: Estimated Job Creation in the Seventh Plan (million workers)

FY2020 (Plan 7TFYP Annual FY 2019 Actual Annual
Target) Average (Estimated) Average
Domestic Employment 10.9 2.2 4.6 1.2
Overseas Employment 2.0 0.4 2.8 0.7
Total Employment 12.9 2.6 7.4 1.9
Additional Labour Force 9.9 2.0 4.2 1.1

Source: LFS 2016-17; GED Estimates

Several important results emerge. First, total job creation of 7.4 million during the first 4 years of the 7FYP
suggests that actual job creation for the full plan would have fallen much short of the targeted 12.9 million
even if there was no COVID-19. Second, the shortfall is particularly large in domestic job creation; only
4.6 million estimated new jobs were created in the domestic economy in the first 4 years of the 7FYP as
compared with the projected target of 10.9 million for the full plan. In other words, the 7FYP target was to
create some 2.2 million domestic jobs per year, but actual job creation is estimated at 1.2 million per year.
Third, while domestic job creation fell below target, job creation abroad was much above target (0.7 million
per year actual overseas jobs as compared with a target of 0.4 million). This was a huge boost to the
Bangladesh economy both in terms of the number of jobs created and inflow of remittances. Importantly,
it substantially offset the adverse effects of slower job creation in the domestic economy for unemployment
and growth in real wages. Finally, a major surprising result is the substantial unanticipated slowdown in the
growth of the domestic labour force. According to the latest available labour force survey of 2016-17 (LFS
2016-17), as compared with a projected labour force growth of 2.9% per year in the 7FYP, the actual labour
force grew at an average pace of 1.6% per year between 2010 and 2017. As a result, the actual annual new
entrants to the job market was only 1.1 million compared to the 2 million projected in the 7FYP. This
surprising result is partly explained by the stagnation in the labour force participation rate of the female
population at around 36%. It also reflects the fact that the expected increase in the share of the working age
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population to total population did not happen. This is explained by several factors including a greater share
of youth in age group 15-24 remaining in education instead of entering the workforce, a rising share of the
youth population that is not in employment, education or training (NEET), and a rising share of old age
(64+) population. So, when total new domestic jobs are compared with the actual addition to labour force,
the result is less disappointing. Nevertheless, in view of substantial underemployment and the fact that 10%
of employment is unpaid family labour, the domestic job creation performance of the 7FYP was below the
target.

Due to the structural transformation, the labour exodus from agricultural sector continued and employment
actually shrunk in numbers, but employment in manufacturing and construction did not grow as expected
(Table 1.5). Despite an acceleration in the manufacturing sector growth to 10.4% per year between 2010-
2017, manufacturing employment grew very modestly at an annual rate of 4%. As a result, employment
elasticity of manufacturing sector fell sharply to a low of only 0.39 between 2010 and 2017. The
construction sector employment similarly exhibited a low employment elasticity of only 0.4 (Table 1.6).

Table 1.5: Employment Progress during the 7FYP

Sectors FY2015 FY2019 FY2015 FY2019
(million workers) | (million Workers) (percent share) (percent share)
Agriculture 25.8 24.2 44.0 38.2
Industry 11.5 13.6 19.5 21.6
(Manufacturing) (8.6) (9.8) 14.7 155
Services 21.4 25.4 36.5 40.1
Total 58.7 63.3 100.0 100.0

Source: GED estimates based on LFS data and using sectoral employment elasticities between 2010 & 2017

Table 1.6: Total and Sectoral Employment Elasticities of Growth

Sector 2000-2010 (%) | 2010-2017 (%)

Growth of agriculture 35 3.4
Growth of agricultural employment 2.65 (-0.57)
Agriculture employment elasticity 0.76 Negative
Growth of manufacturing 7.5 10.3
Growth of manufacturing employment 6.2 4.0
Manufacturing employment elasticity 0.83 0.39
Growth of construction, mining, electricity and water 7.5 111
Growth of construction, mining, electricity and water employment 9.1 4.5
Construction, mining, electricity and water employment elasticity 1.21 0.41
Growth of services 6.3 6.0
Growth of services employment 2.9 3.3
Services employment elasticity 0.46 0.55
Growth of GDP 5.8 6.8
Growth of employment 3.3 1.7
GDP employment elasticity 0.57 0.25

Source: BBS national accounts and labour force surveys



Several factors have contributed to this slowdown in job creation, the most important of which is the
enterprise consolidation and automation in the Ready-made Garments (RMG) Sector that created some 4
million jobs between 1990 and 2012, mostly for young women. The consolidation of the RMG sector owing
to automation, compliance with safety and other buyer-induced regulations, and scale economies has
resulted in a noticeable reduction in the number of RMG enterprises since 2012, which are mostly small-
scale in nature and are intensive in low-skill female-oriented employment (Figure 1.2). This has caused a
virtual stagnation in RMG total employment at 4.0 million since FY2012 despite rapid growth in RMG
production and exports (Figure 1.3). This development has had a large negative effect on manufacturing
job creation, especially for urban female youth. Many of the functions performed by these female youth
workers are now fully automated.

Figure 1.2: Number of RMG Factories
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Figure 1.3: RMG Employment (million workers)
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Second, the success in the RMG sector that created an export-oriented labor-intensive manufacturing sector
industry has not been repeated elsewhere in the export sector for a range of reasons including the anti-
export bias of the trade policy. Thus, despite the dismantling of many trade restrictions, there is still
considerable trade protection that favors production for domestic markets. While domestic production and
value-added have grown, the employment effects of this import-substituting manufacturing have been modest.
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Third, the micro and small enterprises (MSESs) are the backbone for non-farm job creation in Bangladesh.
According to the 2013 Census, some 99 per cent of all non-farm enterprises fall in the MSE categories and
they provided employment to 20.3 million people in 2013. This makes them the largest source of
employment outside agriculture (Figure 1.4). This sector is mostly informal in nature and lacks dynamism
owing to a variety of constraints including financing. Non-farm job creation economy wide will benefit
most by strengthening this sector.

Figure 1.4: Distribution of Employment 2013 (percentage)
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On the qualitative side of employment, the employment structure did improve along the lines envisaged in
the 7FYP. The share of low-productivity, low-income agriculture employment in total employment fell
substantially to 38%, down from 44% in 2015 (Table 1.4). The share of higher-productivity, higher-income
employment grew in manufacturing and other industrial activities. The employment shares of services
sector grew rapidly. These are all good news, but the pace of transformation of employment sources was
lower than expected in the 7FYP owing to the sharp slowdown in the ability of the manufacturing sector to
create jobs despite rapid growth in production and value-added.

Labour productivity: It is well understood that productivity increases are the only sustainable means to
increase labour income. Accordingly, a major objective of the 7FYP was to increase average labour
productivity, economy wide and especially in agriculture. The changes in average labour productivity are
indicated in Figure 1.5, which shows that the average national labour productivity grew by a healthy 5.6%
per year. Importantly, average labour productivity increased in all sectors including agriculture, where it is
estimated to have increased by a record 7.3% per year. Productivity grew fastest in manufacturing, rising
at a hefty pace of 9% per year. While this is great news for competitiveness of the manufacturing sector,
the associated slowdown in the rate of growth of manufacturing employment raises an important policy
guestion of whether there is a trade-off between employment and productivity growth and how these two
need to be reconciled. This will need to be addressed in the 8FYP. The relative stagnation in service
productivity is the consequence of large migration from agriculture and the rural economy in informal urban
services, particularly in the category of personal services and trading. Disaggregated labour force data
show that productivity and earnings are the highest in professional and formal services in banking, ICT,
modern transport, health and education.



Figure 1.5: Growth in Labour Productivity during the 7""Plan
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Overseas labour migration: As noted, promotion of overseas labour migration, especially to the oil-rich
Middle Eastern Countries, was an important element of the 7FYP employment strategy. Unlike domestic
job creation, the progress on this count was much better. Actual outflow of migrant labour substantially
exceeded the target in the 7FYP (Table 1.3). Thus, as compared with the planned annual average migrant
labour outflow of 0.4 million, actual outflow was 0.7 million. This extra external employment provided a
big cushion and softened the adverse effects of a slowdown in domestic job creation. The government
supported outward migration with a number of policy support including making better information available
to potential migrants, supporting the inflow of remittances through better banking services and special
exchange rate incentives, reducing the cost of migration by providing protection against exploitation by
middle-men and establishment of the Probashi Kalyan Bank to provide low-cost loan options, and providing
better training opportunities.

Progress with youth employment: Despite several initiatives including the adoption of the National Youth
Policy 2017, awareness building and training, the youth employment progress during 7FYP fell below
expectations (Table 1.7). The percentage of youth unemployment increased from 8% in 2013 to 10.6% in
2017. The unemployment problem of educated youth also accentuated considerably along with a growing
incidence of the NEET youth population. The increase in NEET is a part of the reason for the slowdown in
labour force growth during the 7FYP. Addressing the youth employment comprehensively will be a major
challenge for the 8FYP.

Table 1.7: Progress with the Youth Employment Challenge during the 7FYP

Indicator LFS 2013 LFS 2017
Youth Population as percent of total population 26.6 27.0
Youth Labour Force as percent of total labour force 38.5 32.0
Youth unemployment rate (%) 8.1 10.6
Higher secondary educated youth unemployment rate (%) 13.6 22.3
Tertiary educated youth unemployment rate (% 16.4 13.4
Youth not in Employment, Education or Training (NEET) (%) 25.4 29.8

Source: LFS 2013 and LFS 2016-17
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1.3 PROGRESS WITH REDUCING POVERTY AND INCOME INEQUALITY

1.3.1 Poverty Reduction

The 7FYP sought to reduce e poverty from 24.8% in 2015 to 16.6% and extreme poverty from 12.9% to
8.0% over the same periods. The estimated poverty reduction outcomes are shown in Table 1.8. The last
regular HIES was done in 2016-17. The BBS has used the HIES data to estimate poverty reduction up to
FY2018. For FY2019, Table 1.8 uses the poverty elasticity with respect to per capita GDP over the 2010-
2016 periods. The results suggest that the actual poverty reduction may be fairly close to the 7FYP targets
(Table 1.9). So, in the absence of COVID-19 pandemic, the poverty reduction targets of the 7FYP would
have been substantially achieved. This is an important result and speaks to the robustness of the poverty
strategy in a pre- COVID-19 world. However, moving forward, the poverty reduction strategy may need to
be modified to achieve the poverty reduction goals of the SDG 01 and the Perspective Plan 2041 in a post-
COVID-19 environment. This is discussed further in chapters 2 and 4 of part 1 and chapter 13 of Part 2.

Table 1.8: Poverty Reduction during the Seventh Plan Period (%0)

Year Poor (Head Count Poverty with Extreme Poor (Head Count with Lower
Upper Poverty Line (%)) Poverty Line (%))

2016 24.3 12.9

2017 22.9 12.1

2018 21.8 11.3

2019 20.5 10.5

Source: BBS and GED estimates based on 2010-2016 GDP-Poverty Relationship

The 7FYP poverty reduction strategy consisted of efforts to accelerate growth, increase domestic and
foreign employment, improve the pro-poor nature of growth through emphasis on agriculture, micro-credits
and public spending on rural infrastructure, and public spending on social protection. Some of the important

policy indicators for poverty reduction are summarized in Table 1.9.

Table 1.9: Major Determinants of Poverty in the 7FYP

Performance Indicators Baseline 7TFYP Target Estimated

(2015) 2020 2019
Poverty headcount (%) 24.8 18.6 20.5
Extreme poverty (%) 12.9 8.9 10.5
Average growth of GDP (%) 6.6 7.4 7.5
Rate of growth of agricultural GDP (%) 3.3 3.3 35
Agricultural diversification (share of non-crop %) 44,91 52.70 48.13
Expansion of domestic annual employment (million) 2.2 1.1
Expansion of annual overseas employment (million) 0.4 0.7
Average annual spending on social protection excluding civil 15 15 1.2
service (% of GDP)

Source: Seventh Five Year Plan; BBS.
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Growth of GDP: GDP growth continues to be the most important determinant of poverty reduction in
Bangladesh. So, the acceleration of GDP growth helped lower poverty substantially. Additionally, the
continued emphasis on agriculture sector with policy efforts to improve productivity and diversification
yielded considerable success that helped improve farm incomes. However, one important point to note is
that when the Seventh Plan was adopted the latest HIES data was available for only 2010. The poverty
projections were made on the basis of estimated poverty elasticity of growth between 2005 and 2010. The
latest HIES done in 2016 showed that actual poverty elasticities fell between 2010 and 2016 (Table 1.10).
The fall in the poverty elasticity of growth is an indication that as poverty falls, reaching out the poor
through growth efforts alone would not be enough. Other policies aimed at increasing the pro-poor nature
of growth and income transfers through social protection spending will need to be strengthened.

Table 1.10: Poverty Elasticity of GDP Growth (%)

Poverty Type HIES Year Poverty Elasticity
Poverty 2005-2010 0.8
Extreme Poverty 2005-2010 11
Poverty 2010-2016 0.7
Extreme Poverty 2010-2016 0.8

Source: GED estimates based on HIES and national accounts data

Growth in employment, labour productivity and real wages: The pro-poor nature of growth depends to a
large extent on three important factors: growth in employment; improvement in labour productivity and
increase in real wages. Table 1.4 showed a substantial shortfall in domestic job creation target in the 7FYP
mainly owing to the slowdown in the growth of manufacturing employment. The employment stagnation
of the RMG sector particularly hurt the absorption of low-skilled female workers that contributed to the
lowering of the poverty elasticity of growth. However, the substantial increase in labour productivity is a
positive factor.

Table 1.11 shows the growth in real wages by the six major Divisions using HIES data. The results suggest
that consistent with rising labour productivity (Figurel.5) and a tightening of the agricultural labour market
(Table 1.6), real wages in agriculture increased substantially for all Divisions. Real wages also increased in
non-farm employment. This increase in real wages is an important contributor to the decline in rural and
urban poverty.

Table 1.11: Real Wage Growth between 2010-2016

Divisions Rural/Agric | Urban/Agric | Rural/ Non- | Urban/Non- Rural Urban
ulture ulture Agriculture | Agriculture
Barisal 7.0 7.4 7.0 7.0 6.9 7.0
Chittagong 4.0 4.2 6.1 6.7 5.0 6.8
Dhaka 6.8 6.8 6.0 8.9 6.0 8.9
Khulna 6.8 4.0 8.7 7.4 7.7 7.3
Rajshahi 5.7 6.2 8.1 5.4 6.7 5.9
Sylhet 54 8.0 11.4 5.4 8.6 6.4
Bangladesh 5.9 6.8 7.5 4.1 6.5 7.7

Source: Background Paper on Extreme Poverty prepared for 8FYP
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Remittances: As noted in Table 1.4, the outflow of migrant workers substantially exceeded 7FYP target.
Evidence also shows there was a qualitative improvement in the skill profile of migrant workers. In FY2019,
the government also offered a special incentive of 2% higher exchange rate to shore up external remittances.
The net result of these developments was a substantial surge in the inflow of remittances since FY2018
(Table 1.12).

Table 1.12: Remittance Performance during the 7FYP

Fiscal Year Number of Workers (000) Remittance Inflow ($ billion)
FY2016 758 14.93
FY2017 598 12.77
FY2018 880 14.98
FY2019 675 16.42
FY2020 18.21

Source: Bangladesh Bank

Several research investigations have indicated the highly positive impact of remittances on poverty
reduction. Remittances have lowered poverty through several channels. First, the migration of rural workers
to international work places is one important factor for the tightening of rural labour market, thereby
enabling the growth of real wages. Second, income transfers from remittances have directly supported
poverty reduction by increasing the income and consumption of the rural poor. Thirdly, and very
importantly, the massive inflow of remittance income into the rural economy has boosted the expansion of
housing, construction, trade and other services. These in turn have provided a diversified employment base
for rural workers. The multiplier effects of remittance inflows are a major contributor to rural
transformation and diversified employment and income base for the rural poor.

Expansion of microcredit: Bangladesh is justly famous globally for pioneering the growth of the
microcredit. These programmes have continued to improve access and services during the Seventh Plan.
The Bangladesh Bank has taken a strong pro-active role to improve the access of credit and other financial
services. New financial instruments based on ICT (mobile banking) are slowly changing the landscape of
financial service access to the poor in both rural and urban areas. In the area of micro-credit, rules were
developed by the Microcredit Regulatory Authority (MRA) in 2010 to properly supervise MFIs and protect
both the borrowers and the lenders. The number of borrowers increased from 20.4 million in FY2015 to
25.76 million in FY2019, while total loans increased from Taka 634 billion to Taka 1335 hillion over the
same periods.

1.3.2  Income Inequality

Bangladesh has made solid progress in increasing GDP growth and reducing poverty. Nevertheless, an
important policy challenge that has emerged concerns income inequality. Evidence suggests that income
inequality has been increasing over the years. Accordingly, the Seventh Plan emphasized the reduction of
income inequality as an important development objective and incorporated specific income inequality
reduction targets in the Development Results Framework (DRF). Specifically, the DRF sought to reduce
the Gini coefficient of consumption to 0.30 in FY2020 from 0.32 in FY2010 and to contain the Gini
coefficient for income inequality at 0.46. The 7FYP strategy to tackle income inequality included reform
of public spending with greater emphasis on health, education, agriculture, rural development; increasing
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pro-poor growth through increase in employment, labour productivity and wages, the development of
human capital with better access to poor, the expansion of micro-credits and loans to improve the access of
the poor to growth, reform of taxes with emphasis on progressive personal income taxation and improved
access of the poor to social protection programmes.

The latest available HIES data for 2016 shows that the Gini coefficient of consumption has remain
unchanged at around 0.32 as in 2010, while the Gini coefficient of income has increased from 0.46 to 0.48.
But data for 2019 is not available. So, in the absence of current data, it is difficult to say conclusively about
overall progress with reducing income inequality during the 7FYP. However, some qualitative assessment
can be made. On the positive side, the strong growth in agriculture and the diversification of farm
production to higher value non-food crop is the most promising factor for improving income distribution.
A second positive factor is the expansion of credit to small borrowers through the microcredit schemes. A
third positive factor is the increase in real wages. A fourth positive factor is the growth of non-farm rural
employment opportunities. However, the implementation of other policy interventions has been less
effective. The reform of income taxation into a modern system that taxes all income at progressive rates
did not happen. Expenditure policies are broadly on the track but the planned expansion in public
expenditure as a percent of GDP on health, education, rural development and social protection has not
happened owing to tax revenue shortfalls. The distribution of benefits of social protection suffers from
considerable mis-targetting leaving a lot of poor out, while including considerable percentage of non-poor.
So, on balance, income inequality remains a major challenge for Bangladesh. The Eighth Plan will need to
take a fresh endeavour and provide renewed commitment to reversing the pattern of long-term increase in
income inequality in Bangladesh.

14 WOMEN EMPOWERMENT, SOCIAL INCLUSION AND SOCIAL PROTECTION
1.4.1 Gender Equality

Bangladesh has earned international recognition for its good performance in increasing women
empowerment. This progress continued during the 7FYP. Having eliminated the gender disparity in primary
and secondary education, solid progress has been made in reducing the large gap between male and female
students at the tertiary level. Bangladesh has also advanced well in providing the regulatory framework for
protection of women’s rights and privileges. The implementation of the National Women Development
Policy (NWDP) 2011 has continued during the 7FYP. Data from LFS 2016-17 shows that progress has
been made in increasing the share of female in managerial and professional leadership roles. Political
empowerment has been boosted through increased membership in the national parliament.

The 2020 Global Gender Gap Report published by World Economic Forum, records the solid progress
made by Bangladesh in reducing the gender gap. The Global Gender Gap Report (GGGR) ranks countries
based on their progress towards closing the gender gap across four thematic dimensions: (i) Economic
participation and opportunity, (ii) Educational attainment, (iii) Health and survival, and (iv) Political
empowerment. With an overall score of 0.726 Bangladesh was ranked at 50" among 153 countries, ahead
of advanced countries like the USA, Luxembourg, Italy, Korea and Japan and was ranked first among seven
South Asian countries. The areas of strength include eliminating gender gap in eliminating primary and
secondary education (rank of 1); in sex ratio at birth (rank of 1); and political empowerment (rank of 1).
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Notwithstanding this solid progress, there are several areas that need greater attention during the 8FYP.
The GGR shows that the Bangladesh ranking is low in the area of economic participation and opportunity.
This concern: low female labour force participation rate, wage discrimination against women, inadequate
representation of women in senior civil service positions and inadequate female managerial jobs in the
private sector. In social empowerment, laws are adequate but implementation is weak. Stronger
implementation of CEDAW and other gender related laws to prevent child marriage, prevent social violence
and eliminate all discriminations against female in social and economic spheres remains a major challenge.

1.4.2 Social Inclusion

Bangladesh takes pride in establishing a social system where there is no legal barrier to progress based on
religion, gender, caste and profession. Special attention is also given to ensure the protection of children,
elderly and the physically challenged. The 7FYP put strong emphasis on ensuring continued progress with
the social inclusion agenda. Available evidence suggests that the Seventh Plan’s social inclusion strategy
implementation is broadly on track. Good progress has been made in the area of child protection. The
implementation of the Children Act of 2013 is ongoing, need a costed action plan and allocation of resources
accordingly. The concept of Child Focused Budget has been introduced and is being implemented. Child
Focused Budget gradually need increasing allocation for effective coverage. The incidence of child
malnutrition has reduced significantly. However, progress in the area of children nutrition requires
additional effort. The incidence of child poverty is high and the implementation of the consolidated Child
Benefits Program recommended by the NSSS needs to be fast-tracked. Implementation capacity for
enforcement of the Children Act 2013 also needs strengthening and need deployment of dedicated social
service workforce for children including children with disabilities. Data on children living on street and
living in orphanages or institutional care facilities are lacking in the country. Deinstitutionalization of
children living in institutions or orphanages and family or community based reintegration through
developing a foster care mechanism with cash grant will be effective to protect more children in terms of
increasing capacity for social integration and cognitive development. Community Based Organizations of
Persons with Disabilities and network of persons with disabilities need more support to create opportunity
for them to speak about the issues affecting their life. These issues will be tackled more forcefully in the 8FYP.

Regarding Ethnic population, the 7FYP has continued the focus on reducing the growth barriers in the
Chittagong Hill Tracts Area (CHTA). Several development schemes to strengthen agriculture, water
management, infrastructure and to improve access to health and education have been implemented. The
government maintains a regular consultation with the CHTA local population with a view to understanding
their concerns and fnding solutions. The development needs of CHTA are large in relation to available
resources and continued strong efforts will be needed to reduce the high incidence of poverty found in
CHTA districts.

Bangladesh made strong progress in the 6FYP in terms of eliminating legal barriers and introducing
enabling environment to improve the welfare of persons with disability (PWD). Of particular note is the
ratification of the Disabled Persons Protection and Rights Act in 2013. Among other things, the Act bans
educational institutions, enterprises and other organizations from discriminating against PWD. The main
task of the 7FYP was to implement these regulations and the enabling environment for supporting the PWD.
Based on the findings of the 2012 Disability Detecion Survey, the government developed special
programmes in health and education to meet the specific needs of the PWD. The National Social Security
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Strategy (NSSS) recommended the establishment of a comprehensive social protection programme for
people with disability. While some progress has been made in the programme design, the new social
protection programme for PWD is not yet ready. In the meanwhile, implementation of the current safety
net programme for PWD has continued. The number of beneficiaries more than quadrupled between 2015
and 2019, increasing from 0.4 million to 1.7 million. The value of the disability benefit is Taka 700 per
month. There are some programmes for skill development. A disability information system has also been
established under the Department of Social Services.

Finally, the 7FYP social inclusion strategy for marginalized groups such as the Dalits and Sex Workers was
to eliminate all discrimination, protect them from social abusive practices and offer special programmes
through the NSSS. The legal provisions are in place but implementation is a challenge given limited
capacities at the local level. Safety net programmes have made some progress but full inclusion of these
marginalized groups in the social protection programme remains a challenge. Overall, the successful
implementation of an overarching social inclusion strategy as envisaged in the Constitution requires the
institution of strong local government institutions.

1.4.3 Social Protection

Bangladesh has a rich history of commitment to social protection. In June 2015 the Government adopted a
new National Social Security Strategy (NSSS) with a view to strengthening the poverty impact of the public
spending on social protection and to modernize the social security system to address the social security
challenges of a middle- income economy. The main task for the 7FYP was to implement the NSSS.
Available evidence suggests the implementation of the NSSS in the first 5 years (FY 2016-FY2020) since
adoption in June 2015 has been slow. There was a long delay with start-up of the NSSS implementation
and monitoring. Subsequently, with the assistance of development partners, a formal NSSS Implementation
Action Plan was adopted in 2018. This Action Plan is comprehensive and if these actions are implemented
well it should help considerably in making progress with NSSS despite the time lost.

A recent review of the implementation of the NSSS and the NSSS Action Plan shows that while progress
has been made in a number of areas, the overall progress is modest and needs to be consolidated in the
8FYP. Evaluation results of individual programmes continue to show high exclusion and inclusion errors
and continued leakages partly because of the pitfalls of poverty targeted approaches. Additionally, the
slowdown in tax revenues has contributed to a resource constraint despite strong priority attached to social
protection. Excluding civil service pensions, total social protection funding for the poor and vulnerable is
only 1.2% of GDP. This is not adequate for a country with 40 million poor and another 20 million who are
near poor (1.25 times the poverty line). The COVID-19 has further accentuated the urgency of strengthening
the social protection programmes and funding. The 8FYP will make this a top priority both as an important
instrument to address the effects of COVID-19 on poverty and vulnurability and to increase the growth
elasticity of poverty reduction.

1.5 PROGRESS WITH MACROECONOMIC MANAGEMENT

Prudent macroeconomic management has been the hallmark of Bangladesh’s long-term development. The
7FYP maintained this tradition and put considerable emphasis on the need to preserve macroeconomic
stability while pursuing aggressively the growth agenda. The Seventh Plan was cognizant that there was no
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conflict between macroeconomic stability and growth acceleration. So, the underlying theme of
macroeconomic policy management was growth acceleration with macroeconomic stability. The key
macroeconomic targets of the 7FYP and actual performance are indicated in Table 1.13. Good progress
was made in maintaining macroeconomic stability reflected in low inflation rates, low fiscal deficits, low
debt-to-GDP ratio and a stable balance of payments. But progress in the area of fiscal revenues mobilization
and achieving the export targets of the 7FYP was weak.

Table 1.13: Key Targets of the 7FYP Macroeconomic Framework

Policy Area Performance Indicator Baseline Plan Actual
(FY2015) (FY2020) (FY2020)
Fiscal Policy | Tax to GDP ratio (%) 8.5 14.1 7.9
Public expenditure to GDP ratio (%) 135 21.1 14.9
Fiscal Deficit (% of GDP) 3.7 4.7 55
Total Debt (% of GDP) 33.6 36.3 35.98
Balance of Average growth rate of exports (nominal US$) (%) - 12.0 1.6
Payments Exports (% of GDP) 15.7 16.2 12.32
Current account balance (% of GDP) 1.5 ()25 (-)1.24
Remittance (% of GDP) 7.8 7.6 5.6
Foreign Reserves (month of imports) 6.3 7.3 7.2
External Debt (% of GDP) 12.3 11.2 13.4
Monetary Rate of CPI inflation (%) 6.5 5.5 5.65
Policy Growth of M2 (%) (end of year) 12.4 15.9 12.64
Growth of Private Sector Credit 13.2 15.0 13.14

Source: Seventh Plan and Finance Division (FD) Estimates. Note: Growth rates are period averages
1.5.1 Fiscal Management

Fiscal policy performance during the 7FYP has been mixed. The performance is on track regarding fiscal
prudence. The budget deficit has been at 5.5% of GDP and total debt to GDP ratio is lower than the Plan
target. This is a strong fiscal performance from the point of view of macroeconomic stability, which has
supported private investment by avoiding a crowding out impact of fiscal policy and has helped the
implementation of monetary policy in fighting inflation. However, there are major concerns in other
dimensions of fiscal policy management.

First, there is a major shortfall in tax performance. Compared with the Seventh Plan target of increasing tax
to GDP ratio by 5.4 percentage points to 14.1% of GDP by FY2020, the actual tax to GDP ratio reached
only to 7.9% of GDP in FY 2020. This is a serious setback following on the heels of a lack-lustre tax
performance during the 6FYP.

Second, fiscal discipline has often required either cutbacks or inability to meet the Seventh Plan
commitments in certain high priority areas of spending (e.g. in education, health, social protection and
environment). The revenue constraint in public spending has been very deep as reflected by the fact that as
compared with a spending target of 21% of GDP for FY2020 in the 7FYP, actual public expenditure was
only 14.9% in FY2020. This massive 5-6% of GDP shortfall in public spending over the 7FYP has
essentially converted into allocation shortfalls in health, education, water resources, environment and
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climate change, social protection and O&M spending. The reduction in the poverty elasticity of GDP
growth is in part a reflection of this inability of fiscal policy to fully support core poverty reduction
programmes owing to revenue constraints.

Third, implementation constraints have slowed down the progress with the timely completion of major
infrastructure projects. The delays in the completion of major infrastructure projects have resulted in cost
over-runs and delayed benefits, thereby lowering the financial and economic rate of return of these major
development projects.

Fourth, the important policy initiative of public-private-partnership in infrastructure did not gain adequate
momentum.

The Government is cognizant that these major weaknesses in fiscal policy management on both the revenue
and expenditure sides have continued for a long period and these will need to be tackled forcefully in the
8FYP.

More investment for children will be priority of the Government during 8FYP. Following strategic actions
will be undertaken: (a) evidences are generated to advocate for greater and better public investments for
children by way of analysing child focused budgeting including preparation of budget brief, pursuing fiscal
space analysis including institutional investment plans for children, pursuing public expenditure review for
children, pursuing cost benefit analysis of selected interventions for children, (b) ccapacity of duty bearers
enhanced in child focused budgeting process, (c) involvement of citizen (including children) to empower
them to participate in budgeting process to improve transparency and accountability.

1.5.2 External Sector Management

The performance of the Seventh Plan in the external sector is generally strong in terms of maintaining
external stability. The current account has been either in surplus or experienced low levels of deficits, the
external debt service and external debt to GDP are both low and are at sustainable levels with no pressure
on debt repayments. Remittance inflows faced challenges in the early years of the 7FYP but then recovered
and are now on a strong footing. Reserves level are comfortable and the nominal exchange rate has been
stable. Importantly, foreign exchange reserves exhibit a record bench mark and reached at US$ 36.04 billion
in June, 2020 which is sufficient to pay import bill of 7.8 months.

As against these positive aspects, there are two areas of concern. First, the rate of growth of exports fell
much short of the Seventh Plan target. The Plan aimed at securing an annual average growth in export
earnings of 12% in nominal US Dollars. The actual growth was only 6.8%. This is a rather weak export
performance. The sharp slowdown of exports is an important reason for the slowdown in the expansion of
the manufacturing sector job. A second concern is the inability to broaden and diversify the export base
away from excessive reliance on readymade garments (RMG). On the contrary, the share of RMG exports
has increased further, growing from 78% of total exports in FY2015 to 84% in FY2019. Non-RMG exports
did not pick up in any significant way. Additionally, non-factor service exports like ICT, shipping and
tourism have also not shown dynamism. The diversification of sources of export earnings will be a major
challenge for the Eighth Plan.
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1.5.3 Inflation Management

A major macroeconomic policy priority of the Seventh Plan was to keep inflation under control and bring
the inflation rate below 6%. More specifically, the target was to reduce the average inflation rate from 6.5%
percent in FY2015 to 5.5% by the end of the plan period. The trend in inflation in the Seventh Plan is shown
in Figure 1.6. Remarkably, the 7FYP has been very successful in implementing the inflation target set in
the Plan. Monetary and fiscal prudence allowed domestic liquidity to be managed well that enabled the
containment of inflation and bringing it down to 5.5% FY2019. The private sector credit growth, however,
fell substantially short of the Plan target. But this was not due to any crowding out effects of fiscal policy
or monetary policy tightening. There was a demand constraint that lowered the growth of private credit
owing to slowdown of growth of exports and the lower expansion of the private investment rate than was
targeted in the Seventh Plan.

Figure 1.6: Trend of Inflation during the Seventh Plan (%)
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Source: Bangladesh Bureau of Statistics (BBS)

1.6 PROGRESS WITH INFRASTRUCTURE DEVELOPMENT
1.6.1 Power and Primary Energy

In the area of electricity, the Government followed up on its strong progress with increase in power supply
and access to electricity during the 6FYP with another round of a strong and well-rounded reform
programme to increase the supply of electricity involving substantial investment, sector reforms and
regional trade during the 7FYP. The Government, which had been implementing the power sector
programmes based on the Power System Master Plan (PSMP) 2010 during the 6™ Plan, revised it to PSMP
2016, to help adapt to changing scenarios during the 7FYP. A review of progress suggests that the DRF
targets set forth under the 7FYP have broadly been achieved. At present, Bangladesh has generation
capacity well above the demand. This growth in generation capacity along with expansion of transmission
and distribution networks have helped achieve substantial progress in both the indicators for the power
sector: increasing growth of per capita consumption of electricity and improving the access of the
population to electricity.
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In FY 2019 total installed capacity, inclusive of public, IPP, captive and renewable energy reached 22, 787
MW higher than the target. Electricity coverage has been increased to 92.23%, which was 72% in the
baseline FY2015. This has resulted in increasing per capita generation of 510 kwh (including captive) from
371 kWh in FY2015. During this period about 3.27 crore consumers got connected to the national grid with
5.02 lakh km. of distribution system. The system loss of electricity decreased substantially to 10.90 present
in FY2019 (up to December 2018) from 15.73 percent in FY2010. During the seventh plan period, progress
has been made in diversifying primary energy source through LNG imports, and progress in construction
of large sized coal fired power plant. There have also been several price adjustments in all segments of the
energy sector.

Despite this progress there are two areas of concern. First, the use of renewable energy in power supply has
not grown. Thus, the share of renewable energy to the total electricity generation (% including hydro)
declined from 3.6% in FY2015 to 3.25% in FY2019. This continued overwhelming reliance on fossil fuel
needs to be reduced to keep pace with the progress made globally in the use of clean fuel. Second, despite
price increases, progress with improving the energy sector finances has been limited. The 8FYP will put
stronger focus on these aspects of power and energy sector development.

1.6.2 Transport Sector

GDP growth targets of the 7FYP and goals of improved living standards called for a vibrant and effective
transport network. Securing improvement in the transport system was, therefore, a major strategic objective of
the 7FYP. The transport sector vision for the 7FYP was to develop an efficient, sustainable, safe and
regionally balanced transportation system in which various modes complement each other, interface
appropriately and, where possible, provide healthy competition to each other. Special emphasis was placed
on the introduction of modern technology for increasing capacity and improving quality and productivity of
the system, development of the two seaports with smooth transport links to Dhaka, establishment of effective
railway linkages between the east and west zones of the country, integration of road, rail and inland water
transport, and participation in global and regional transport connectivity initiatives that help develop the land
route links between South Asia and East Asia through Bangladesh.

On the investment side, a conscious decision was taken to prioritize transformational transport infrastructure
projects that helps modernize the Bangladesh transport network so as to improve the mobility of goods and
services across the nation, facilitate international trade, reduce cost and improve competitiveness. These
transformational projects are highly capital intensive, are multi-year in nature, and require strong supervision
to avoid cost over-runs and delays. Recognizing the special challenge posed by growing urbanization and urban
traffic congestion, the 7FYP sought to introduce mass transit starting with the capital city Dhaka, with a targeted
completion of MRT Line-6 (the first elevated Metro Rail of Bangladesh) in December 2021. Mindful of the
resource constraints and high investment costs, the 7FYP strategy was to combine ADP allocations with a
strong public-private-partnership (PPP) effort. The plan also intended to improve the inter-modal transport
balance with greater emphasis on rail and inland waterways that are low-cost in nature and are environmentally
friendly. The importance of transport, especially air transport, for tourism was recognized with a focus on
improving inter-district airline connectivity. Efforts were also to be made to improve resource mobilization
through the introduction of user charges and fees for a range of public transport services including road user
charges, port fees, inland water and rail fares.

20



The objectives and strategies of the 7FYP for the transport sector were sound. The emphasis on intermodal
transport coordination, development of the national highways, inter-city connectivity, regional
connectivity, lowering the cost of trade logistics and improving transport network asset maintenance are all
well placed. The idea of instituting road user charges and sensitivity to environmental sustainability is also
appropriate. Similarly, the strategy to improve incentives for private sector participation in both transport
sector service and infrastructure development is well placed.

Consistent with the 7FYP strategy, the transport sector received high priority in budget allocation. The
annual ADP allocated resources for all major projects in line with the 7FYP strategy and priority.
Significant new transport infrastructure has been added over the plan period for roads and bridges. Services
have expanded for all modes of transport. Private participation in air transport has grown significantly and
most large cities are now connected with air services. These are major achievements that laid a strong
foundation for consolidation under the 8FYP.

Despite progress, important gap remains. Notwithstanding the strong focus on transformational project and
trying to complete them on time, important projects, such as the Padma Bridge, have been delayed. Many
road projects were initiated but completion rates have been slow. Investments in inland water transport have
lagged behind. Notwithstanding the completion of a number of projects, the urban transport issues in terms
of congestion and traffic management remain overwhelming in the capital city of Dhaka. Importantly, the
PPP initiative for infrastructure did not take off as expected.

The lessons of implementation of the Sixth and Seventh Plans suggest that the Government may need to
rethink strategy for to the implementation of the large, complex and capital-intensive projects through
turnkey contracts to reputed international firms using multilateral development partner funding of PPP
contracts. These turnkey projects should be negotiated through a transparent ICB process and should
involve performance clause on timeliness and cost over-runs.

1.7 PROGRESS WITH HUMAN RESOURCE DEVELOPMENT
1.7.1 Health, Population and Nutrition (HPN)

The Seventh Plan set ambitious targets for human development, as a way to ensure that the PP2021 targets
are met. On the population health and nutrition side, it emphasized a further reduction in the rate of growth
of population, sought to increase life expectancy and improve child nutrition. On the education and training
front, it sought to sharply increase the literacy rates and basic education of the young and growing labour
force that had low literacy and education skills. The human development targets sought to set up Bangladesh
to move to an upper-middle-income country.

Evidence shows considerable progress was made in the HPN area. The adoption of modern birth control
practices has continued to increase, and the total fertility rate has continued to decline. As a result, the
population growth rate has fallen further to around 1.2% and it is likely that the 1% population growth rate
target for 7FYP will be achieved. The increase in life expectancy to 72 years in 2018, ahead of the target
of 70 years set for FY2021, suggests that basic health care and nutrition standards required for survival
have exceeded the expectations of the policymakers. Infant mortality rate further declined to 21/1000, in
FY2019. Regarding maternal mortality rate, the progress up to 2019 is a reduction from 216/ 100,000 in

21



FY2010 to 165/100,000. This reduction is low compared to the target of 105/100,000 by FY 2020, which
will not be achieved. The inadequate progress with tackling maternal mortality is a major weakness of an
otherwise good HPN delivery system. This requires urgent policy action. Progress with improving child
nutrition is reflected in the reduction of wasting from 16% in 2011 to 9.8% in 2019. This is good progress
and is indicative of improved nutrition policy and governance adopted by the government during PP2021.

However, in spite of the achievements, major inequities in health and nutrition services still exist and need
to be addressed. There are challenges in addressing mortality rates due to non-communicable diseases
(NCDs); reducing out-of-pocket expenditure; improving coverage and quality of essential nutrition
services; improving facility readiness including establishment and strengthening Electronic Logistic
Management Information system (E-LMIS); improving service quality and coverage; regulating and
managing the private sector; and quality of health care. Public expenditure on HPN has remained virtually
stagnant at 0.7% of GDP for a fairly long time which need immediate attention to increase. While it is
credit to the government that it has achieved such positive HPN outcomes with a low public budget, this
may not be sustainable moving forward as the incidence of mass communicable diseases (cholera, malaria,
TB, polio) falls and low-cost preventive and curative solutions for these diseases are replaced by a more
complex and expensive pattern of epidemiology found in higher-income countries. While private
expenditure will be the main source of HPN expenses as the country moves up the income stream, public
spending on research and health insurance subsidies for the poor and the elderly will emerge as major
expenditure items to enable HPN service access for the poor in both rural and urban areas. Additionally,
integration of Growth Monitoring and Promotion into EPI platform to increase quality and coverage on
nutrition services (which is also a MTR recommendation) and the whole system of health insurance is a big
missing item in the Bangladesh HPN strategy that needs urgent attention.

Most importantly, COVID-19 caught the health system completely unaware and unprepared. While
COVID-19 has challenged globally some of the best health care systems in the world, the Bangladesh
experience showed the lack of readiness in terms of basic facilities like PPEs, masks, oxygen supply, trained
health care professionals and health care beds and basic supplies. This is partly the outcome of low public
health spending, but also reflect institutional weaknesses relating to planning, regulations, and
accountability of health providers. The experience shows that the Bangladesh healthcare system was set up
to tackle simple bacterial type mass communicable diseases with low-cost solutions. Tackling the complex
pandemic of COVID-19 requires large resources, strong planning and rapid response capabilities. It also
calls for a substantial beefing up of health care facilities, supplies and quality staffing. Strengthening the
health care system of Bangladesh in the post-COVID-19 world is the top most development priority of the
8FYP.

1.7.2 Education and Training

On the education and training front, the main highlight of the 7FYP strategy is to achieve Education for All
(EFA) by FY2020. Related to this, the two specific targets were: (1) achieve 100% adult (15 plus) literacy;
(2) achieve 100% net primary enrolment rate. Other objectives included increasing enrolments in secondary
and tertiary education; improving education quality at all levels; improving the equity of education;
improving labour force training and skills through a concerted skills development strategy; and increasing
the spread of science and technology education.
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Bangladesh has continued to make progress in improving adult literacy rates, growing from 58.6% in
FY2010 to 73.9% in FY2018. Both male and female literacy rates have improved and the gap in female
literacy rate over the male has continued to narrow. At the present trend rate, however, it is unlikely that
100% adult literacy rate will be achieved by FY2020. Bangladesh has made good progress in primary level
enrolment and eliminated the gender gap. So, the target of universal primary education is substantially
achieved. An important component of the government’s EFA is the coverage of non-formal education
(NFE). Progress with increasing the coverage of NFE continued under the 7FYP, but it is unlikely that NFE
will achieve 100% coverage by FY2020. There are important institutional constraints that need to be
addressed to improve effectiveness.

The expansion of secondary and tertiary education continued steadily under the 7FYP. Net secondary
enrolment expanded from 46% in FY2010 to 67% in FY2017. Tertiary education expanded from 11% to
18% over the same period. This good progress has been greatly facilitated by the government’s liberal
policy to allow the private supply of education, especially tertiary education. This is a major policy success
for the education policy, particularly given the still low coverage of tertiary education and the financial
constraint on the government budget. To further accelerate the expansion of tertiary education, the
government in 2017 adopted the Strategic Plan for Higher Education in Bangladesh: 2017- 2031.

For labour training, the main strategy has been to strengthen the system of technical and vocational
education and training (TVET). Formal TVET consists of SSC, HSC, and Diploma courses, HSC (VOC),
SSC (VOC) and HSC (BM). The programmes include time-bound, institution-based, and graded training
with formal certification. The courses are offered by Engineering Colleges, Polytechnic Institutes,
Technical School and Colleges (TSCs), Technical Teachers’ Training College (TTTC), Vocational
Teachers’ Training Institute (VTTI), Business Management Colleges and other technical and vocational
institutes. The enrolment rate in TVET increased from 1% in 2009 to 16.1% in 2018. The number of private
sector institutions is increasing, especially in the ICT sector and in response to opportunity for work abroad
as skilled and semi-skilled workers in various trades.

The Government expressed its commitment to improving the TVET system through the implementation of
the National Education policy-2010 and the National Skills Development Policy-2011. These policies
envisaged the expansion, diversification, extension and development of technical and vocational education
programmes. Under the National Skills Development Policy, National Technical and Vocational
Qualifications Framework (NTVQF) has been designed to improve the quality and consistency of nationally
recognized qualifications. Another significant initiative is the Skills for Employment Investment Program
(SEIP) under the Ministry of Finance (funded by ADB and the government) which has partnered with a
number of industry associations such as BASIS, BTMA, BGMEA, AEOSIB and others to impart vocational
training with globally recognized skills certifications where appropriate. The Technical and Madrassa
Education Division (TMED) has developed an integrated TVET development action plan to promote and
strengthen TVET activities for the madrassa students.

These policies have enabled a steady expansion in the number of graduates from the TVET system. A major
gap, however, is the mismatch between skills available and the job market. Manufacturing firms and high-
end service enterprises continue to face a skill constraint and have resorted to hiring these skills from
abroad.
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Notwithstanding the greater emphasis on education and substantial progress, Bangladesh continues to face
a number of challenges, pertaining to both quantity and quality. From a quantitative point of view, the issue
of access and drop out, particularly at secondary and tertiary levels, are major challenges. Even at the
primary level, the dropout rate was 18.8% in FY2018. As for higher education, the issues of inadequate
funding and the lack of infrastructure and capacity (both physical as well as other infrastructural) are very
important, which have limited the higher education enrolment rate to only 18% despite massive private
investment. At all stages of education, quality is a critical area of concern, which is particularly acute at the
primary education level that then spills over to the next stages of education.

The issue of quality in terms of cognitive skill and innovative and analytical capacity has become a matter
of concern as the students are often found to lack basic technical skills even after completion of tertiary
level of education. Owing to this, university/college graduates often find it difficult to compete in the job
market. Additionally, lower student participation and low level of capacity at technical and vocational
education along with a lesser focus on science and technology have also contributed to a skill gap in the
employment market. The skills demanded at the workplace are not always provided by the education and
training system. Resolving this skills gap will require careful and timely intervention.

One of the underlying reasons behind the quantitative as well as qualitative challenges is the low budgetary
allocation for the education sector, fluctuating around 2% of GDP in recent years. Despite government’s
intentions to increase allocation in the annual budget, revenue constraints have prevented this to materialize
in practice. The low budget allocation is often considered as the most important constraint underlying the
weak quality of education and training in public institutions, thereby limiting the successful implementation
of the education and training strategies and policies.

There are also concerns about the equity of education spending and the remaining gender gaps. From an
equity point of view, the gross enrolment rate for the poor at the secondary level is only 24%, which is
significantly lower than that of non-poor (76%). On the gender front, although there has been substantial
progress in closing the gender gap at the primary and secondary levels, the picture is quite different when
it comes to tertiary education. One of the reasons for the low participation of females in the labour market
of Bangladesh (36.3% according to the FY2017 Labor Force Survey) and high concentration on low paying,
low productive jobs is the low level of participation of females at tertiary level of education. Female students
at public and private universities on average account for only around 26% of university students.

1.8 PROGRESS WITH ENVIRONMENT, CLIMATE CHANGE AND DISASTER
MANAGEMENT

1.8.1 Environment and Climate Change

The Government has integrated environmental degradation and climate change in the medium-term
planning process and identified specific objectives and strategies for environmental protection and climate
change. The global attention to climate change and the risks presented to Bangladesh have caught the
imagination of the policymakers at the highest level and there is a much more serious effort now underway
to come to grips with this long-term challenge. Bangladesh participates actively in all global discussions
on climate change and is a signatory to all related global action programmes.
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Many laws and regulations have been enacted over the years to protect the environment and programmes
and policies are in place to adapt and mitigate the adverse effects of climate change. This progress
continued under the 7FYP, with special emphasis on air and water pollution control. In addition to the legal
framework, the focus on implementation was strengthened with significant progress in managing the air
pollution from brick kilns and reducing water pollution from the leather industry. Important steps were also
taken to improve biodiversity.

An important breakthrough on the strategy and policy front happened recently with the adoption of the
Bangladesh Delta Plan 2100 in September 2018. This is a comprehensive strategy for managing the risks
posed by the deltaic formation of the country along with the incidence of natural disasters and climate
change. Speedy implementation of the Delta Plan will be a major input to the reduction of climate-related
vulnerabilities and will vastly improve the prospects for sustained development and poverty reduction.

When it comes to mitigation initiatives, Bangladesh has expressed her intention in the NDC (Nationally
Determined Contributions) to take action on mitigation in order to reduce GHGs emissions by following a
low carbon development pathway. The country has committed voluntarily to reduce 12 Mt CO; equivalent
in Power, Transport and Industry sectors by 2030 or 5% below business-as-usual (BAU) emission for those
sectors. It has also committed an additional 24 Mt CO; equivalent in those three sectors by 2030 or 10%
below BAU emissions if International support is received.

Bangladesh remains a forerunner in its adaptation endeavours. Bangladesh has prepared a NAP Roadmap
towards formulating a comprehensive National Adaptation Plan (NAP) with a view to reducing
vulnerability to the impacts of climate change by building adaptive capacity and resilience. Building on
NAPA (National Adaptation Programme of Action) and BCCSAP (Bangladesh Climate Change Strategy
and Action Plan), the NAP will also facilitate the integration of climate change adaptation, into relevant
new and existing policies, programmes and activities in a coherent manner, in particular, development
planning processes and strategies, within all relevant sectors and at different levels, as appropriate.
Bangladesh is also under the process of updating the BCCSAP.

Nevertheless, the overall implementation of existing environmental laws and regulations remains a difficult
challenge. Capacity constraints at the lead Ministry of Environment, Forest and Climate Change in terms
of human resources as well as financial resources lead to limited implementation progress. Water quality is
deteriorating; so is the situation of air quality. Cross country comparison shows that in terms of air quality,
Bangladesh is the fourth most polluted country in the world. Similarly, performances in forest coverage and
protection of the natural habitats put Bangladesh at the low end of comparator countries. Indicators of
overall environmental performance place Bangladesh at the bottom 5% of the 180 countries compared.
These suggest that the challenges moving forward are immense.

1.8.2 Natural Disasters

Bangladesh has a good track record in disaster management and the progress continued during the 7FYP.
The progress with disaster readiness and disaster response continued to improve as reflected in well-
functioning early warning systems and sharp reductions in loss of life and injuries from natural disasters.
This progress was defined by the government’s implementation of the National Disaster Management Plan
2010-15, the enactment of the National Disaster Act in 2012, preparation of Disaster Management Rules in
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2015 and the establishment of the new Ministry of Disaster Management and Relief in 2012. These
important strategic and institutional reforms brought in a major strategic change in disaster management
away from the emphasis on relief distribution to disaster readiness. This strategic shift has enabled much
better preparedness, early warning system and swift on-time response to disasters.

Nevertheless, the continued substantial loss of crops, housing, assets and livelihoods, especially from
flooding and riverbank erosion, suggests that in addition to continued progress with strengthening disaster
preparedness increasingly the government’s attention has to shift to better management of the
environmental and climate change risks by taking long term investments in water management. The
implementation of the Delta Plan during the 8FYP will play a major role in implementing the government’s
strategic shift towards better management and reduction of natural disaster incidence, especially from
flooding, sea-level rise, salinity and water logging.

1.9 PROGRESS WITH GOVERNANCE AND INSTITUTIONS

Noting the importance of good governance and institutions for the long-term development of Bangladesh
and for the timely delivery of results, the Seventh Plan continued the effort initiated in the 6FYP to
strengthen institutions and encourage the practice of good governance throughout the entire public system.
The Plan emphasized strengthening of judiciary, law enforcing agencies, democratic institutions, economic
policy making institutions, decentralization and reform of public administration. Important progress has
been made in a number of areas. On the political front elections were successfully conducted at the national
and local levels in 2018 on a timely basis. The Parliamentary Standing Committees have been strengthened
to provide checks and balance on the government through stronger parliamentary oversight. The judiciary
was beefed up through allocation of higher resources. Law and order have been improved to protect human
lives and property.

On the economic front the planning process was strengthened through the preparation of many national
strategic documents including the National Social Security Strategy (NSSS), the Bangladesh Delta Plan
BDP2100, the National SDG Action Plan, the LDC Graduation Study, and the Perspective Plan 2041. These
strategic documents take a careful look at the risks, challenges and opportunities faced by Bangladesh with
a view to making sustained progress with national development and improving people’s lives and
livelihood. Progress has also been made to improve the budgetary process by linking it to the medium-tern
national development plans. The Medium-term Budgetary Framework (MTBF) is now an integral part of
budget formulation.

The Government has adopted a policy of zero tolerance to corruption. To implement this policy, the
Government approved a National Integrity Strategy (NIS) in 2012 which identifies the contexts and
challenges faced by different state and non-state institutions and it sets goals for a large array of intuitions
to ensure integrity in their respective operations. In addition, given that corruption is largely held
responsible for underperformance of the state, NIS document pinpoints a coordination strategy on
prevention of corruption and promotion of integrity based on the constitutional spirit, electoral
commitments of the government, UN Convention against Corruption and the experiences of the different
countries. To reduce wasteful use of public resources, utmost attention is being given to public procurement
and public financial management. Internal financial controls and external audit capacities are being
enhanced in all line ministries and in the Comptroller General’s Office. The government has established
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the system of Annual Performance Agreements (APA) to enhance the state of accountability in line
Ministries and make them more accountable to the Cabinet.

An important instrument of governance improvement has been the adoption of ICT-based solutions to
public business and transactions. Increasingly procurements, licensing, permits and other government
functions and services are relying on e-transactions. Instruments of e-governance are also being transferred
to local governments for greater transparency and efficiency of services. The implementation of Rights to
Information (RTI) along with a robust print and video media is also helping provide better checks and
balances on the functioning of the government and the political system.

PFM reforms have been initiated. The PFM Action Plan, 2018-23 has been prepared and implementation
is ongoing. Under PFM reforms, E-challan system and a new budget and accounting system (lbas++) have
been introduced, new accounting BACS has been completed, and automation of National Savings
Certificate sales has been introduced.

Notwithstanding this progress in the 7FYP, the government understands that institutional strengthening and
governance improvements are a continuous process that evolves and creates new demands for changes as
Bangladesh moves forward. Consistent with the long-term goal of PP2041 to attain upper middle-income
status in FY2031 and high- income status in FY2041, the government’s institutional and governance
improvement goals will target a time path to attain the institutional arrangements found in present upper
middle income and high-income countries. Consequently, the institutional and governance improvement
targets of the 8FYP will be set up as a step towards these long-term goals defined in PP2041.

1.10 PERFORMANCE DURING FY2020: THE COVID-19 ECONOMIC IMPACT AND
GOVERNMENT RESPONSE

The global COVID-19 pandemic has terrorized the world, unleashing huge number of infections and sad
loss of lives. The government took swift actions to control the COVID-related damage to life and
livelihoods. As an immediate first step to contain the spread of the virus, the government imposed a
lockdown on March 23 that was extended to May 30, 2020. The economy has opened up since then, but the
government has adopted a cautious approach balancing the risks of virus spread with the need to restore
economic activities. On the economic front, the adverse economic effects of the pandemic are still evolving.
In the very short term, many economic activities, especially in the urban areas, came to a grinding halt, tax
revenues, the earnings from exports and investments have fallen considerably over the March-June 2020
months. The government has taken a series of measures to reduce the spread of the infection and announced
several stimulus packages, estimated at Taka 1196.4 billion (4.3% of GDP), to help the needy and stem the
downward spiral of economic activities.

1.10.1 Government Policy Response

To mitigate the adverse socioeconomic impact of ‘global pandemic’ from COVID-19, the Government of
Bangladesh has adopted a Work Plan with four major strategic programmes to be implemented in
immediate, short-term and medium-term span. The four major strategies the government has adopted are
as follows:
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Increased public expenditure with a target to create jobs in both formal and informal sectors. Funding
of foreign tour and luxury expenditures from the government budget will be discouraged.

Introducing fiscal stimulus package to retain workers in the manufacturing sector, to maintain
competitiveness of the enterprises especially in the export-oriented manufacturing sector and to
revitalize the economic activities and business environment. The major policy interventions in this
regard are to provide several credit facilities at low interest rate from the banking system for the
businesses including MSMEs.

Expansion of social safety net programmes to meet the basic needs of people living below poverty
line, day labourers and for workers in the informal sector. The major interventions are: a) Free food
distribution; b) sale of rice under Open Market Sale (OMS) program with a highly subsidized price
(Taka 10 per kg); c) cash transfer to the targeted vulnerable population; d) expansion of allowance
programmes (Old Age Allowance and Allowance for Widow/husband Deserted Women) to all eligible
person (100 percent) of the 100 most-poverty stricken Upazilas; and €) expedite construction of house
for the homeless people.

Increase money supply to maintain liquidity of the economy so that the financial shock from the
pandemic can be absorbed and day to day businesses can be operated smoothly. Bangladesh Bank (BB)
has already lowered CRR (cash reserve ratio) and Repo rate to increase money supply and it will
continue if needed. However, special attention will be given so that inflation does not increase as a
result of increased money supply.

The detailed programmes are summarized in Table 1.14, while the fiscal cost of these programmes is
provided in Table 1.15.

Table 1.14: COVID-19 Stimulus Package (taka billion)

Serial No Name of the Package Amount
1. Special Fund for salary support to export- oriented manufacturing industry workers 50.0
2. Working Capital loans to affected industries and service sector 400.0
3. Working Capital loans provided to SMEs, cottage industries 200.0
4. Expansion of Export Development Fund (EDF) 1275
5. Pre-Shipment Credit Refinance Scheme 50.0
6. Special Honorarium for doctors, nurses, medical workers 1.0
7 Health Insurance and life insurance 75
8. Free Food Distribution 25.0
9. OMS at 10 taka/kg 25
10 Cash Transfer to targeted poor people 12.6

11 Expansion of Allowance Programmes 8.2
12. Construction of home for homeless people 21.3
13. Additional procurement of paddy/rice (2.0 lac ton) 8.6
14. Support for farm mechanization 322
15. Subsidy for agriculture 95.0
16. Agriculture Refinance Scheme 50.0
17. Refinance scheme for professionals, farmers, and small traders 30.0
18. Employment creation through four State owned financial institutions 20.0
19. Subsidy for commercial bank’s suspended interest of April-May 2020 20.0
20. Credit risk sharing scheme for SME sector 20.0
21. Safety net program for Export Oriented Industry’s distressed workers 15.0
Total (taka) 1196.4
In Billion US Dollars 14.2
As % of GDP 4.3

Source: Ministry of Finance
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Table 1.15: Fiscal Cost of the Stimulus (Million USD)

Serial Implementin Total Size Fiscal Cost
No Name of the Package ?A enc 9| of Package (In Million USD)
gency (US$ Mill) | FY 2019-20 | FY 2020-21
1 Sp_eual Fund for Sal_ary support to export BB 588.2 588.2 )
oriented manufacturing industry workers
2 Working Capital loans for the affected
industries and service sector (Interest BB 3,882.4 39.7 158.8
Subsidy from fiscal resource)
3 Working Capital loans for the SMEs
including the cottage industries (Interest | BB 2,352.9 29.4 117.7
Subsidy from fiscal resource)
4 Expansion of facility provided through
Export Development Fund (EDF) by BB 1,500.0 10.0 50.0
Bangladesh Bank
5 Pre-Shipment Credit Refinance Scheme BB 588.2 5.0 20.0
6 Spec_lal Honorarium for doctors, nurses, MoH&EW 118 i 118
medical workers
7 Health Insurance and life insurance MoH&FW 88.2 - 88.2
8 Free Food Distribution MODMR 294.5 294.5 -
9 OMS of rice at 10 taka/kg MoFood 29.5 29.5 -
10 FC):(;;lggI;}I’ransfer for the targeted poor MODMR 147.9 103.6 444
11 | Expansion of Cash Allowance MoSW 95.9 i 130.9
Programmes
12 FC):(;)Onsltéuctlon of home for homeless MODMR 250.6 741 176.5
13 | Additional procurement of paddy/rice MoEood 101.2 i 101.2
(2.0 lac ton)
14 | Support for farm mechanization MoAgri 378.8 50.0 328.8
15 | Subsidy for agriculture MoAgri 1,117.6 - 1,117.6
16 | Agriculture Refinance Scheme BB 588.2 - 29.4
17 | Refinance scheme for professional BB 3529 i 176
farmer and small traders
18 Employment pregtlo_n th_rough four State Banks 9353 i 235 3
owned financial institutions
19 | Subsidy for commercial bank's
suspended interest of April-May, 2020 BB 235.3 i 235.3
20 | Credit Risk Sharing Scheme for SME BB 2353 i 471
Sector
21 | Social Protection (Cash Transfer)
program for the export oriented industry | DoL 176.5 - 43.3
workers
Total (Million US$) 13,251.4 1,224.0 2,953.9

Source: Ministry of Finance

Additionally, the government has requested for budget and balance of payments (BoP) support from major
development partners including the IMF. The government has received budget support amounting to $1.0
billion from ADB, AlIB and WB in FY2019-20. Balance of Payment Support amounting $732 million is
received from IMF. Additional $2.0 billion of budget support is expected in FY2020-21 from Japan, ADB,
EU, Germany and EDCF of South Korea.
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1.10.2 Macroeconomic Effects of COVID-19

The macroeconomic effects of COVID-19 are still unfolding as the pandemic continues to take its toll on
human lives, health and wellbeing. Based on available evidence, the main macroeconomic effects for
FY2020 outcomes are summarized in Table 1.16. The effects were severe with substantial losses in GDP
growth, exports, investment and tax revenues. In the short-term, unemployment rate and poverty incidence
are likely to increase. However, this increase would fall as income transfer measures happen and
employment is restored. The measures taken by the government to stem the tide of the downturn in the
domestic economy will take time to unfold until such time that the health effects of COVID-19 become
manageable, workers return to the work place, and people resume their normal activities so that the demand
for service like transport, hotels and restaurants, vacation, tourism, beauty care, education, personal services
all return to normal levels. Importantly, the recovery of earnings from exports will depend upon how quickly
the global economy gets back to normal. The recovery of both domestic activity and global economy is
predicated upon the discovery of cure or vaccine for COVID-19. The best expectations today are that global
recovery could happen in early 2021.

Table 1.16: Macroeconomic Effects of COVID-19

Indicators FY20 Actual Outcome Pre-COVID FY2020
Expected Outcome
GDP Growth (%) 5.24 8.19
Nominal GDP (taka billion) 27964 28859
Private investment rate (% of GDP) 23.6 24.6
Exports ($ billion) 33.67 45.5
Tax Revenues (Taka billion) 2207 3401
Fiscal Deficit (% of GDP) 55 5.0
Inflation Rate (%) 5.65 5.5

Source: BBS, BB, EPB, MoF and 7" Five Year Plan
1.11 IMPLICATIONS FOR THE EIGHTH PLAN

The overall positive record of Seventh Plan implementation and associated progress in development
measured in terms of poverty reduction, employment, human development and growth in incomes suggests
that the Seventh Plan strategy was on the right track. Important gains have been made in securing many of
the targets of Vision 2021. In particular, Bangladesh has attained lower middle- income status earlier than
in 2021 while also achieved the MDG targets in most areas, especially poverty reduction. This solid
performance suggests that the Eighth Plan should stay the course of the Seventh Plan and focus on areas
where there are important performance gaps remain. The approach would be to pursue much of the same
strategy in a way that consolidates the gains while addressing the several implementation gaps identified
above.

The COVID-19 reinforces the importance of speeding up many of the reforms where a performance gap
has emerged. This includes revenue performance, private investment climate, export diversification and
domestic job creation. The tax performance of Bangladesh has been slipping over a long period of time and
this must be reversed quickly with important tax reforms under the 8FYP. Similarly, export diversification
and expansion of a diversified manufacturing base are of utmost importance. This will not be possible
without substantial increases in domestic and foreign private investment. The 8FYP will focus utmost
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attention to improving the investment climate for domestic and foreign private investment with a view to
offsetting the lack-lustre private sector investment performance in the 7FYP. Finally, the short-term
unemployment resulting from COVID-19 including retrenchment of overseas workers will present an
immense challenge in the very first year of the 8FYP. Job creation accordingly will be a top priority of the
8FYP.

Yet, the COVID-19 effects also bring in new challenges. In addition to the short-term recovery to the
COVID-19 losses, strategic changes will be needed in several areas relating to healthcare and social
protection. Both systems were heavily tested under the COVID-19 pandemic and the performance was
weak with large gaps. The 8FYP will emphasize the need for a complete overhaul of the healthcare system
which showed huge performance gaps in physical facilities, access to healthcare and availability of quality
healthcare staff. The COVID-19 has also reinforced the need for a universal healthcare system with a
combination of public and private health insurance scheme. Regarding the social security system, the slow
progress in implementing the NSSS and the inability to increase funding for social protection-related
income transfers to the poor and vulnerable will need to be addressed speedily both as a response to offset
the negative effects of COVID-19 but also to increase the growth elasticity of poverty as well as economic
recovery.

In addition to the above immediate priority reforms, there are four areas where the Eighth Plan would need
to probe deeper and take a more focused and comprehensive approach than was possible in the Seventh
Plan. The first concerns the need to build stronger institutions. The Seventh plan’s efforts to build important
institutions like the local government, the urban institutions, land administration, strengthening of the
National Board of Revenue and the Public-Private Partnership did not take deep roots. These lowered the
capabilities and services provided by these institutions. The strengthening of the judiciary, the Election
Commission and other democratic institutions are also long-term challenges that require continued efforts.
Secondly, implementation capacity in public agencies and ministries remain limited that adversely affected
the implementation of major public investment programmes and public policies in transport and social
sectors. Thirdly, stronger policy focus is needed in the area of income inequality. In particular, reform of
public finances that increases the equity of tax collection and public spending are of substantial importance.
Especially, the equity aspects of public spending on education and health require considerable effort.
Finally, despite progress, the programmes in environmental management and climate change remain of low
impact because they are not properly incorporated in the mainstream economic policy management. Strong
implementation of the Bangladesh Delta Plan (BDP2100) for sound management of water resources,
climate change, natural disasters and other environmental hazards will be a major focus for the Eighth Plan.
The integration of climate change and environmental management issues in growth and fiscal policy
management will be another high priority issue for the Eighth Plan.

In conclusion, adequate progress under the 8FYP is not only necessary to stay on track to achieve the targets
of PP2041, but also essential to achieve the SDG targets.
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CHAPTER 2

STRATEGIES FOR PROMOTING
PRO-POOR AND INCLUSIVE GROWTH

2.1 DEVELOPMENT CONTEXT

The adoption of PP2041 defines the government’s long-term development strategy. PP2041 defines three
overarching targets: (1) Secure UMIC status by FY2031; (2) Eliminate extreme poverty by FY2031; and
(3) Achieve HIC status by FY2041. The yearly average GDP growth targets and the pace of reduction of
extreme poverty are defined by these government-set long term goals. The challenge for strategy and policy
making is to identify the specific strategies and policies that if adopted and implemented well will take
Bangladesh to those development outcomes. The PP2041 has established the broad long-term strategic
directions and policy outlines that are associated with these development targets. The task of the 8FYP is
to flesh out in greater detail specific strategies, policies, investment programmes and institutional reforms
that are implementable and monitorable, and which will lead Bangladesh to stay on track for the
achievement of the PP2041 core long-term targets noted above.

The PP2041 rightly identifies growth acceleration as the primary vehicle to achieve UMIC and HIC status.
But it also recognizes that this rapid growth must be pro-poor and inclusive to secure the elimination of
extreme poverty by FY2031. Bangladesh has considerable positive experience with growth acceleration
and poverty reduction. The review and analysis of that experience can provide very helpful guide on the
core elements of a pro-poor and inclusive growth strategy. There ae also important lessons emerging from
the experiences of countries that have already moved from LMIC to UMIC and have also substantially
reduced extreme poverty. The 8FYP can draw on those experiences as relevant to the political economy
context of Bangladesh.

The unexpected COVID-19 pandemic has complicated economic planning and policy making with its fast-
spreading furious and damaging impact on human health, confidence and economic losses. Planning under
these extreme global and national uncertainties is a huge challenge. All countries are struggling and
Bangladesh will learn from the good practice experiences as they evolve to manage the COVID-19 damage
and move towards restoring the growth momentum. While considerable uncertainties prevail, it is
universally expected that the COVID-19, like other historical pandemics, will be tamed eventually with the
discovery of a vaccine or a cure or both. As noted in Chapter 1, on the economic front the main implication
of COVID-19 for the 8FYP is the slowdown in GDP growth during calendar year 2020 over the March to
December period. The current expectations are that global recovery will happen from calendar year 2021
(Table 2.1). What is striking is the huge projected recession in the US, Europe and India in 2020. The
projected recovery is in CY21 is modest.
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Table 2.1: IMF Projected Short-Term COVID-Linked Global Growth Outlook (%0)

Regions/Countries CY2019 CY2020 CY2021 FY2020 FY2021
World 2.9 -4.9 54 -1.0 0.25
us 2.3 -8.0 4.5 -2.9 -1.75
EU 1.3 -10.2 6.0 -1.7 -1.4
China 6.1 1.0 8.2 3.6 4.6
India 4.2 -4.5 6.0 -0.15 0.75

Source: IMF World Economic Outlook June 24, 2020

Like other open economies, the Bangladesh economy is adversely affected by global developments through
three major growth drivers: RMG exports; remittance inflows; and inflows of FDI. RMG and remittances
are already major growth drivers. Although FDI presently plays a modest role, the macroeconomic
framework of the PP2041 assigns FDI a growing and important development role in the hunt for higher
economic growth, especially in view of the sluggish performance of domestic private investment in the
7FYP. On a fiscal year basis that is followed in Bangladesh, the projected global downslide continues in
Fiscal Year 2021. This will seriously hurt the expected recovery of exports, remittances and FDI for
Bangladesh in FY2021.

2.2 DEVELOPMENT APPROACH OF THE 8FYP

The implementation of PP2041 is envisaged in four 5-year phases. The first phase starts with the 8FYP.
So, the main task of the 8FYP is to start the implementation of PP2041 in a way that it brings Bangladesh
closer to the goals of attaining UMIC status, attaining major SDG targets, and eliminating extreme poverty
by FY2031. In the backdrop of these factors, the 8 Plan takes the lead from PP2041 and centres on six
core themes:

¢ Rapid recovery for COVID-19 to restore human health, confidence, employment, income and economic
activities.

e GDP growth acceleration, employment generation, productivity acceleration and rapid poverty
reduction. Thus, the average GDP growth is targeted to increase from 7.4% in the 7FYP to 8.0%, with
annual growth rate reaching 8.5% by FY2025. Average productivity growth rate is targeted at 5.6%.
Poverty incidence is projected to fall from 20.5% in FY2019 to 15.6% in FY2025; while extreme
poverty is targeted to reduce from 10.5% in FY2019 to 7.4% in FY2025.

e A broad-based strategy of inclusiveness with a view to empowering every citizen to participate in full
and benefit from the development process, and helping the poor and vulnerable with social protection-
based income transfers.

e A sustainable development pathway that is resilient to disaster and climate change; entails sustainable
use of natural resources; and successfully manages the inevitable urbanization transition.

o Development and improvement of critical institutions necessary to lead the economy to UMIC status
by FY2031.

e Attaining SDG targets and mitigating the impact of LDC graduation.

These 6 inter-related themes are integrated in the entire 8FYP macroeconomic and sectoral strategies,
policies and programmes.
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2.3 PRO-POOR AND INCLUSIVE GROWTH AND CONCERNS OVER EQUITY

International experience shows that sustained rapid GDP growth can play a key role in reducing poverty.
For example, rapid economic growth has helped greatly to reduce poverty in East Asia, where the proportion
of people living in extreme poverty fell from 33% in 1990 to 9.9% in 2004, and in South-East Asia, where
the proportion fell from 41% to 29.5% over the same period. China, which experienced double digit growth
rates for three decades since 1980, lifted 600 million people out of poverty leaving barely 10 million in
poverty today out of its 1.4 billion population. Conversely, in sub-Saharan Africa, where economic growth
has been slow overall, the proportion of people living in extreme poverty has fallen only slightly, from 47%
in 1990 to 41% in 2004. Bangladesh has a similarly positive experience.

There is also an emerging consensus among the development community that poverty reduction efforts
should address poverty in all its dimensions—not only lack of income or consumption, but also the lack of
access to health and education, the vulnerability to shocks, and the lack of control over one’s own life. The
multi-dimensional nature of poverty is how an accepted principle, enshrined in the SDGs and endorsed by
the UN member countries including Bangladesh.

Bangladesh has moved well with its comprehensive program of reducing poverty, focused on accelerating
GDP growth, improving human development, supporting the vulnerable and bringing equality of
opportunities amongst all groups. Although there has been improvement in building social safety nets for
the poor and vulnerable under the NSSS, still a large proportion of population is outside the social protection
system and remains exposed to various economic and social volatility as illustrated with the COVID-19
experience. Lot more needs to be done to effectively reach the target population.

2.3.1 Implications of Pro-Poor Growth

In order for GDP growth to have a significant poverty alleviation effect, it has to be pro-poor. Therefore,
making growth pro-poor has become an important development challenge for Bangladesh. Growth must
involve at least two features to be regarded as pro-poor: (a) the income growth rate of the poor must exceed
the income growth rate of the non-poor. (b) A second requirement is that the measure should be sensitive
to the distribution of incomes among the poor in the sense of giving greater weight to the poorest of the
poor.

Research reveals that higher income inequality reduces the poverty impact of growth. Reducing income
inequality has the effect of reducing poverty by giving the poor more resources initially such that it will
increase the poverty impact of subsequent growth. Inequality is therefore associated with a low elasticity
of growth to poverty reduction. This arises when inequality of opportunity is embedded in society, so that
the poor are denied the assets by which they might build their livelihoods, and are disadvantaged—indeed,
in some cases face outright discrimination — in markets. Not only do the poor suffer, but so too does the
economy as a whole, since the working poor are unable to contribute substantially. A particular concern is
gender inequality: women receive less education than men in much of Africa and Asia, have to provide the
majority of childcare, and often confront barriers in labour markets. Similarly, in many developing
countries, significant differences in the provision of education and health services to rural areas compared
to the cities mean that rural people are at a disadvantage.
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2.3.2 Implications of Inclusive Growth

In the last two decades the concept of inclusive growth replaced pro-poor growth as the dominant focus of
a growth strategy in international development discourse. The concept places a particular emphasis on
analysing a country’s structural transformation based on the premise that no country has been able to
achieve significant income growth and poverty reduction without it. It then further argues that the pace of
growth should be rapid to ensure substantial reduction in poverty and the pattern should be broad based
encompassing all sectors and all parts of the labour force. The focus is on the nature of growth that is also
job creating or employment generating, which then becomes the conduit for the poor to come out of poverty.

2.3.3 Equity Concerns

The concern with equity has emerged strongly in recent global debates on economic progress. This has
happened partly in recognition of the fact that in spite of great strides made by the world in recent times in
promoting growth of incomes and ensuring higher standards of living across the globe, inequality between
and within nations has not diminished. In fact, it has increased in many parts of the world, especially in the
developed world and in parts of the developing world that have been enjoying the most rapid pace of
growth. This global concern with equity finds echo in the local discourse on political economy in
Bangladesh as well. As growth has picked up over the last two decades, and brought poverty down in its
wake, observers have noted with dismay that inequality has remained high and if anything is getting even
higher. For example, in Bangladesh, whereas income Gini coefficient (a standard measure of income
inequality) was 0.388 in 1991-92, it has been rising steadily since, to 0.451 (2000), 0.458 (2010), and 0.483
(2016). An alternative measure of income inequality, the Palma ratio tells the same story. The Palma ratio,
defined as the ratio of income shares of the top 10% and bottom 40% of the population, rises from 1.73
(1985), to 2.62 (2005), and to 2.93 in 2016. Clearly, this indicates that as growth accelerated in Bangladesh,
income inequality has been on the rise.

Before embarking on the analytics of pro-poor and inclusive growth it would be instructive to review the
state of play regarding change in the income of the poor relative to the rest of the population in a broad
range of countries. One approach that is fairly common is to look at the average income of the bottom 40%
of the population. The World Bank, in its 2018 report, Poverty and Shared Prosperity, has compiled data
on how incomes of the bottom 40% of the population changed relative to income of the average population.
Table 2.2 provides a snapshot of selected (mostly) developing countries.
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Table 2.2: Income Growth of Bottom 40% versus Average Population

Growth of income (2010-15) of
Bottom 40% | Average population
Bottom 40% growing faster than average
China 9.1% 7.4%
Vietnam 5.2% 3.8%
Malaysia 8.3% 6.0%
Thailand 5% 3%
Brazil 3.8% 2.2%
Egypt 2.6% 0.8%
Bottom 40% growing slower than average
Bangladesh 1.4% 1.5%
Sri Lanka 4.8% 5.3%
Pakistan 2.7% 4.3%
Indonesia 4.8% 4.8%
United States 1.3% 1.7%
Bottom 40% with declining income share
Uganda -2.15 -0.96
Zambia -0.59 2.93
Greece -8.35 -6.98
Spain -2.16 -1.53
South Africa -1.34 -1.23

Source: World Bank (Poverty and Shared Prosperity 2018)

The evidence points to the successful stories of several East Asian countries (China, Vietnam, Malaysia,
Thailand) where income of the bottom 40% has been growing faster than that of the average population.
Bangladesh falls in the group of countries where income of the bottom 40% is growing almost equal to that
of the average population (1.4% against 1.5%). That is still better than a host of developing countries (e.g.
South Africa, Zambia) where income of the bottom 40% has been falling faster than that of the average
population. Inequality and poverty must be getting worse in both countries. The data points to the evidence
that growth has tended to be more pro-poor and inclusive in the first group of countries than in the second
or third group.

The conclusion we can draw from the preceding analysis is that the pursuit of pro-poor and inclusive growth
in Bangladesh must also address the challenge of rising inequality that is being experienced with rapid
growth of the economy. The growth enhancing strategies of the 8FYP must therefore embrace various
measures to arrest the rise of income inequality, by ensuring that average income of the bottom 40% of the
population grows faster than that of the average population.

2.4 RAPID GROWTH AND PROGRESS IN POVERTY REDUCTION

Along with growth acceleration, Bangladesh has made great strides in reducing the level of poverty over
the last three decades, and especially since the turn of the present century. During the 1990s, the rate of
poverty had declined relatively slowly-from 56.7 percent in 1991/92 to 48.9 percent in 2000. The following
decade witnessed a sharp acceleration in both the rate of growth and the pace of poverty reduction, when
national poverty declined more than twice as fast as in the 1990s-falling to 31.5 percent by 2010. It has
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continued to fall since then- reaching 24.2 percent by 2016, projected to be under 20% by 2020. But the
pace of poverty reduction has slowed somewhat in the immediate past decade (Table 2.3). Whereas the
decade of 2000s witnessed a reduction of 1.7 percentage points per year, in the subsequent six years the
rate of decline was down to 1.2 percentage points per year. At the start of the 8FYP, prior to the COVID-
19 crisis, some 33 million people were estimated to be living in poverty.

Table 2.3: Poverty Trends: 1991-92 to 2016

(Head-count ratio; percentage)

1991-92 1995-96 2000 2005 2010 2016

Overall Poverty
National 56.7 50.1 48.9 40.0 31.5 24.2
Urban 42.8 27.8 35.2 28.4 21.3 18.6
Rural 58.8 54.5 52.3 43.8 35.2 26.4

Extreme Poverty
National 41.1 35.2 34.3 25.1 17.6 12.8
Urban 24.0 13.7 19.9 14.6 7.7 7.4
Rural 43.8 39.5 37.9 28.6 21.1 14.8

Sources: BBS, Household Income and Expenditure Survey (HIES), 2010, 2016.

The pattern is quite similar for extreme poverty. After falling at a relatively slow rate in the 1990s, it fell
sharply in the decade of the 2000s, when it was almost halved — from 34.3 percent in 2000 to 17.6 percent
in 2010. Since then, the pace of reduction has slowed, and by 2016 extreme poverty stood at 12.9 percent,
projected to be below 10% in FY2020.

Research has established a link between inequality and poverty. Even when growth accelerates, poverty
reduction can slow down if distribution becomes more unequal. As discussed below, income inequality in
Bangladesh has indeed been on arising trend. The 8FYP must take this critical factor on board in promoting
pro-poor and inclusive growth.

2.5 THE GROWTH-INEQUALITY NEXUS

Following the seminal work of Simon Kuznets, the causal relationship running from growth to inequality
has been characterised as an inverted U-relationship, where inequality first rises with growth and
subsequently falls as a country becomes richer. Much work has been done since to explain this alleged
‘law’ of development and to test its empirical validity. The general conclusion is that there is no systematic
relationship between growth and inequality - indeed, there are about as many instances of inequality rising
as there are instances of inequality falling with growth. Numerous studies of the East Asian ‘miracle’
economies have shown how policies played a critical role in helping them combine growth with equity in
the 1960s and 1970s. Particular importance were policies aimed at promoting broad-based education and
massive redistribution policies aimed at building broad-based human capital. The experience of Western
Europe also shows how high per capita income and low- income inequality can coexist with re-distributive
fiscal policies. Nevertheless, it has been noted, in particular, that inequality has actually worsened in all the
Asian countries that have moved on to a higher growth path in recent years - for example, in China,
Vietnam, India and Bangladesh.

38



In order to investigate the forces behind rising inequality, it would be useful to look at it from a slightly
different perspective from the one offered by the widely used Gini coefficient. It has been well-known for
a long time that one of the limitations of the Gini coefficient is that by construction it attaches more weight
to the middle of the distribution than to the tails. This would not be a problem for comparison between
distributions if the middle of the distribution behaved in the same way as the tails — e.g., if any widening of
the gap between the upper and lower tails was also accompanied by similar widening of the gap in the
middle of the distribution. This is indeed the implicit assumption behind the widespread use of the Gini
coefficient.

But the path-breaking recent work by Gabriel Palma has seriously questioned the empirical basis of this
assumption. In an influential study on income distribution for a large number of countries around the globe,
he has demonstrated that the middle of the distribution does not generally behave in the same way as the
tails In fact, one of the stylized facts that emerges from his studies is that the middle class — representing
50 per cent of the population belonging to the five deciles from the fifth to the ninth — manages to capture
a fairly constant share of roughly 50 per cent of national income in most countries most of the time. It is
the changing division of the remaining 50 per cent of national income between the bottom 40 per cent of
the population and the top 10 per cent that drives the change in overall income distribution. Thus, when
income distribution worsens it is usually because the share of the top 10 per cent goes up at the expense of
the bottom 40 per cent, while the middle 50 per cent of the population more or less hold on to their share.
The changing pattern of income distribution thus essentially represents a struggle between the two tails of
the distribution for sharing the half of national income that is not captured by the middle class.

This finding has a clear implication for how best to measure the degree of income inequality. What one
should look for is not a measure of overall distribution, such as the Gini coefficient, because the middle of
the distribution doesn’t change much anyway, but simply a measure of the gap between the two tails of the
distribution because that’s where changes mainly occur. The simplest such measure is the ratio between the
income shares of the bottom 40 per cent and the top10 per cent of the population, known as the Palma Ratio.

Table 2.4: An Alternative Measure of Income Inequality: The Palma Ratio

1991-92 1995-96 2005 2016
Income Share of Bottom 40% 29.23 15.54 14.36 13.01
Income Share of Middle 50% 53.36 49.78 48.00 48.83
Income Share of Top 10% 17.41 34.68 37.64 38.16
Total 100.00 100.00 100.00 100.00
Palma ratio 1.68 2.23 2.62 2.93

Source: Calculated from the data on income distribution given in the reports of Household Income and Expenditure Surveys,
various years.

The trend of the Palma ratio between 1991-92 and 2016 is shown in Table 2.4. Consistent with the Palma
hypothesis, the share of the middle 50 percent of the population has remained unchanged at around 50
percent of national income. But the gap between the top and the bottom has widened. Palma ratio has gone
up continuously — from 1.68 in 1991-92 to 2.23 in 1995-96 to 2.62 in 2005 and further to 2.93 in 2016.
There is clearly a long-term trend of an increasingly unequal society. While the middle class has held its
own, the bottom 40 percent of the population is continuously losing out to the top 10 percent in the perennial
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struggle over income distribution. That raises the question: was rapid growth over the past decade inclusive?
If not, how do we change the distribution of income as economic growth and income accelerate over the
period of the 8FYP. This has been addressed categorically in the 8FYP

2.6 GROWTH AND DISTRIBUTION: THE BANGLADESH EXPERIENCE

GDP growth embarked on a rising trajectory during the 1990s and the trend has continued to date, taking
Bangladesh economy to a substantially higher growth path. Growth of GDP accelerated from about 4.8 per
cent in the 1990s and further to 5.8 per cent in the 2000s, and 7 per cent in the 2010 decade (Table 2.5).
The growth spurt, in combination with continued slowdown in population growth, has resulted in a fairly
rapid increase in per capita income. In the 1990s, per capita income grew at the rate of 3 per cent per annum,
which amounted to a near doubling of the growth rate of the preceding two decades, and in the 2000s it
grew even faster, at 4.4 per cent per annum. While this performance was not nearly as strong as in some of
the East and Southeast Asian countries during the same period, it was still a remarkable achievement by
historical standards and also quite impressive in comparison with the developing world as a whole.

Table 2.5: Decadal Growth Rates: 1990s to 2019 (per cent per annum)

1980-89 1990-99 2000-09 2010-19
GDP growth 3.72 4.80 5.82 7.00
Population growth 2.01 1.70 1.32 1.10
Per capita GDP growth 1.68 3.05 4.44 5.90
Source: BBS

Rapid growth helped lower poverty but income inequality increased. The degree of income inequality, as
measured by the Gini coefficient, has increased from an average of 0.38 in the 1980s to 0.44 in the 1990s
and further to 0.46 in the 2000s (Table 2.6). The Palma Ratio inequality indicator in Table 2.4 conveys a
similar message of rising income inequality as growth accelerated. Thus, while the average living standard
in Bangladesh is growing, the gap between the rich and the poor is also widening.

Table 2.6: Decadal Average of Income Gini Coefficient: 1980s to 2000s (per cent)

1980s 1990s 2000s
National 0.377 0.442 0.463
Rural 0.361 0.389 0.430
Urban 0.380 0.471 0.475

Source: Household Income and Expenditure Surveys of the Bangladesh Bureau of Statistics (various rounds).

Although the pace of growth has been rapid enough to bring about a substantial reduction in poverty despite
rising inequality, the worsening of income distribution is a matter of concern for at least two reasons: (a) it
indicates that the benefits of growth are not being shared equitably, i.e. growth is not inclusive; and (b)
higher inequality lowers the growth elasticity of poverty reduction.
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2.7 DRAWING FROM CROSS-COUNTRY INITIATIVES ON PRO-POOR AND
INCLUSIVE GROWTH

The formulation of policies and strategies for pro-poor inclusive growth during the 8FYP may draw on the
good practice experiences of countries that have reconciled high GDP growth rate with lower income
inequality. Global research evidence has identified six policy areas that appear to be effective in reducing
inequality.

e Early childhood development and nutrition interventions
e Universal health coverage

o Universal access to quality education

e Cash transfers to poor families

e Rural infrastructure -- especially roads and electrification
e Progressive taxation

The best examples of reconciling high per capita income with lower income inequality comes from the
experience of Western Europe where a strong redistributive fiscal policy that raises revenues from a
progressive system of personal income taxes and uses that money for making income transfers to the poor
and the vulnerable through an expansive social protection system. These countries also provide universal
healthcare and free college level education for all. In addition to the implementation of a broad-based
redistributive fiscal policy, specific policies can be taken to benefit the poor. A few examples of specific
measures taken by selected developing nations to promote shared prosperity are illustrated in Box 2.1.
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Box 2.1: Specific Examples of Policies to Benefit the Poor

e Since 2015, Ethiopia’s entire population benefits from basic social services. It uses block grants to regions
and districts for delivering basic social services in health, education, agriculture, and rural roads, water,
and sanitation. The support has achieved notable results in ensuring better access to services and
contributed to the country’s impressive gains in basic services.

e Egypt’s reform program focuses on creating opportunities for Egyptians and raising living standards by
promoting the private sector and improving government performance. The new program, ‘Egypt Takes
Off,” has a focus on promoting small businesses while improving the capacities of local governments to
deliver services to their citizens and guide local development.

e Chile addressed the challenge of unequal access to quality education by adopting policies to promote
equal opportunities in education. As a result, nearly 49,000 students received full scholarships for their
tertiary education. And the lowest grade in each school receiving public funding rolled out a centralized,
regulated admission system that saw 75 percent of applicants receiving their first preference for school
admission.

e In Malaysia, the rapid income growth among the bottom 40 percent from 2011 to 2015 is fundamentally
driven by rising real wages and overall income of the bottom 40 grew at an annual rate of 12 percent. The
timing of the increase in labor earnings coincides with minimum wage legislation passed in 2012, which
introduced minimum wages for the first time, relevant to all workers except domestic employees. In part,
the minimum wage was put in place to address the dysfunctional wage-setting practices for low-paid
workers. The increase of minimum wages has also been linked to strong reductions in inequality in other
countries such as Brazil.

o Almost all of the high performing Asian economies- Hong Kong, Indonesia, Korea, Malaysia, Singapore,
Taiwan (China), and Thailand implemented policies based on the theme of ‘shared’ growth strategies.
The elites were held responsible for maintaining higher savings and eventually higher investment, while
the non-elites were induced to focus on primary education, basic healthcare and land reform opportunities
to bring about a more engaging growth mechanism.

o Indonesia has led the world in its policy of inclusive fossil fuel subsidy removal, introducing direct social
welfare policies to support its poorest citizens while pursuing a green energy policy.

e Rwanda has improved the ecotourism revenue-sharing model, directing it to local communities as an
inclusive incentive to manage biodiversity.

o South Africa’s 12 “Working for Forests, Ecosystems, Coasts, etc.” programs combine environmental
improvement with job schemes for disadvantaged women and men.

e  The Philippines’ National Greening Program has shown that a targeted investment of US$650 million in
sustainable forestry can deliver effective forest rehabilitation alongside more secure livelihoods for
marginalized indigenous communities.

28 8FYP STRATEGIES AND POLICIES TO MAKE GROWTH PRO-POOR AND
INCLUSIVE

2.8.1 Projected Growth Path for the 8FYP

The pre-COVID-19 growth path for the 8FYP associated with PP2041 is shown in Table 2.7. It called for
GDP to grow from 8.13% in FY2019 to 8.19% in FY2020 and rising to 8.51% in FY2025. With the advent
of COVID-19, this projected growth path has been disrupted. However, most of the damage has happened
in FY2020. GDP is estimated to have fallen to 5.24% in FY 2020 owing to the adverse effects of the
domestic lockdown in the 2020 April-May periods as well as the effects of the global downturn in terms of
loss of RMG export earnings. Data for the first 6 months of FY2021suggest that recovery is already
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underway with strong turn around in exports, a solid agriculture sector performance and a surge in
remittance earnings. The government’s stimulus package is supporting this recovery and the government
now expects to restore the growth momentum back to the PP2041 track. The government will continue to
monitor the COVID-9 situation and provide continuous support to protect the recovery of economic
activities as already seen in the first six months. Additional policies will be taken as necessary to ensure
that the economy remains buoyant and economic recovery and growth momentum remains on track as
projected in the PP2041 and reflected in Table 2.7.

Table 2.7: GDP Growth Projections under the 8FYP

FY20 Fy21 FY22 FY23 FY24 FY25
Actual
Pre-COVID-19 GDP growth (as 8.19 8.23 8.29 8.32 8.37 8.51
per pp2041)
GDP growth with COVID-19 5.24 7.40 7.70 8.00 8.32 8.51
Population growth 1.39 1.34 1.24 1.22 1.19 1.18
Per capita GDP growth 3.85 6.06 6.46 6.78 7.13 7.33

Source: BBS and GED Projections

2.8.2 Strategy for COVID-19 GDP Growth Recovery

The government has demonstrated its resolve to address the challenges emerging from COVID-19 swiftly
and comprehensively with a view to minimizing the loss of lives, restoring the health of those affected,
removing fear and building confidence, and putting the economy on a path of economic recovery while
taking care this is consistent with the restoration of human health and confidence. In addition to
implementing the actions already taken in FY20, the government will take a number of far-reaching steps
to improve health care capabilities and facilities in the 8FYP. Funding for healthcare will be increased,
public-private cooperation will be strengthened, the capabilities of district-level healthcare facilities will be
enhanced, and Universal Health Care will be introduced. The economic activity opening up will be phased
and implemented in ways that risks to COVID spread are minimized. Bangladesh will learn from the lessons
of other country experience in fine tuning its health response to COVID-19. It will also liaise with the
World Health Organization and countries that are well advanced in medical search for vaccine and or cure.
All efforts will be made to procure these benefits when available. The capabilities of domestic Pharma and
medical research will be enhanced through research grants for research and innovation in the area off
COVID-19 cure.

Regarding economic recovery, strong effort will be made to fully implement the stimulus and relief package
announced in April-June 2020. The social protection delivery will be strengthened through a more rapid
implementation of the NSSS and increase in funding for poverty-focused social protection programmes.
Topmost attention will be given to protect the jobs and enhance new jobs in the micro and small enterprise
sector that presently employ an estimated 28 million people. This will be done immediately through the
provision of low-cost loans through the banking sector. The Bangladesh Bank will work with commercial
banks and the non-bank financial institutions how this can be done in a flexible and low-cost manner. All
institutional or regulatory barriers will be removed to reach out these enterprises pro-actively.
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2.8.3 The Challenge of Job Creation for Inclusive Growth

The pro-poor and inclusive nature of growth depends to a large extent on three important factors: growth
in employment; improvement in labour productivity and increase in real wages. The primary channel
through which growth contributes to poverty reduction by generating income for the poor is through
employment creation. Productive employment is regarded as one of the main instruments for achieving
inclusive growth.

Growth to be considered inclusive needs increased job opportunities, access to critical social services,
income transfers to the poor and vulnerable through a system of adequate social safety nets. The principal
source of poverty is lack of income generating capacity. Growth generates increased demand for labour,
and the poor only has labour to sell. As employment opportunity increases, so also the labour share of
income increases, which in turn further boosts growth- thus creating a virtuous cycle. But employment is
also not only about quantity of jobs created but also about the quality of jobs. There is sufficient empirical
evidence which suggests that as jobs increase in the formal sector, that leads to much faster rise in jobs in
the informal sector, which are mostly low-paid and insecure jobs. In Bangladesh about 85 percent of jobs
are in the informal sector. Most employed in the informal sector would like to get employment in the formal
sector but the lack of education and skill remains the principal barrier for these people to transit into the
formal sector.

The government’s growth strategy so far achieved considerable success in accelerating GDP growth and
changing the production structure away from agriculture to industry and services. This growth strategy
created many jobs in manufacturing, construction, professional services, transport, trade and other informal
services. But there are three major challenges on the employment front. First, employment growth has been
much slower than GDP growth implying that the employment elasticity of GDP is falling (Table 2.8).
Second, employment in manufacturing and construction actually contracted between 2013 and 2016-17
even as value-added growth in these activities accelerated. Third, the concentration of jobs in the informal
sector further increased raising concerns about the shortage of decent jobs. A major policy challenge facing
the 8FYP is how to ensure that GDP growth acceleration creates more good jobs in the economy. This calls
for a creation of jobs at a faster pace than in recent years in manufacturing, construction, transport, trade
and professional services that will also increase the share of jobs in the formal sector and thereby improve
the quality of employment. All considered, for growth to be inclusive, job creation effect of growth is a
must.

Table 2.8: Employment Elasticity of GDP

Employment Elasticity wrt 2000-2010 2010-2016/17 2013-2016/17 2000--2016/17
Total GDP 0.57 0.25 0.17 0.44
Agriculture 0.76 Negative Negative 0.38
Manufacturing 0.83 0.39 Negative 0.61
Services 0.46 0.64 0.36 0.51

Source: BBS National Accounts and LFS data
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2.8.4 Projected Job Creation Target for the 8FYP

Amidst the downturn of the COVID-19 crisis, the 8" Five Year Plan focuses on strategizing inclusive
growth. The acceleration of GDP growth, generation of employment, and reduction of poverty are in the
center of focus in the Eighth Plan. The GDP growth acceleration from 7.4% in the Seventh Plan to 8.0% in
the 8FYP period provides new employment opportunities. However, if GDP growth rates fall or overseas
employment prospects remain tight, the domestic employment situation may face difficulty. The loss of
employment owing to COVID-19 in FY2020 will need to reverse rapidly in FY2021 and FY2022. More
generally, the acceleration of GDP growth as envisaged in Table 2.7 will be critical to restore and strengthen
the employment prospects during the 8FYP. Along with higher GDP growth, efforts will be necessary to
increase the job creation potential of growth by making it more pro-poor.

To guard against the downside risks, the 8FYP will seek to take policy measures that increase the
employment impact of growth. The main focus of the Plan will be to create more jobs through investment
and growth to absorb the new entrants in the labor market and those who lost jobs due to COVID-19 fall
out. The Government will also be mindful of reaping the full benefits of the demographic dividend. The
critical areas of 8FYP will be to stimulate labor-intensive and export-oriented manufacturing-led growth,
promote agricultural diversification, infuse dynamism in CMSMEs, strengthen the modern services sector,
promote non-factor services, encourage ICT-based entrepreneurship, and strengthen overseas employment.

The job creation projection during the 8FYP period is shown in Table 2.9. The objective would be to
increase the employment elasticity of GDP to 0.30 in the 8FYP period which was 0.57 during the period
2000-2010. The target of employment elasticity of 0.30 is consistent with the Perspective Plan of
Bangladesh 2021-2041. The government will also take measures to boost overseas employment once the
global recovery from COVID-19 is underway in FY2022. On the supply side, the projections assume that
labor force will grow at 2.2% per year, which is faster than observed during 2010-17 (1.6%). This is done
to allow for higher female labor force participation rate that is expected from the implementation of the
government’s women empowerment policy.

Table 2.9: Employment Generation during 8FYP

FY2021 FY?2022 FY2023 FY2024 FY2025
Real GDP growth (%) 7.40 7.70 8.00 8.32 8.51
Additional domestic employment (million) 1.43 1.52 1.61 1.72 1.80
Additional overseas employment (million) 0.58 0.61 0.65 0.69 0.72
Additional total employment (million) 2.01 2.13 2.26 241 2.52
Additional labour force (million) 1.49 1.53 1.56 1.60 1.63
Excess employment (million) 0.52 0.60 0.70 0.81 0.89

Source: Eighth Plan Projections

Under these assumptions, the total number of domestic jobs created will be much more encouraging than
was possible during the 7FYP. Along with the projected overseas employment, this will allow a surplus
job creation of 3.52 million that will be helpful in reducing the youth unemployment and curb the stock of
underemployment in Bangladesh.
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2.8.5 Strategies for Accelerating Pro-poor and Inclusive Growth
The pro-poor inclusive growth strategy of 8FYP includes seven pivotal themes:

e Promote labour-intensive, export-oriented manufacturing-led growth.

e Promote agricultural diversification.

e Infuse dynamism in the cottage, micro, small and medium enterprises (CMSMESs)
e Strengthen modern services sector

e Push exports of non-factor services

e Promote ICT-based entrepreneurship

e Strengthen overseas employment

The main focus of the 8FYP inclusive growth strategy would be to create much more jobs through growth
than was possible in the 7FYP both to absorb those unemployed owing to COVID-19 and to reap the full
benefits of the demographic dividend. Structural transformation during 6™ and 7" Five Year Plans have
already laid the foundations for industry-led growth. Manufacturing sector has taken the lead supported by
the expansion of RMG exports. This has increased the GDP growth rate, increased exports and created 4
million jobs in the RMG sector. However, non-RMG exports have not prospered that has constrained
export diversification and slowed down manufacturing job creation in recent years, While the RMG sector
will continue to play its major role, the 8FYP growth strategy will put top priority to the production and
exports of non-RMG manufacturing to diversify the production and export base in areas including
processed food, leather and footwear, light engineering, and pharmaceuticals. Many of these activities, like
food processing and leather and footwear, are relatively labor intensive like RMG and have huge external
market. So, like RMG they will create jobs and contribute to exports while accelerating value added growth.
Emphasis will also be placed to promote efficient import substitution activities with high domestic demand,
such as a range of consumer goods. Trade policy bias against exports will be removed through trade
reforms, the exchange rate will be made more flexible and competitive, and FDI and domestic investment
in manufacturing will be promoted through reforms of the investment climate to implement this strategy.

In agriculture, the strategy will be to further increase agriculture diversification while maintaining food
security through improvements in productivity, supply of inputs, price policy supports, water supply, farm
credit and marketing support. Agriculture exports will be promoted to increase farm income and
employment in non-crop activities especially fisheries, fruits and vegetables and dairy products.

The cottage, micro and small enterprises (CMSESs) hold the most promise for creating jobs in both rural and
urban areas. Available data show that these enterprises account for 99.8% of all non-farm enterprises and
83% of all non-farm employment (estimated at 34 million in 2019). However, research shows that these
enterprises are mostly informal in nature and lack dynamism. They face a variety of constraints that are
very specific to CMSEs and very different from medium and large enterprises (MLES). These include
regulatory barriers owing to absence of registration and tax ID, inadequate access to institutional finance,
high interest rates, low investments, inadequate technology, weak skills and weak market access. Global
experience from Japan, Taiwan and Korea show the powerful and dynamic role of CMSEs for exports,
growth and employment. The 8FYP will place strong emphasis in dynamising these CMSEs by making a
concerted effort to remove these constraints. In particular, the regulatory barriers will be simplified and the
institutional and financial support to CMSEs will be vastly enhanced through the conversion of the SME
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Foundation into Small Business Agency (SBA) as in the USA that will serve as a one-stop shop to promote
CMSEs, working closely with the Bangladesh Bank on the financing side. Innovative financial solutions
involving ICT will be used to improve access to commercial bank credit through low-cost approaches to
loan applications, approvals and supervision. Credit Guarantee Schemes will be developed to reduce credit
risks and to provide startup capital.

The services sector has already made substantial progress in converting from low-productivity informal
services to high-productivity formal services in areas such as banking, finance, urban transport, ICT, health
care, education and tourism. This transformation will be further enhanced by creating incentives for
domestic and foreign private investment through regulatory reforms and supportive public investment in
related infrastructure.

A major growth and employment driver that will be supported is the expansion of services exports. There
is a huge trade gap in international shipping services and efforts will be made to capture a larger share of
this market. Export prospects are also large in tourism and ICT services. These exports are highly labor
intensive and create employment, especially for educated youth. Indeed, the ICT sector has begun to show
dynamising in various services activities and holds huge prospects for further job creation for the educated
youth. The 8FYP will boost ICT activities through reductions in ICT taxes, through expansion of ICT
education and training and through eliminating all regulatory barriers.

The overseas employment and remittances have played a major development role during the 6" and the 7t
Plans, creating jobs, providing income and investment. Remittance inflows have not only lowered poverty
through direct income transfers, they have contributed to transforming the rural economy by supporting
activities and employment in a range of rural services including construction, housing, transport, trading,
health, and education. The 8FYP will build on this solid track record and make further efforts to increase
overseas employment and remittances. The COVID-19 has adversely affected overseas employment. The
COVID-19 has adversely affected overseas employment, but remittances have continued to grow supported
by the 2% incentives offered by the government. This adverse overseas employment situation will likely
be reversed once the global economy recovers. The 8FYP will make a comprehensive push to expand
overseas employment and remittance earnings through G2G negotiations, by lowering the cost of migration
through low-cost loans from the Bangladesh Probashi Bank, by increasing training and other services to
potential migrants, and by stronger support in the work place against exploitation and abuse in host
countries through the local Bangladesh embassies

Gender balance in employment: Another challenge for labour markets is achieving equality in employment
opportunities for women. In most developing countries, there’s an unequal access to employment
opportunities and productive assets for women, and has no voice in any form of decision-making. Providing
support to organisations that promote women entrepreneurs in informal and formal economy, giving access
to finance schemes such as micro-credit, receiving better education and getting more support from men and
other family members are essential factors for a woman to freely indulge themselves in the labour market.
Inclusive growth is elusive with hindrances as such being prevalent in the economy.
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2.8.6 Policies for Pro-Poor and Inclusive Growth

Empirical evidence from poverty reduction and growth experiences around the globe — particularly from
developing countries — have led to a degree of consensus around several critical policies that are
instrumental in sustaining growth but also ensuring that its benefits are widely shared by the population.
Among these policies are:

Macroeconomic Stability. Macroeconomic stability is the foundation and a pre-requisite for growth.
Unstable macroeconomic environment, displayed in internal (fiscal and debt) and external (BOP)
imbalances in the economy, refers to a condition that adds a lot of uncertainty to economic decisions
affecting resource allocation choices, investment, output and employment levels at the aggregate and firm
levels. Exposure to currency fluctuations, large debt burdens, and unmanaged inflation can cause economic
crises that stifles GDP growth. Since income of the poor are more volatile and vulnerable to shocks, the
adverse effects are worse for them than the non-poor. There is incontrovertible research evidence
confirming that high inflation, particularly above 10 percent, disproportionately hurts the poor and that
large budget and current account deficits eventually lead to crises in which the poor suffer
disproportionately. Taming inflation through sound monetary policy should remain a priority
macroeconomic policy to support pro-poor growth objectives.

Fiscal Policy for equitable growth. The general consensus is that governments should try to keep the budget
deficit low and sustainable in order to keep inflation low and protect the incomes of the poor. Rather than
adopting an approach that involves abrupt cuts in government expenditures, policy makers often have
preferred to take on a more gradual approach that involves broadening the tax base and greater toleration
of short-term deficits during stabilization. In developing countries like Bangladesh, there is no option but
to resort to fiscal deficits for financing development projects. To the extent that fiscal deficits finance
investment that raise productivity and growth they will not lead to unsustainable debt in the future. Growth
is expected to generate the resources to pay off public debt in the future. Public expenditures in developing
countries boost aggregate demand, loosen the supply constraints on long-term growth and help to dedicate
resources towards poverty reduction goals.

Once the country has moved from its initial phase of growth and achieved higher income levels, fiscal
policy should not remain as tight, rather the government should be willing to spend on human capital
investments and other infrastructure investments to make growth sustainable and more pro-poor and
inclusive. As for public enterprises, most research finds that loss-making state enterprises distort markets,
produce inefficient outcomes, cannot cater to the needs of the poor consumers and divert resources from
priority pro-poor investments to less significant business ventures. On the other hand, there are instances
where privatization efforts have been captive to political patronage whereby public enterprises have gone
to political elites or prominent businessmen in society, have yielded low fiscal benefits to the government,
and have increased the costs of services for the poor. There is now clear consensus that the business or
industry is not the business of government. In the case where private enterprises operate and provide public
utilities policies must ensure that services are unbiased and are available to poor households too, and the
process must be managed in a transparent and competitive manner. Tax laws or exemption laws favoring
the well-off and undermining the interest of the poor should be avoided.
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Savings and capital accumulation driven growth model has been the flavour of the development economists
in the 1950s and 1960s. The model identifies the mechanism of economic growth is a very simple function
of increasing savings and investment. Bangladesh’s growth is still driven by investment (i.e. capital
accumulation) which must be financed through domestic savings, fiscal deficits, external resources.
Sustaining high growth with adequate domestic and external financing will remain the critical challenge of
the Government during the 8" FYP. To sustain 8%+ growth per annum, Bangladesh needs to maintain at
least 30%+ gross domestic investment as a percent of GDP. In addition, it would be necessary to maintain
solid investment in human capital — public expenditure in health and education — in the order of 5-6% of
GDP.

Knowledge based economy presupposes that knowledge and ideas are the key factors of prosperity and
economic growth. Capitalization of superior knowledge is considered to be the driving force in stimulating
growth in the rapidly spreading digital world and marketplace that can provide a sustainable competitive
advantage. Developing countries like Bangladesh have the advantage of leapfrogging in the digital age by
importing and adapting the latest technological innovation without making enormous investment in
research and development. Nevertheless, the 8" FYP should allocate adequate resources to continue
expansion of existing infrastructure for ICT growth, science and technology and research and development.

Trade-led growth can combine both trade and economic policies aiming to speed up the industrialization
process of a country. The evolution of globalization and multilateralism created a world economic order
that generated vast global markets for goods and services. It created deep elastic markets for goods of
developing countries which could then exploit global demand for their growth. What became the new
paradigm of export-led growth experienced by East Asian countries in the 1960s through 1980s has now
morphed into what can be aptly described as trade-led growth because of the most dynamic phenomenon
in 21t century trade — global value chain integration that equally involves import and export.
Understandably, this postwar global economic order is now under stress due to rising tendencies of
economic nationalism and unilateralism. These anti-globalization forces are still limited to parts of the
developed world. Hopefully, there are enough critics of this new trend to stem the tide of deglobalisation
bringing in its stead more rational approaches that see the need for reforming the multilateral regime in the
21% century context rather than abandon it to the detriment of the global community. In the Bangladesh
context, trade-led growth will remain a window of opportunity during the 8" FYP and beyond. While
emphasizing the country’s continued participation in the global value chain, e.g. in the RMG sector, efforts
should also be geared to enhance intra-regional trade.

Exchange Rate Policy. Another policy consensus that has received wide acceptance in the postwar era is
the advantage of flexible over fixed exchange rates. By and large, all economies have essentially abandoned
the policy of fixed exchange rate and moved to flexible or floating exchange rates with different degree of
flexibility. Evidence is clear that overvalued exchange rates must be discarded by governments at all costs
because it destroys the incentive to export, generate a balance of payment crisis over time, and is typically
anti-poor because the rich have a much higher propensity to import. Currency overvaluation can dampen
domestic production and employment, and can induce consumption and asset bubbles that may be difficult
to placate. While the orthodox approach is to manage competitive exchange rates, the more popular policy
stance undertaken by governments is to keep exchange rates significantly undervalued in order to make
their exports more competitive in the global market. This was the policy stance that supported export-led
growth in many East Asian economies and continues to be the policy stance in China. Exports boost
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productivity, which exposes domestic producers to competition in the foreign markets. Export growth
generates trade surpluses and enables accumulation of foreign currency reserves which can reduce balance
of payments vulnerability.

Safety Net and Social Protection Programmes. Strategies in relation to reducing income inequality include
safety nets, social funds, microcredit, and targeted cash and in-kind programmes, especially in health and
education. The drawback, however, of such safety net programmes are usually related to the extent of
influence they have on the poorer population. Not many have access to these programmes, or these
programmes are not run in an efficient manner because of a lack of incentive as well as targeting errors.
Given how difficult it is to make growth inclusive of all people and the urgent need for a strong and
functioning state to implement the pro-poor agenda, emphasis on strengthening state capacity and on
expanding its role in selected aspects of the economy should be considered. Further effort in improving
governance by strengthening democratic accountability and transparency needs to be put in place by
developing nations who are in dire need to eradicate poverty.

Social protection refers to policies and actions which enhance the capacity of poor and vulnerable people
to escape from poverty and enable them to better manage risks and shocks. Social protection measures
include social insurance, social transfers and minimum labour standards. These labour-facilitating
programmes stimulate participation of both men and women in various economic activities and contribute
to social cohesion and stability. It helps build human capital, manage risks, promote investment and
improve participation in labour markets. Social protection programmes are usually affordable by the masses
and the returns from such spending can be made worthwhile if the funds are utilized in providing facilities
and opportunities for the less privileged. Employment and social protection are mutually reinforcing. For
example, if employment increases in the economy and a larger population has more disposable income to
spare, they may spend it on financing social protection. On the other hand, these programmes enhance a
workers’ employability by increasing their productivity and skills, which in turn will increase the total
employment in a region. Relevant strategies and actions are discussed in chapter 14.

Critical role of governance. Considerable research evidence is available on the role of governance in
fostering growth. The consensus is that growth is generally pro-poor but it is not always inclusive. The
determinants of pro-poor and inclusive growth highlights education, infrastructure improvement, and
financial development as the key factors in poverty reduction and inclusive growth. Moreover, to bring
forth economic prosperity, economic, political, legal and social institutions play a critical role. All of these
institutions need to be backed by sound governance mechanisms so that the spill-over effects of any
favourable change is transmitted to the less fortunate as well.

The principal findings and policy recommendations on governance that have strong implications for a
developing country like Bangladesh, may be summarized thus:

(i) in general growth is pro-poor: the income of the poorest 20 percent increases with per capita income
growth; (ii) globally, growth has not been inclusive; (iii) all features of good governance, especially the
control of corruption, are pro-poor, but only two features—government effectiveness and rule of law—
promote inclusive growth; (iv) structural factors such as education spending, infrastructure improvement,
and financial development are key factors for promoting both poverty reduction and inclusive growth; and
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(v) the impact of growth on the income of the poor is nonlinear and declines with the level of corruption,
but the impact of growth on the income share of the bottom 20 percent is linear.

Economic growth should be fostered and complemented with reliable and transparent public administration
and accountability, better education and labour market laws, so that the distribution of income is non-
discriminatory and support a fairer social inclusion. In other words, good governance allows better property
rights and business regulations, and ensures effective enforcement of laws by the system. Research also
suggests enhancing human capital through health care and education expenditure, infrastructure
improvement and financial development were the key factors in bringing down poverty and spurring
inclusive growth. Even programmes that deal with infant mortality or HIV/AIDS can render a positive
impact on poverty elimination.

2.9 INSTITUTIONAL DIMENSIONS OF PRO-POOR AND INCLUSIVE GROWTH

While the preceding analysis has reviewed some of the key drivers of growth and the approaches to making
growth inclusive, setting priorities for Bangladesh economy requires a strengthening of several underlying
growth-related institutions. These institutional reforms include:

e Ensuring that the ministries/divisions/institutions responsible for implementing growth strategies
(ministries of finance, commerce, planning, NBR and the BB) are organized well, work in
coordination and are focused on maintaining macroeconomic stability (i.e. low inflation, low long-
term interest rate, internal-external balance, exchange rate stability, low debt/GDP ratio etc.),
institutional quality and effective governance, rule of law and favourable investment climate. These
will create a level playing field for all economic actors and will foster an enabling environment
where all people including the poor, be able to contribute and benefit from the growth process.

o Eliminating corruption and rent seeking behavior through regulatory simplifications, e-
procurement, online tax collections and online payments for all government transactions, setting
service standards and transparent fee structure for public services and by establishing an online
public grievance redressal system with specified response timelines

o Ensuring gender equality by providing women and girls with equal access to education, health care,
employment and representation in political and economic decision-making process. Gender
equality remains a necessary condition for achieving inclusive growth and to help achieve both
equity and efficiency

e Enhancing productivity (TFP) through training and proper technology as the basis for the creation
of increased opportunities for employment with special emphasis on the agriculture sector. The
emphasis should be on employment in the formal sector to keep pace with the growth of labour
force and rural-urban migration. Productivity growth has the potential to lift wages of those
employed and the returns to the self- employed;

e Providing increased incentives, opportunities and capabilities for employment generation and self-
employment. Self-employment can be a viable alternative to employment. Employment growth
generates new jobs and income for the individual from wages and self-employment;

e Enforcing equality of opportunity in terms of access to markets, resources, finance and unbiased
regulatory environment for businesses and individuals. Also, increased access to land, labour and
capital markets will help encourage new entrepreneurial drives;
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2.10

Promoting efficient and renewable energy which will enable increased access to energy creating
new business opportunities and employment. Renewable energy impacts on poverty reduction
through increased access to energy which will enable the formation of new businesses and job
opportunities for the poor supplemented by financial inclusion.

Reducing asset inequality (i.e. land and education) including redistribution of income through
taxation (tax/GDP ratio is one of the lowest in the world) and transfer payments (if considered
economically and socially desirable) and the promotion of environmental sustainability (poor
heavily depend on natural resources for their livelihood). The poor’s lack of asset is both cause and
a consequence of poverty. Also, growth and environmental sustainability complement each other;
Pursuing more equitable spread of education and training, especially in rural areas (the correlation
between poverty and education is an acknowledged fact) will help expand human capital base and
will also act as a mitigating factor in countering technical unemployment. Human capital as
embodied in the accumulation knowledge, skills, talents, experience wisdom and intellectual
attributes can spearhead growth through innovation and technological advances. In this context the
quality of education is also of utmost importance, in particular the quality of educators;

Resisting trade protection pressures from vested business groups benefiting from high-cost and
inefficient industrialization and ensuring employment-intensive trade-led (export-led)
manufacturing growth based on the nation’s comparative advantage. Reducing trade barriers and
increased openness has positive impact on GDP by promoting competition. Also, trade tends to
alter product and factor prices causing wages to rise in labour-intensive export-oriented
manufacturing which largely employ unskilled or semi -skilled labour;

Encouraging and promoting participation in global value chains (GVCs) with supportive policies
for improved infrastructure, strengthening human capital (education and training are relevant in
this regard) and incentivise research and development as knowledge and technology spill over can
enhance growth benefits of trade;

Bringing about careful flexibility in labour markets with adequate income, working conditions, job
training and safety safeguards. These can enhance employment in the formal sector while measures
to be adopted to mitigate job insecurity and poor working conditions in the informal sector (through
social security and legislative measures). Quite often cheap labour can turn out to be very expensive
labour. In the case of job training there is scope for private-public partnership;

Removing structural, institutional and systemic barriers for wider participation by socially and
economically disadvantaged segment of the population to participate in and benefit from growth.

GOING FORWARD IN THE AGE OF COVID-19

Part of the onslaught emerging from the COVID-19 pandemic crisis is external and beyond our control.
Predictably, the COVID-19 crisis will result in weaker demand for exports stemming from the slowdown
of developed economies in Europe and North America— Bangladesh’s principal export destinations. This
will contribute to a weaker outlook for growth and employment exacerbating the existing income inequality.
But itis the rising protectionism in some advanced economies like the US and the collapsing multilateralism
in trade that pose a much serious long-term challenge to Bangladesh.
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As a significant beneficiary of the global multilateral regime, Bangladesh will have to play a much more
effective role in the movement for reforms and sustainability of multilateralism and globalization in the
years ahead as the world economy gradually recovers from the aftermath of the COVID-19 pandemic.
Having attained greater integration with the world economy in the past 25 years, it would not be in
Bangladesh’s interest to revert to inward-looking policies. Neither growth nor its inclusiveness will be
better served by the Bangladesh economy turning more restrictive to trade in the future.

As the Growth Commission asserts, the open world economy offers a deep elastic market for the exports
of developing economies, adding further that growth strategies that rely exclusively on domestic demand
eventually reach their limits. Success in expanding manufacturing exports based on our comparative
advantage in labor-intensive production still promises the way to shared prosperity in the future. Bangladesh
would be ill advised to walk away from this boundless opportunity for attaining its long-term vision of
becoming an Upper Middle- Income Country by 2031 and a High Income Country by 2041. The COVID-
19 crisis may have strengthened our resolve to achieve greater heights in development.
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CHAPTER 3

MEDIUM TERM MACROECONOMIC FRAMEWORK

The macroeconomic framework underpinning the Eighth Five Year Plan (8FYP) has been formulated
taking into account the development vision embedded in the PP2041 and the lessons learned from the
review of progress—in terms of policy implementation and outcomes - under the Seventh Plan. It also
incorporates the effects of the global COVID-19 pandemic that has already severely and adversely impacted
the global economy and Bangladesh. As noted in Chapter 1, while significant progress has been made in
accelerating GDP growth, reducing inflation and improving social indicators including reduction of
poverty, long-term macroeconomic challenges remained even in a pre-COVID-19 environment. The
adverse effects of COVID-19 have hurt the macro economy, lowered GDP growth and created a spike in
short-term poverty. Addressing and reversing this external shock and restoring the growth momentum are
among the most important development challenge facing Bangladesh.

Since the COVID-19 pandemic is still ongoing and the end date is not yet known, the full impact of COVID-
19 on core macroeconomic variables in the base year of FY2020 and the carryover to FY2021 is beset with
considerable uncertainties, making macroeconomic projections in this uncertain environment a tough policy
challenge. The 8FYP uses the available evidence of the impact in Bangladesh so far, uses the best available
projections of global economic outlook prepared by leading international institutions, and makes best
possible assumptions about the likely impact moving forward drawing on the analysis of leading national
research institutions. Drawing on these data and assumptions, the 8FYP projections are based on multi-
sector Computable General Equilibrium (CGE) model and a consistent macroeconomic framework
covering broad sectoral composition of growth, savings and investment, medium-term fiscal strategy and
balance of payments projections consistent with debt sustainability and external sector viability. Every
effort is made to be consistent with the macroeconomic framework underlying the FY2021 Budget.
However, since the 8FYP is based on a CGE model that has detailed production account and it explicitly
links the production accounts to the financial accounts, the projected numbers may be different.
Additionally, the 8FYP macroeconomic framework is based on actual outcomes data for FY20 that were
not available when the FY2021 Budget was prepared.

3.1 PROJECTED GROWTH PATH UNDER THE EIGHTH PLAN

The projected growth path for the 8FYP is shown in Table 3.1. The sectoral composition of GDP is shown
in Table 3.2. The strategy for achieving the 8" Plan GDP growth and employment targets along with the
underlying policies and reforms and structural transformation of the economy were discussed in Chapter 2.
The main point to note is that the projections assume that the government will ensure a strong recovery of
GDP growth so as to fully restore the current COVID-19 stricken GDP growth path to the PP2041 growth
path by FY24 through implementation of various stimulus packages and policies discussed in chapters 1
and 2. This growth acceleration is led by an export-oriented manufacturing sector and inflow of remittances.
Although agriculture and services will continue to play the strong supporting roles as in the 7FYP, the
growing of share of manufacturing and industrial sector in total GDP shows its dominant role in spurring
growth. This sectoral composition is necessary to create adequate number of good domestic jobs.
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Table 3.1: Macroeconomic Scenario of the 8FYP

Macro Indicator FY19 FY20 Fy21 FY22 FY23 FY24 FY25
Growth: Real GDP (%) 8.15 5.24 7.40 7.70 8.00 8.32 8.51
Real GDP (Taka billion) 11058 11637 | 12,498 | 13,460 | 14,537 | 15,747 | 17,087
Gross National Income ($ billion) 316 346 376 415 460 510 566
GNI Per Capita ($) 1909 2064 2170 2345 2555 2790 3059
CPI Inflation (%) 5.48 5.65 5.10 4.90 4.80 4.70 4.60
Gross Investment (as % of GDP) 31.57 3175 | 32.56 3273 | 3400 | 34.94 36.59
Private Investment (as % of GDP) 23.54 2363 | 2441 | 2453 | 2532 | 26.08 27.35
--of which FDI (% of GDP) 0.87 0.54 0.83 1.35 1.90 2.50 3.00
Public Investment (as % of GDP) 8.03 8.12 8.15 8.20 8.68 8.86 9.24
National Savings (as % of GDP) 29.50 30.11 31.43 31.17 32.29 33.03 34.42
Consumption (as % of GDP) 74.98 74.69 74.31 74.12 72.86 71.97 70.41

Source: BBS and GED Projections

Table 3.2: Sectoral Growth Projection for the 8FYP

Sectors FY19 FY20 Fy21 FY22 FY23 FY24 FY25
(Actual) (Actual)
Growth Rate (Percent)
Agriculture 3.92 3.11 3.47 3.83 4.10 4.00 3.90
Industry 12.67 6.48 10.29 10.59 10.79 11.20 11.90
o/w Manufacturing 14.20 5.84 10.73 10.99 11.24 12.00 12.60
Services 6.78 5.32 6.74 6.95 7.25 7.30 7.35
GDP 8.15 5.24 7.40 7.70 8.00 8.32 8.51
Share as % of GDP (Constant prices)
Agriculture 13.65 13.35 12.84 12.36 11.89 11.16 10.56
Industry 35.00 35.36 36.25 37.17 38.07 40.37 41.86
o/w Manufacturing 24.08 24.18 24.89 25.61 26.33 28.75 30.23
Services 51.35 51.30 50.91 50.47 50.04 48.47 47.58

Source: BBS and GED Projections

The contributions of growing labour force and productivity improvements will be important elements of
the growth accounting. National Productivity Organisation under Ministry of Industries has prepared
“Bangladesh National Productivity Master plan FY2021- FY2030”. It has set an average productivity
growth rate of 5.6% for the next ten years. A major challenge on the growth front is to increase the rate of
investment from 31.8% of GDP in FY20 to around 37.0 % of GDP by the end of the Plan in FY25. This is
a massive policy challenge. As noted in Chapter 1, Bangladesh production structure is undergoing growing
capital intensity owing to the adoption of modern production technology. As Bangladesh continues to
upgrade its production technology economy wide to increase labour productivity and competitiveness,
capital intensity of production will go up requiring higher levels of investment to accelerate growth. This
pattern is consistent with the experience of all UMICs like China, Malaysia and Thailand who saw
substantial increases in the incremental capital output ratios, and therefore the investment rates, as they
transited from lower- middle income to higher middle- income countries
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Both public and private investment rate will need to increase. Additionally, the efficiency of investment
will be important. For the private sector monetary, fiscal, exchange rate, trade and investment climate
reforms are important determinants of the quality and efficiency of private investment. In particular,
policies must support the elimination of ant-export bias of trade policy and improve incentives for export-
oriented manufacturing. The efficiency of private investment will also depend upon the efficiency of public
investment. As in the past, much of the public sector investment will need to be directed to major
infrastructure projects in power, energy and transport. Additionally, water investments, as advocated in the
BDP2100, and investments in education, training and health care would be critical to strengthen the
resilience of agriculture and the rural economy, fight COVID-19 and build up human capital.

3.2 INVESTMENT, SAVINGS AND FISCAL POLICY

National savings will continue to be the main source of investment financing, although foreign direct
investment is projected to play a bigger role in the 8FYP. Some 27% of the projected 9.1 percentage points
increase in private investment will come from FDI, since the growth in national savings alone will not be
sufficient to meet the required investment level. Increased FDI is also necessary to acquire new technology,
improve skills and enhance export markets.

3.2.1  Mobilizing Domestic and Foreign Private Investment

Much of the growth of additional investment in relation to GDP is projected to come from the private sector.
The deregulation process that took place in 1980s and 1990s continued during the 6FYP and the 7FYP but
at a slower pace. The main focus of these reforms has been to streamline the regulatory environment for
FDI and reduce the transaction costs by reforming the Bangladesh Investment Board into a one-stop shop
for managing all clearance requirements and facilitating FDI. The establishment of the Free-Trade Zones
(FTZ) and Special Economic Zones (SEZs) have sought to address the important constraint emerging from
serious land shortage and the associated complex land acquisition process. These institutional reforms have
contributed to the increases in FDI flows during FY18 and FY19. Despite this progress, the private
investment rate fell short of the 7FYP targets. The shortfall was particularly serious for FDI (Figure 3.1)).

Figure 3.1: Planned Versus Actual FDI Inflows (% of GDP)
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Importantly, total FDI flows in Bangladesh are relatively insignificant in relation to total supply to
developing countries. In 2018 total global total FDI inflows were estimated at 1.3 trillion US dollars, of
which developing countries received $706 billion (54%). The largest recipients among developing countries
are shown in Figure 3.2. As compared with $3 billion FDI inflow in Bangladesh in 2018, FDI inflows
amounted to $139 billion in China, $42 billion in India, $22 billion in Indonesia and $16 billion in Vietnam.
These numbers easily dwarf the $3-4 billion inflow in Bangladesh. The negligible share of FDI inflows in
Bangladesh compared to the total inflows into developing countries suggests that the foreign investment
potential is huge. With concerted efforts to improve the investment climate, Bangladesh can claim a larger
share of the foreign investment pie. This needs to be a major investment financing target for the 8FYP.

Figure 3.2: FDI Inflows in Selected Countries
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The strategy for mobilizing domestic and foreign private investment for the 8FYP will focus on a number
of policies including: prudent macroeconomic management to ensure that inflation is contained, the
exchange rate is stable but competitive, private sector credit supply is adequate with reasonable cost of
borrowing, essential infrastructure such as power, transport services are available through efficient public
sector investments, continued emphasis will be placed on the supply of serviced land through the EPZs and
SEZs, trade logistic costs are lowered through ICT based and simplified clearance procedures and
expansion of port capacities, and most importantly there will be an overhaul in the investment regulatory
regime. The aim would be to substantially lower the cost of doing business as reflected in the World Banks
Doing Business Indicators. Progress was already made in FY19. This progress will be continued through
building up of the capacity of the Bangladesh Investment Development Authority (BIDA) so that it can
truly function as one stop shop for all investment approvals. BIDA will also be geared up to do effective
investment promotion activities based on sound research. Strong effort will be made to simplify the
regulatory regime to minimize the need for clearances and where clearances are necessary these will be
streamlined and mostly delivered online using ICT solutions. Service standards will be established for
clearances, especially property registration and getting electricity connection, which have been a severe
constraint to improved investment climate. Areas where prudent regulations ae needed, such as bankruptcy
law and contract enforcement, will be strengthened and made more effective through the appropriate legal
measures that are based on good practice business experiences. The foreign currency regime will be made
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business friendly and supportive of domestic and foreign private investment. The tax payments procedures
will be simplified and made less burdensome through a major overhaul of the tax system that is a part of
the government’s tax modernization plan under the PP2041 fiscal policy framework.

3.2.2  Strengthening Public Investment Effort: Critical Role of Fiscal Policy Reforms

Since the Sixth Plan the government has been successful in reversing the declining trend in public sector
investment. This was possible owing the implementation of some important tax reforms that allowed the
tax to GDP ratio to grow from 8% of GDP in FY11 to 9.5% in FY2015. Although considerably below the
6FYP target, it was nevertheless an important milestone. This progress in tax revenue mobilization faltered
in the 7FYP. Instead of growing, the tax to GDP ratio actually declined to 7.9% of GDP in FY20. The weak
tax performance has become a major development constraint. In recognition of this, the Perspective Plan
2041 has developed a long-term fiscal target and associated fiscal policy framework. The 8FYP medium-
term fiscal policy framework is based on the implementation of PP2041 fiscal policy framework. Tax and
fiscal policy issues are discussed in greater detail in Chapter 5 in the context of the financing of the public
investment program of the 8FYP.

Despite the revenue constraints, the 7FYP continued to provide increasingly greater allocation to the Annual
Development Program (ADP) to boost the public investment program (Figure 3.3). Although revenue
shortage required some cutbacks, ADP programmes continued to increase as share of GDP. In terms of
budget share, ADP allocation increased from 30% of total expenditures in F15 to 39% in FY19. Consistent
with the growing demand for infrastructure to support accelerated growth, much of the ADP was focused
on the completion of large transformational projects in power, energy and transport infrastructure. Strong
emphasis was also placed on rural infrastructure (rural development and water resources). Thus,
infrastructure development including implementation of mega projects took up more than 50% of the total
ADP during the 7FYP. Most allocation was concentrated on transport with a significant number of
transformational projects including the Padma Bridge. This strong focus on infrastructure was aimed at
pushing rapid growth and was an important contributor to the acceleration of growth during the first 4 years
of the 7FYP.

Figure 3.3: ADP Allocation in Relation to Total Expenditure (% of GDP)
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Figure 3.4: Public Investment Priorities in F7TFYP
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The public investment priority to infrastructure is well placed, but the need to mitigate the adverse impact
of COVID-19 will require some important re-prioritization of public investment. The focus will need to
shift strongly towards building human capital through much larger investments in health care, education
and training, social security and towards increasing the resilience of the rural economy by strengthening
the implementation of the BDP2100. As in the case of transport during the 7FYP, the BDP2100
implementation will require a strong focus on several multi-year and transformational water management
projects relating to flood control, river erosion management, irrigation, and environmental protection.

The emphasis on transport and power will continue. But on view of constrained ADP resources and the
need to reprioritize ADP to address the COVID-19 related risk mitigation, much stronger effort will be
needed to channel PPP-type funding into power and transport. The power sector already has a good track
of attracting private investments, the PPP effort will place emphasis on transport network development.
This will require a complete overhaul of the PPP institutional arrangements with recruitment of
internationally experienced PPP experts who have proven capacity to mobilize foreign private investments
in PPP-type infrastructure supply. Direct ADP funding in transport and power and energy will shrink
somewhat as percent of total ADP but will continue to grow in real terms. The main emphasis will be the
timely completion of all ongoing transformational transport infrastructure projects. Public investment
priorities and resource allocations are discussed in detail in Chapter 5.

3.2.3. Preserving the National Savings Effort

Bangladesh traditionally enjoys a respectable level of national savings rate in relation to GDP. The national
savings rate was 29.5% of GDP in FY19. This high national savings rate is primarily attributable to high
domestic savings rate augmented by generous inflow of workers’ remittances averaging more than 5.7% of
GDP during the Seventh Plan period. Much of the financing of the projected increase in the national
investment rate will come from national savings rate, which is projected to grow from 29.5% in FY19 to
34.4 by FY25.
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Even so, it will be a challenging task for national savings to increase by 4.9 percentage points between
FY19 and FY25. Remittance inflows as a share of GDP has been falling since FY13. Even after post -
COVID-19 recovery, remittances are likely to continue to fall as a share of GDP. So, the main source of
increase in projected national savings rate is the domestic savings rate. As far as private savings rate is
concerned, higher GDP growth and improved investment climate leading to higher rate of return on
domestic investment would help increase domestic savings. Government will encourage financial savings
by offering real positive interest rates to the savers. A part of the increased national savings would also
come from the public sector through increased revenue mobilization efforts. Based on the implementation
of the PP2041 Fiscal Framework, government savings rate is projected to increase from about 0.7% of GDP
in FY19 to 2% of GDP by FY25. The critical role of domestic resource mobilization for the successful
implementation of the 8FYP investment program is obvious.

Figure 3.5: National Savings Trend and Outlook for 8FYP
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3.3 BALANCE OF PAYMENTS AND EXCHANGE RATE MANAGEMENT

Bangladesh’s macroeconomic stability is underpinned by its strong external balance of payments position.
It recorded external current account surpluses during most of the Sixth Plan period that was also reflected
in a rapid build-up of foreign exchange reserves of Bangladesh Bank. Even before COVID-19, the BOP
performance weakened somewhat during the 7FYP starting in FY17 as export growth faltered and the rate
of expansion of remittances slowed down.

The RMG export revolution brought in tremendous value to Bangladesh in terms of export earnings, income
and employment. It brought in stability to the Bangladesh BOP, allowing expansion of imports to finance
development without creating undue external indebtedness or destabilizing the exchange rate. The success
of RMG however was not repeated in other export activities. So, over time, the share of RMG in export
earnings grew and exposed the economy to the vagaries of dependency on a single export basket. Following
substantial increase in the total global RMG market, RMG export growths have become much more
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competitive. Further market share gains have become difficult and RMG export growth in recent years have
fallen. As a result, total exports grew by only 6.3% during the first 4 years of the 7FYP as compared with
a target of 10% growth (Table 3.3). COVID-19 brought in further difficulties as exports declining to $33.7
billion in FY20, down from $39.6 billion in FY'19.

The COVID-19 related export decline is expected to be recovered as global recover happens. But the
disappointment reflected in export performance in Table 3.4 is that even with many difficulties RMG
maintained a respectable growth rate of 7.5% in the first four years of the 7FYP but non-RMG export did
not grow as expected when the full four years considered. They fluctuated intermittently between positive
and negative growth showing no predictability or pattern of performance. This needs to be tackled with a
strong export growth strategy based on a diversified export base. The 8FYP export strategy will draw on
the findings of the recently completed study on Graduation for LDC that provides a comprehensive
diagnosis of what constraints export diversification and policy and institutional reforms needed to diversify
the export base and increase exports. The implementation of the policy package of the LDC Graduation
Study will also support the faster pace of recovery of the export market lost from COVID-19.

Table 3.3: Export Performance in the Seventh Plan (million US$)

S &% Frozen ol Total
Jute Leather | Footwear Others RMG RMG

Goods Food Total =R
FY 15 868.5 397.5 673.3 568 3077.6 5717.5 25491.4 31208.9
FY 16 919.6 277.9 714 535.8 1582.9 6163.0 28094.2 34257.2
FY 17 962.4 232.6 777.8 526.5 1770.5 6685.3 28149.8 34835.1
FY 18 1037.8 173 809.7 483 1277.3 6053.5 30614.7 36668.2
FY 19 906.85 411.9 879.41 500.4 862.3 5672.9 34133.3 39806.2

Growth Rate (%)

FY 15 5.3 -21.4 22.4 -11 0.9 0.4 4.1 3.4
FY 16 5.9 -30.1 6.0 -5.7 -48.6 7.8 10.2 9.8
FY 17 4.7 -16.3 8.9 -1.7 11.9 8.5 0.2 1.7
FY 18 7.8 -25.6 4.1 -8.3 -27.9 -9.5 8.8 5.3
FY 19 -12.6 138.1 8.6 3.6 -32.5 -6.3 115 8.6

Source: Export Promotion Bureau

As in the past, RMG sector will continue to lead the export growth strategy under the 8FYP. The envisaged
US$ 23.5 billion increase in exports over the Plan period is underpinned by continued strong performance
of RMG exports. This will require massive amounts of investment in this sector along with investment in
growth supporting infrastructure like power/electricity, land for setting up industries, transport, port etc.
The other potential export activities include leather, footwear, light engineering (bicycle and electronic
products), Information Technology (IT), home textiles, agricultural and food processing, pharmaceuticals
and shipbuilding have good potentials and are expected to expand rapidly under the 8" Plan. The
government will address the anti-export bias of trade policy by reducing trade protection and will provide
duty free access to industrial inputs and capital machineries along the lines offered to the RMG sector. FDI
in these sectors will be critical for increased investment, greater and easier market access, and transfer of
technology and management practices. FDI will also allow Bangladesh to enter into the intermediate goods
export market and link Bangladesh with Asian value chain. In order to facilitate FDI in the traditional and
new sectors, the government is accelerating the process of setting up Special Economic Zones under both

62



public and private sector initiatives. It also plans to hand over SEZs to investors exclusively from Japan,
China, India and other countries in order to accelerate investment from those countries.

Import payments are projected to rise in line with the growth in real GDP and the envisaged export growth.
Overall import elasticity is expected to be about 0.9 with respect to GDP, broadly in line with past pattern,
and taking into account the higher imports under back-to-back arrangements in line with continued buoyant
RMG and other exports. The massive increase in investment envisaged under the Plan—supported by FDI
and public sector infrastructure investment—would also tend to increase import payments. The sharp drop
in petroleum prices in FY20, and the softening of non-fuel commodity prices globally would also help
contain import payments. The projected import growth will address critical capacity constraints in the
power, transport, and water sectors, along with capital machineries and industrial raw materials for
industrial sector expansion.

The summary projected BoP account is shown in Table 3.4. Although exports and imports are projected to
grow at similar rates on average, because of the higher base for imports (relative to exports) in dollar terms,
the external trade balance will continue to widen in dollar terms over the Plan period. However, the trade
balance will remain fairly stable in the range of 5-6% of GDP and sustainable given the level of remittance
inflows at about 4% of GDP. The services and income account deficits will widen due to growing payments
associated with shipping, air travels, health care and educational expenses incurred by Bangladeshis, and
debt service and other transfers associated with foreign debt (public and private) and remitting of income
from FDI and portfolio investment. Reflecting these developments, the external current account will
experience a modest deficit rising to 2.4% of GDP by FY2025 of GDP. This level of current account deficit
is justifiable for a developing country like Bangladesh given the growing capital and import intensity of
investment and the general import demand associated with the higher real economic growth.

The modest deficit in the current account balance notwithstanding, the overall BOP position should remain
comfortable. In terms of financing, in the initial years, MLT loans will remain the most important sources.
The composition between the net long-term concessional foreign borrowing (foreign aid) and other long-
term borrowing may change depending on government’s ability to utilize the new aid commitments and the
existing pipeline and its willingness to borrow from the international capital market by issuing sovereign
bonds. Bangladesh’s current sovereign credit ratings with stable outlook should help the government to
access international capital market if it decides to do so. A major structural change in BoP financing is the
envisaged role of FDI inflows as an important source of investment financing. FDI inflows will assume a
major role over time, growing up to 3% of GDP by FY25. This increase in FDI is a strategic policy objective
to boost private investment in support of higher growth and exports. The comfortable balance of payments
situation converts into continued build-up of foreign currency reserves that is projected to grow to over 9
months of import cover by FY2025. The reserve cover also gives a cushion for sustained GDP growth and
investment should there be any unanticipated shortfall in exports or remittance earnings.
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Table 3.4: Summary of Balance of Payments during the 8FYP

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual (Projection)
BOP Components: (In Millions of USD)
Trade balance -15835 | -17017 -18005 -19693 -21782 -24361 -27545
Export f.0.b. (including EPZ) 39604 33674 37755 41643 45995 50870 56339
Import f.0.b (including EPZ) -55439 | -50691 -55760 -61336 -67776 -75232 -83883
Services -3177 -2987 -3044 -3348 -3699 -4106 -4578
Receipts 7153 6770 7551 8155 8808 9512 10273
Payments -10330 -9757 -10594 -11503 -12507 -13618 -14852
Income -2993 -2776 -3201 -3489 -3803 -4145 -4518
Receipts 192 172 189 208 230 255 285
Payments -3185 -2948 -3390 -3739 -4130 -4568 -5059
Current transfers 16903 18775 20261 20477 21944 23513 25192
Official transfers 41 19 50 60 70 80 90
Private transfers 16862 18756 20211 20417 21874 23433 25102
Of which: Workers' remittances 16196 18014 19455 20817 22274 23833 25502
Current Account Balance -5102 -4005 -3989 -6053 -7340 -9100 -11450
Financial & Capital Accounts | 6146 8208 9611 10970 14503 18859 23676
Capital account 239 256 250 280 310 340 370
Capital transfers 239 256 250 280 310 340 370
Financial Account 5907 7952 9361 10690 14193 18519 23306
Foreign Direct Investment 2628 1804 2948 5239 8141 11859 15808
Portfolio Investment (Net) 171 276 300 340 380 420 460
Net Aid Loans 5061 5739 8474 7582 8223 8871 9748
Loan Disbursements 6263 6996 9886 9100 9971 11005 12120
Debt Amortization -1202 -1257 -1412 -1517 -1748 -2135 -2371
Other Long-term Loans (net) 302 438 350 320 320 320 320
Other Short-term Loans (net) 272 931 300 300 300 300 300
Trade Credits (net) -2716 -966 -2211 -2311 -2411 -2511 -2611
Commercial Banks (net) 189 -270 -800 -780 -760 -740 -720
Errors and Omissions -865 296 0 0 0 0 0
Overall Balance 179 4499 5622 4917 7163 9758 12226
(Growth rate or Otherwise Indicated)

Export growth 9.15 -14.97 12.12 10.30 10.45 10.60 10.75
Import growth 1.79 -8.56 10.00 10.00 10.50 11.00 11.50
Service receipt growth 57.56 -5.35 14.99 10.30 10.45 10.60 10.75
Service Payment growth 18.18 -5.55 10.00 10.00 10.50 11.00 11.50
Income receipt growth 13.33 -7.25 12.30 9.00 9.00 9.00 9.00
Remittance growth 8.10 11.22 8.00 7.00 7.00 7.00 7.00
Memorandum Items:
Real GDP growth 8.15 5.24 7.40 7.70 8.00 8.32 8.51
Inflation rate 5.48 5.65 5.10 4.90 4.80 4.70 4.60
Nominal GDP growth 12.98 9.99 12.88 12.98 13.18 13.41 13.50
Reserves (months of imports of 6.5 7.4 7.7 7.8 8.2 8.7 9.3
goods and services)
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Fiscal Year FY19 FY20 Fy21 FY22 \ FY23 \ FYy24 FY25
Actual (Projection)

Nominal GDP (In billion US$) 303 330 353 388 428 474 527
Exchange rate (BDT) 84.00 84.70 89.40 91.90 94.20 96.50 98.60
Inflation (Trading Partners) % 2.50 2.50 2.50 2.50 2.50 2.50 2.50
Export as (%) of GDP 15.45 12.25 12.83 12.83 12.79 12.73 12.64
Import as (%) of GDP 21.73 18.31 18.79 18.77 18.74 18.73 18.74
Remittance as (%) of GDP 5.35 5.46 5.51 5.36 5.20 5.02 4.84
Current Account Balance as -1.69 -1.21 -1.13 -1.56 -1.71 -1.92 -2.17
(%) of GDP
FDI as (%) of GDP 0.87 0.54 0.83 1.35 1.90 2.50 3.00
Gross MLT as (%) of GDP 1.76 2.27 2.80 2.35 2.33 2.32 2.30
Trade credit net % of GDP -0.9 -0.3 -0.6 -0.6 -0.6 -0.5 -0.5

Source: Bangladesh Bank, and GED Projections

3.4 EXCHANGE RATE POLICY

Prudent management of exchange rate and ensuring exchange rate stability are critical for BOP
sustainability and macroeconomic stability. Bangladesh has traditionally managed its exchange rate flexibly
balancing the need for export incentives with price stability and predictability of investments. Yet, the
exchange rate has been appreciating in real terms during most of the 7FYP that has hurt exports (Figures
3.6 and 3.7) The Taka appreciated by 36% in real terms against the US dollar over the periods 2005-06 and
2018-19 (Figure 3.6). The Euro appreciated by 48% in real terms between FY08 and FY19 (Figure 3.7).
This extra appreciation against the Euro reflects the fact that Taka is loosely pegged with the US dollar,
which has strengthened significantly against Euro. The resultant appreciation of the dollar also transmitted
into an additional source of taka appreciation against the Euro. These appreciations of the Taka in real
terms against the two dominant global currencies where Bangladesh conducts much of its export trade has
hurt export prospects and stemmed the diversification of exports.

Figure 3.6: Bangladesh-US Dollar nominal and real exchange rate trends
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Figure 3.7: Bangladesh Taka-Euro Nominal and Real Exchange Rate Trends
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The 8FYP is committed to improving the exchange rare management to bring in greater flexibility to correct
for the past appreciation of the real exchange rate and then make concerted efforts to avoid real exchange
appreciation over the coming years. This flexible management of the exchange rate is essential to support
the diversification of exports. Care will be taken that this flexibility is consistent with the inflation targets.

3.5 FINANCIAL SERVICE SECTOR PERFORMANCE AND MONETARY
MANAGEMENT BY BANGLADESH BANK

3.5.1 Banking Sector Performance

In terms of its banking sector performance, Bangladesh faced major hurdles and setbacks during the 7FYP.
Banking reforms which started in early 1980s, but gathered momentum in the 1990s and 2000s, brought
about positive changes in most of the indicators of banking performance. Much of the serious reforms that
impacted on the quality and health of the banking sector happened after 1999. Banking sector faced some
hurdles in the 6FYP but overall performance in terms financial depth improved. Thus, M2/GDP ratio and
Bank credit to GDP ratio, the two commonly used measure of the depth of a banking sector both showed
remarkable improvements during the 6FYP (Figure 3.8). In the absence of a well-developed capital market,
the growth in private credit has played a major role in supporting the expansion of the private sector in
Bangladesh.

The banking performance was less satisfactory during the 7FYP. Both indicators of banking sector depth
came down, suggesting a relative slowdown of financial intermediation through the banking sector (Figure
3.8). Bangladesh is still behind most regional comparators, except Pakistan. Bangladesh lags behind India
in terms of financial deepening and well behind countries like China and Vietnam (Table 3.5).
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Figure 3.8: Indicators of Growth of Banking Activities
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Table 3.5: Indicators of Banking Activities for Selected Countries (2018)

Country M2/GDP Bank Credit/ GDP
Bangladesh 64.3 46.8
China 199.1 161.1
India 73.7 50.0
Pakistan 58.0 18.8
Vietnam 158.1 133.1

Source: World Development Indicators, World Bank and Financial Soundness Indicators, IMF

One of the most important indicators of the health of the banking sector is the share of Non-Performing
Loan (NPL) in the loan portfolio. Table 3.6 shows that there was a sharp decline in the share of non-
performing loans (NPLs) from a high of 41% in 1999 to the lowest point of 6.1% in both state-owned
commercial banks (SCBs) and private commercial banks (PCBs) recorded impressive improvements in
terms of addressing the NPL problem. In particular, the NPL ratio of private banks declined to less than 3
percent in 2011, compared with more than 27% in 1999 but increasing to 5.7% in 2014. Improvements
were also made in meeting capital adequacy requirements with the industry-wide risk-weighted capital
adequacy ratio exceeding 11% as of June 2011. The risk weighted capital adequacy ratio of SCBs also
increased to 11.7% in 2011 from only 5.3% in 1999, in part supported by recapitalization of these banks by
the government to meet the capital adequacy requirement stipulated under the Banking Act. The year 2011
was of significance given the favourable outcomes of the banking sector indicators in the post-reform
scenario.
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Table 3.6: Indicators of Health of the Banking Sector (Percent)

Indicators 1999 2011 2019
(Pre-Reform Baseline) | (Best Year) | (Latest Available)

Non-Performing Loans: Overall 41.1 6.12 11.99
Non-Performing Loans: Private Banks 27.1 2.95 7.43
Non-Performing Loans: Foreign Banks 3.8 2.96 6.01
Non-Performing Loans: State Commercial Banks 45.6 11.27 31.50
Non-Performing Loans: Public DFIs 65.0 25.55 17.81
Risk-Weighted Capital Ratio: Overall 7.4 11.35 11.70
Risk-Weighted Capital Ratio: Private Banks 11.0 11.49 12.70
Risk-Weighted Capital Ratio: Foreign Banks 15.8 20.97 28.70
Risk-Weighted Capital Ratio: State Commercial Banks 5.3 11.68 8.50
Risk-Weighted Capital Ratio: Public DFIs 5.8 -4.49 -31.20

Source: Bangladesh Bank

The three main factors that contributed to the improvement in the coverage of the banking sector of
Bangladesh are greater competition for market share, better regulations and improved supervision. The
opening up of the banking sector to private enterprises was perhaps the most determining factor. As a result
of this competition the share of private banks in total assets has grown from 37% in 2001 to 78% in 2020;
commensurately, its share of total deposit has expanded from 33% to 71% over the same period (Figure 3.8)

Table 3.7: Structural Change in Banking in Bangladesh

Year | Deposits (taka billion) | Deposits (percent share) | Loans (taka billion) | Loans (percent share)
Public Private Public Private Public Private Public Private
1997 342 168 67 33 231 137 63 37
2000 400 213 65 35 282 166 63 37
2004 544 515 51 49 387 420 48 52
2008 414 1902 18 82 573 1243 32 68
2010 599 2768 16 84 737 1837 29 71
2015 1757 5967 23 77 1291 4070 24 76
2018 3139 6796 32 68 1802 6356 22 78
2019 3290 7594 30 70 2014 7152 22 78
2020 3546 8509 29 71 2269 7858 22 78

Source: Bangladesh Bank.

Banking regulations have been progressively tightened in the context of implementation of BASEL | and
Il guidelines. Efforts have also been made to improve the supervision capacity of the regulator, the
Bangladesh Bank, through a range of technical assistance. Bangladesh started implementation the BASEL -
111 framework in the 7FYP but progress has been halting.

Unfortunately, the financial health of the banking sector has come under severe strain during the 7FYP. As
indicated in Table 3.6, the share of NPLs has sharply increased from 6% in 2011 to 12%. Much of the
deterioration has happened with the loan portfolio of the state-owned commercial banks, where the NPL
ratio has accelerated from 11% to 32% over the same period. The loan portfolio of private commercial
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banks has also weakened markedly with NPLs rising from only 3% to 7% plus. The risk weighted capital
of state-owned banks has also fallen, while public DFIs have become basically insolvent.

The government is committed to improve banking sector performance during the 8FYP. A series of policy
reforms are envisaged during the 8FYP including greater autonomy to the Bangladesh Bank for
implementing its regulatory and supervision responsibilities including for public banks, full
implementation of Basel 111 regulations, improving the performance of public banks through corporatization
and requiring them to earn a profit, reducing the exposure to high-risk borrowers, and implementing a well-
thought out policy for recovery of loans from wilful defaulters. Monetary projections and credit allocation
assumptions of the 8FYP are based on the implementation of these prudential banking reforms.

3.5.2 Monetary Policy Management and Inflation Control

BB recognizes the imperative for prudent monetary policy and accordingly established quantitative targets
for key monetary aggregates in each and every MPS in recent years. Accordingly, a cautious and restrained
monetary stance was pursued in FY12 to curb inflationary and external sector pressures. This policy of
prudent monetary management has been implemented successfully through a bi-annual monetary policy
statement (MPS). Care has been taken that the monetary growth target is consistent with inflation as well
as the credit needs of the private sector. The BB has set realistic goals for the growth of money supply
(M2) and the growth of private sector credit. It has also closely monitored implementation. Performance

has been broadly on track. Tight control over fiscal deficit by the government has helped reconcile these
objectives.

Overall, the inflation rate has been on a steady path of 5-6% rate, with a slight tendency to go down (Figure
3.9). This is fully on track as projected in the 7FYP. Inflation control and monetary policy management
are two major strengths of macroeconomic management under the 7FYP. The 8FYP will build on these
successes and projects a further decline in inflation. The associated monetary and credit targets are fully
consistent with GDP growth, inflation and the BOP targets (Table 3.8)

Figure 3.9: Inflation Performance of the 7FYP
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Table 3.8: Bangladesh: Monetary Survey, FY19-25

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projection
Components: (In Billion Taka)
Broad Money 12196 | 13737 | 15622 | 17803 | 20265 | 22983 26086
Net Foreign Assets 2724 3015 3517 3969 4644 5586 6791
Net Domestic Assets 9472 | 10723 | 12105 | 13834 | 15621 | 17397 19295
Domestic Credit (a+b+c) 11469 | 13026 | 14795 | 16839 | 19154 | 21725 24664
a. Claims on Govt. (net) 1133 1762 1940 2140 2364 2614 2895
b. Claims on Other Public 234 292 321 354 389 428 471
c. Claims on Private Sector 10103 | 10973 | 12533 | 14345 | 16401 | 18683 21298
Net Other Assets -1997 | -2304 | -2690 | -3005 | -3532 -4327 -5369
(Percentage Change)

Broad Money 9.88 12.64 | 13.72 | 13.96 | 13.83 13.41 13.50
Net Foreign Assets 2.92 10.67 16.67 12.85 17.00 20.28 21.58
Net Domestic Assets 12.06 | 13.20 | 12.89 | 14.28 | 1292 11.37 10.91
Domestic Credit (a+h+c) 12.26 | 1358 | 13.57 | 13.82 | 13.75 13.42 13.53
a. Claims on Govt. (net) 19.37 10.00 10.15 10.30 | 10.45 10.60 10.75
b. Claims on Other Public 21.64 | 10.00 | 10.00 | 10.00 | 10.00 10.00 10.00
c. Claims on Private Sector 11.32 13.14 | 14.22 14.46 | 14.33 14.17 14.00
Memorandum Items:
Velocity of Money 2.08 2.04 2.02 2.00 1.99 1.99 1.99
Real GDP growth 8.15 5.24 7.40 7.70 8.00 8.32 8.51
Inflation rate (%) 5.48 5.65 5.10 4.90 4.80 4.70 4.60
Nominal GDP Growth 12.98 9.99 12.88 | 12.98 | 13.18 13.41 13.50
Overall Balance (Million USD) 179.0 | 4499.0 | 5621.7 | 4917.1 | 7162.7 | 9758.2 | 12225.7
Overall Balance (billion $) 0.18 4.50 5.62 4.92 7.16 9.76 12.23
Nominal Exchange rate (TK/us$) 84.00 | 84.70 | 89.40 | 91.90 | 94.20 96.50 98.60
Overall BOP Balance (In Billion, TK) 15.04 | 381.07 | 502.58 | 451.88 | 674.72 | 941.67 | 1205.45
Nominal GDP (In Billion, TK) 25425 | 27964 | 31565 | 35661 | 40363 | 45776 51956

Source: Bangladesh Bank, and GED Projections

3.5.3

Interest Rates Policy

Monetary development since January 2011 has been moving in the right direction to achieve quantitative
limits established under the MPS. In its monetary policy operations Bangladesh Bank is committed to focus
primarily on the quantitative targets and not on policy instruments like interest rates. Bangladesh Bank
realizes that it is beyond the capacity of any central bank to influence or target both. Like most developing
countries, transmission of monetary policy is considered inefficient in Bangladesh. The development of
the treasury bills and bond market will be keys to enhancing the transmission mechanism and effectiveness

of monetary policy.

The government has supported the reduction of interest rates to 9% on loans to boost economic activity,
especially in the face of COVID-19 downturn. For the medium-term, the government will look careful at

interest rate management based on research and evidence.
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Two inter-connected issues will guide interest rate management in the 8FYP. First is the need to mobilize
financial savings to support the need to increase the domestic saving rate. And second is the importance of
lowering the cost of finance for production and investment. Evidence shows that the effort to lower interest
rate has caused the real deposit rate to be negative for past several years, which has reduced deposit
mobilization and the rate of growth of bank deposits has been falling significantly (Figure 3.10). A slow-
growing deposit base in the face of rising NPLs could create serious liquidity and profitability problems for
banks that could lead to financial disintermediation and hurt growth. It could also hurt the stability of the
banking sector that must be avoided. To reduce lending rates without driving the real deposit rates into the
negative zone and thereby causing financial disintermediation, the structural constraints in the banking
sector will need to be addressed.

Figure 3.10: Recent Trend in Deposit to GDP Ratio (Percent)
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The structural issues impacting the interest rate structure generally include: efficiency of the banking system
(administrative cost, efficiency in managing loan/investment portfolio with proper balance between risk
and return, return on capital etc.); openness of the financial market (capital account openness); state of
development of the financial system including bond market; etc.

In a well-managed and relatively efficient banking system the level of spread could be as low as 2% to 3%,
compared to more than 5% for Bangladesh. The higher spread in Bangladesh is thus a manifestation of
structural weaknesses or inefficiencies of the banking system as a whole. The spread could be explained by
developments in three major components:

1. Administrative costs of banks such as operating expenses, excluding interest cost. Although not very
high, when compared with countries with more efficient financial system and lower spread, there is
scope for some improvement in this area.

2. Provisioning requirements associated with classified/bad loans always significantly affect the interest
rate spread. Bangladesh’s Gross and Net NPL ratios have always been quite high relative comparator
countries.
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3. Corporate tax rate applied on pre-tax profits of commercial banks also impact interest rates.
Bangladesh’s corporate tax rate on banks at 42.5% is the highest in the region and adds to the wider
spread.

For healthy growth in domestic savings and the deposit base during the 8FYP, banks will continue to offer
at least marginally positive real interest rates to the depositors. Bangladesh bank will continue its efforts to
reduce inflation further to ensure a sustained lowering of the structure of deposit and lending rates. At the
same time Bangladesh’s very high NPL--at more than 12% compared with only 1%-3% for countries like
China, Malaysia, Indonesia and Thailand points to the fact that inefficiencies in our financial intermediation
must be firmly addressed to reduce the spread between the deposit and lending rates. Bangladesh Bank and
the government will strengthen significantly banking sector governance and supervision in order to reduce
the lending rate without creating market distortions.

A rough rule of thumb could be to target real average deposit rates at 2-3 percent and real average lending
rates in the range of 6-7 percent, which is similar or even lower thsan the marginal productivity of capital.
Interest rates offered on specific products would be market determined based on supply and demand for
such loans and associated risks.

Over the longer term, since Bangladesh is aspiring to move to UMIC and HIC in the next 20 years or so, it
is appropriate that instead of pursuing a control-oriented and administratively determined interest rate
policy, Bangladesh will adopt a proper market-driven interest rate policy. As in other UMIC, Bangladesh
can influence interest rate level through a proper use of monetary policy instruments. Presently, the link
between monetary policy instruments (reserve requirements, BB discount rate and open market operations
involving sale and purchase of Tresury bills) is weakened by the absence of a well-developedond market.
The government can spur the development of the bond market by opening up the market for Treasury bills
(T-bills) for private trading. This will then set a benchmark for other interest rates. The BB can then
influence interest rates more effectivelythrough the supply of T-bills as a key monetary policy instrument.
This would modernize interest rate management and offer savers a major secured financial asset. It would
also facilitate deposit mobilization as banks compete with each other through attractive financial products
as substitutes for T-bills.

3.5.4 Strategies to Improve the Capital Market

In last two and half decades, capital market witnessed a number of institutional and regulatory
advancements which have resulted diversified capital market intermediaries. At present, capital market
institutions and intermediaries are of following types: Stock Exchanges, Stock Dealer/Sock Brokers,
Merchant Bankers and Portfolio Managers, Asset Management Companies, Credit Rating Companies,
Trustees/Custodians and the Investment Corporation of Bangladesh (ICB). The primary segment of capital
market is operated through private and public offering of equity and bond instruments. The secondary
segment of capital market is institutionalized by two stock exchanges--Dhaka Stock Exchange and
Chittagong Stock Exchange. The instruments in these exchanges are equity securities (shares), debentures,
corporate bonds and treasury bonds. The capital market in Bangladesh is regulated by Bangladesh the
Securities Exchange Commission (BSEC).
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Indicators of capital market development: During 2007-10 the capital market in Bangladesh grew much
faster than the other segments of the financial market. This growth in the capital market was initially fueled
by stronger economic fundamentals compared to valuation of stocks. Afterwards, speculative forces had
taken various key market indicators like the market capitalization, price earnings ratio and market turnover
to unprecedented levels. This was further fueled by an expansionary monetary policy and lax management
of the stock exchange. The stock market bubble finally burst in early 2011. Series of reforms since then
have made progress in stabilizing the stock market, but it still remains fragile and faces considerable
uncertainty.

Table 3.9 shows some selected indicators of capital market developments referring to three choice of years,
FYO07 representing the pre-bubble era, FY 10 representing the peak bubble year and finally FY 19 showing
the current year scenario. It can be observed that market capitalization and the DSE General price index
increased dramatically during 2007-10 reaching a peak in 2010.

Table 3.9: Indicators of Capital Market Developments (DSE)

FY 2007 FY 2010
Pre-Bubble Peak of Bubble FY 2019
Number of Listed Securities 281 279 363
Issued Equity and Debt (Billion Taka) 84 213 720
Market Capitalization (Billion Taka) 412 2,277 3,437
Turnover (Billion Taka) 0.2 2.7 4.0
General Price Index 2,149 6,154 N/A
DSE Broad Index N/A N/A 5,422
DSE-30 Index N/A N/A 1,929

Source: Bangladesh Bank.

Key stock market reforms: Against this background, the government undertook a substantial capital
market development program —CMDPII--with support from the ADB. The major objectives of CMDP I
were to:

(a) strengthen market stability by enhancing the role and capacity of the Bangladesh Securities and
Exchange Commission (BSEC);

(b) enhance market facilitation by developing a long-term vision for capital markets, upgrading
accounting and auditing standards, expediting adjudication of enforcement actions, improving
governance of listed companies, and pursuing demutualization of the stock exchanges; and

(c) incentivize the issuance of equities and bonds, develop liquid capital markets, and catalyze
institutional investors.

Important progress was made in implementing many of the reform programmes including legal and
regulatory reforms aimed at minimizing risks, improving the transparency of stock market trading and
information, streamlining tax incentives and improving the capacity of the Bangladesh Securities and
Exchange Commission (BSEC). Overall progress was positive, as discussed below, but several constraints
remained. First, the overall performance of BSEC has not been up to the expectation. Irregularities, long
and complex IPO process, approval of substandard companies for IPO in recent years, inadequate and lack

73



of timely surveillance leading to questionable movement of stock prices have raised serious governance
issues regarding the stock market regulator BSEC. No good national and international companies have
listed in the stock exchanges after the listing of Grameen Phone. Second, economic fundamentals have also
weakened over time, particularly for the major sectors like banking and other financial sectors, textiles, and
many others. Profitability of institutions in these sectors has gone down with consequent negative impact
on stock prices. Foreign investors are also cashing out and staying in the sideline in anticipation of a major
depreciation of Bangladesh Taka which is perceived by the market as overvalued. Third, the market also
suffers from shortage of liquidity as a result of liquidity shortage in the banking system. Recently
Bangladesh Bank has introduced a special rediscount window for every bank to borrow up to Tk. 2 billion
from the central bank at a subsidized interest rate for on-lending to institutional investors in the stock
market.

Recovery of market capitalization: The market capitalization as a percentage of GDP increased from
5.5% in 2005 to more than 29% at its peak, before falling to 14% at the end of June 2019. Although market
capitalization is yet to recover, it has basically stabilized at around 14-16 percent thereby arresting the
downward trend. This is a positive development that lowers the volatility and unpredictability of the stock
market, thereby minimizing speculative bouts.

Figure 3.11: Market Capitalization to GDP Ratio from FY07 to FY19
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Price-earnings ratio: As regard valuation, certainly the current Price-Earning (P/E) Ratio of 14.25 as of
June 2019 is much more attractive from investors’ perspective compared with the average P/E Ratio of
24.08 at its recent peak in June 2010 (Figure 3.12). Accordingly, investors’ interests have returned. The
P/E ratio has remained broadly stable at around 14-16 range, which is healthy.
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Figure 3.12: P/E Ratio at the Dhaka Stock Exchange from FY10 to FY19
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A review of DSE’s past performance and a comparison with regional comparators indicates that:

Average P/E Ratio of 13.5 for the DSE in July 2019 was in line with the levels observed in most
countries such as Thailand, Malaysia, Sri Lanka and Hong Kong. The only outlier is India, which
is considered to be over-valued and many are predicting that the Indian market valuations are out

of line with market fundamentals.
Bangladesh’s dividend yield at close to 4% also compares very favorably with all other regional

comparators.

Figure 3.13: P/E Ratio in Bangladesh and Some Asian Markets as of July 2019
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Turnover as a percentage of market capitalization: Market dynamism is generally measured in terms of
market activities like the value of daily turnovers or volume of buys/sales. In order to filter the volatility in
daily turnover, 20-day moving average for DSE daily turnover as percent of market capitalization is
measured. What is important is that despite the steady decline, the turnover ratios were still comparable
with its levels recorded during 2004-06 and before when the market was functioning in a stable
environment. This stability is an important indicator of normalcy in the functioning of the stock exchange
that provides a basis for increases based on marker fundamentals instead of speculative episodes.

Figure 3.14: Turnover as a Percentage of Market Capitalization, FY07-FY19
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Capital Market Reforms during the 8FYP

Despite challenges, there are positive signs that are indicative of future market stability. Foreign portfolio
investment has been increasingly noticeably, attracted by proper valuation, macroeconomic stability and
growth potential of the economy. Increasing the number of IPOs of large and financially sound companies
and attracting foreign investment will help support the market stability and growth.

In the case of the 8FYP, the reform agenda has largely been identified, and despite some delays much of
the reform agenda have been implemented. In particular, the demutualization of stock exchanges to
segregate ownership, management and trading rights of members will help convert the two major exchanges
(Dhaka and Chittagong) into commercially and professionally run organizations. Improved governance
structure should also help develop the market and attract new investors.

In order to enhance supply and demand for equities over the 8FYP, effort will be made to restore confidence
through the following reforms:

e Upgrading of accounting and auditing standards to enhance market confidence. The newly
established Financial Reporting Council (FRC) will adopt and monitor the implementation of
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International Accounting Standards (IAS) and International Standards of Auditing as well as
license accountants and auditors

e Establish an Audit Committee to supervise companies’ internal controls, accounting policies, and
compliance with IAS

In addition to these actions, developing an organized investor base through a robust mutual fund industry
will require going beyond what has been done so far and observe how the sector responds to the steps
already taken. For longer-term growth of the stock market, making the playing field even by requiring ICB
funds to be fully compliant with all mutual fund regulations will be important.

3.5.5 Strategies for Insurance Sector

Insurance sector is a significant part of the financial sector in all countries of the world. This sector protects
life and asset of mass people and also contributes to the economic growth of developed and underdeveloped
countries. There is great scope for the development of insurance industry in Bangladesh. The strategies for
the insurance sector during the 8" Five Year plan will be as follows:

a) All the insurers will open actuarial department in their companies and to give financial assistance
to the actuarial students. IDRA and Bangladesh Insurance Association will create a fund to provide
financial assistance to meritorious students of actuarial science.

b) IDRA will develop a framework to store all the policy related data in a digital policy repository
called Unified Messaging Platform. It will not only digitalize the information but also help IDRA
to analyze insurance related data. It will also develop a communication system between the policy-
holders and IDRA by sending SMS and e-mail. Through this platform, e-KYC, payment gateway,
e-receipt service will be provided in phases. Thus it will help to reduce money laundering and
fraudulent activity by fake insurance agents. It will also help to control illegal commission business
of insurance companies.

c) Government will introduce public health insurance to ensure health care for all the citizens. With
the proceeds from the health insurance premium, the government will be able to develop hospitals
in the public-private sector to provide quality health care service to the general public.

d) Both the Government and the employer will take measures to introduce the insurance for workers
to cover accidental injuries and deaths at workplace.

e) Public and private high rise buildings which are being commercially used or rented need to be
brought under mandatory insurance coverage.

f) Measures will be taken to strengthen capacity of IDRA and other insurance related institutions.
3.6 RISKS AND UNCERTAINITIES

The macroeconomic outlook presented in this Chapter has significant downside risks associated with
developments and factors of domestic and external origins. The adverse effects of COVID-19 reinforce the
importance of managing these risks deftly and on time.

77



On the domestic front, the key challenge is realization of the investment target and mobilizing public sector
resources for implementing the important health and social protection projects to improve human health
and resilience and to build infrastructure and Delta Plan related water projects to strengthen growth and
resilience from natural disasters. Bangladesh has huge potentials to attract FDI from a wide range of
countries. Bangladesh must also diversify its export base and improve labour skills and productivity to
sustain growth momentum and provide good jobs. Private investment enhancement in manufacturing, in a
balanced mix of domestic and FDI-based investments will be key. Along with prudent macroeconomic
management that keeps inflation low, maintains a competitive real exchange rate, and keeps real interest
rate in line with the marginal productivity of capital, a big push to improving the investment climate will
be essential. Without these reforms, the ability to mobilize domestic investment and FDI in the projected
amount will not materialize. On the domestic financing side, the banking and capital market reforms are
also essential. Banking reforms are critical to lower the spread between deposit and lending rates and
enable the maintenance of positive real interest rates for deposit mobilization while keeping real lending
rates in line with marginal productivity of capital.

While the size of public investment is planned to expand further, ensuring the efficiency gains through
guality of investment will be a major challenge in the face of continuing governance problems.
Transparency in tendering process and ensuring quality at different phases of project implementation, and
making contractors responsible even after the delivery of projects will be key to ensuring quality of project
implementation. Resource mobilization by the public sector will continue to remain a major challenge and
will require steadfast implementation of tax policy reforms (in both VAT and direct tax fronts),
modernization of tax administration, and reform of the NBR tax administration. There are also exogenous
risks like a resurgence of a COVID-19 type pandemic, cyclone and flood, which may set back the progress
on the Plan by diverting resources and attention of the policymakers away from Plan implementation.
Management of these risks requires active policy responses including a major increase in public healthcare
and implementation of the BDP2100.

As in the past, external factors will also continue to influence the overall macroeconomic outlook in
Bangladesh over the Plan period. Some relevant external risk factors include:

e The pace of global recovery to the COVID-19 pandemic.

e Uncertainties about petroleum prices in the global economy.

e Uncertainties about non-oil commodity prices, which are currently at their relatively low levels.

e The US-China trade war and generally weak relations that could escalate into a disruption of global
trade reforms, capital flows and economic cooperation

e Slowdown of the RMG global market

The Government will remain vigilant about the emerging external and domestic risks, and will continue to
pursue prudent macroeconomic management and accelerate the pace of economic reforms as envisaged
under the Plan. The Government is also committed to undertake corrective actions and policy adjustments
to mitigate the adverse effect of any unforeseen developments such as the COVID-19 pandemic.

The macroeconomic framework outlined above is appropriately challenging but at the same time attainable.
Actual outcomes will depend on various developments of economic and noneconomic nature, and not all
future developments are within the control of the Government. Important lessons have been learned through
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the implementation of the Sixth and the Seventh Plans, including the fact that growing revenue constraints
and risks in the banking sector need urgent resolution. The COVID-19 pandemic reinforced the importance
of human health and well-being as the source of all development achievements. It also exposed the
underlying shortcomings in the Bangladesh health care and social security systems. The 8FYP will put
topmost priority in allocating adequate resources to healthcare and social protection and to address the
related planning and program implementation constraints. Renewed efforts will be made to strengthen
implementation of the NSSS. As the size of the public investment grows, the importance of quality of
spending will become all the more important for economic efficiency. Mobilization of resources,
particularly with greater focus on sustainable increase in NBR tax revenue, will be essential for financing
the Plan as discussed in Chapter 5 of this part of the plan document. Overall, the 8.5% growth target by the
end of the 8" Plan should be attainable, provided necessary supportive reforms and policies are put in place
for the private sector to come forward and invest in the future of Bangladesh.
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CHAPTER 3: ANNEX TABLES

Table A3.1: Bangladesh: Real Sector Performance, FY2019 -FY2025

Fiscal Year FY19 | FY20 FY2l | FY22 | FY23 | FY24 | FY25
Actual Projection

Real Sector Indicators (As % of GDP)

Gross National Savings 29.50 30.11 31.43 31.17 32.29 33.03 34.42

Gross Domestic Savings 25.02 25.31 25.69 25.88 27.14 28.03 29.59

Gross Investment 31.57 31.75 32.56 32.73 34.00 34.94 36.59

Public Investment 8.03 8.12 8.15 8.20 8.68 8.86 9.24
Private Investment 23.54 23.63 24.41 24.53 25.32 26.08 27.35
Foreign Direct Investment (FDI) 0.87 0.54 0.83 1.35 1.90 2.50 3.00
Domestic Investment 22.67 23.09 23.58 23.18 23.42 23.58 24.35
Net exports of goods and services -6.12 -6.06 -5.96 -5.94 -5.95 -6.00 -6.10
Exports of goods and services 15.32 12.25 12.83 12.83 12.79 12.73 12.64
Imports of goods and services 21.44 18.31 18.79 18.77 18.74 18.73 18.74

Current account balance -1.64 -1.21 -1.13 -1.56 -1.71 -1.92 -2.17

Consumption 74.98 74.69 74.31 74.12 72.86 71.97 70.41
Government consumption 6.27 6.24 6.08 5.98 5.88 5.78 5.68
Private Consumption 68.71 68.45 68.23 68.14 66.98 66.19 64.73

Total Resources 106.11 | 106.06 106.87 106.85 106.86 | 106.91 | 107.00

Net Factor Income 4.47 4.85 5.74 5.28 5.12 4.96 4.78

Gross national income 104.47 | 104.85 105.74 105.28 105.12 | 104.96 | 104.78

Gross National Income Per Capita 1909 2064 2170 2345 2555 2790 3059

(in USD)

Memorandum Items: (Growth Rate as % Change or Otherwise Indicated)

Real GDP growth 8.15 5.24 7.40 7.70 8.00 8.32 8.51

CPI Inflation 5.48 5.65 5.10 4.90 4.80 4.70 4.60

GDP Deflator 4.44 4.51 5.10 4.90 4.80 4.70 4.60

Nominal GDP growth 12.98 9.99 12.88 12.98 13.18 13.41 13.50

ICOR 3.87 4.00 4.40 4.25 4.25 4.20 4.30

Net Factor Income (Taka Billion) 1136 1355 1811 1882 2067 2269 2484

Gross National Income (Taka 26561 | 29319 33376 37543 42430 | 48045 54440

Billion)

Consumption (Taka Billion) 19063 | 20780 23455 26433 29407 | 32943 | 36582
Government 1594 1728 1919 2133 2373 2646 2951
Private 17468 | 19052 21536 24300 27034 | 30297 | 33631

Investment (Taka Billion) 8027 8879 10278 11670 13723 | 15996 19012
Public 2041 2271 2573 2924 3503 4056 4801
Private 5986 6608 7705 8746 10220 | 11940 14212

Current Account Balance (Taka -416 -339 -357 -556 -691 -878 -1129

Billion)

Net exports of goods and services -1554 | -1694 -2168 -2442 -2768 -3163 -3638

(Taka Billion)

Total Resources (Taka Billion) 26979 | 29658 33733 38103 43130 | 48939 55594

Gross National Savings (Taka 7500 8539 9921 11114 13032 | 15118 17883

Billion)
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Fiscal Year FY19 | FY20 FY21 FY22 FY23 \ FY24 \ FY?25
Actual Projection

Gross Domestic Savings (Taka 6362 7184 8110 9228 10956 | 12833 15374
Billion)
Real Consumption (Taka Billion) 8291 8648 9288 9978 10592 | 11333 12031
Real Private Consumption (Taka 7598 7929 8528 9173 9737 10423 11061
Billion)
Real Private Consumption Growth 4.96 4.36 7.56 7.57 6.15 7.04 6.12
Rate
GDP Deflator Index 229.9 240.3 252.5 264.9 277.6 290.7 304.1
Exchange Rate 84.00 84.70 89.40 91.90 94.20 96.50 98.60
Index of real per capita 127.90 | 131.57 139.44 147.96 155.18 | 164.08 | 172.16
consumption
Per Capita Real Consumption 49511 | 50933 53978 57279 60072 | 63519 66647
(Taka)
Population (In Million) 167.46 | 169.79 172.06 174.19 176.32 | 178.42 | 180.52
Population Growth Rate 1.41 1.39 1.34 1.24 1.22 1.19 1.18
Real GDP (Taka Billion, 2005-06) 11058 | 11637 12498 13460 14537 | 15747 17087
Nominal GDP (Taka Billion) 25425 | 27964 31565 35661 40363 | 45776 | 51956

Source: BBS and GED Projections
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Table A3.2: Bangladesh: Central Government Operations, FY19-25

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Variables / Items Actual Projection
(In Billion, Taka)
Revenue and Grants 2535 2650 3238 3980 4864 5907 | 7325
Total Revenue 2518 2630 3213 3958 4844 | 5887 | 7305
Tax Revenue 2259 2207 2847 3495 4278 5154 | 6370
NBR Tax Revenue 2186 2148 2699 3352 4077 | 4880 | 6006
Non-NBR Tax Revenue 73 59 148 143 202 275 364
Non-Tax Revenue 259 423 366 464 565 732 935
Grants 17 20 25 22 20 20 20
(In Billion, Taka)
Total Expenditure 3919 4156 5385 6031 7092 | 8196 | 9923
Operating Expenditure including net lending 2408 2549 3512 3844 4432 5115 | 6246
Operating Expenditure 2383 2514 3470 3837 4420 | 5090 | 6206
Recurrent Expenditure 2180 2330 3112 3542 4080 | 4698 | 5756
Capital Expenditure 203 184 358 295 340 392 450
Net Lending 25 35 42 7 12 25 40
Development Expenditure 1511 1607 1873 2227 2726 3166 | 3784
ADP Expenditure 1473 1543 1800 2133 2622 | 3060 | 3675
Non-ADP Development Spending 38 64 73 94 104 106 109
Overall Balance (excl. grants) -1401 -1526 | -2171 | -2073 | -2248 | -2309 | -2618
Overall Balance (Incl. grants) -1384 -1506 | -2146 | -2051 | -2228 | -2289 | -2598
Primary Balance -889 -932 -1508 | -1302 | -1358 | -1266 | -1436
(In Billion, Taka)
Financing 1384 1506 2146 2051 2228 2289 | 2598
Externa I(Net) 313 527 758 697 775 856 961
Loans 448 636 884 836 939 1062 | 1195
Amortization -135 -110 -126 -139 -165 -206 -234
Domestic 1071 979 1389 1354 1453 1433 | 1637
Bank (CrPbs: Money)) 305 928 1042 692 480 298 327
Non-Bank 766 51 347 496 763 865 982

Source: Ministry of Finance and GED Projections
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Table A3.3: Bangladesh: Central Government Operations, FY2019 -2025

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projections
Fiscal Indicators: (As % of GDP)
Revenue and Grants 9.97 9.48 10.26 11.16 12.05 12.90 | 14.10
Total Revenue 9.90 9.40 10.18 11.10 12.00 12.86 | 14.06
Tax Revenue 8.89 7.89 9.02 9.80 10.60 11.26 | 12.26
NBR Tax Revenue 8.60 7.68 8.55 9.40 10.10 10.66 | 11.56
Non-NBR Tax Revenue 0.29 0.21 0.47 0.40 0.50 0.60 0.70
Non-Tax Revenue 1.02 151 1.16 1.30 1.40 1.60 1.80
Grants 0.07 0.07 0.08 0.06 0.05 0.04 0.04
(As % of GDP)
Total Expenditure 15.41 14.86 17.06 16.91 17.57 17.90 | 19.10
Non-Development Expenditure 9.47 9.11 11.13 10.90 11.08 11.25 | 12.07
including net lending
Non-Development Expenditure 9.37 8.99 10.99 10.75 10.93 11.10 | 11.92
Revenue Expenditure 8.57 8.33 9.86 9.93 10.11 10.26 | 11.08
Capital Expenditure 0.80 0.66 1.13 0.82 0.83 0.84 0.85
Net Lending 0.10 0.13 0.13 0.15 0.15 0.15 0.15
Development Expenditure 5.94 5.75 5.93 6.02 6.49 6.66 7.03
ADP Expenditure 5.79 5.52 5.70 5.89 6.36 6.53 6.90
Non-ADP Development Spending 0.15 0.23 0.23 0.13 0.13 0.13 0.13
Overall Balance (excl. grants) -5.51 -5.46 -6.88 -5.81 -5.57 -5.04 | -5.04
Overall Balance (Incl. grants) -5.44 -5.39 -6.80 -5.75 -5.52 -5.00 | -5.00
Primary Balance -3.50 -3.33 -4.78 -3.65 -3.36 -2.77 | -2.76
(As % of GDP)
Financing 5.44 5.39 6.80 5.75 5.52 5.00 5.00
External (Net) [including market 1.23 1.88 2.40 2.42 2.44 2.46 2.48
borrowing]
Loans 1.76 2.3 2.8 2.35 2.33 2.32 2.30
Amortization -0.53 -0.39 -0.40 -0.39 -0.41 -0.45 | -0.45
Domestic 4.21 3.50 4.40 3.33 3.08 2.54 2.52
Bank (CrPbs: Money) 1.20 3.32 3.30 1.94 1.19 0.65 0.63
Non-Bank 3.01 0.18 1.10 1.39 1.89 1.89 1.89
Memorandum Item:
Nominal GDP (in Billion Taka) 25425 27964 31565 35661 40363 | 45776 | 51956

Source: Ministry of Finance and GED Projection
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Table A3.4: Bangladesh: Revenue Performances, FY2019-FY2025

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projection

Variables / Items (In Billion Taka)

NBR Tax Revenue 2186 2148 2699 | 3352 | 4077 | 4880 | 6006
Taxes on Income and Profit 673 753 780 1139 | 1403 | 1750 | 2344
Value Added Tax 851 799 1136 | 1355 1731 | 2093 | 2522
Custom Duty 243 237 284 314 347 385 426
Supplementary Duty 383 325 447 484 525 569 617
Export Duty 1 1 1 2 2 2 2
Excise Duty 23 23 29 34 38 44 50
Other Taxes and Duties 12 9 21 25 30 37 44

(As % of GDP)

NBR Tax Revenue 8.6 7.7 8.6 9.4 10.1 10.7 11.6
Taxes on Income and Profit 2.6 2.7 2.5 3.2 35 3.8 4.5
Value Added Tax 3.3 2.9 3.6 3.8 4.3 4.6 4.9
Custom Duty 1.0 0.8 0.9 0.9 0.9 0.8 0.8
Supplementary Duty 1.5 1.2 1.4 14 1.3 12 1.2
Export Duty 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Excise Duty 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Other Taxes and Duties 0.0 0.0 0.1 0.1 0.1 0.1 0.1

Nominal GDP (In Billion Taka) 25425 27964 31565 | 35661 | 40363 | 45776 | 51956

Source: Ministry of Finance and GED Projections

Table A3.5: Economic Classification of Non-Development Government Expenditures, FY19-25

Fiscal Year FY19 | FY20 | FY21 [ FY22 | FY23 | FY24 | FY25
Actual (Projection)
Variables / Items (In Billion, Taka)

Total Operating Expenditure 2383 2514 3470 | 3798 | 4337 | 5081 | 6195
Operating Recurrent Expenditure 2180 2330 3112 | 3303 | 3770 | 4698 | 5756
Pay and Allowance 534 555 659 745 870 1040 | 1299

Goods and Services 286 284 347 401 465 573 702

Interest payments 495 574 638 749 870 1023 1162
Domestic 461 531 583 681 789 916 1032

Foreign 34 43 55 68 81 107 130

Subsidy and net transfers 865 916 1423 | 1390 | 1537 | 2040 | 2567

Block allocations 0.0 0.0 45.0 18.0 28.0 22.9 26.0
Operating Capital Expenditure 203.0 184.0 358.0 | 494.8 | 567.4 | 382.2 | 439.0
Acquisition of Assets and Works 202.0 180.0 320.0 | 448.0 | 510.0 | 318.1 | 366.3
Investment in Share and Equities 1.0 4.0 38.0 46.8 57.4 64.1 72.7

Source: Ministry of Finance and GED Projections
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Table A3.6: Economic Classification of Non-Development Government Expenditures, FY2019-FY2025

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projections

Variables / Items (As % of GDP)
Total Operating Expenditure 9.37 8.99 10.99 | 10.75 | 10.93 | 11.10 | 11.92
Operating Recurrent Expenditure 8.57 8.33 9.86 9.93 | 10.11 | 10.26 | 11.08
Pay and Allowance 2.10 1.99 2.09 2.09 2.16 2.27 2.50
Goods and Services 1.12 1.02 1.10 1.12 1.15 1.25 1.35
Interest payments 1.95 2.05 2.02 2.10 2.16 2.23 2.24
Domestic 1.81 1.90 1.85 1.91 1.95 2.00 1.99
Foreign 0.13 0.15 0.17 0.19 0.20 0.23 0.25
Subsidy and net transfers 3.40 3.28 451 3.90 3.81 4.46 4,94
Block allocations 0.00 0.00 0.14 0.05 0.07 0.05 0.05
Operating Capital Expenditure 0.80 0.66 1.13 0.82 0.83 0.84 0.85
Acquisition of Assets and Works 0.79 0.64 1.01 1.26 1.26 0.70 0.71
Investment in Share and Equities 0.00 0.01 0.12 0.13 0.14 0.14 0.14

Memorandum Item:

Nominal GDP 25425 | 27964 | 31565 | 35661 | 40363 | 45776 | 51956

Source: Ministry of Finance and GED Projections
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Table A3.7: Bangladesh: Debt Sustainability Indicators, FY19-25

Fiscal Year FY19 | FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projection

Debt Indicators: (As % of GDP)

Total Debt outstanding 33.6 35.98 37.1 38.6 39.6 39.9 40.2
External Debt 12.6 13.4 13.8 14.2 14.4 14.6 14.7
Domestic Debt 21.0 22.6 23.3 24.4 25.2 25.3 25.5

(In Billion Taka)

External Debt 3198 3748 4356 5053 5827 6683 7645
Gross borrowing 448 571 884 836 939 1062 1195
Amortization/Repayment 135 120 126 139 165 206 234

Net borrowing 313 451 758 697 775 856 961
Interest payment on foreign debt 34 43 55 68 81 107 130

Domestic Debt 5338 6314 7355 8708 10162 | 11595 | 13231
Gross financing 1071 979 1389 1354 1453 1433 1637
Interest Payment on domestic debt 461 528 583 681 789 916 1032
Effective interest rate on domestic debt 9.4 9.1 8.2 8.1 8.0 7.9 7.8

Total Government Debt Outstanding 8536 | 10062 | 11711 | 13761 | 15989 | 18278 | 20876

Total Debt Services (in billion taka) 586 665 764 888 1035 1229 1396
External 134 145 181 207 246 313 364
Domestic 452 520 583 681 789 916 1032

(In Billion, USD)

External Debt 36.2 44.2 48.7 55.0 61.9 69.3 775
Gross borrowing 5.3 6.7 9.9 9.1 10.0 11.0 12.1
Amortization/Repayment -1.6 -1.4 -1.4 -1.5 -1.7 -2.1 -2.4

Net borrowing 3.7 5.3 8.5 7.6 8.2 8.9 9.7
Interest payment on foreign debt 0.5 0.5 0.7 0.8 0.9 1.1 1.3
Effective interest rate on foreign debt 1.3

Total Debt Services 2.5 2.4 2.4 2.5 2.6 2.7 2.7
External 0.7 0.5 0.6 0.6 0.6 0.7 0.7
Domestic 1.8 1.9 1.8 1.9 2.0 2.0 2.0

Debt Sustainability Indicators (As % of GDP or Otherwise Indicated)

External Debt as % of Export & | 674 85.3 85.2 88.0 90.6 92.7 94.7

Remittance

External Debt Services as % Export & 2.8 3.3 35 3.6 3.8 4.3 4.5

Remittance

Total Debt to Revenue (%) 338.9 | 3825 364.4 347.6 330.1 310.5 285.8

Total Debt Service, as % of total | 23.3 25.3 23.8 22.4 214 20.9 19.1

revenue

Memorandum Items:

Government Budget Deficit, as % of | -5.4 -5.4 -6.8 -5.8 -5.5 -5.0 -5.0

GDP

Real GDP Growth (%) 8.2 5.2 7.4 7.7 8.0 8.3 8.5

Nominal GDP Growth (%) 13.0 10.0 12.9 13.0 13.2 13.4 13.5

CPI Inflation (Average, %) 5.5 5.7 5.1 4.9 4.8 4.7 4.6

Inflation Rate (Trading Partners), % 2.5 2.5 2.5 2.5 2.5 2.5 2.5

Exchange rate (Taka per US$) 84.0 84.7 89.4 91.9 94.2 96.5 98.6

Government Budget Deficit including | 1384 1506 2146 2051 2228 2289 2598

grant (In Billion TK)

Exports & Remittances (In Billion TK) 4744 4395 5115 5740 6431 7209 8069

Source: Ministry of Finance and GED Projections
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CHAPTER 4

POVERTY AND INEQUALITY REDUCTION STRATEGY

4.1 INTRODUCTION

Along with rising per capita incomes, Bangladesh has made tremendous progress in reducing poverty. This
progress has accelerated since 2000. In the 1970s, the poverty incidence was hovering in the 80% range.
By 2016, the poverty incidence had fallen to 24.3%. Although new Household Income and Expenditure
Survey (HIES) data since 2016 is not available, the acceleration of GDP growth and other indicators of
development progress suggest that poverty has fallen further over the first 4 years of the 7FYP period.
Poverty is estimated to have been reduced to 20.5% in FY2019. Progress with the reduction of extreme
poverty is similarly encouraging. The incidence of extreme poverty is estimated to have fallen from 12.9%
in 2016 to 10.5% in FY2019. This result lays the basis for the target in the PP2041 to eliminate extreme
poverty by FY2031. The progress in poverty reduction is similarly fully consistent with the SDG target of
eliminating extreme poverty by 2030.

The onset of COVID-19 in March 2020 has temporarily disrupted the poverty reduction progress by
creating considerable unemployment and loss of income. While the government has responded by
increasing safety net transfers including free and subsidized food distribution during the lockdown, the
short-term adverse effects of COVID-19 and the associated disruption of economic activity has hurt
severely the employments and incomes of the urban poor and the near-poor, many of whom may have
slipped into poverty. The COVID-19 short-term poverty spike is temporary development and should not
take away the progress made in poverty reduction during the 7FYP prior to COVID-19. The underlying
strategy should also be relevant for poverty reduction during the 8FYP and beyond, although some elements
of the poverty reduction strategy relating to health care, social protection, reduction of vulnerability to
climate change and natural disasters, and non-farm job creation may need to be further strengthened.

Along with poverty reduction, the Government is also mindful of the need to pay attention to income
inequality, consistent with its commitment to reduce income inequality as laid down in SDG goal 10 and
emphasized in PP2041.To protect the incomes of the poor and vulnerable, the Government is placing greater
attention on inclusive development and social protection. In addition to personal income inequality, the
Government is also concerned about the disparity in the distribution of poverty and income across the
regions and districts of Bangladesh. The HIES 2016 shows that there is a wide disparity in the distribution
of poverty across regions and districts. The analysis shows that these disparities prevail because of unequal
opportunities to access high income and employment options. Public policy interventions are required to
reduce both personal income inequality and disparities across regions and districts.

This chapter reviews the progress with poverty reduction at the national level as well as at the district level.
To distinguish between the medium-to-long term poverty reduction strategy from the COVID-19 induced
short-term poverty challenges, the analysis looks at the 7FYP poverty performance based on the progress
made in the first four years of the 7FYP (FY2016-FY2019) before COVID-19 struck. The poverty
implications of COVID-19 and required policy response to address this spike are discussed separately.
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The chapter also looks at the issue of income inequality at the national level. Income data at the district
level is not available to talk meaningfully about income inequality by districts. However, disparities in
poverty reduction and the location of extreme poverty give a good sense of which are the poorest districts
and the concentration of pockets of poverty that require public policy attention, especially to achieve the
target for eliminating extreme poverty by FY2031 as envisaged under SDG-1 and PP2041.

The analysis in this chapter provides a review of the progress made on poverty reduction and income
inequality during the Seventh Plan, looks at the impact of COVID-19, and sets the stage for developing the
respective targets and strategies for the Eighth Plan keeping in view the targets set in the SDG -1, SDG 10
and PP2041 and the special short-term challenges posed by COVID-19. Issues relating to social protection
and social inclusion that are also key elements of the poverty reduction and income inequality strategy are
discussed in detail in chapter 14, part 2 of the 8FYP document. However, parts of that analysis that are
relevant to the exposition of this chapter are brought in where necessary.

The focus of this chapter is on income/ consumption dimensions of poverty and inequality. The government
understands that poverty is multi-dimensional and progress with other indicators of well-being related to
health, education, nutrition, social security, water supply, sanitation, housing, etc. are also very important.
SDG- 1 places emphasis on the multi-dimensional nature of poverty and deprivations and the need to end
those deprivations. Progress on these aspects of national wellbeing are a part of the government’s broader
approach to poverty reduction and improved national welfare. These issues are analysed in detail in Part 2
of the report (e.g. chapter 9 deals with health and nutrition issues; chapter 10 on education and training
aspects; chapter 11 on water supply, sanitation and housing issues; and chapter 14 on social inclusion, social
protection, women empowerment, food security and disaster management).

4.2 PROGRESS WITH POVERTY REDUCTION
4.2.1 PastProgress with Poverty Reduction

Bangladesh experienced a uniform and steady decline in poverty rates from 2000 to 2016. The incidence
of poverty rate halved, falling from 48.9% in 2000 to 24.3% in 2016, which constitutes an impressive
average decline of 1.54 percentage points per year. Extreme poverty came down from 34.3% to 12.9% over
the same periods, thereby registering an annual average reduction of 1.34 percentage points over the same
periods (Table 4.1). As a result of these achievements, the number of poor fell from 62.8 million in 2000
to 39.1 million in 2016, while the number of extreme poor fell from 44 million to 20.7 million over the
same periods (Figure 4.1).

Table 4.1: Past Progress with Poverty Reduction 2000-2016 (%)

Poverty (upper poverty line) Extreme Poverty (lower poverty line)
2000 2005 2010 2016 2000 2005 2010 2016
National 48.9 40.0 315 24.3 34.3 25.1 17.6 12.9
Urban 35.2 28.4 21.3 18.9 19.9 14.6 7.7 7.6
Rural 52.3 43.8 35.2 26.4 37.9 28.8 21.1 14.9

Source: BBS, HIES (2000, 2005, 2010, 2016)
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Figure 4.1: Number of Poor People (millions)
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Source: Table 4.1 and Population Data from BBS

While poverty declined in both rural and urban areas, the pace of decline was faster for rural poverty. As a
result, the gap between rural and urban poverty rates has narrowed substantially over time. Thus, the rural
poverty rate was 52.3% in 2000, while the urban poverty rate was 35.1%, yielding a poverty gap of 17.2
percentage points. This gap was reduced to only 7.5 percentage points by 2016, with rural poverty falling
to 26.4% and urban poverty to 18.9%. There was a similar reduction for extreme poverty.

4.2.2 Factors That Helped Achieve Poverty Results Outcome

Detailed research and analysis of the poverty outcomes over the 2000-2016 periods yield some very useful
insights about the determinants of poverty reduction in Bangladesh. For analytical purposes, it is useful to
break down the experience into two distinct phases: poverty reduction during 2000-2010 and poverty
reduction during 2010-2016.

Growth, sectoral transformation, and employment creation: First and foremost, there is consensus that
GDP growth and its composition are the two most important drivers of poverty reduction for both phases.
Per capita GDP grew rapidly and the structure of the economy improved in both periods (Table 4.2). But
there is a major difference in employment outcomes over the two periods. On average, the Bangladesh
economy created many more jobs during 2000-2010 as compared with 2010-16. This was true for all
sectors, including agriculture. So, even as agriculture’s GDP and employment shares were falling,
agriculture continued to create new jobs during 2000-2010, whereas during 2010-2016, agriculture
employment fell. Most importantly, industrial and services employment surged during 2000-2010, yielding
total job creation by an average of 2.5 million jobs as compared with only 0.9 million during 2010-16.
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Table 4.2: Growth, Structural Change and Employment 2000-2016

Time period Per GDP share GDP GDP Job Job Job Job
capita of share of | share of | creation in | Creation | creation | creation
GDP agriculture | industry | services | agriculture in in per year
(%) (%) (%) (%) (million) industry | services | (million)

(million) | (million)
2000 25 25 50
2000-2010 4.4 18 27 55 5.9 44 4.8 2.5
2010-2016 51 15 30 55 -0.3 2.7 31 0.9

Source: GED estimates based on BBS data on National Accounts and LFS various years

Because of these differential effects, the poverty rate fell faster during 2000-2010 than during 2010-2016.
Thus, the average yearly reduction in moderate poverty was 1.74 percentage points per year during the
years 2000-2010, while it fell to 1.2 percentage points in 2010-2016. The differential poverty response is
even more striking for extreme poverty. The average yearly reduction in extreme poverty was 1.67
percentage points during 2000-2010 and only 0.78 in 2010-2016 (Figure 4.2). Regarding rural versus urban,
rural poverty reduced at a faster pace than urban poverty in both periods. However, rural poverty fell faster
during 2000-2010. Importantly, urban poverty reduction stagnated in 2010-2016.

Figure 4.2: Annual Percentage Point Decline in Poverty
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Source: GED estimates Using HIES data

Decomposition analysis shows that agriculture benefitted from steady growth in farm income as well as an
increase in non-farm employment. The growth in non-farm employment was particularly rapid in 2000-
2010 (Figure 4.3). Farm income benefitted from both a healthy agricultural sector GDP growth as well as
an increase in rice prices. Along with the creation of many non-farm jobs, it tightened the agricultural labour
market and increased real wages in agriculture. Non-farm employment expansion and real wage increases
benefitted the rural poor considerably, causing a sharp decline in poverty. Although the pace of rural non-
farm employment slowed in 2010-2016, it was mainly due to a sharp reduction in rural labour supply
(Figure 4.3). Rural employment growth kept pace with the growth in labour supply.
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Figure 4.3: Rate of Growth of Rural Employment 2000-2016 (% per year)
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Figure 4.4: Growth Rate of Labour Force (% per year)
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The substantial change in the employment structure of the rural economy, which also reflects the major
reduction in the GDP share of agriculture, is illustrated in Figure 4.4. This is a major indication of the
ongoing rural transformation where agriculture value-added and employment are shrinking and giving way
to a growing non-farm economy. This rural transformation has played a major role in poverty reduction.
Withdrawal of labour from agriculture, which is often regarded as infested with surplus labour and therefore
suffering from disguised unemployment, has been a major positive development in the rural transformation
of Bangladesh. This has raised average labour productivity in agriculture and increased farm wages.
Employment in nonfarm activities has created welcome opportunities for higher-income jobs for rural non-
farm workers since wages and income typically tend to be higher in non-farm activities (Figure 4.5).
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Figure 4.5: Rural Employment Structure 2000-2016 (%0)
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Figure 4.6: Real Wages in Rural Areas (Taka/day 2016 prices)

m Rural Agriculture  m Rural Non-farm

400
350 338
300 264
250 219
200 187
150
100

50

0
2010 2016

Source: HIES 2010 and 2016

The pace of job expansion in urban areas was much faster than in rural areas, which was instrumental in
helping absorb the rapid increase in the urban labour force owing to internal migration. This was true for
both 2000-2010 and 2010-2016. The urban poor benefitted most from the expansion of manufacturing jobs,
especially in RMG, and in construction. This was the most important determinant of the reduction in urban
poverty. Between 2000 and 2016, the RMG sector created some 2.4 million jobs, mostly low-skilled female
workers. The construction sector also created another 1.1 million jobs, in urban areas. This rapid growth of
industrial employment was the most important determinant of urban poverty reduction during 2000-2016.
The services sector, which is the largest source of urban employment, created an additional 4.2 million jobs.
However, these are mostly informal in nature and the earnings vary considerably depending upon the
particular service.
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Figure 4.7: Employment Growth in Urban, 2000-2016
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Despite the surge in the urban labour force, the urban labour market generally remained favourable for most
of the urban poor. This is indicated by the growth in urban wages over 2010-2016 (Figure 4.8). The non-
agricultural average wage rate also maintained a healthy premium (18%) over the rural non-agricultural
wage rate to justify continued rural-urban migration.

Figure 4.8: Urban Sector Wage Rate (Taka/day, 2016 prices)
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External employment and remittances: Income transfers from internal and external migration are another
important source of poverty reduction, especially in rural areas. External migration has provided a major
source of employment for both urban and rural workers, but especially rural workers. The trend of outward
migrant worker outflows and inflows of remittances are illustrated in Figures 4.9-4.10. Both show
considerable growth.
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Figure 4.9: Number of Migrant Workers (000) 2000-2016
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Figure 4.10: Inflow of Remittances 2000-2016 ($ billion)
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Much of the remittances flow out to rural areas. This has radically changed the rural landscape through the
injection of large income transfers. This has not only supported the growth of rural transport but also health
and education services. A part of the outflow of agricultural labour has fed into the migrant labour market,
although the bulk has gone to non-farm employment in rural and urban areas. HIES data suggest that the
distribution of remittances favours more the non-poor households. Additionally, the percentage of
households in the bottom 40% benefiting from remittances has fallen from 4.1% in 2010 to 2.3% in 2016.
Yet, remittance inflows have contributed substantially to poverty reduction by financing consumption
increases for this bottom 40% of households that have access to international remittances and more
importantly by contributing to the growth of non-farm rural employment. The slowdown in remittance
inflows during 2013-16 (Figure 4.10) and the reduction in the bottom 40% households’ access to
remittances in 2016 are likely to have contributed to the slower pace of poverty reduction in 2016 compared
with 2010.
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Access to microcredits: The government’s programme to expand access to microcredits is another factor
that has helped reduce poverty. The scale and outreach of microcredits have continued to expand with a
positive impact on poverty reduction through the financing of micro enterprises that support off-farm job
creation, smoothing of consumption and the build-up of assets (Table 4.3). The high cost of microcredit
however remains a concern and efforts are needed to lower the cost. While interest costs are on average
much lower than what private money-lenders charge in rural areas, they range between 20-24%, which are
much higher than charged by commercial banks. Interest costs can be lowered by improving competition
in the supply of microcredit, providing more funding to suppliers from public sources, and increasing the
saving of the rural community that are members of the microcredit suppliers. Better use of technology can
also help to reduce delivery cost of microcredits. On the demand side, the productivity of the use of
microcredit can be enhanced through better training, knowledge, and technology transfer to the borrowers.
Already, the use of ICT through smartphones is improving market information and lowering transaction
costs. These solutions will be further strengthened in the 8FYP.

Table 4.3: Access to Microcredit

Disbursement of Microcredit 2005 2010 2016
Microcredit disbursement (Tk billion) 132 372 787
Microcredit disbursement (Tk billion) (2005 prices) 132 263 358
Number of borrowers (million) 13.9 27.2 23.2
Number of poor households (million) 115 10.4 9.7
Real microcredit/ poor household (000) 12 25 37

Source: GED estimates based on microcredit data from Microcredit Regulatory Authority

Access to social protection schemes: Bangladesh has an elaborate system of social protection schemes,
mostly targeted to the rural poor. These poverty schemes have played an important role in reducing poverty
in recent years. The HIES 2016 shows that the percent of households benefitting from social protection
schemes has increased to 28.7% as compared with 24.6% in 2010 (Figure 4.11). This is a positive
development. Instituting a better system of transferring social protection spending to the poor in order to
increase its poverty reduction impact is a major challenge that will need to be addressed in the 8FYP.
Targeting issues are discussed in detail in Chapter 14, Part 2.

Figure 4.11: Percentage of Households Receiving Social Protection Transfers
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Special Initiatives of Hon’ble Prime Minister: The Hon'ble Prime Minister has designed 10 special
initiatives with effort to building a middle income country free of poverty and hunger by 2021 and a
developed country by 2041. These initiatives are now in different stages of implementation and have been
significantly contributing to the upliftment of the socio-economic status of the people particularly the poor
and the helpless (Box 4.1).

Box 4.1: Honorable Prime Minister Sheikh Hasina’s 10 Special Initiatives

Amar Bari Amar Khamar project has been taken to accelerate poverty alleviation and sustainable development by
increasing agricultural production and livelihoods by forming and investing its own capital in the rural economy.
The part of the project till July 1, 2016 has started its journey as 'Palli Sanchay Bank' and even after the completion
of the current running part, the members and assets of the rest of the project will be transferred to the said bank.
Beneficiaries of the project are the owners of the 49% of the bank. As a result of this initiative, the number of low
income families in the project area has been reduced from 15% to 3%. The aim of this project is to reduce the
poverty rate to 8 percent by 2021 by enrolling 10 million families living below the current poverty line into the
project.

Ashrayan Project with the government allocation of Tk. 1160 Crore in the first phase aims to provide 65,726unit
house along with 2 decimal land to the landless and homeless families, on the occasion of Mujib centenary. Another
128,000 houses will be built in the next one year. So far, 3,57,590 beneficiaries have been rehabilitated by
constructing new houses/barracks with government funding. Houses will be constructed for 8,85,622 families from
all districts of the country in phases.

Digital Bangladesh initiative aims to bring government services to the doorsteps of the people and ensuring
transparency and accountability in every sector. About 540 million services of 272 types have been ensured from
6,686 digital centers, so far.

Education Assistance Trust aims to ensure 100% enrollment of the school going children, distribute free books up
to secondary level, provide stipends including free education to girls. Education stipend and tuition fee assistance
of Tk 661.06 crore has been provided to 14,29,776 students, so far.

Women Empowerment Programme aims to eliminate discrimination against women in all forms, increase women's
participation in social and family decision-making, ensure participation in education and work, and prevent
violence. In order to implement this, various initiatives have been taken including enactment of various laws and
regulations, establishment of 12,956 rural maternal health centers, extension of maternity leave from 4 months to
6 months.

Electricity for All initiative aims to provide electricity to every household in order to increase national growth,
alleviating poverty and developing the country's socio-economic and human resources. The number of power plants
has been increased from 27 to 138, the power generation from 4,942 MW to 23,548 MW and access to electricity
from 47% to 97%, in the last 10 (ten) years.

Community Clinics and Mental Health Programme has been taken to ensure primary health care for the rural
poor. So far, 13,000 community clinics have been established under this initiative with the aim of setting up one
community clinic for every 6,000 people.

Social Safety Net Programme aims to protect and promote the welfare of individual beneficiaries as well as society
as a whole. Bangladesh has been spending about 2.2 per cent of GDP on social protection. Number of beneficiary
coverage as percentage of total population has hovered between 32 and 34 percent during FY2015 and FY2018.

Investment Development initiative has been adopted to increase foreign direct investment (FDI) and local
investment by creating an investment-friendly environment through extensive infrastructure development,
including power, ICT and communication. The mega projects like construction of Padma Bridge, Metrorail,
Elevated Expressway, Karnaphuli Tunnel, Matarbari Thermal Power Station, Payra Seaport, 100 Special Private
Economic Zones etc. will create necessary physical infrastructure conducive to fostering both local and foreign
investment.

The Environment Protection initiative aims to conserving the environment and biodiversity, controlling
environmental pollution, and addressing the risks of global climate change. As a result of this initiative, the extent
of government controlled forest coverage has been increased from 7-8% in 2005-06 to 15.58% at present. The
Honorable Prime Minister was awarded the “Champions of the Earth” by UNEP in 2015 for her contribution to the
environment and sustainable development.
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4.2.3 Emerging Issues on the Poverty Front

While the long-term progress with poverty and extreme poverty reduction is very encouraging, several
concerns have emerged from the poverty dynamics that need attention. First, while GDP growth accelerated
during 2010-20186, the rate of reduction of poverty slowed down for both poverty and extreme poverty. This
suggests that the growth elasticity of poverty (GEP) has fallen. The results are shown in Table 4.4. The
GEP has been relatively stable between 2000 and 2010 but has fallen significantly during 2010-2016. The
reduction in elasticity is large for extreme poverty for 2010-16.

Table 4.4: Growth Elasticity of Poverty

Percentage per annum 2000-2005 2005-2010 2010-16
Average per capita GDP growth 4 4.8 5.1
Average reduction in poverty (-)3.94 (-) 4.67 (411
Average reduction in extreme poverty (-) 6.05 (-) 6.85 (-) 5.06
Growth elasticity of poverty (-) 0.985 (-) 0.973 (-) 0.806
Growth elasticity of extreme poverty (-)1.51 (-)1.43 (-) 0.992

Source: GED estimates using BBS HIES and National Accounts Data

The policy implication of this low progress in the poverty reduction strategy can be gauged by looking at
the potential poverty reduction if growth elasticity had remained at the 2005-2010 level (Figure 4.12). Thus,
potential poverty incidence would have been 0.9 percentage points lower for moderate poverty and 1.4
percentage points lower for extreme poverty. This suggests that securing higher per capita income growth
alone will not be enough. The policy must also be directed to ensure that growth is much more pro-poor
and inclusive. From the analysis above, this requires greater attention to higher farm incomes through farm
diversification and productivity improvements. Rural non-farm and urban job creation focused on the
industrial sector, improving access of poor households to international migration opportunities, and higher
public spending on social protection along with better access of poor households to these transfers are
needed.

Figure 4.12: 2016 Poverty Incidence with Unchanged Poverty Elasticity
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Secondly, after falling dramatically during 2000-2010, urban poverty progress stagnated in 2016. This is
possibly partly explained by the explicit inclusion of the slum population in the 2016 HIES. This may also
reflect the relative absence of social security programmes in urban areas. The government’s emphasis on
rural poverty is well placed given the continued concentration of the poor in rural areas. Yet, because of
continued strong outmigration from rural areas into urban areas, there is a need to give greater attention to
urban poverty. The importance of job creation in manufacturing and construction is particularly important
for urban poverty reduction. Additionally, income transfers through better access to social protection
benefits for the urban poor are very important.

Thirdly, there has been an increasing concentration of population just above the moderate poverty line
suggesting an increase in vulnerability to shocks. The experience with COVID-19 illustrates this. Even
before COVID-19 emerged, the vulnerable population defined as population whose consumption basket
falls within 1.25 times the poverty line increased sharply and was much higher than in 2010. This happened
because consumption growth became more unequal. From 2005 to 2010, consumption growth was highest
among the poorer households. Thus, the average consumption growth of the bottom 40% was 1.8% between
2005 and 2010 as compared with average consumption growth of 1.4% for all households. This reversed in
2016 when poorer households (bottom 40%) experienced an average consumption growth of only 1.2% as
compared with 1.6% for all household.

4.2.4 Poverty Reduction Progress during the Seventh Plan

The Seventh Plan sought to reduce moderate poverty from 24.8% in 2015 to 18.6% by 2020 and extreme
poverty from 12.9% to 8.9% over the same periods. The last Household Income and Expenditure Survey
(HIES) was done in 2016. No further survey was done since then. However, BBS estimated poverty
incidence for 2017 and 2018. For 2019, poverty is estimated by using the growth elasticity of poverty for
2010-16. This assumes an unchanged consumption-GDP relationship and unchanged income distribution.
The projected decline in poverty over the last 4 years of the 7FYP is shown in Table 4.5. The incidence of
poverty and extreme poverty both exhibit considerable reduction. The results also track the 7FYP target
for poverty reduction fairly well. So, on the whole, the poverty performance of the 7FYP during the first
four years was commendable.

Table 4.5: Reduction in Poverty during the Seventh Plan Period

Year Moderate Poor (%0) Extreme Poor (%)
7FYP Actual /Estimated TFYP Actual/ Estimated
2016 235 24.3 12.1 12.9
2017 22.3 23.1 11.2 121
2018 21.0 21.8 10.4 11.3
2019 19.8 20.5 9.7 10.5

Source: BBS for 2016-2018. Estimates for 2019 derived using growth elasticity of poverty for 2010-16

As in the past, GDP growth was the main driver of poverty reduction. But the ongoing structural change
whereby the share of manufacturing and other industrial activities, especially construction, increased while
the GDP share of agriculture fell, did not benefit poverty reduction as much as was expected owing to the
slowdown in employment in manufacturing. As evidenced from the past experience with poverty reduction
described above (Section 4.2.2), non-farm job creation in rural areas and job creation in manufacturing and
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construction were the major sources of poverty reduction. This slowdown during the 7FYP hurt the urban
poor particularly because the employment in the RMG sector, which has been a driver of urban poverty
reduction in the 2000-2013 periods, stagnated since 2013 with almost zero growth since then. Low-skilled
urban female workers were the main beneficiary of this boom in urban employment between 2000 and
2013. Employment also slowed in construction, which has been an important source of poverty reduction
for both urban and rural poor. The slow-down in employment in both RMG and construction despite rapid
growth in respective value-added is largely explained by the greater adoption of better technology and high
capital-intensive means of production. The low skill base of the urban and rural poor puts them at a great
disadvantage in benefitting from GDP growth in the urban areas owing to the onset of the Fourth Industrial
Revolution (4IR). This is an issue that will require large policy attention during the 8FYP.

As against the slower growth of domestic employment, a positive factor for poverty reduction in the 7FYP
was the growth in external migrant employment and remittances (Figure 4.13). Along with the expansion
of the higher-than-planned uptake of migrant workers, the growth of remittance inflows that showed a
downward trend in FY2013-FY2016, turn-around sharply during FY2017-FY2020 providing a very strong
impulse to income flows to the beneficiaries of remittance income. This was supported by government
policies to increase the outflow of migrant labour through diplomacy and policy dialogue with governments
of receiving countries, better information at the district level on migration opportunities, training to
potential migrants, and a special incentive to attract remittance through the banking system.

Figure 4.13: Migrant Labour Outflows during 7FYP (million workers)
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The 7FYP poverty reduction strategy continued to expand access to microcredits. Both the volume of credit
and the number of borrowers expanded rapidly. The real value of microcredit disbursements grew at an
impressive annual pace of 14%, which is substantially faster than during 2005-2016 (9.5%). The number
of borrowers also grew at a faster pace (8% as compared with 5%). This was supported by the Microcredit
Regulatory Authority (MRA) efforts to facilitate as well as regulate microcredit flows through new licenses,
regulations to strengthen supervision, and weeding out inefficient or non-compliant suppliers. As of June
2019, some 724 licensed MFIs were in action. Greater competition access, service delivery, and some
reduction in cost. On the whole, progress on the microcredit front was a major positive development for
poverty reduction during the 7FYP.
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Table 4.6: Expansion of Microcredit during 7FYP

Disbursement of Micro-credit FY2015 FY2019
Microcredit disbursement (Tk billion) 634 1403
Microcredit disbursement (Tk billion) (2005 prices) 306 542
Number of borrowers (million) 20.4 28.4
Number of poor households (million) 9.5 8.2
Real microcredit/ poor household (000) 32 63

Source: GED estimates based on microcredit data from Microcredit Regulatory Authority

Regarding social protection, the government’s emphasis remained in place. In 2015, the Government
adopted the National Social Security Strategy (NSSS) to improve the efficiency and effectiveness of the
social protection system in Bangladesh. Several reforms have been initiated to implement the NSSS. The
most important one that has been completed and is now functioning is the establishment of the G2P System
led by the Finance Ministry. This reform is enabling direct payments from the government to the
beneficiaries through online transfers. Other reforms are in the process to consolidate and convert multiple
programmes into the Life Cycle Framework suggested by the NSSS. Steps are also being taken to convert
in-kind programmes to cash transfers to reduce leakages. Additionally, the amount of resources allocated
for NSSS programmes as a percent of GDP has been falling owing to severe fiscal constraints. The
government is taking stock of the progress with the implementation of the NSSS and intends to strengthen
implementation during the 8FYP.

4.2.5 Eighth Plan Strategy for Poverty Reduction

The solid progress in poverty reduction achieved during the Seventh Plan before COVID-19 happened
suggests that the underlying poverty reduction strategy is broadly on the right track. But some of the
concerns about the pre-COVID-19 outcomes noted in section 4.2.3 combined with the effects of COVID-
19 suggest that several important changes will be necessary to strengthen the robustness of the poverty
reduction strategy.

First, the reduction in poverty elasticity and the stagnation in poverty reduction in urban areas observed in
2016 suggests that stronger efforts are needed to make the growth much more pro-poor and inclusive as
discussed in chapter 2. This requires attention to the composition of GDP growth and its job creation
potential.

Second, the high concentration of near-poor close to the poverty line means that a large population is heavily
exposed to shocks like COVID-19. The resilience and stability of income need to be strengthened through
efforts to increase the real incomes of both the wage-employed workforce and the self-employed workforce,
and through a stronger system of income transfers to the poor and vulnerable based on a vastly strengthened
social protection system.

Third, in the very short term, a large number of jobs will need to be created in the first year of the 8FYP to
absorb the many domestic unemployed in the informal sector and those who are returning from overseas
from loss of jobs owing to COVID-19. Additionally, social protection spending will need to be increased
to offset the short-term increase in poverty.
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Finally, the PP2041 and SDG-01 objective of securing the target of elimination of extreme poverty by
FY2031 requires special attention to social protection, health, education, and training focussed on the
extreme poor. The introduction of a Universal Health Care system financed through a combination of public
and private health insurance schemes is of utmost importance in this regard.

8FYP Targets for Poverty Reduction

The poverty reduction targets for the Eighth Plan are shown in Table 4.7. The poverty reduction targets
depend upon both the growth rate of GDP and the pattern of consumption/income distribution. It also
depends upon how quickly the short-term spike in poverty acceleration owing to COVID-19 is reversed
and the poverty path is restored to the pre-COVID trend. The average growth rate projected for the Eighth
Plan is 8.0 percent per year. The projections assume that the government will adopt all policies including
job creation and income transfers to restore the COVID-19 infected poverty situation to the long-term
poverty reduction path of PP2041 by FY2022. This is the only way that Bangladesh would be able to
eliminate extreme poverty by FY2031. The sharp improvement in poverty elasticity of per capita GDP
growth shown in Table 4.7 assumes that significant efforts will be made to improve consumption
distribution in favour of the poorest 40" percentile of the population to lift them at a faster pace out of
poverty and vulnerability than was possible during the 2010-2020 periods. The associated poverty reduction
strategy and the underlying policies to achieve these targets are discussed below. These policies are drawn
from the lessons of experience with poverty reduction during the past two decades and especially during
2010-2020.

Table 4.7: Poverty Targets for the Eighth Plan

Indicators FY2021 FY2022 FY2023 FY2024 FY2025
Incidence of Poverty 23.0 20.0 18.5 17.0 15.6
Poverty elasticity of growth 1.2 1.2 1.2
Per capita GDP growth 6.1 6.5 6.8 7.1 7.3
Incidence of Extreme Poverty 12.0 10.0 9.1 8.3 7.4
Poverty elasticity of growth 14 14 14

Source: GED Projection
Main Elements of the Poverty Reduction Strategy
The main elements of the Eighth Plan poverty reduction strategy are as follows:

Reversal of COVID-19 induced poverty: The highest and most immediate priority would be to reverse the
COVID-19 shock-induced spike in poverty in Q2 of 2020 within the first two years of the 8FYP. Given the
large shock and the persistence of COVID-19 effects in the first half of FY2021, an 18-month recovery
period seems reasonable. The poverty reduction support package will include sharply improving COVID-
19 prevention and COVID-19 related healthcare spending to ensure the health safety of all workers and
families to allow a return to normalcy; accelerating income transfers through the social protection
programme to those who remain affected by COVID-19, loss of income and/ or face COVID-19 related
health care spending shocks, providing jobs to those who became unemployed from COVID-19 by
accelerating efforts to revive the Cottage, Micro, Small and Medium Enterprises (CMSMEs) through low-
cost credit schemes, protecting jobs in the formal sector through the speedy implementation of the various
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stimulus packages announced by the government; supporting agriculture production and diversification
through a range of policies including access to inputs including mechanized inputs, farm credit, marketing
support, price support through public procurement, and implementing rural works programme as needed.

Job creation through growth and structural change. The analysis of poverty progress over 2000-2016
provided strong supportive evidence that the fundamental determinant of poverty reduction over the long
term is the acceleration of GDP growth that is combined with efforts to create jobs in manufacturing,
construction, and services. Growth projections for the 8FYP reviewed in chapter 2 shows that the recovery
of GDP growth will be swift based on short-term stimulus-based policy responses and the implementation
of the government’s long-term growth strategy of PP2041. Thus, GDP growth is projected to recover to the
long-term PP2041 postulated GDP growth path of 8 percent, reaching 8.5% by FY2025. The GDP share
of agriculture will continue to fall, while the GDP shares of industry, especially manufacturing, and services
will grow. The manufacturing sector in particular is projected to grow in double digits, thereby increasing
its GDP share from 25% in FY2020 to 31% in FY2025. This changing composition of production is
conducive to poverty reduction through better job creation in manufacturing. However, the recently
observed slow-down in employment in manufacturing in both urban and rural areas will have to be reversed
during the 8FYP. The suggested strategy in Chapter 2 to boost the role of CMSMEs will be critical in
creating manufacturing as well as other off-farm jobs.

Even as both the GDP and employment shares of agriculture fall, agriculture will remain important for food
security and income of self-employed farmers, many of whom are poor. However, the creation of non-farm
jobs in rural areas will be the main source of poverty reduction for rural wage workers since agriculture
will continue to shed labour. Within agriculture, productivity improvements to raise yields, reduce
vulnerability to climate change, and greater diversification to non-crop agriculture, fishing, livestock, and
dairy products will play important role in increasing income for the self-employed farmers and workers that
remain in farming. Therefore, the 8FYP will undertake investments in research and extension to increase
crop productivity, especially rice, to support climate-resistant seed and production technology, invest in
water resources to support farm production in drought-prone areas of the Barind region in the North-western
Districts of Bangladesh and the CHT, ensure flood control and water-logging prevention investments, and
take steps to prevent river-bank erosions and salinity inroads. These actions are all discussed in detail in the
Bangladesh Delta Plan 2100 (BDP2100) and further elaborated in chapter 5 of part 2 dealing with
agriculture and water issues. Implementation of the BDP2100 is critical for lowering the vulnerability of
the poorest districts of Bangladesh noted in Section 4.4 below.

The most fundamental challenge for job creation in the 8FYP that will have a telling effect on both rural
and urban poverty, but especially for urban poverty, is the pace and pattern of the manufacturing sector
growth. The observed slow-down of job creation in manufacturing and the sharp fall in the short-term
employment elasticity in manufacturing during 2013-2016-17 will be addressed comprehensively during
the 8FYP to secure the poverty reduction targets. The main elements of the policy framework to spur the
growth of manufacturing value-added and employment is to promote the diversification of labour-intensive
export-oriented manufacturing beyond RMG. Drawing on the lessons from the RMG success, policy
supports for other labour-intensive manufacturing exports include a competitive real exchange rate,
reduction in trade protection to remove the anti-export bias of trade policy, improve infrastructure services,
and reduce the cost of trade logistics through deregulation, automation and transport links between the ports
and the factory-gate. Details of the manufacturing and trade policy reforms that will be pursued during the
8FYP are provided in chapter 2 of part 2 of the Plan document.
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Outside agriculture, the CMSEs are the largest sources of employment in a wide variety of urban and rural
enterprises in manufacturing and services. Employment in CMSEs is a mixed bag of self-employed, wage
employed, and family labour. These enterprises are mostly informal in nature, have low capital intensity,
use low-level technology, and involve small scale production. The manufacturing CMSEs have little or no
linkage to formal medium and large-scale manufacturing. Progress was made in sub-contracting
arrangement with the formal RMG sector but over the years automation and consolidation in the formal
RMG have weakened this linkage. Lack of dynamism in the CMSEs is a major constraint to job creation
that has been further hit hard by COVID-19. A major strategic shift in the 8FYP employment strategy is to
boost the CMSE sector through better access to bank financing and through one-stop support for
technology, training, marketing, and regulatory improvements based on converting the SME Foundation
into an institution like the Small Business Association (SBA) of the USA. Additionally, bank and non-bank
financial institutions are reluctant to lend to CMSESs owing to higher risk perception, especially in terms of
start-up financing. Adoption of a Credit Guarantee Scheme (CGS) can be very helpful to address this
constraint.

The services sector has historically provided a strong value-added and employment cushion as the
production structure changed over the years. Initially, the workers migrating from agriculture were mostly
absorbed in a range of informal rural and urban services. Over the years, the emergence of RMG and
construction as major economic activities slowed this influx in low-productivity and low-income informal
services. Within services, there is a visible transformation with the growth of a variety of modern services
in transport, trade, finance, housing, tourism, education, and health. Much of this transformation has
happened in the urban areas but with improved transport connectivity, electricity, and the spread of internet,
the services activities are also getting modernized in services. The 8FYP will accelerate this transformation
of the services sector through support for access to credit, through the strengthening of ICT, and promotion
of ICT exports and skills upgrading through training.

Strengthening education and training focused on the poor: Development of human capital will be essential
to implement the government’s inclusive growth strategy. As noted in chapter 1, despite progress the skills
constraint is serious and requires further coordinated efforts focused on increasing education enrolments at
the secondary level and above, improving the quality of education, and strengthening training programmes
for employable skills. As discussed in detail in chapter 10, Part 2, much greater efforts are needed to
improve the equity of education and training services to enable the poor to participate better in the growth
process. Education and training are also the best means to reduce income inequality over the longer term.
The 8FYP will focus strongly on the development of education and training, with emphasis on secondary
and tertiary enrolments, emphasis on quality, and special attention to improve the access of the poor to
education and training. The details of education and training strategy are contained in chapter 10, Part 2.

Implementation of the Bangladesh Delta Plan 2100 (BDP2100): It is well-known that the poverty and
vulnerability to natural hazards and climate change are inter-linked. So, sustainable reduction in poverty
that is related to natural hazards and climate change will require addressing these vulnerabilities at source.
The BDP2100 was prepared with this as one core objective, in addition to others. The adoption of BDP2100
in September 2018 is a major milestone in strategy making in Bangladesh that explicitly addresses the
natural hazard and climate change risks to development prospects for Bangladesh. The 8FYP is the first
phase of implementing the BDP2100.
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Promote job creation and income earnings from external migration: The potential strong positive role of
external migration in reducing poverty will be better harnessed in the 8FYP, learning from the experiences
of the 6 and 7" Plans. The adverse effect of COVID-19 on overseas employment is expected to be
temporary and global recovery is expected by the end of FY2021. The external migration strategy for
poverty reduction during the 8FYP consists of a number of inter-related policy actions: (i) strengthen
government efforts to negotiate with existing and new potential labour- shortage host countries to export
Bangladeshi workers; (ii) upgrade skill base of potential migrants through training; (iii) support
outmigration from the poorest districts of the Northwest part of Bangladesh that are not well served by
access to external migration through better information flow and training; (iv) find ways to reduce the cost
of out-migration through partnerships with job agencies that provide low-cost services; (v) provide access
to one-time credit to defray the cost of migration secured against future earnings based on a government
programme administered by commercial banks; (vi) provide information and anti-exploitation services
through the embassies; (vii) ensure that the exchange rate for remittance through the banking system is
competitive with the curb market rates; and (viii) offer solid banking services to the migrant workers to
enable the use of formal banking channels for sending remittances.

Continued growth of microcredit services: As noted earlier, progress with microcredit services has been a
major policy success in reducing poverty and supporting rural transformation. This progress will be
strengthened in the 8FYP. The research will be done to find ways that the cost of microcredit can be brought
down, especially through the use of digital technology that could help reduce the transaction cost of
borrowing, supervision, and repayments. An effort will also be made to bring some of the microcredit
borrowers into the fold of the normal banking channel.

Towards a Universal Health Care System for Bangladesh: The onslaught of the COVID-19 epidemic
strongly brought home the importance of instituting a universal health care system (UHC) as a major policy
intervention for reducing poverty, especially extreme poverty. The extreme poor are particularly prone to
shocks, particularly heath shocks. Time has come for Bangladesh to start on a pilot basis some type of a
health insurance scheme. The Ministry of Health has already developed a long-term strategy for health
financing that includes health insurance. The implementation of this health financing strategy will be a
major priority during the Eighth Plan.

Strengthening the implementation of NSSS: A well thought out social protection strategy is extremely
important for supporting poverty reduction based on the above strategies and policies. While Bangladesh
has a strong commitment and rich experience with implementing a wide range of social safety nets, there
are many concerns with the effectiveness and poverty focus of the safety net system. The experience of
COVID-19 also exposed some of the inherent limitations of the present social protection system. For the
8FYP, two major initiatives will be taken. First, the implementation of the NSSS will be fast-tracked. All
efforts will be made to consolidate the multiple schemes into the core Life-Cycle risk-based programmes
suggested in the NSSS, move away from in-kind to cash-based transfers on-line transfers, establish Single
Registry MIS of beneficiaries based on eligibility criteria identified in the NSSS, and establish an on-line
Grievance Redressal System. Second, the financing of a reformed social protection system will be given
a high priority. This is built in the Fiscal Policy Framework of the 8FYP described in chapter 5 that allows
for the increase in social protection spending (excluding civil service pensions that are not poverty-targeted)
as a share of GDP from 1.2% in FY2019 to 2.0% by FY2025.
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4.2.6 Strategies to Address Extreme Poverty — Additional Measures

Replication of the Micro Programme Successes in Eradicating Extreme Poverty: Micro programme
successes have been many and they are marked by diversity in approaches. There have been quite a few
targeted livelihood programmes (e.g., EEP, CLP, TUP, etc.) that have been quite effective in combating a
more difficult case of extreme poverty. A defining marker of many of these programmes is that they are
aimed to provide consequential transfer of resources (assets or financial) to extremely poor clients. These
interventions help develop/support asset management, savings habit, organizational, financial, and
marketing skills, which are “non-tradable” and cannot be overnight developed by transfer of money alone.
The aim should now be to replicate on a wider scale - and suitably modified where applicable - these
programmes to cover most extreme poor groups in the country to reduce extreme poverty significantly in
the 8FYP.

Undertaking Measures for Preventing and Mitigating Shocks: The onslaught of COVID-19 is a stark
reminder of how shocks play a decisive role in shaping the pace of extreme poverty reduction. Most of the
poor and near-poor population have limited assets and other forms of saving instruments to cope with
shocks. A devastating and prolonged shock like COVID-19 can easily derail poverty progress. So, efforts
need to be made to build up asset generation for the poor as well as preventing asset erosion. As evidenced
by COVID-19, shocks make poor people poorer and turn the extreme poor into destitute. Although COVID-
19 is in the form of an unprecedented once-in-a-lifetime global shock, more regular socks through natural
disasters and healthcare shocks are a regular phenomenon in Bangladesh. Indeed, had there been no
slippages into poverty due to preventable shocks, Bangladesh would have experienced a much faster decline
in poverty and extreme poverty. So, shock prevention and risk reduction for the poor and the poorest in
particular will, therefore, be given top policy priority in the Eighth Plan. As noted, two important risk
mitigation strategies that will be adopted in the 8FYP to minimize the effects of anticipated shocks include
the reduction in climate change and natural disaster-related shocks by the implementation of the Bangladesh
Delta Plan BDP2100 and the introduction of Universal Health Care system.

Improving the Regional Balance in Development

The evidence from successive HIES surveys shows that the distribution of poverty is highly uneven by
zillas and upazillas. There are some perennially poor zillas and upazillas that continue to suffer from poverty
and deprivation over a long period. Addressing the poverty challenges in these backward regions will help
secure the extreme poverty eradication challenge much more fruitfully than most other interventions. This
is a major task for the 8FYP. The details are discussed in the following section.

4.2.7 Multidimensional Poverty Index (MPI)

The Sustainable Development Goals (SDGs) call for eradicating poverty in all its dimensions from the men,
women and children. Recognizing this multifarious nature of human poverty and deprivations, the
government, during the 7" FYP, has taken initiative to develop the National Multidimensional Poverty
Index (MPI) and linked Child Multidimensional Poverty Index (C-MPI) as a prelude to preparing a national
MPI for Bangladesh. The MPI analysis will help the government to establish a robust baseline for tracking
progress in non- monetary poverty reduction over time and to identify and target the poorest areas or the
poorest sub-groups within those areas. Focusing on what is causing high levels of poverty, the indices will
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be used to develop interventions for specific areas or sub-groups to ensure they receive adequate and
appropriate social services to reduce their deprivations. It is expected that the fruitful realization of national
MPI and Child MPI during the 8" FYP would enable the government to fight against non-monetary
deprivations, which will reduce regional inequality and mainstream marginalized groups into the
development process. It is worth mentioning that MPI for Bangladesh has been decreased from 0.175 in
2014 to 0.101 in 2019, driven by decreases in both incidence (headcount) and intensity of poverty,
according to the Global Multidimensional Poverty Index (MPI1) Report 2020. Whereas 37.6% of the total
population (58.0 million) was MPI poor in 2014, this proportion has been reduced to 24.1% of people (39.2
million) in 2019, meaning that 18.8 million people moved out of poverty during those years.

43 PROGRESS WITH REDUCING REGIONAL DISPARITIES

Bangladesh puts a strong emphasis on establishing a just and equitable society where there are opportunities
for all irrespective of race, religion, culture gender, or location. This is a tough challenge as inequalities are
known to prevail across these various dimensions owing to differing initial conditions, factor endowments,
factor mobility, and administrative weaknesses. Nevertheless, the government is committed to addressing
these inequalities and ensure the equity of development through its various policies and development
initiatives.

In the context of spatial administrative setup, Bangladesh is comprised of 8 divisions and 64 districts.
Districts are further sub-divided into sub-divisions (upazillas) and thanas. Unfortunately, updated income
data is not available either by divisions or districts. As a result, it is not possible to see if there is progress
in achieving per capita income convergence among districts and regions. However, HIES data provide a
unique opportunity to find out the location of the poor by district and regions, thereby providing a picture
of the lagging regions in terms of poverty progress at the regional and district levels. This is very useful to
guide policy, especially in the allocation of public spending to reduce regional and district-level disparities.

4.3.1 Regional Distribution of Poverty

An important objective of the Government is to ensure that poverty progress happens throughout the
country so that no region/district is left behind. This also has important implications for income inequality.
The most fundamental result is that all regions have benefitted from development efforts with sharp
reductions in poverty and extreme poverty (Table 4.8). The sharp reductions in poverty between 2000 and
2016 in the traditionally lagging regions of Khulna, Rangpur, Mymensingh, and Barisal are heartening
news. Rangpur in particular used to suffer from episodes of hunger and deprivation during the lean
agricultural months. This is now a matter of past and Rangpur secured more than 60% reduction in the
incidence of extreme poverty. Similar impressive reductions in extreme poverty have happened in
Mymensingh, Barisal, and Khulna. These lagging regions are typically much more heavily reliant on
agriculture and informal activities and also tend to suffer from a much more severe incidence of natural
disasters and climate change impact.
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Table 4.8: Regional Poverty Incidence (%0)

Division Poverty Rate Extreme Poverty Rates

2000 2005 2010 2016 2000 2005 2010 2016
Barisal 53.1 52.0 39.4 26.4 34.7 35.6 26.7 14.4
Chattogram 45.7 34.0 26.2 18.3 275 16.1 13.1 9.0
Dhaka 42.3 27.7 25.8 16.7 30.6 16.1 11.3 7.4
Khulna 451 45.7 321 27.7 322 31.6 15.4 12.1
Mymensingh 60.6 48.5 48.3 32.9 47.0 35.0 31.9 18.0
Rajshahi 451 45.7 321 27.7 322 31.6 15.4 12.1
Rangpur 60.6 48.5 48.3 32.9 47.0 35.0 31.9 18.0
Sylhet 42.4 33.8 28.1 16.2 26.7 20.8 20.7 115

Source: World Bank Poverty Assessment 2019, Volume 2. Estimates based on HIES 2016.

Although the sustained progress with regional poverty reduction is a very welcome news, one important
concern is the regional disparities in poverty progress (Table 4.8). The eastern regions of Bangladesh
(Dhaka, Chattogram, and Sylhet divisions) tend to have a lower incidence of poverty than the western
regions (Khulna, Barisal, and Rajshahi). Since there are differences in poverty outcomes within a Region,
the spatial disparities are much better reflected in the disaggregation of the poverty profile by districts. This
is illustrated by comparing the poverty progress amongst the poorest 10 districts with the progress in the
top 10 districts exhibiting the lowest poverty rate. This comparison would yield some useful insights about
what contributes to disparities in poverty outcomes by districts.

Figure 4.14 shows the 10 poorest and the 10 least-poor districts as reflected in the results of the 2016 HIES.
Several remarkable findings might be highlighted.

e The disparity in district-level poverty is large. The gap between the least poor district (Narayanganj)
and the poorest district (Kurigram) is a phenomenal 68 percentage points.

o All the top 10 least poor districts belong to the Eastern Regions of Bangladesh: 6 in Dhaka Division
(Narayanganj, Munshiganj, Gazipur, Madripur, Faridpur, and Dhaka); 2 in Chittagong Division
(Bhramanbaria, Feni); and 2 in Sylhet Division (Maulvibazar and Sylhet).

e The distribution of the poorest districts is more disparate, spreading all over the country, although
there is a large concentration of these districts in the Western Division of Rangpur (Kurigram,
Dinajpur, Gaibandha, Rangpur, and Lalmonirhat).

e The Chittagong Hill Tracts Area (CHT) exhibits a large concentration of poor people, with two of
the three districts of CHT showing poverty in the 53-63 percent range, which is more than twice
the national average.
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Figure 4.14: Top 10 Least Poor and Top 10 Poorest Districts 2016

Narayanganj
Munshiganj
Madripur
Gazipur
Faridpur

Feni

Dhaka
Brahmanbaria
Maulvibazar

== 3
= 3
— 4
e 7
s 8§
U
P )
s 10
e 11

Sylhet ms— 13
Lalmonirhat
Rangpur
Gaibandha
Jamalpur
Khagrachari
Kishorganj
Magura
Bandarban
Dinajpur
Kurigram

e 42
e 44
. 47
. 53

0 10 20 30 40 50 60 70 80

Source: HIES 2016, BBS

An important policy question is why are these 10 districts so poor and exhibit poverty rates that are
substantially above the national poverty rate. This requires a detailed investigation of poverty pockets at
the district level. Some limited analysis done by putting together fragmented data from different sources
suggests that by and large, these districts have the following characteristics:

e Tend to be dominated by agricultural activities with a dominance of landless labours, limited
manufacturing and construction activities relative to the more prosperous districts. In particular, non-
farm rural employment opportunities are much more limited in these districts as compared with the
least poor districts.

e Suffer from more intense episodes of natural disasters and climate change, especially flooding and
riverbank erosions.

e Have weaker infrastructure facilities relative to the more prosperous districts.

¢ Have much weaker access to international migration and income transfers relative to the more
prosperous districts.

o Have weaker urban centres than in the least poor districts.
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4.3.2 8FYP Strategy for Addressing the Poverty Problems for the Lagging Regions

The above findings provide a very important basis for policy interventions in the 8FYP to alleviate poverty
in the poorest districts. The main interventions include:

e Refocusing ADP spending to improve the health, education, and infrastructure needs of the lagging
districts.

e Giving higher priority and greater beneficiary coverage of social protection programmes to the
lagging districts.

e Prioritizing BDP2100 PIP in favour of addressing irrigation, flood control, waterlogging and
salinity problems in the lagging districts.

o Establishment of Char Development Board to address the vulnerabilities of Char area.

e Focussing agriculture research and extension services to help farm productivity and incomes in the
lagging districts.

e Supporting the growth of non-farm rural enterprises in the lagging districts through focussed
support programmes including credit, technology, and marketing services.

e Provide greater access to labour training to lagging districts.

e Improve access of lagging districts to international migration through better information, training,
and credit support to meet the cost of overseas employment.

e Enhance access to ICT services through the education system and special training programmes to
the lagging districts.

e Strengthen the LGIs working in the lagging districts through a higher share of block grants and
training.

e Strengthen partnership with NGOs and CBOs in delivering all relevant local services including
social security programmes.

e Conduct in-depth district-level poverty assessments for the top 10 poorest districts to do a more
detailed and specific diagnostics of the fundamental constraints faced by these districts and tailoring
public programme support to address those constraints.

e Require BBS to re-introduce district level GDP estimates to help understand the pattern of district
level income paths and whether convergence is happening.

4.4 PROGRESS WITH INCOME INEQUALITY REDUCTION

Implementation of the above poverty reduction strategy will be the most important element for containing
and eventually reducing income inequality. As noted in Chapter 2, Bangladesh has already stabilized
consumption inequality at around a Gini coefficient value 0.32, but income inequality has increased,
measured in terms of both the Gini coefficient and the Palma ratio. The reduction of income inequality is
a tough challenge and a long -term endeavour. Growing economies like China and India are all experiencing
rising income inequality. Since assets and human capabilities are unequally distributed historically, the
benefits of growth in the context of a market economy tend to favour those who have a better endowment
of assets and human capabilities to start with. The long-term income inequality reduction strategy must,
therefore, focus on reducing this initial gap. Human development strategy with an emphasis on alleviating
the access gap for the poor is one powerful instrument. Facilitating asset accumulation through better access
to credit for the poor can help reduce income inequality. A better strategy for social inclusion by eliminating

109



physical and social barriers is another important instrument. The experience of Western Europe suggests
that fiscal policy can be a very powerful instrument for the reduction of income inequality. This calls for
both increased public spending on social sectors (health, education, sanitation, water supply, and social
protection) and very importantly a well-designed personal income tax system that taxes all sources of
income at a progressive rate.

4.4.1 Strategy for Better Income Distribution
a. Strengthening Land Management

The poor usually have very little physical or financial assets. Those who are amongst the fortunate few have
small landholdings in the rural areas. Land disputes and land grabbing by powerful elites often with small
compensation are frequent events in Bangladesh. Land speculation is similarly rampant, especially in urban
areas. Inequitable access to land often through subsidized land distribution by Rajuk (the Dhaka
Development Agency) to the rich elites and also through illegal land grabbing of public land in collusion
with corrupt public officials have tended to create huge inequality in wealth and income. Proper land
management can be very helpful to correct this source of inequality. The 8FYP will strengthen the land
administration regime and related land market through a range of institutional, regulatory, and fiscal policy
reforms. These reforms include computerization of land records; simplification of land transactions and
land registration. The market price of land/real estate should be the basis of determining registration fees
and property taxes. This will increase revenues of the government substantially. Such reforms will also
protect the poor farmers from the clutches of the predatory land grabbers. A proper capital gain tax on land
transactions will be another important way to reduce windfall capital gains; it will also help to stabilize land
prices by discouraging land speculation and provide important revenue earnings to the government for
spending on social services.

b. Redistributive Fiscal Policies

Research from Bangladesh shows that a combination of better tax compliance with greater focus on
personal income taxation and redistribution of these resources through public expenditures targeted to the
poor can improve income distribution. Results of simulations are illustrated in Box 4.2.
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Box 4.2: Simulated Impacts on Inequality with Fiscal Transfer in Bangladesh

The importance of a strong fiscal re-distributive system epitomized by better tax compliance/administration, higher
direct tax revenue, and cash transfers on improving equity is shown with an illustration from Bangladesh. The gain in
inequality (measured by Gini coefficient) via better compliance of personal income tax system and subsequent transfer
of additional revenue through better compliance to bottom 50 percent of the population is presented below. The
simulation outcomes are derived from a micro-simulation model based on the latest household income and expenditure
survey (HIES 2016) linked to the macro projections of the Bangladesh perspective plan (2021 to 2041). Three
simulations are carried out. (i) Base (poor compliance) simulation suggests high growth rates of 8 to 9 percent with poor
fiscal distribution (as observed currently) may likely to have negligible effects on Gini. (ii) Base high compliance of the
personal income tax (all eligible taxpayers are paying according to their marginal rates) may significantly improve the
inequality situation in Bangladesh. (iii) Reduction in Gini is dramatic when the revenue gains through better tax
compliance are effectively transferred to the bottom 50 percent of the population.

Panel A: Impacts on Gini Panel B: Percentage point reduction in Gini
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Source: Khondker et al (2020)

The introduction of a redistributive fiscal policy is a core fiscal policy reform in the PP2041. The 8FYP
will initiate the first phase implementation of this fiscal policy. The combination of taxes and social
spending that will be introduced to implement a redistributive fiscal policy is illustrated in Table 4.9.
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Table 4.9: 8FYP Fiscal Reforms for Lowering Income Inequality (% of GDP)

Reform measures FY2019 5-year FY2025
(base year) Increase
Increase spending on education 2.0 1.0 3.0
Increase spending on health 0.7 1.3 2.0
Increase spending on social protection (excluding civil service pension) 1.2 0.8 2.0
Increase spending on rural infrastructure & water 1.9 1.1 3.0
Total increase in social spending 4.2
Financed by: Cutback on subsidies & SOE transfers 1.4 (-1.0) 0.4
: increase in income tax 2.6 1.9 45
: increase in value added tax 3.3 1.6 4.9
: increase in local government revenues 0.2 0.5 0.7
Total financing 5.0

Source: Eighth Plan Strategy

The first and topmost policy priority is to raise the share of public spending on education and health to at
least 3 and 2 percent of GDP respectively. This will also require major improvements in the delivery of
public education and health services through education policies, governance, and institutional reforms.

Second, another area where public spending has to increase concerns rural infrastructure--rural roads, rural
electricity, irrigation, and flood control. Government spending in this area has helped increase farm
productivity and food production. The near food self-sufficiency of Bangladesh despite rapid population
growth is a testimony to the success of this policy. Yet, much of the labour force remains engaged in low
productivity and low earnings agriculture. There is a further need to diversify agriculture into higher value-
added activities and to help transfer surplus labour from agriculture to non-farm activities in rural and urban
areas. This transformation will support both growth and income distribution by helping increase average
labour productivity in the economy. Furthermore, the implementation of the water investments in BDP2100
will greatly benefit farm productivity and reduce the loss of rural livelihoods and property from flooding
and riverbank erosion. Additional spending of 1 percent of GDP on rural infrastructure will be helpful and
provided for in the ADP of the 8FYP (chapter 5).

The availability of rural credit is another important determinant of this transformation. The micro-credit
revolution has helped the poor to build up assets and also protect their consumption, thereby contributing
to lower poverty. Nevertheless, the scaling up of formal credit to the rural economy remains a challenge.
The 8FYP will take steps to improve this.

A third area where public spending has to grow concerns about social protection. Presently the government
spends 1.2 % of GDP on social protection excluding civil service pensions. The 8FYP projects this to grow
to 2.0 percent of GDP over the next 5 years.

Higher public spending on education, health, rural infrastructure and social protection by an estimated
additional 4.2 percent of GDP is a seemingly tall order in the present environment of public resource
constraint. A closer look will suggest that a strategy to mobilize this additional funding is certainly within
the reach of public policy and is incorporated in the 8FYP fiscal policy discussed in greater detail in chapter 5.

112



In the first place, the government spends some 3.4 percent of GDP on subsidies and transfers, of which 1.4
percent of GDP is on subsidies and transfers to power and other SOEs including public banks. A core fiscal
reform of the 8FYP is to convert the SOEs including the power sector and public banks to profit-making
enterprises. These subsidies will, therefore, be drastically reduced and re-channelled to priority social
spending as noted above.

Secondly, a major reason for the resource constraint is low tax collection, especially from personal income
taxes. The effective income tax rate at present is about only 4 percent, which is very low. Increasing the
effective income tax rate to even 10 percent in the next 3-5 years to the top 10 percentile who own 35
percent of the national income will yield 3.5 percent of GDP instead of 1.4 percent of GDP now. This will
require the closing of loopholes that let capital gains escape the tax net, treating all sources of personal
income equally for taxation purpose, and improving tax administration and compliance. So, along with
corporate income taxation, the total tax on income and profit is projected to grow from 2.6% in FY2019 to
4.5% by FY2025. The modernization of VAT and improving its productivity can yield an additional 1.8%
of GDP. Moreover, the introduction of a modern property tax and assigning this to the local governments
can be a substantial boost for their fiscal autonomy while providing fiscal resources.

This combination of expenditure reallocation (1% of GDP) and additional tax effort focused on personal
income, VAT and local government revenues (4.0% of GDP) can finance the additional 4% of GDP
required to fund critical social programmes, while also leaving a surplus of 1% of GDP for additional
investment in infrastructure. This fiscal policy package can be a powerful instrument for improving income
distribution as the incidence of this tax and expenditure package is likely to be highly progressive. In
addition to a more effective fiscal policy, the government can also help improve income distribution through
better governance.
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CHAPTER 5

PUBLIC INVESTMENT PROGRAMME AND ITS FINANCING

51 OVERVIEW

Historically, the private sector has led the way in driving GDP growth through private investment (Figure
5.1). Public investment has made a strong recovery since FY2011. Yet, the role of private investment will
continue to dominate. Accordingly, the indicative Financing Plan for the 8FYP is estimated on the
assumption that the private sector would continue to play this dominant role. Nevertheless, the realization
of the 8FYP objectives would require a good balance and complementarity between private and public
investment efforts. Thus, while, accelerated private sector investment-both domestic and foreign-will be
the key to the success of the Plan, the government’s role will be to create the investment-friendly
environment, restore and strengthen human health and welfare in the post COVID-19 world, and ease
infrastructure constraints. As in the past and consistent with the social objectives of the 8FYP, the public
sector will continue to play the crucial role of making the growth more inclusive through fiscal and other
interventions by making the tax system more equitable and undertaking expenditure programmes aimed at
strengthening social protection by improving quality of living for the underprivileged segments of the
society. The Government has initiated the implementation of a Joint Programme called Integrated National
Financing Framework for Accelerating Achievement of SDGs in Bangladesh. This will support the
government to put in place an integrated financing framework to mobilise required resources more
effectively from public and private sources for attaining SDGs by 2030. The programme will facilitate
revisiting the existing Development Finance Assessment (DFA) and SDG Financing Strategy to make them
more focused on the priorities arising from Bangladesh’s LDC graduation and the COVID-19 pandemic
recovery.

Figure 5.1: Investment Trends (% of GDP)
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The main focus of annual development expenditure will be to sharply improve health infrastructure, re-
build the social protection system, infrastructure constraints and strengthen water management. Topmost
priority will be given to rebuild the healthcare system through increased budgetary allocations, sharply
stronger management of the public healthcare system and partnership with private healthcare. Budgetary
allocations to the education sector will be increased to create better human capital through universal general
education, skill development programmes, and training and greater access to ICT solutions. Implementation
of the National Social Security Strategy (NSSS) will be fast-tracked to provide comprehensive social
protection to all poor and vulnerable citizens based on a modern Life Cycle based approach. In the area of
infrastructure, in addition to completing the ongoing transformational infrastructure projects, major
initiatives will be taken to broaden and accelerate the implementation of other major highways and bridges,
power sector projects, and providing access to serviced land to foreign and domestic investors in the context
of the Special Economic Zones (SEZ) initiative. Finally, strong efforts will be made to implement the first
phase of the BDP 2100.

Taking these considerations into account, Annual Budgets will be formulated in a manner consistent with
the realization of the Eighth Plan objectives. Annual Budget and ADP will be synchronized to use them as
tools for achieving the objectives of the 8FYP. Financing of this National Plan will require increased private
and public sector savings, rapid income growth for the private sector and increased revenue mobilization
through reform and modernization of tax policy and tax administration. Prudent spending of public sector
resources for better public service delivery and incentive, subsidy and transfer programmes, and improved
efficiency of public sector enterprises will be important for public sector resource efficiency and
productivity.

5.2 OVERALL RESOURCE ENVELOPE FOR THE INVESTMENT PROGRAMME

5.2.1 Total investment and Financing

Total investment under the Plan will amount to Tk.63.6 trillion in constant FY 2021 prices (the first year of
the Plan). As in the past, domestic resources in the form of national savings will continue to play a dominant
role in the financing of the Eighth Plan (94.9%). Foreign savings will provide the remaining 5.1% of the
financing requirements for the 8FYP. This is a modest recourse to foreign resources consistent with the
government strategy to minimize external borrowing. This cautious external borrowing strategy has been a
core positive aspect of the Bangladesh macroeconomic management that has contributed substantially to
maintain the stability of the external account.

Table 5.1: Financing of Eighth Five Year Plan Investment (FY 2021 prices)

Item: BDT in Billions Total Share (%)
Total Investment 63574 100.0
--Public 16058 25.3
--Private 47516 74.7
Financed By:
Domestic Resources 60358 94.9
External Resources 3216 5.1

Source: GED Projections
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5.2.2  Private Investment and Financing

The investment role of the private sector will be enhanced under the 8FYP based on an expanding role of
FDI, with private investment accounting for 75% of the total investment. As underscored in Chapter 3 on
Medium Term Macroeconomic Framework, increasing the inflow of FDI in Bangladesh to 3% of GDP
from current levels of about 1% would be critical for achieving the investment target under the 8FYP. Thus,
the share of FDI in private investment Bangladesh and some limited external borrowing in foreign currency
by the private sector, will increase markedly to 7%, compared with 3% in the 7FYP. This is a major strategic
shift in the 8FYP that will play a key role in boosting private investments and exports, and thereby offset
the lack lustre performance of private investment during the 7FYP. The rapid growth in FDI will also play
a major role in upgrading technology and strengthening knowledge transfer and skill development.

5.2.3 Public Sector Investment and Financing

The Annual Development Programme (ADP) constituting much of the public sector investment in
Bangladesh has increased by 2 percentage points in relation to GDP to 6% during FY15-FY19. The increase
in ADP reversed the declining trend observed in the past decade and is attributable to government’s efforts
to reduce the wide infrastructure gap in Bangladesh through accelerated ADP implementation. This increase
in ADP spending happened despite slower than expected progress in implementing some major public
sector and PPP-based projects during the Seventh Plan.

The Eighth Plan will build on the gains made so far with a view to allocating Tk.16.1 trillion in constant
FY21 prices of public investment, accounting for 25.3% of total investment in the economy. Of the total
public sector investment, Tk. 12.8 trillion will be funded by domestic resources (80%), comprising of public
savings (36%) and domestic bank and non-bank borrowings (44%) External financing, primarily in the
form of concessional loans from official multilateral and bilateral sources will continue to supplement the
public sector development spending, contributing on a net basis to 20% of the public investment financing.
Access to international capital market to finance large infrastructure projects by issuing sovereign bonds
may also be considered as a source of external financing for domestic public investment. As noted, the
public sector investment financing plan based on the projected fiscal deficit is fully consistent with debt
sustainability. Resort to bank borrowings for financing the fiscal deficits is also built in the monetary
projections of the 8FYP contained in Chapter 3, and therefore are fully consistent with inflation targets and
targets for credit allocation to the private sector.

5.3 FISCAL POLICY FRAMEWORK FOR THE EIGHTH PLAN

The fiscal policy framework for the 8FYP is summarized in Table 5.2. This is basically drawn from the
fiscal policy framework of PP2041 but adjusted to reflect the impact of COVID-19. The three main
highlights of the 8FYP fiscal framework are: First, that a concerted fiscal policy reform effort will be
undertaken to arrest the downward trend of revenue and allow for a substantial expansion in the tax to GDP
ratio. Second, the higher revenue mobilization will provide a basis for restoring the public expenditure
programme to address the key development priorities of the 8FYP. And third, there will be an initial surge
in fiscal deficit away from the medium-to-long term target of 5% of GDP level owing to COVID-19, but
this will be overcome swiftly and restored to the 5% of GDP level based on tax revenue mobilization and
continued commitment to prudent fiscal policy management.
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Table 5.2: 8FYP Fiscal Framework (Percent of GDP)

Fiscal Year FY19 | FY20 [ FY21 [ FY22 | FY23 | FY24 | FY25
Actual Projections
Fiscal Indicators: (As % of GDP)
Revenue and Grants 9.97 9.48 | 10.26 | 11.16 | 12.05 | 12,90 | 14.10
Total Revenue 9.90 9.40 | 10.18 | 11.10 | 12.00 | 12.86 | 14.06
Tax Revenue 8.89 7.89 9.02 | 9.80 | 10.60 | 11.26 | 12.26
NBR Tax Revenue 8.60 7.68 855 | 9.40 | 10.10 | 10.66 | 11.56
Non-NBR Tax Revenue 0.29 0.21 0.47 0.40 0.50 0.60 0.70
Non-Tax Revenue 1.02 1.51 1.16 | 1.30 1.40 1.60 1.80
Grants 0.07 0.07 0.08 | 0.06 0.05 0.04 | 0.04
(As % of GDP)
Total Expenditure 1541 | 14.86 | 17.06 | 16.91 | 17.57 | 17.90 | 19.10
Non-Development Expenditure including net| 9.47 9.11 | 11.13 | 10.90 | 11.08 | 11.25 | 12.07
lending
Non-Development Expenditure 9.37 8.99 | 10.99 | 10.75 | 10.93 | 11.10 | 11.92
Revenue Expenditure 8.57 8.33 9.86 9.93 | 10.11 | 10.26 | 11.08
Capital Expenditure 0.80 0.66 1.13 0.82 0.83 0.84 0.85
Net Lending 0.10 0.13 0.13 | 0.15 0.15 0.15 0.15
Development Expenditure 5.94 5.75 5.93 6.02 6.49 6.66 7.03
ADP Expenditure 5.79 5.52 570 | 5.89 6.36 6.53 6.90
Non-ADP Development Spending 0.15 0.23 0.23 0.13 0.13 0.13 0.13
Overall Balance (excl. grants) -551 | -5.46 | -6.88 | -5.81 | -5.,57 | -5.04 | -5.04
Overall Balance (Incl. grants) -5.44 | -5.39 | -6.80 | -5.75 | -5.,52 | -5.00 | -5.00
Primary Balance -3.50 | -3.33 | -4.78 | -3.65 | -3.36 | -2.77 | -2.76
(As % of GDP)
Financing 5.44 5.39 6.80 5.75 5.52 5.00 5.00
External (Net) [including market borrowing] | 1.23 1.88 2.40 242 2.44 2.46 2.48
Loans 1.76 2.30 2.8 2.35 2.33 2.32 2.30
Amortization -0.53 | -0.39 | -0.40 | -0.39 | -0.41 | -0.45 | -0.45
Domestic 4.21 350 | 440 | 333 3.08 254 | 252
Bank (CrPbs: Money) 1.20 3.32 3.30 | 1.94 1.19 0.65 0.63
Non-Bank 3.01 0.18 1.10 | 1.39 1.89 1.89 1.89
Memorandum Item:
Nominal GDP, In Billion, Taka 25425 | 27964 | 31565 | 35661 | 40363 | 45776 | 51956

Source: Ministry of Finance, Bangladesh, and GED Projection

5.3.1 The Need for Higher Public Spending

Bangladesh traditionally has a small public administration and overall public spending is modest for a
country the size of Bangladesh with immense development needs. The size of public spending as a share
of GDP has grown significantly in the 7FYP. This has allowed the government to increase public investment
and finance infrastructure investments. Yet revenue shortages and implementation constraints have limited
the ability to spend adequate resources in human development and social protection (Table 5.3). The
onslaught of COVID-19 has exposed the huge social vulnerabilities and the need for scaling up spending
on human development, especially healthcare and social protection. With the present low level of resource
mobilization and the need for maintaining fiscal prudence, the only way for increasing spending on core
development priorities is to increase revenue mobilization.
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Table 5.3: Public Spending Priorities (% of GDP)

Expenditure Item FY10 FY15 FY19 FY?25
Total spending 13.9 13.5 15.4 19.1
Non-development spending 10.3 9.1 9.5 12.1
Development Spending 3.6 4.0 6.0 7.0
Education 1.6 1.7 2.0 3.0
Health 0.6 0.6 0.7 2.0
Social Protection (w/o civil service pension) 1.4 1.4 1.2 2.0
Power, Energy and Transport 1.5 1.8 2.4 2.0
Agriculture and Rural infrastructure 0.6 0.8 0.9 1.0
Integrated Water Resource Management 0.5 0.7 1.0 2.0

Source Ministry of Finance and GED Projections

The fiscal framework for the 8FYP projects to increase tax to GDP ratio to grow from 8.9% of GDP in
FY19to 12.3 in FY25. Some increase in hon-tax revenue is also projected that grows total revenues as a
percentage of GDP from 9.9% in FY19 to 14.1% in FY25. This 4.2 percentage points increase in total
revenues as a share of GDP is critical to build up public spending to a minimal level that is necessary to
achieve the 8FYP growth and poverty objectives while addressing the human health challenges posed by

COVID-109.

The spending response to COVID-19 requires some important shifts in public spending priorities in 8FYP.

These are:

Rebuilding the healthcare system: The most important task is to overhaul and build up the healthcare
system of Bangladesh. Accordingly, public spending on healthcare will sharply increase from 0.7% of
GDP in FY19 to 2.0% of GDP by FY25.

Social protection: Spending on social protection also needs to go up to provide income support to the
large number of near-poor who tripped over to the poverty group owing to income loses from COVID-
19. More generally, social protection will move to the NSSS recommended Life Cycle risk mitigation
approach along with progress towards employment-based social insurance and Universal Health Care.
Spending on social protection excluding civil service pension, which are not targeted to the poor and
vulnerable, will grow from 1.2% of GDP in FY'19 to 2.0% of GDP by FY25.

Risk Mitigation: For increasing penetration of insurance in our economy, insurance sector is planning
to diversify insurance products both in life and non-life sub-sectors like Bhaban Bima, Bangabandhu
School Bima, Insurance for all Passengers, Neuro-developmental Insurance, Agriculture Enterprise
Insurance etc. These Insurance products will be distributed by diversified distribution channels such as
Banc assurance, Corporate Agents, Brokers etc.

Education and training: Human capital buildup will require strengthening of education and training
programmes along with the spread of ICT education. Therefore, spending on education will grow from
2.0% of GDP in FY19 to 3.0% by FY25.

Power, energy and transport: The emphasis on infrastructure will remain. The top priority will be to
complete all ongoing transformational project. Other power, energy and transport projects needed to
support growth acceleration will be pursued. However, a strategic shift in financing will happen with
a stronger reliance on PPP-type financing. Accordingly, ADP allocations in power, energy and
infrastructure sector will decline marginally as a share of GDP to 2% but allocations will still grow
healthily in real terms. Importantly, an additional 1-1.5% of GDP infrastructure financing will be
mobilized through PPP funding. So, combining ADP and PPP spending, the public investment share of
infrastructure will also grow significantly as a share of GDP.
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e Agriculture and rural infrastructure: The priority to agriculture and rural infrastructure will be
preserved and strengthened with a further increase to 1% of GDP by FY25.

e BDP2100 implementation: A major priority of 8FYP is to initiate the implementation of the
Bangladesh Delta Plan (BDP2100). The first phase BDP2100 investment programme during the 8FYP
calls for integrated water resource management to improve flood control, lower salinity, reduce water
logging, reduce the incidence of river bank erosion, enhance the availability of fresh water for irrigation,
industrial supply and for human consumption, improve land and forest management and strengthen the

eco-system. The projected allocation for BDP2100 investment program will increase from 1% of GDP
in FY19 to 2% of GDP by FY25.

5.4 REVENUE MOBILIZATION UNDER THE 7FYP: LESSONS FOR 8FYP

The 7FYP set up the target for a strong tax performance but actual performance was much lower despite
higher average GDP growth in the first 4 years of the 7FYP. The tax to GDP ratio fell further due to COVID-
19 impact but on a trend basis the tax performance was already off track in the first 8 months of FY20
before COVID-19. The yearly tax targets and actual performance are shown in Table 5.4. The 7FYP sought
to increase the tax to GDP ratio from 9.4% in FY15 to 12.3% in FY20 and non-tax revenue to grow from
1.2% to 2.0% over the same period. This was predicated on the implementation of major tax reforms as
well as reforms of state-owned enterprises and local government entities. In the event, none of the reforms
were implemented and actual revenue performance for both taxes and non-taxes fell much short of target.

Non-tax revenues increased marginally 1.5% of GDP, while tax performance actually declined to 7.9% of
GDP in FY20

Table 5.4: Revenue- 7FYP Targets and Actual Collection

Fiscal year FY16 FY17 FY18 FY19 FY20 Average
(FY16-20)
(7FYP Target, In Billions of Taka)
Total Revenue 2084 2634 3172 3808 4627 3265
Tax Revenue 1822 2244 2728 3304 4052 2830
NBR Tax Revenue 1764 2166 2639 3203 3937 2742
Non-Tax Revenue 262 390 444 504 575 435
(Actual, In Billions of Taka)
Total Revenue 1730 2012 2166 2518 2630 2211
Tax Revenue 1519 1781 1943 2259 2207 1942
NBR Tax Revenue 1462 1716 1871 2186 2148 1877
Non-Tax Revenue 211 231 222 259 423 269
Indicators: 7FYP Target, As % of GDP
Total Revenue 12.1 135 14.3 15.1 16.1 14.2
Tax Revenue 10.6 11.5 12.3 13.1 14.1 12.3
NBR Tax Revenue 10.3 11.1 11.9 12.7 13.7 11.9
Non-Tax Revenue 1.5 2.0 2.0 2.0 2.0 1.9
(Actual Revenue, As % of GDP)
Total Revenue 10.0 10.2 9.6 9.9 9.4 9.8
Tax Revenue 8.8 9.0 8.6 8.9 7.9 8.6
NBR Tax Revenue 8.4 8.7 8.3 8.6 1.7 8.3
Non-Tax Revenue 1.2 1.2 1.0 1.0 15 1.2
Memo items:
Nominal GDP, 7FYP 17176 19517 22177 25223 28739 22566
Actual Nominal GDP 17329 19758 22505 25425 27964 22596

Source: Ministry of Finance, Bangladesh, and 7FYP Projections
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The main reason for tax revenue shortfall was the inability to implement major tax reforms envisaged during
the 7FYP. The most important planned tax reform was the implementation of the VAT Law of 2012. This
is a fundamental reform that seeks to modernize the VAT system and enhance tax collection by improving
the productivity of VAT. The reform efforts progressed considerably including improvement in the
technical capacity of the NBR through technical assistance and adoption of digital technology to facilitate
implementation. But actual implementation of the original VAT Law of 2012 did not happen. Reform of
the income tax law, policies and procedures have also not happened. The planned administrative reform of
the NBR articulated in the Tax Modernization Plan of 2011 is yet to be fully implemented.

The Government recognizes these challenges and aims to speed up tax reforms in the 8FYP. The
Government gave this signal in approving the Fiscal Framework of the PP2041 that envisages attaining a
tax to GDP ratio of 17% by FY2031 and 22% by FY2041, which are comparable to average tax to GDP
ratios in upper middle income and high-income countries (Figure 5.2). This will be achieved on the basis
of an overhaul of tax laws and tax administration focussed specifically on modernizing the system of income
and VAT taxes with a view to achieving tax collection and tax structure found in UMIC and HIC. The main
feature of this modernization is the introduction of a universal and progressive system of income taxes that
becomes the primary source of tax collection as found in UMIC and HIC.

Figure 5.2: PP2041 Tax Structure

®FY19 EFY31 EFY41
25 21.9
20 17.4
15
8.9 9.1 9.5
10 7 7.1
5 3.3 IH 26 3 33 33
. ] O L]
Tax/GDP VAT/GDP Income Tax/GDP Others

Source: PP2041 Macroeconomic Framework

The 8FYP fiscal framework postulated in Table 5.5 above is based on the Fiscal Framework for PP2041
summarized in Figure 5.2. The details of the sources of total revenues and the associated tax structure for
the 8FYP are provided in Tables 5.5 and 5.6.
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Table 5.5: Revenue Structure in the 8FYP

Fiscal Year FY20 FYy21 \ FY22 \ FY23 FY24 FY25
Actual Projection
Indicators (As % of GDP):
Total Revenue 9.4 10.2 11.1 12.0 12.9 14.1
of Which:
Tax Revenue 7.9 9.0 9.8 10.6 11.3 12.3
of Which:
NBR Tax Revenue 7.7 8.6 9.4 10.1 10.7 11.6
Non-NBR Tax Revenue 0.2 0.5 0.4 0.5 0.6 0.7
Non-tax Revenue 15 1.2 1.3 14 1.6 1.8
Source: Ministry of Finance and GED Projections
Table 5.6: Major Components of Revenue in the 8FYP Period
Fiscal Year FY20 FY21 \ FY22 ] FY23 ] FY24 FY25
Actual Projection

Components: (As % Of GDP)

NBR Tax Revenue 7.7 8.6 9.4 10.1 10.7 11.6
Taxes on Income and Profit 2.7 2.5 3.2 3.5 3.8 4.5
Value Added Tax 2.9 3.6 3.8 4.3 4.6 4.9
Custom Duty 0.8 0.9 0.9 0.9 0.8 0.8
Supplementary Duty 1.2 14 14 13 1.2 1.2
Export Duty 0.0 0.0 0.0 0.0 0.0 0.0
Excise Duty 0.1 0.1 0.1 0.1 0.1 0.1
Other Taxes and Duties 0.0 0.1 0.1 0.1 0.1 0.1

Source: Ministry of Finance and GED Projections

The PP2041 Tax System signals a fundamental shift in the tax system of Bangladesh away from the
outdated tax system that depends on indirect instruments and seeks to tax consumption rather than income.
It is also outdated in terms of tax laws, tax collection, tax audits and tax policing. The PP2041 tax system
modernizes this to a tax system that is focused on income as the primary source of tax revenues, relies on
self-assessment and on-line filing and tax payments, uses a simplified filing system for most taxes except
for complicated cases, and relies on selective and productive audits that are criteria based. There is a
separation of tax policy from tax collection. Tax collection is automated with no interface between tax
collector and tax payer, thereby eliminating the risks of bribery and negotiated tax settlements. This is a
vastly different system than presently. So, full implementation will take time. But an important start will
be made in the 8FYP.

The specific tax reform strategies that are possible under the 8FYP are summarized in Box 5.1. It is the
first step towards implementing the full FY2041 Long-Term Fiscal Policy Framework for the next 20 years
to FY2041. The 8FYP is the first medium-term programme for its implementation. In this first phase
important legal and procedural reforms relating to the VAT, income tax and custom duties are introduced.
Trade reforms ae discussed separately in Chapter 2 Part 2, but they have implications for tax revenues. The
main implication is the reduction in reliance on trade taxes for revenue purposes and instead using trade
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policy for growth, export promotion and industrialization. The revenue consequences are peripheral and
are recouped by income and VAT taxes, as is the case with UMIC and HIC tax structures. The proposed
tax reforms in Box 5.1 are extremely important and cannot be delayed further in order to restore tax revenue
collections and support the needs for essential public spending as summarized in Table 5.3.

Box 5.1: NBR Tax Reform Required for Attaining Tax Targets in Eighth Plan

Tax Policy Reforms

e Full adoption and effective implementation of the original VAT and Supplementary Duty Act 2012strating in
FY2022

e Incorporating Alternative Dispute Resolution (ADR) in Income Tax, VAT and Custom Acts

e Athorough overhaul and simplification of Income Taxes with implementation in FY2023

e Adoption and implementation of the new Customs Act in FY2022.

e By end of FY2022, introduce a proper system of property taxes with revenues earmarked for local
governments

e  Starting FY2024, separate tax planning from tax collection.

e Starting FY2024, selection of NBR Chair and the new Chair of the Tax Policy Unit should be done on a
professional basis with a 5-year fixed term appointment.

e Provide adequate resources and autonomy to NBR Chair and the Chair of Tax Policy Unit to modernize their
respective offices with modern technology, professional staffing and policy and research capabilities.

Tax Administration Reforms: Income Tax

¢ Broadening of the taxpayers’ base- This will require monitoring of the ownership of all sizable physical and
financial assets of taxpayers and determining the income generation out of those assets.

e Broadening of the tax revenue sources- Traditionally there has been an excess dependency on taxing
financial institutions and a few large non-financial corporations. The tax department should explore other
smaller organizations in the formal sector as well various corporations.

e Focusing on income from service providers and self-employed (who are difficult to tax)

e Treating all sources of income equally for the tax purpose without discrimination for the households.
This would imply taxation of capital gains from land, real estate/housing, and stock market. Wealth
accumulation in Bangladesh is primarily happening through accumulation of urban land and real estate,
untaxed/low tax income of the rapidly growing RMG sector, and relatively low tax incidence on income
through financial instruments. This must change.

e Automation of TIN registration and linking TIN with National I.D.

e Integrated Revenue Management Programme: Business Process an integrated revenue management
programme seeks to connect the three departments at transactional level by linking the taxpayer identification
numbers i.e. TIN and BIN in the database. The methodology for setting up such an integrated system is to
first centralize the database and transaction processing of the three departments at one location and then to
build an information system that can mine data in the three databases and thereafter process the same for
exception reports. The integrated revenue management programme will enable the desired flow of information
and consequent synergy among the three tax wings of the NBR.

e Integrated Revenue Management Programme: Digitalization Programme This programme will seek to
set up a country-wide integrated ICT platform to capture all tax payment information from tax returns, banks,
TDS detectors, third party collection agencies etc. The integrated revenue management system will also
receive third party returns i.e. TDS returns, Annual Information Returns (AIR) etc. and generate MIS reports,
exception reports etc. Under this programme, a Central Processing Centre is to be set up for processing all
Income-tax and VAT returns, whether e-filed or paper filed at one integrated processing centre.
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e E-Filing of income tax returns and online payments. To enable this, the tax form will be simplified and
the wealth statement requirement will be deleted for certain income threshold. NBR tax account will be opened
up with selected banks to send online payments.

e Aggressive imposition and expansion of withholding taxes, particularly on individual taxes which could
potentially improve tax compliance, expand the income tax base and address administrative issues pertaining
to tax collection efforts through increased transparency and efficiency.

e Strategic Communication and Taxpayer Outreach, Education and Assistance Bangladesh has a very
narrow tax base and a very small percentage of the population bears the burden of taxation. Most of the direct
tax revenues come from tax deduction at source (TDS) whereas a large percentage should be coming from
corporate tax as well as from businesses and professions through advance tax (PAYE). The logical inference
is gross under reporting or non-reporting from various eligible categories. The taxpayer education programme
will make available a menu of offerings through remote outlets like websites, internet etc. as well as through
customers facing one to one or group interface with the NBR Customer Service Wing.

e Selective and productive audits: Institute an audit system where only a limited number of tax cases will be
audited based on computer- based criteria. The system will be designed to be highly productive in terms of
revenue collection and low-cost of collection in terms of staff time.

Tax Administration Reforms: VAT and Custom

e Implementation of the new VAT Act.

e Expanding VAT base especially on businesses and organization.

e Incentivizing VAT payment with benefits for small businesses to bring them into the VAT coverage as well
as promoting increased formalization of businesses currently operating in the informal sector.

e Reform of the VAT administration along functional lines

e Automation of the whole tax administration through Central Data base including Central VAT Registration;
electronic submission and return processing

e Comprehensive taxpayers’ education and information campaign about the new VAT law and Rules.

e Selective and productive audits as in the case of income taxes.

Box 5.1 also discusses immediate institutional reforms, some of which have been left hanging since the
6FYP as articulated in the Tax Modernization Plan of 2011. The need for strengthening of the tax
administration, its computerization and improvement in efficiency is integral to achieving 8FYP tax targets.
This is mainly because the crux of the tax growth would be derived from domestic sources, mainly income
tax and VAT. Expansion of the income tax base and bringing more individuals and companies under the
tax net and under the withholding mechanism would be necessary to drive the revenue growth and to
achieve levels enjoyed by our neighbouring countries. Since a major section of the Bangladesh economy
still falls under the informal sector it is one of the main reasons behind the slow increase in the number of
income taxpayers as well as limiting the potential VAT collection. Initiatives and incentives by the
government to formalize these activities would greatly enhance the tax potential on the domestic side while
making it possible to achieve the targets set under the 8FYP.

There is also rampant tax evasion which is manifested through the very low number of registered direct tax
payers, transfer pricing and money laundering. This needs to be addressed by strengthening tax evasion
detecting unit like the Central Intelligence Cell (CIC) and other intelligence units of the NBR. The NBR
should work together with the Bangladesh Bank and the Anti-Corruption Commission for combating tax
evasion. There is also a huge backlog of revenue cases pending with courts. More than 20,000 cases are
lying with different courts involving about 20 billion Taka. Following the South African model, the NBR
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has introduced the Alternative Dispute Resolution (ADR) mechanism to settle disputes out of the court
system. The ADR mechanism will be further popularized and strengthened to collect arrear revenue.

With more manufacturing facilities in EPZs and particularly with growing number of SEZs coming into
operation, Bond Administration under the NBR will need to be refocused keeping in mind the different
goals behavioural orientations of Tax Officials and Bond Administration. In this regard the government
will consider bond administration can be separated from full customs administration and also lined its
performance with investment, industrialization and trade.

In order to increase revenue collection, efforts will be made to strengthen the link between better statistical
and research analysis and policy formulation and tax administration. NBR has already completed the
diagnostics for strengthening the Statistics and Research Department and efforts will be made to implement
the recommendations of the diagnostic report. Efforts will also be made to enhance tax compliance through
Social recognition programme. Researchers suggest that exposing information about all firms’ tax payment
behaviour to their peers can increase tax compliance and payment. It may also induce additional incentives
for firms to become tax compliant since publicly available information about tax compliance may affect
consumer behaviour, perhaps steering customers towards tax compliant businesses.

5.4.1 Fiscal Deficit and Financing

The government’s fiscal deficit level would initially increase owing to the adverse effects of COVID-19 on
tax revenues but would stabilize at around the long-term fiscal deficit target of 5% of GDP as envisaged in
PP2041 Fiscal Framework. With the projected GDP growth rate of 8% plus and the initial low Debt to GDP
ratios, there would be no question about debt sustainability. However, the government would need to
diversify its sources of financing with proper mix of domestic and external financing, and on both fronts
identify market based additional sources of financing. On the domestic borrowing front, dependence on
National Savings Schemes and short-term treasury bills should give way to long-term treasury bills and
bonds, infrastructure bonds, etc. with proper secondary market and a well-developed yield curve.

On the external front, the access to traditional concessional borrowing from official bilateral and
multilateral sources should be increased and at the same time complemented with additional borrowings in
the form of sovereign bonds of various maturities and other sources of financing. Even with increased
access to concessional finance, its relative importance will decline over time as Bangladesh becomes a
UMIC. In addition to the traditional access to multilateral institutions like the World Bank and ADB, the
new Asian Infrastructure Bank is also expected to help mobilize concessional external financing for
infrastructure investment in Bangladesh. The government should try to establish its relations with the
international capital market by launching its first sovereign bond soon because external and domestic
conditions are favourable for such a launch. These strategic transformations should be done on the basis of
a comprehensive Government Financing and Debt Management Strategy to be prepared by the Debt
Management Wing of the Ministry of Finance. This budget financing scenario for the 8FYP is shown in
Table 5.7.
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Table 5.7: 8FYP Budget Deficit and Its Financing

Fiscal Year FY20 | FY21 | FY22 | FY23 | FY24 | FY25
Actual Projections
Components: (As % of GDP)
Fiscal Deficit (Including Grant) 5.39 6.80 5.75 5.52 5.00 5.00
Deficit Financing 5.39 6.80 5.75 5.52 5.00 5.00
of Which:
Net External Financing 1.88 2.40 2.42 2.44 2.46 2.48
Net Domestic Financing 3.50 4.40 3.33 3.08 2.54 2.52
of Which:
Bank Borrowing 3.32 3.30 1.94 1.19 0.65 0.63
Non-Bank Borrowing 0.18 1.10 1.39 1.89 1.89 1.89

Source: Ministry of Finance and the GED Projections
55 DEBT MANAGEMENT STRATEGY UNDER T HE EIGHTH PLAN
5.,5.1 Overall Debt management

Bangladesh has the solid track record of managing prudently its public debt and debt service payments. At
about 36% of GDP, the level of government debt is not high by any international standards. During Seventh
Plan period the debt/GDP ratio has basically remained stable but its composition changed with external
debt to GDP ratio falling and domestic debt to GDP ratio rising. For the 8FYP, the debt strategy consists of
maintaining fiscal prudence, with fiscal deficit stabilizing at around 5% of GDP after the initial rise to
finance COVID-19 related expenses in the face of falling tax revenues. Public borrowing will actively
pursue reliance on low-cost options, use borrowed resources wisely on high-priority investments. At the
same time, efforts will be made to strengthen debt servicing capacity by expanding tax revenue and exports,
and focus on accelerating GDP growth. So, the debt strategy involving a combination of keeping real
interest rates of public debt very low, achieving high GDP growth rate, and expansion of tax revenues and
exports all interact to ensure that the overall debt situation is highly comfortable with no sustainability
concerns.

Under the fiscal framework of Table 5.3, the total debt to GDP ratio rises by about 4 percentage points from
its level in FY20 to 40% of GDP by FY25. Much of the increase is in external debt ratio as the financing
of the budget deficit moves away from high-cost domestic saving certificates and bank borrowing towards
lower-cost MLT borrowings. Some of the increase is to enable external financing of essential COVID-19
related expenditures in health and social protection in FY21 and FY22, followed by MLT financing of key
infrastructure in transport, energy and power and BDP2100 investments. These are all high-productivity
investments and support growth and human development. Domestic Debt/GDP ratio also rises slightly. But
the overall increase is manageable and fully consistent with debt sustainability.
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Figure 5.3: Total Debt and Its Components as % of GDP
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Figure 5.4: Indicators of Debt Service Payments, FY2018-FY2025
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The projected increase in external and domestic debt is small and the associated debt servicing is very
manageable, pointing to Bangladesh’s strengthened capacity to service its debt service obligations (Figure
5.4). Total debt service as percent of GDP increases slightly but stabilizes at around at around 2.7% of
GDP. The most important result is the rapid decline in debt service payments as a share total government
revenue from a high of 26% in FY20 to 19% in FY25. This dramatic improvement emerges from the
implementation of the 8FYP fiscal framework that calls for a 3.4 percentage points increase in the tax to
GDRP ratio over the tax rate in FY2019 and a substitution of high cost domestic borrowing from national
saving certificate lower-cost domestic borrowings and greater reliance on low-cost foreign MLT loans
External debt service as percent of exports and remittances remained increases owing to COVID-19 related
loses in export earnings and slowdown of remittance growth as well as an increase in foreign MLT loans.
However, the increase is fairly modest, from 3.5% in FY20 to 4.25% in FY25. Overall, all debt indicators
are comfortable and fully consistent with debt sustainability considerations.
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External Debt Management

The external financing strategy under the Plan will essentially maintain the current strategy of prudent
external borrowing on best possible terms with maximum utilization of concessional official bilateral and
multilateral borrowing. Many of the infrastructure projects in the transport and energy sector (like Matarbari
Power Hub; Dhaka Metro Rail; Karnaphuli River Tunnel etc.) can be financed from concessional
borrowing. There is also scope for accelerating the pace of donor funded project implementation and reduce
the large aid pipeline which currently stands at more than $29 billion (about 6 years of aid utilization).

The external financing strategy under the Plan would also entail broadening of the sources of external
financing, creating greater scope for private investors to secure external financing on better terms through
reduced country/sovereign risk, and continued reliance on official bilateral and multilateral sources for
financing large public sector projects or achieving social sector objectives under the Plan. As shown in
Figures 5.3 and 5.4 above, continued reliance on this strategy would keep external debt and debt service
burden at highly manageable levels throughout the Plan period. Sustaining this strategy will also help
reduce Bangladesh’s vulnerability to external shocks and help broaden access to international capital market
by domestic borrowers and also reduce financing cost for domestic borrowers.

Domestic Debt Management

As in the past, along with fiscal discipline and tax revenue mobilization, the domestic debt strategy for the
8FYP will continue to ensure that the government’s borrowing requirements are consistent with inflation
targets and allocation of credit to private sector. There is an initial bank borrowing hump for the budget in
FY20 and FY21, partly COVID-19 related, but this is corrected through the tax reform process in FY22
onwards. Efforts will also be made to reduce the high cost of domestic public borrowing in Bangladesh. The
excessive dependence on non-bank borrowing in the form of issuing non-tradable old-fashioned national
Savings Certificates at very high cost would give way to market-based instruments and interest rate savings.
Interest payments on domestic debt is already the largest single budgetary expenditure item and it is also the
fastest growing budgetary component. While domestic debt was at 62% of total public debt in FY20, the
interest payments on domestic debt accounted for more than 92% of the estimated total interest payments in
FY20. This trend is not healthy and would be reversed. Efforts will be made under the Eighth Plan to slow
down the growth of domestic interest payments by reducing dependence on high cost borrowing.

Although the high cost of domestic debt servicing does not pose any major debt sustainability issue over
the medium term, it limits budgetary discretionary spending or primary (non-interest) budgetary spending
and thereby constrains the fiscal space for undertaking priority programmes in the public sector.
Accordingly, debt management reforms will be undertaken to make public borrowing cheaper and to help
develop domestic bond market. The Government will also continue to keep rationalizing the interest rate
structure of national savings instruments in line with interest rate developments in the money/bond market.
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5.6 PUBLIC INVESTMENT PRIORITIES

The Government has a strong track record of expenditure control and prioritization, given the limited public
sector resource mobilization and the need to maintain macroeconomic stability. Using the available
resources effectively to ensure realization of the Eighth Plan social and economic objectives will be most
important. Ensuring quality of public spending will be the key to ensure appropriate economic and social
return on investment and also to invigorate private sector investment in the economy. Accordingly, the
Government will be paying enhanced attention to implementation capacity, governance and result-based
monitoring and evaluation (M&E) under the Plan.

Public investment priorities will be determined on the basis of recovery form COVID-19 and the realization
of key Eighth Plan targets with respect to real GDP growth, poverty reduction and social protection for the
poor and vulnerable, human resource development, enhancing social equity through inclusive growth and
ensuring the sustainability of growth through continued macroeconomic stability. In addition, increasing
amount of resources will be allocated to the investment programmes related to Bangladesh Delta Plan 2100.
The detail of total public investment and the amount of ADP in current prices and constant prices are
summarized in Table 5.8. A sector wise summary of the proposed sectoral allocations of planned public
investment in constant (FY21) and in current prices are shown in Tables 5.9 and 5.10, respectively. The
ministry wide mapping of these allocations in current and constant prices is shown in Annex Tables 5.1 and
5.2. These are indicative allocations and will be reviewed in the context of annual budget cycles after taking
into account actual availability of resources, programme implementation by the line ministries, and
changing national priorities. Detailed sectoral objectives, Plan targets, strategies and policies to achieve the
targets are discussed in sectoral chapters in Part 2 of the Eighth Plan document.

Table 5.8: Public Investment Breakdown

Fiscal Year FY21 FY?22 FY23 FY24 FY25
Total Public Investment to GDP (%) 8.2 8.2 8.7 8.9 9.2
Nominal Values (In Billions of Taka, Current Market Price)
Total Public Investment 2573 2924 3503 4056 4801
of Which:

ADP investment 1800 2133 2622 3060 3675
Real Values (In Billions of Taka, FY21 Market Price)
Total Public Investment 2573 2788 3187 3524 3987

of Which:

ADP investment 1800 2033 2386 2659 3052
Memo Item:

Nominal GDP, In Billions, Taka 31565 35661 40363 45776 51956
GDP Deflator Index (FY21 Base) 100.0 104.9 109.9 115.1 120.4

Source: GED Projections
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Table 5.9: 8FYP Sectoral ADP Allocations in Current Prices

Fiscal Year Fy21 FY22 FY23 FY24 FY25

Sector (In Billion Taka, Current 120.6 139.2 161.3 192.9
Market Price)
General Public Services 96.1 283.8 332.0 368.8 423.9
Local Government and Rural 259.9 6.9 8.0 9.3 11.2
Development
Defense 5.6 51.8 59.7 69.8 83.8
Public Order and Safety 421 336.8 407.0 506.0 625.7
Education and Technology 267.4 218.4 278.8 340.8 408.9
Health 170.1 84.6 92.2 107.5 121.7
Social Security and Welfare 72.4 52.7 60.8 70.9 85.1
Housing and Public Works 42.8 24.1 27.8 32.3 38.8
Recreation, Culture and Religion 19.6 289.2 390.8 452.2 542.6
Power and Energy 265.1 222.9 299.5 352.7 438.2
Agriculture 165.9 115 13.3 15.5 18.6
Environment 9.4 29.1 335 39.1 46.9
Industrial and Economic Services 23.6 400.3 479.8 533.9 637.0
Transport and Communication 360.0 2132.7 2622.4 3060.1 3675.3
Total ADP Expenditure 1800.0
Memorandum: 35661 40363 45776 51956
Nominal GDP 31565
Source: GED Projections
Table 5.10: 8FYP Sectoral ADP Allocations in FY2021 Prices
Sector Fy2l | FY22 | FY23 | FY24 | FY25
(In Billion Taka, FY2021 Market Price)

General Public Services 96.1 114.7 125.5 139.9 160.1
Local Government and Rural Development 259.9 269.4 299.9 317.4 348.4
Defense 5.6 6.6 7.2 8 9.2
Public Order and Safety 42.1 49.3 53.9 59.9 68.7
Education and Technology 267.4 319.7 367.5 435.6 514.2
Health 170.1 207.5 251.8 293.4 336.1
Social Security and Welfare 72.4 80.3 83.3 92.7 100
Housing and Public Works 42.8 50 54.9 61 69.9
Recreation, Culture and Religion 19.6 22.9 25 27.9 31.9
Power and Energy 265.1 274.4 353.1 389.3 445.9
Agriculture 165.9 211.7 270.5 303.7 360.0
Environment 9.4 11.0 12.0 13.4 15.3
Industrial and Economic Services 23.6 217.6 30.3 33.7 38.4
Transport and Communication 360.0 387.8 451.5 482.6 553.6
Total ADP Expenditure 1800.0 2031.9 2386.4 2658.5 3051.7

Source: GED Projections
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Table 5.11: 8FYP Sectoral ADP Allocations, As % of Total Development Expenditure

Sector FY2l [FY22 | FY23 | FY24 | FY25
(As % of Current Price Total ADP Expenditure)
General Public Services 5.3 5.7 5.3 5.3 5.2
Local Government and Rural Development 14.4 13.3 12.7 121 115
Defense 0.3 0.3 0.3 0.3 0.3
Public Order and Safety 2.3 2.4 2.3 2.3 2.3
Education and Technology 14.9 15.8 155 16.5 17.0
Health 9.5 10.2 10.6 111 11.1
Social Security and Welfare 4.0 4.0 35 35 3.3
Housing and Public Works 2.4 25 2.3 2.3 2.3
Recreation, Culture and Religion 1.1 1.1 1.1 1.1 1.1
Power and Energy 147 13.6 14.9 14.8 14.8
Agriculture 9.2 10.5 11.4 115 11.9
Environment 0.5 0.5 0.5 0.5 0.5
Industrial and Economic Services 13 1.4 13 1.3 1.3
Transport and Communication 20.0 18.8 18.3 17.4 17.3

Source: GED Projections
o.7 TOWARDS A SYNERGISTIC DEVELOPMENT PARTNERSHIP

Bangladesh’s target of becoming an UMIC calls for huge investments that needs to be financed from both
internal and external sources. The recovery challenge from COVID-19 complicates this task and calls for
swift responses to restore human health and safety and enable a rapid resumption of normal economic
activities. Assistance from different development partners in the form of loan and grant is one of the major
sources of the country’s resource base. Though foreign assistance as percentage of GDP is declining, the
volume is on steady rise in absolute terms. Thus, one of the key strategies of the 8FYP will be to ensure
effective partnership with development partners, especially multilateral development finance institutions to
mobilize swift COVID-19 assistance and to ensure better use and results of existing pipeline and new loans.

Different internal and international assessments and studies have shown that despite global commitments
and local measures, challenges to development effectiveness continue in Bangladesh. The major challenges
include: (1) continued proliferation of stand-alone projects and aid fragmentation, (2) continued
coordination challenges resulting in less alignment with sectoral plans (3) low harmonization and low use
of country systems, (4) despite improvements, low aid predictability, and (5) weak coordination between
government agencies resulting in less coherent understanding of key issues of development cooperation
and inadequate leadership in policy dialogues.

In order to ensure that foreign assistance delivers result, Bangladesh has established a formal mechanism
of partnership with development partners working in Bangladesh through the signing of a Joint Cooperation
Strategy (JCS) in 2010. Premised on the Paris Principles of aid effectiveness, the JCS primarily aims to
translate the international commitments on aid effectiveness at the country level. Anchored in the JCS,
Local Consultative Group (LCG) is the main platform for coordination between the government and DPs
is Bangladesh.
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Bangladesh holds its dialogue with its DPs through the Bangladesh Development Forum (BDF) and the
Local Consultative Group (LCG) Mechanism. The BDF is a high-level political forum that takes places
every few years and includes not only the government and the DPs, but also parliament, civil society,
academia and private sector. The LCGs under different thematic areas are co-chaired by the
Secretary/Member of the Ministries/Division/Planning Commission and one DP. Government and DP high
level leadership in strengthening the coordination mechanism has allowed to firmly institutionalize the
coordination system over the past years. The LCG now includes 18 working groups, each comprised of a
government chair and a DP co-chair and focused on a specific national development priority. Each group
is a forum to facilitate discussion and collaboration, to take decisions and move results in the priority
sectors. The regular LCG meetings have led to a more regular constructive development dialogue and have
significantly improved the relations between DPs and the government. During the 8™ Five Year Plan period,
government will continue its efforts to strengthen the JCS and the LCG, keeping up with the evolving
partnership needs.

The 8FYP aims at more vibrant and synergistic partnership by addressing the current challenges that inhibit
the effectiveness of development cooperation. However, a synergistic partnership requires a number of
things to be implemented by the government. A top priority is speed up the use of existing pipeline, focusing
specifically on slow-moving problem projects to restructure and speed up implementation. The 8FYP
envisages that all DPs will align their country assistance strategies with the goals and sectoral targets of the
Government. Leadership of government line ministries in the LCG sectoral working group is key to ensure
DP policy alignment and system harmonization. The ERD as development assistance coordinator should
map comprehensive work plan to reach out to all government line ministries to ensure that they all are on
the same wave length when dealing with foreign assistance.

The government is proactively creating enabling environment for disclosure of public documents with the
enactment of Right to Information Act and establishment of the independent Information Commission. It
is important that the public has the access to aid data and project documents to ensure aid transparency and
accountability. The 8FYP stipulates that all aid data be made public and the Aid Information Management
System (AIMS) should be the principal means of data sharing by DPs in Bangladesh.

5.8 RISK AND CHALLENGES

Public sector resource mobilization has always been the most important constraint to expanding the
investment programme to meet the growing infrastructure demand, and to finance the needs of public
spending in education, health and social protection. The revenue targets established for the national Board
of Revenue are ambitious, but supported by proper policy and administrative reforms and automation of
tax administration the targets are certainly attainable. The major challenge will be in changing the culture
of outdated practices associated with NBR revenue administration and steadily moving toward a modern
IT-based administration of the VAT and income tax systems. Effective implementation of the NBR
modernization Plan including automation of the VAT and direct tax administration will be preconditions
for the success of the domestic revenue mobilization strategy.

Projections for external financing are reasonable and broadly in line with the borrowing pattern observed
in recent years. While the size of external borrowing will continue to rise in dollar terms, in relative terms
there will be a significant further reduction in the reliance on external financing of the budget during the
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Plan period, broadly in line with the pattern observed in recent years under the Seventh Plan. The sustained
reduction of external debt and debt service payments in relation to GDP and exports of goods and
remittances, respectively, would certainly reduce Bangladesh’s vulnerability to external shocks. Such an
improvement in the external debt and debt service outlook would also enhance Bangladesh’s capacity to
service its external obligations and would allow it to access international capital market if the Government
desires to do so.

There should not be any major problem with the financing of the Plan from the domestic bank and nonbank
sources. The projected domestic borrowing under the Plan is consistent with credit needs of the private
sector and inflation targets. Nevertheless, because the planned domestic borrowing from these two sources
will be sizable, it will require better coordination between monetary and fiscal policy in order to avoid any
potential scope for crowding out of private sector credit. The sources of domestic financing and the interest
rates paid on non-bank borrowing would need to be rationalized with the developments in the market-based
interest rate structure and the sources of domestic borrowing should also be widened with a view to reducing
the rapidly growing domestic debt servicing burden. Development of domestic bond market with proper
development of the regulatory regime and the demand and supply side of the domestic bond market will be
important for diversifying the domestic financing sources.
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CHAPTER 5: ANNEX TABLES

Table A5.1: Ministry-Wise 8FYP Annual Development Programme Allocation (Taka Billion)

Fiscal Year FY21 | FY22 | FY23 | FY24 | FY25
Ministry/Divisions ADP in Current Prices
Sub-total = General Public Services 96.1 120.6 139.2 161.3 192.9
Parliament 0.2 0.2 0.3 0.3 0.4
Prime Minister's Office 39.3 50.9 58.7 67.5 80.1
Cabinet Division 0.2 0.2 0.3 0.3 0.4
Election Commission 7.5 9.2 10.6 12.4 14.9
Ministry of Public Administration 2.4 2.9 3.4 3.9 4.7
Public Service Commission 0.3 0.3 0.4 0.4 0.5
Finance Division 154 18.9 21.8 25.4 30.5
Internal Resources Division (IRD) 0.8 1.0 1.2 14 1.6
Financial Institutions Division 18.9 23.3 26.8 31.3 37.6
Economic Relations Division 0.4 0.5 0.6 0.7 0.9
Planning Division 3.7 4.6 5.3 6.2 7.4
Implementation Monitoring and Evaluation Division 0.8 1.0 11 13 1.6
Statistics and Informatics Division 5.6 6.9 7.9 9.2 111
Ministry of Foreign Affairs 0.6 0.7 0.8 1.0 1.2
Sub-total = Local Government & Rural Development 259.9 283.8 332.0 368.8 423.9
Local Government Division 224.7 240.4 281.9 3104 353.8
Rural Development and Co-operatives Division 23.4 28.9 33.3 38.8 46.6
Ministry of Chittagong Hill Tracts Affairs 11.8 145 16.8 19.6 235
Sub-total = Defense 5.6 6.9 8.0 9.3 11.2
Ministry of Defense — Defense Services 5.6 6.9 8.0 9.3 11.2
Sub-total=Pblic Order and Safety 42.1 51.8 59.7 69.8 83.8
Law and Justice Division 5.3 6.5 7.5 8.7 10.5
Public Security Division 17.3 21.3 24.6 28.7 34.5
Legislative and Parliamentary Affairs Division 0.9 1.2 13 1.6 1.9
Anti-Corruption Commission 0.2 0.2 0.2 0.3 0.3
Security Services Division 18.4 22.6 26.1 30.5 36.6
Sub-total = Education and Technology 267.4 336.8 407.0 506.0 625.7
Ministry of Primary and Mass Education 89.5 113.0 133.0 158.3 193.7
Secondary and Higher Education Division 61.4 92.3 106.4 136.6 171.3
Ministry of Science and Technology 91.0 92.3 106.4 124.2 149.0
Information and Communication Technology Division 17.0 25.4 39.9 55.9 74.5
Technical and Madrasah Education Division 8.5 13.8 21.3 31.0 37.2
Sub-total = Health 170.1 218.4 278.8 340.8 408.9
Health Services Division 151.7 195.8 252.7 310.4 372.4
Medical Education and Family Welfare Division 18.4 22.6 26.1 30.4 36.5
Sub-total = Social Security and Welfare 72.4 84.6 92.2 107.5 121.7
Ministry of Social Welfare 2.7 3.4 3.9 4.5 5.4
Ministry of Women and Children Affairs 4.1 51 5.9 6.8 8.2
Ministry of Food 6.1 75 8.7 10.1 12.2
Ministry of Disaster Management and Relief 56.2 64.6 69.1 80.7 89.4
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Fiscal Year Fy21 FY22 FY23 FY24 FY25
Ministry/Divisions ADP in Current Prices
Ministry of Liberation Affairs 3.3 4.0 4.6 54 6.5
Sub-total = Housing and Community Amenities 42.8 52.7 60.8 70.9 85.1
Ministry of Housing and Public Works 42.8 52.7 60.8 70.9 85.1
Sub-total = Recreation, Culture and Religion 19.6 24.1 27.8 32.3 38.8
Ministry of Information 2.4 2.9 3.4 3.9 4.7
Ministry of Cultural Affairs 2.7 3.3 3.8 4.4 5.3
Ministry of Religious Affairs 10.9 135 155 18.1 21.7
Ministry of Youth and Sports 3.6 44 5.1 5.9 7.1
Sub-total = Power & Energy 265.1 289.2 390.8 452.2 542.6
Energy and Mineral Resources Division 20.0 24.7 28.4 33.2 39.8
Power Division 245.1 264.5 362.4 419.0 502.8
Sub-total = Agriculture 165.9 222.9 299.5 352.7 438.2
Ministry of Agriculture 41.2 46.1 47.9 49.7 59.6
Ministry of Fisheries and Livestock 9.0 111 12.8 15.0 18.0
Ministry of Land 7.1 8.8 10.1 11.8 14.2
Ministry of Water Resources 108.6 156.9 228.7 276.2 346.4
Sub-total = Environment & Climate Change 9.4 115 13.3 155 18.6
Ministry of Environment, Forest and Climate Change 9.4 115 13.3 155 18.6
Sub-total = Industrial and Economic Services 23.6 29.1 335 39.1 46.9
Ministry of Commerce 1.6 2.0 2.3 2.7 3.2
Ministry of Labour and Employment 1.2 15 1.7 2.0 2.3
Ministry of Industries 12.8 15.7 18.1 211 25.4
Ministry of Expatriates' Welfare and Overseas Employment 2.7 3.3 3.8 4.5 54
Ministry of Textiles and Jute 5.3 6.6 7.6 8.8 10.6
Sub-total = Transport & Communication 360.0 400.3 479.8 533.9 637.0
Road Transport and Highways Division 177.9 190.0 215.0 233.8 279.1
Ministry of Railways 65.6 75.0 100.0 115.4 140.3
Ministry of Shipping 40.6 50.1 57.7 62.1 74.5
Ministry of Civil Aviation and Tourism 8.3 10.3 11.8 13.8 16.6
Posts and Telecommunications Division 121 14.9 17.2 20.0 24.0
Bridges Division 55.5 60.0 78.1 88.8 102.5
Total Development Expenditure 1800.0 | 2132.7 | 2622.4 | 3060.1 | 3675.3

Source: GED Projections
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Table A5.2: Ministry-Wise 8FYP Annual Development Programme Allocation

Fiscal Year

FY21 | FY22 | FY23 | FY24 | FY25

Ministry/Divisions

ADP Taka Billion in FY2021 Prices

Sub-total = General Public Services 96.1 114.7 1255 139.9 160.1
Parliament 0.2 0.2 0.2 0.3 0.3
Prime Minister's Office 39.3 48.3 53.0 58.9 67.5
Cabinet Division 0.2 0.2 0.2 0.3 0.3
Election Commission 7.5 8.8 9.6 10.7 12.2
Ministry of Public Administration 2.4 2.8 3.0 3.4 3.9
Public Service Commission 0.3 0.3 0.3 0.4 0.4
Finance Division 154 18.0 19.7 21.9 25.1
Internal Resources Division (IRD) 0.8 1.0 11 1.2 1.3
Financial Institutions Division 18.9 22.1 24.2 27.0 30.9
Economic Relations Division 0.4 0.5 0.6 0.6 0.7
Planning Division 3.7 4.4 4.8 5.3 6.1
Implementation Monitoring and Evaluation Division 0.8 0.9 1.0 1.2 1.3
Statistics and Informatics Division 5.6 6.5 7.1 7.9 9.1
Ministry of Foreign Affairs 0.6 0.7 0.7 0.8 1.0
Sub-total = Local Government & Rural Development 259.9 269.4 299.9 317.4 348.4
Local Government Division 224.7 228.2 254.7 267.2 290.8
Rural Development and Co-operatives Division 23.4 27.4 30.1 334 38.3
Ministry of Chittagong Hill Tracts Affairs 11.8 13.8 15.1 16.8 19.3
Sub-total = Defense 5.6 6.6 7.2 8.0 9.2
Ministry of Defense — Defense Services 5.6 6.6 7.2 8.0 9.2
Sub-total=Public Order and Safety 42.1 49.3 53.9 59.9 68.7
Law and Justice Division 5.3 6.2 6.7 7.5 8.6
Public Security Division 17.3 20.3 22.2 24.7 28.3
Legislative and Parliamentary Affairs Division 0.9 1.1 1.2 1.3 1.5
Anti-Corruption Commission 0.2 0.2 0.2 0.2 0.3
Security Services Division 18.4 215 23.6 26.2 30.0
Sub-total = Education and Technology 267.4 319.7 367.5 435.6 514.2
Ministry of Primary and Mass Education 89.5 107.3 120.1 136.3 159.2
Secondary and Higher Education Division 61.4 87.6 96.1 117.6 140.8
Ministry of Science and Technology 91.0 87.6 96.1 106.9 122.4
Information and Communication Technology Division 17.0 24.1 36.0 48.1 61.2
Technical and Madrasah Education Division 8.5 131 19.2 26.7 30.6
Sub-total = Health 170.1 207.5 251.8 293.4 336.1
Health Services Division 151.7 186 0 228.3 267.2 306.1
Medical Education and Family Welfare Division 18.4 215 235 26.2 30.0
Sub-total = Social Security and Welfare 72.4 80.3 83.3 92.7 100.0
Ministry of Social Welfare 2.7 3.2 3.5 3.9 4.5
Ministry of Women and Children Affairs 4.1 4.8 5.3 5.9 6.7
Ministry of Food 6.1 7.2 7.8 8.7 10.0
Ministry of Disaster Management and Relief 56.2 61.3 62.5 69.5 735
Ministry of Liberation Affairs 3.3 3.8 4.2 4.7 5.3
Sub-total = Housing and Community Amenities 42.8 50.0 54.9 61.0 69.9
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Fiscal Year Fy21 FY22 FY23 FY24 FY25
Ministry/Divisions ADP Taka Billion in FY2021 Prices
Ministry of Housing and Public Works 42.8 50.0 54.9 61.0 69.9
Sub-total = Recreation, Culture and Religion 19.6 22.9 25.0 27.9 31.9
Ministry of Information 24 2.8 3.0 3.4 3.9
Ministry of Cultural Affairs 2.7 3.1 3.4 3.8 4.3
Ministry of Religious Affairs 10.9 12.8 14.0 15.6 17.9
Ministry of Youth and Sports 3.6 4.2 4.6 51 5.8
Sub-total = Power and Energy 265.1 274.4 353.1 389.3 445.9
Energy and Mineral Resources Division 20.0 23.4 25.7 28.6 32.7
Power Division 245.1 251.0 3274 360.7 413.2
Sub-total = Agriculture 165.9 211.7 270.5 303.7 360.0
Ministry of Agriculture 41.2 43.8 43.2 42.8 49.0
Ministry of Fisheries and Livestock 9.0 10.6 11.6 12.9 14.8
Ministry of Land 7.1 8.3 9.1 10.2 11.6
Ministry of Water Resources 108.6 149.0 206.6 237.8 284.6
Sub-total = Environment and Climate Change 9.4 11.0 12.0 13.4 15.3
Ministry of Environment, Forest and Climate Change 9.4 11.0 12.0 13.4 15.3
Sub-total = Industrial and Economic Services 23.6 27.6 30.3 33.7 38.4
Ministry of Commerce 1.6 1.9 2.1 2.3 2.6
Ministry of Labour and Employment 1.2 14 1.5 1.7 1.9
Ministry of Industries 12.8 14.9 16.4 18.2 20.8
Ministry of Expatriates' Welfare and Overseas 2.7 3.2 3.5 3.9 4.4
Employment
Ministry of Textiles and Jute 5.3 6.2 6.8 7.6 8.7
Sub-total = Transport and Communication 360.0 387.8 4515 483.6 553.6
Road Transport and Highways Division 177.9 185.0 203.7 217.6 252.8
Ministry of Railways 65.6 73.4 94.1 99.5 115.0
Ministry of Shipping 40.6 47.5 53.1 56.4 61.2
Ministry of Civil Aviation and Tourism 8.3 9.7 11.7 12.9 13.6
Posts and Telecommunications Division 121 141 16.5 17.2 19.7
Bridges Division 55.5 58.1 72.4 80.0 91.3
Total Development Revenue Expenditure 1800.0 | 2032.9 | 2386.4 | 2658.5 3051.7

Source: GED Projections
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CHAPTER 6

MONITORING AND EVALUATION

6.1 OVERVIEW

The 6™ Five Year Plan Document first introduced the concept of Results-Based Monitoring and Evaluation
(RBM&E) instead of assessing completion of financial or physical targets as indicators of progress. This
results-based M&E system has been incorporated to flexibly use as an instrument of securing mid-term
corrections. This RBM&E is also used to link the successive five year plans to each other by looking at the
results achieved in each medium-term plan and identifying the gaps. The gaps will then inform the agenda,
policies and strategies of the next five-year plan. The 8FYP covers the development aspiration of the
country incorporating the targets of the Sustainable Development Goals (SDGs). Although the unexpected
and unprecedented onslaught of the COVID-19 global pandemic has disrupted the upward and accelerating
pattern of the development progress, the flexible use of the planning instrument will seek to contain the
damage and restore the development momentum as indicated by the Development Results Framework
(DRF) of the 8FYP.

The experience of developing DRF of the 6FYP and the 7FYP gave opportunity to develop more rigorous
DRF for the 8FYP emphasizing on aligning SDGs indicators as well. The findings of the implementation
review of 6" Five Year Plan and Mid Term Review of 7 Five Year Plan has been considered in formulating
the government policies as well as the formulation of the 8FYP. The objective of this brief chapter is to
discuss the strategy underlying the DRF for the 8FYP, its strategic role in planning, the institutional
arrangements for results-based monitoring, data mobilization arrangements, mid-term and end evaluation
of the plan.

6.2 TOWARDS A RESULTS-BASED M&E SYSTEM: 8FYP STRATEGY

Based on the progress made with results-based monitoring in the 6FYP and the 7FYP, the strategic content
and relevance of the DRF in the planning process has gained significance. In the specific context of Vision
2041 and the 8FYP, a results-based M&E is recognized as critical to helping the Government track and
monitor progress and take corrective measures when major gaps or divergences emerge.

The importance of generating the relevant database to do proper results-based monitoring and evaluation
has also gained recognition. This has enabled the development of a detailed DRF, which includes the
following:

e Identifies core macroeconomic and sectoral development objectives linked to PP2041 and the
SDGs;

e Indicates the different monitorable indicators;

e |dentifies the data source;

¢ Indicates the responsible line ministry/ agency that should prepare the data;

o Defines a baseline and sets targets for the end-year as well as the intermediate years of the 8FYP.
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A total of 15 top priority areas have been defined, of which 4 are macroeconomic in nature and the other
11 are sectoral. Each of these development goals are linked to the SDG and fully consistent with the
development vision and target set by the government in PP2041. Table 6.1 contains national priority areas
and the number of indicators used for measuring performance. Performance of the 8FYP will be assessed
against progress towards these developments using 104 measurable indicators. The detailed listing of
indicators, base-line data and the yearly targets are contained in the attachment to this chapter shown as

Annex 1.

Table 6.1: National Priority Areas of the 8FYP

balance

National Priority Outcome Statement Indicators No. of
Indictors
A. MACROECONOMIC GOALS AND INDICATORS
Inclusive economic growth Conducive macroeconomic Real sector indicators 4
through macroeconomic environment to promote inclusive Fiscal indicators 3
stability (SDG-8) growth, supported by trade and External sector indicators 3
private sector development Monetary and Financial 2
Sector
Price level / Inflation 1
Reducing Poverty and Reduction in poverty and inequality | Poverty 2
Inequality (SDG-1 & 10) across all groups and regions Social protection 1
Income/consumption 1
inequality
Employment (SDG-8) Increased productive and decent Employment quantity, 5
employment opportunities for quality and safety
sustainable and inclusive growth
International Cooperation and | Strengthen International Foreign aid quantity and 2
Partnership (SDG-17) cooperation and partnership for quality
sustainable development
B. SECTORAL DEVELOPMENT GOALS AND INDICATORS
Health and Well Being (SDG- | Sustainable improvements in health | Mortality / Life expectancy 4
3) sector including reproductive health | Female reproductive health 3
and family planning, particularly of | Fertility management 2
vulnerable group Prevention of mass 3
communicable disease
Child nutrition 3
Quality Education (SDG-4) Quality education for all to reduce Education quantity 3
poverty and increase economic Education guality 2
growth Education finance 2
Agriculture and Food Security | Achieving food security and Agriculture value-added, 1
(SDG-2) promoting sustainable agriculture and composition
for becoming a prosperous country | Agriculture finance 1
Food security 1
Clean Water & Sanitation Ensure availability of safe drinking | Drinking water 1
(SDG-6) water and sanitation for all Sanitation 1
Transboundary Water 1
Transport and Improved transport infrastructure Transport network guantity 7
Communications (SDG-9) for higher economic growth Inter-modal transport 1
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National Priority Outcome Statement Indicators No. of
Indictors
Power, Energy and Mineral Ensure sustainability in production, | Electricity production and 3
Resources (SDG-7) consumption and use of energy and | access
mineral resources Renewable energy 2
Gender and Social Inequality | Achieve gender equality and Gender equality 9
(SDG-5 & SDG-9) empower all women and girls Social equity 1
Environment, Climate Change | The natural environment is Climate change 2
and Disaster Management preserved and prevented from Environmental protection 4
(SDG-13, 14 & 15) degradation, and a disaster Air quality 1
management strategy exists, as well | Disaster management 4
ensuring climate change adaptation
and mitigation
Information and Increased access to digital Service quantity 4
Communications Technology | communications through telephone
(ICT) and broadband services
Urban Development (SDG- Reduced urban poverty and Urban Services and access 4
11) improved living conditions through
better city governance and service
improvements
Governance (SDG-16) Promoting inclusive, transparent, Access to justice 3
accountable and effective E-procurement 1
democratic governance systemand | Right to information 1
ensuring justice for all Alternative Dispute 1
Resolution
Child protection 1
Human trafficking 2
Quality of public service 1

Source: DRF, Annex Table A6.1

The summary table clearly shows the comprehensive nature of the DRF and captures the core focus of the
8FYP in terms of securing rapid inclusive growth that promotes employment, lowers poverty and supports
economic and social equity. The balance between economic and social justice and strategic linkages
between the macroeconomic and sectoral goals are clearly articulated. It gives a summary snapshot of the
main features of the 8FYP and identifies the performance indicators that, if achieved, will give confidence
that the plan well implemented.

6.3 INSTITUTIONAL FRAMEWORK FOR M&E

The M&E framework in the 6FYP was postulated as a dynamic process. It was understood that the lessons
from international experience on good practices, while certainly helpful in starting the process in the right
direction, would need to be tailored to the Bangladesh context.

6.3.1 M&E Role of General Economics Division (GED) of the Planning Commission

GED is the focal point for monitoring and evaluation of mid and long-term plans. The focus on M&E has
helped in converting the development plans from once-in-a-five-year document to more of a living strategy
that gets updated in the context of a mid-term review and then links up with the next plan through the final
plan completion review.
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In addition to this, the GED will review the “National Action Plan of Ministries/Divisions by Targets in the
Implementation of Sustainable Development Goals (SDGs)” that was developed in alignment with the
7FYP. Based on the review of the National SDG Action Plan and feedbacks from the consultation with the
ministries/divisions/agencies, revised National SDG Action Plan will be prepared by identifying projects
and programmes that would be undertaken during FY2021-FY2025 to achieve the development aspiration
of the 8FYP. Along with the DRF of the 8FYP, the National SDG Action Plan will also be used as an M&E
tool to review the progress of implementation of this mid-term plan document (8FYP).

The training of government officials on the 7FYP provided by the GED was a milestone work that not only
enhanced the capacity of the public officials but also strengthened the M&E system within ministries,
divisions and agencies. The GED will continue such training even for a larger audience on the 8FYP for
effective understanding and operationalization of the result-based M&E system. Moreover, the GED will
help develop M&E framework for the sector strategies to line ministries so that each ministry knows its
commitments and the benchmark against which performance will be evaluated.

The adoption of the medium-term budgetary framework (MTBF) and assigning this role the Ministry of
Finance has strengthened the link between the budget and the national plan on the one hand and between
macroeconomic and sectoral programmes on the other through the involvement of sectoral line ministries.
The Planning Commission rightly focuses on developing a nation-wide M&E framework in coordination
with the Ministry of Finance and the line ministries. The main M&E focus is on high level outcomes related
to the implementation of the national plans and major policies. This aggregate-level M&E effort needs to
be complemented with two other levels of results-based M&E: sectoral M&Es conducted by line Ministries
and M&E of individual investment projects done by the Implementation Monitoring and Evaluation
Division (IMED) under the Ministry of Planning.

6.3.2 Implementation Monitoring and Evaluation Division (IMED)

The IMED has made some progress in doing systematic review of the entire project portfolio to distil the
key lessons of project selection and management and strengthen the development impact of the public
investment program. Nevertheless, there is substantial scope for further progress. The importance of doing
a through portfolio of the ADP and find ways how to maximize the development impact of public
investment has gained momentum in an environment of resource constraint, that has been further
aggravated by the COVID-19.

IMED will undertake an increased number of impact assessments of projects with the help of both
experimental and non-experimental data so that M&E at the micro-level moves beyond simply tracking the
financial and physical completion of the projects. The IMED will develop its capacity and learning through
a process of research and collaboration with the national think tanks and the universities.

6.3.3 Line Ministries/Divisions

The line Ministries/divisions are critical actors in revamping the M&E system. The Planning Wing of the
line ministries is responsible to carry out the job. Some progress has been made during the 7FYP in this
regard, but internal capacities need considerable strengthening. While line ministries/divisions participate
actively in the plan development and implementation process, a systematic effort is not fully in place. The
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required database is often not in place and the input to the planning process is often not strategic or based
on a solid analysis of progress made in the previous plan, emerging gaps and how they will be filled. The
line ministries have made better progress in developing medium-term budgetary framework, but the link of
the budget requests to sectoral strategies in the medium-term plan or the perspective plans has to be
strengthened.

To ensure that line Ministries become an important agent for the M&E exercise, the following steps will be
undertaken under the 8FYP. First, a capacity building plan will be developed which will pinpoint how line
ministries will design an M&E strategy. Second, revision of existing good practice for a results-based M&E
from relevant international experience so that some lessons can be drawn to improve the existing results-
based M&E system of line Ministries. Third, the planning wings of line ministries will be strengthened with
trained officials and technology to prepare project performance reports and results data. Finally, line
ministries will be encouraged to mobilize the relevant sectoral data and put that into the respective websites.

6.3.4 Bangladesh Bureau of Statistics (BBS)

At the national level, the Bangladesh Bureau of Statistics (BBS) is the official data institution in
Bangladesh according to the Statistical Act 2013. The role of the BBS has evolved and over time the BBS
has developed substantial experience and competence in providing a range of data at a national, district,
and sectoral level. Yet, it is well-known that the BBS needs substantial strengthening. Indeed, given the
importance of information as a public good, the strengthening of the BBS is probably the topmost priority
for improving policy making, for improving research, and for instituting a results-based M&E. Under the
8FYP, the BBS will be greatly strengthened to generate high quality data in a timely fashion. To overcome
such constraints, the GoB will undertake the following initiatives:

First, BBS produced and published an actionable National Strategy for the Development of the Statistics
(NSDS) report with strategic directions, policies and institutional reforms for strengthening the BBS. Some
progress was made in the implementation of the NSDS under the Seventh Plan, but progress was
constrained by the slowdown in the procurement of the required technical assistance to strengthen BBS
capacity.

Second, the BBS will undertake small scale surveys for enabling regular and frequent monitoring and
evaluation exercise. Given financial as well as capacity constraint, it is difficult to conduct annual surveys
in a large scale. The alternative therefore is to conduct interim surveys at much smaller scale both in terms
of coverage of the sample as well as numbers of areas covered. These surveys will typically serve the
purpose of adding interim data points to the existing large- scale surveys and thereby enabling regular
monitoring of selected indicators. Given the required cost of annual surveys, biannual surveys will be
conducted which will enable much better tracking of performance given the cost constrain.

Third, the government will dedicate substantial resources to improving the system of national accounts.
Additionally, the BBS needs to focus on producing GDP data on a quarterly basis. This will allow
policymakers to evaluate the effects of changes in fiscal and monetary policies on a real time basis. Statistics
and Informatics Division is mandated for preparing National Population Register (NPR) according to the
Allocation of Business, 1996 (revised up to April 2017), Statistics Act 2013 and National Strategy for the
Development of Statistics (NSDS). As a National Statistics Office, Bangladesh Bureau of Statistics (BBS)
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will prepare and update the NPR to provide information of each and every individual of the country with a
unique identification number for ensuring effective service delivery.

Fourth, as Bangladesh moves towards a more decentralized approach to public administration and service
delivery, there is need to have much better understanding of production and financial capacities at the
district level. Long time ago, BBS used to prepare district level GDP. It also used to prepare fiscal accounts
of local government institutions (LGIs). BBS will take initiative to start compiling district level production
and fiscal accounts of LGIs.

Finally, strong emphasis will be given to strengthening the quality of BBS data. Surveys are done on a
range of subjects including household incomes and wages.

Implementation Reviews of Eighth Five Year Plan

=  Two M&E reviews will be conducted during the 8FYP to assess the degree of achievement against
targets set in the plan document. The first review would be a Mid-Term Review and the second
review would be the Final/End Review of the 8FYP.

= The Mid Term Review will be conducted in FY2023. This will allow the government to take stock
of achievements at midpoint, review the risks and assumptions, and to make any necessary
adjustment to the remaining years’ strategies.

= The findings of Final/End Review of the 8FYP will be disseminated through workshops with
stakeholders. The dissemination effort will include sending the reports to all the stakeholders.

Sustainability of Results-based M&E System

The sustainability of the results-based M&E system depends on a number of factors. First, the public policy
arena must harness a genuine demand and appreciation for an effective results-based M&E system. Second,
official channels for collecting information should be maintained and their dissemination must occur in a
user-friendly manner. Third, there is inherent need to ensure accountability of the government to own the
M&E effort. By ensuring accountability of all the ministries/division, autonomous bodies, central and local
government bodies, government can ensure both the demand and the incentives for a results-based M&E.
Finally, continuous capacity building efforts are necessary.
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CHAPTER 6: ANNEX TABLES

Table A6.1: Development Results Framework (DRF) of the 8" Five Year Plan

SL Data Source Lead Baseline Target Target | Target | Target | Target | Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) el
(i) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
National Priority: Inclusive Economic Growth through Macroeconomic Stability (SDG-8)
Outcome Statement: Conducive macroeconomic environment to promote inclusive growth, supported by trade and private sector development
Real Sector
1 |Per Capita GDP Growth (%) BBS, SID FD 3.85 (2020) 6.06 6.46 6.78 7.13 7.33 SDG
8.1.1
Gross National Savings (as % of GDP) |BBS, SID IRD, BB 30.11 (2020) 31.43 31.17  |32.29 33.03 |34.42
3 | Gross Investment (as % of GDP) BBS, SID Mol, BIDA, 31.75 32.56 32.73 |34.00 34.94 |36.59
(a) Private Investment (as % of GDP) FD, BB (a) 23.63 (a) 24.41 @ (@) 25.32 |(a) (a) 27.35
(b) Public Investment (as % of GDP) (b) 8.12 (b) 8.15 24.53 (b) 8.68 |26.08 (b) 9.24
(c) Foreign Direct Investment (FDI) (as (c) 0.54 (c) 0.83 (b) 8.20 |(c) 1.90 |(b)8.86 |(c) 3.00
% of GDP) BBS (2019) (c) 1.35 (c) 2.50
4 | Gross National Income Per Capita BBS, SID 2064 (BBS 2020) |2170 2345 2555 2790 3059
(In USD)
Fiscal Sector
5 | Total Revenue (as % of GDP) NBR, BB NBR, IRD 9.4 10.18 11.10 |12.00 12.86 |14.06
(a) Tax Revenue (as % of GDP) (a) 7.89 (@) 9.02 (@) 9.80 |(a) 10.60 |(a) (a) 12.26
(FD 2020) 11.26
6 Government Expenditure BB, FD BB, FD 14.86 17.06 16.91 17.57 17.90 19.10
(as % of GDP) (2020)
7 | Government Budget Deficit (including |BB, FD FD 5.39 (2020) 6.80 5.75 5.52 5.00 5.00
grants) (as % of GDP)
External Sector
8 | Export (as % of GDP) Import (as % of  |BBS, SID 12.25 12.83 12.83 |12.79 12.73 |12.64
GDP) (2020)
9 MoC 18.31 18.79 18.77 |18.74 18.73 |18.74
(2020)
10 |Remittance (as % of GDP) BB BB, MoEWOE |5.46 5.51 5.36 5.20 5.02 4.84
(2020)

145




SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
Monetary/Financial Sector
11 |Broad Money (M2) growth (% change) |BB, FD BB, FD 12.64 13.72 13.96 13.83 13.41 13.50
BBS, SID (2020)
12 | Private Sector Credit growth (% BB, FD BB, FD 13.14 14.22 14.46 |14.33 14.17 |14.18
change) BBS, SID (2020)
Price
13 |CPI Inflation Rate (Annual Average) BB, FD BB, SID 5.65 (2020) 5.10 4.90 4.80 4.70 4.60
BBS, SID
National Priority: Reducing Poverty and Inequality (SDG-1 &10)
Outcome Statement: Reduction in poverty and inequality across all groups and regions

14 | Proportion of population living below | BBS, SID CD, GED UPL: 20.5% UPL.: 23.00% |UPL.: UPL: UPL.: UPL.: SDG:

the national poverty line LPL: 10.5% LPL:12.0% [20.00% |18.50% |17.00% |15.60% |[1.2.1
(2019, BBS) LPL: LPL: LPL: LPL:
10.0% |9.1% 8.3% 7.4%

15 | Proportion of men, women and children | BBS, SID GED MPI: 0.168 SDG:
of all ages living in poverty in all its GED Headcount Ratio: 1.2.2
dimensions according to national 36.10
definitions Intensity: 46.5

16 | Proportion of population covered by BBS, SID CD, GED 27.8% 32.12% 32.84% |33.56% |34.28% |35.00% |SDG:
social protection (HIES, 2016) 1.3.1

17 | Degree of inequality (Gini coefficient) |BBS GED; SID (a) 0.48 (a) 0.462 €)) (a) 0.456 |(a) (a) 0.450
(a) income inequality (b) 0.32 (b) 0.302 0.459 (b) 0.296 |0.453 (b) 0.290
(b) consumption inequality (HIES, 2016) (b) (b)

0.299 0.293
National Priority: Health and Well-Being (SDG-3)
Outcome Statement: Sustainable improvements in health sector including reproductive health, family planning, particularly of vulnerable group
18 | Maternal mortality ratio BBS HSD 165 139 129 120 110 100 SDG:
(SVRS, 2019) 3.1.1

19 | Proportion of births attended by skilled |BBS HSD 59 62.50 64.87 67.25 69.62 72.00 SDG:
health personnel (%) (MICS, 2019) 3.1.2

20 | Under-5 mortality rate BBS HSD 28.00 27.80 27.60 |27.40 27.20 |27.00 SDG:

(SVRS, 2019) 3.1.3
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SL Data Source ~ Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
21 | Neonatal mortality rate BBS HSD 15.00 14.80 1460 |14.40 14.20 |14.00 SDG:
(SVRS, 2019) 3.14

21 | Prevalence of stunting among children |BBS HSD 28.0 24.57 2343 |22.28 21.14 |20.0 SDG:
under 5 years of age (%) (MICS 2019) 2.2.1

23 | Prevalence of undernourishment (%) BBS HSD 13.0 125 12 115 11 10.5 SDG:

(FAO 2019) 2.1.1

24 | Prevalence of malnutrition (wasting and | BBS HSD Wasting: 9.8% 8.6 8.2 7.8 7.4 7.0% SDG:
overweight) among children under 5 Overweight:2.4% |1.8 1.6 14 1.2 1.0% 2.2.2
years of age (MICS 2019)

25 | Life Expectancy at Birth BBS HSD 72.6 73.03 73.27 |73.51 73.75 | 74.00

(SVRS, 2019)
26 |Total Fertility Rate (TFR) BBS HSD 2.04 2.03 2.02 2.01 2.01 2.00
(SVRS, 2019)

27 | Proportion of women of reproductive BBS HSD 77.4% 78% 78.5% |79% 79.5% |80% SDG
age (aged 15-49 years) who have their (MICS 2019) 3.7.1
need for family planning satisfied with
modern methods

28 | Contraceptive Prevalence Rate (%) BBS HSD 63.4 68.2 69.9 71.6 73.3 75.0

(SVRS, 2019)

29 | Proportion of the target population (<12 | NIPORT HSD 85.60% 91.80% 93.35% |94.90% |96.45% |98.00% |SDG: 3.
months old children) covered by all (BDHS 2017-18) b.1
vaccines included in national
programme

30 | Proportion of births in health facilities | NIPORT HSD 1:3.00 1:2.36 1:2.14 |1:1.99 1:1.71 |1:1.50
by wealth quintiles (ratio of lowest and (BDHS 2017-18)
highest quintiles)

31 | Tuberculosis incidence per 100,000 WHO HSD 221 155 150 143 128 112 SDG:
population (WHO 2019) 3.3.2

32 | Mortality rate attributed to WHO HSD 21.6% 19.2% 18.6% |18.0% 17.4% |16.8% SDG:
cardiovascular disease, cancer, diabetes (WHO, 2019) 34.1

or chronic respiratory disease
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
National Priority: Clean Water & Sanitation (SDG-6)
Outcome Statement: Ensure availability of safe drinking water and sanitation for all

33 | Proportion of population using safely  |BBS, SID LGD National: 42.6% |48% 55% 62% 68% 75% SDG:

managed drinking water services Urban: 37.9% 6.1.1
Rural: 44.0%
(MICS 2019)

34 | Proportion of population using safely  |BBS, SID LGD National: 64.4 67% 70% 74% 7% 80% SDG:

managed sanitation services Urban: 64.7 6.2.1
Rural: 64.3
(MICS 2019)

35 | Proportion of transhoundary basin area |a) MoWR MoWR, MoFA | 38% 40% 40% 41% 41% 41% SDG:
with an operational arrangement for b) MoFA (JRC, 2018) 6.5.2
water cooperation
National Priority: Quality Education (SDG-4)

Outcome Statement: Quality education for all to reduce poverty and increase economic growth

36 | Completion rate (primary education, BANBEIS MoPME a) 82.1 a) 84.00 a) 90.00 |a) 90.00 |a) 91.00 |a) 92.00 |SDG:
lower secondary education, upper SHED (APSC 2019) b) 65.35 b) 65.75 | b) 66.53 |b) 67.31 | b) 70 412
secondary education) b) 64.98 c) 82.13 c) 82.61 |c) 83.08 |c)83.55|c)85

c) 81.45
(BES 2019)

37 | Proportion of children under 5 years of |BBS, SID MoPME National: 74.50% |76.30% 77.25% |78.17% |79.08% |80.00% |SDG:
age who are developmentally on track (MICS, 2019) 4.2.1
in health, learning and psychosocial
well-being

38 | Number of enrolled children with DPE MoPME Boys: 54442 55000 56000 |56000 56000 |56500
disabilities (by gender) Girls: 43869 45000 49000 |50000 50000 |50000

Total: 98311 100000 105000 |106000 106000 |106500

(APSC-2019)
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
(i) (i) (iii) (iv) (V) (vi) (vii) (viii) (ix) (x)

39 | Proportion of schools with access to (a) |a) BANBEIS, MoPME, Primary Primary: Primary: |Primary:  |Primary: |Primary |SDG:
electricity; (b) the Internet for MoE SHED (a) 87.73% a) 90% (2)92% |(a)94%  |(a) 95% | (a) 100% |4, a.1
pedagogical purposes; (c) computers | b) DPE, MoPME gg)) ;g-gng’ (E:t;)é?;/" EE)) gjzf’ ES)) 38://0 gg)) gg://" ég)) 118(())://0

H . . 0 0 0 0 0 0
ifracracure and metorls for sdents | @olad @8 [@70% (7% | 80% | (0 80%
[ oe T 4 R (IMD, DPE -2019) | (e) 98% () 98% | (e) 99% (e) 100% | (e) 95%
with dlsab|!|t|es, (e) baSI_C drln_kln_g (e) 97% schools () 80% (f) 84% | (f) 86% () 90% | schools
water; (f) single-sex basic sanitation () 76.24% schools | (g) 42% (0)58% |[(@)77% | (g) 91% | (f) 85%
facilities; and (g) basic hand washing (g) 26% schools
facilities (as per the WASH indicator (APSC, 2019) (9) 100%
definitions)
Secondary Secondary Secondary | Secondary Secondary | Secondary
a)93.25 (a) 95.92 (a) 96.00 | (a) 97.08 (2) 97.90 | (a) 100%
b)37.64 (b)39.59 (b)40.76 | (b)42.08 (b)43.37 | (b) 50%
€)76.72 (c) 79.63 (c) 78.80 |(c) 77.97 (c) 77.14 | (c) 100%
d)18.48 (d) 21.14 (d) 22.23 | (d) 23.31 (d) 24.39 | (d) 80%
€)97.07 (€)97.60 (€)97.83 [(e)98.06  |(e)98.29 |(e) 100%
£)95.93 (f) 96.36 (f) 96.55 | (f) 69.74 | (f) 96.93 | (f) 100%
0)28.66 (9)36.33 (9)40.82 |(g)45.31  |(g)49.80 |(g) 70%
(2019)

40 | Proportion of teachers with the a) BANBEIS, MoPME, (a) Pre-Primary: (a)Lower (a)Lower |(a)Lower | (a)Lower |(a)Lower |SDG:
minimum required qualifications, by | MoE SHED (b) Primary: 80.06% | secondary secondary | secondary | secondary | secondary | 4 c.1
education level b) DPE,(MoPME (APSC, 2015) (71.15%) 74.26% | 79.38% 82.2% 85%

(c) Lower (b) Upper (b) Upper | (b) Upper (b) Upper | (b) Upper
Secondary: 62.01% | Secondary:69.92 | Secondary | Secondary:7 | Secondary | Secondary:
(d) Upper % :73.26% | 6.34% :78.56% | 80.00%
Secondary: 59.01%

(2019)

41 |Public education expenditure as % of | MoE, FD MoE, FD 2.2 2.3 25 2.6 2.8 3.0
GDP

42 | Volume of official development ERD ERD 8.76 MUS$ 15.50 MUS$ |16.60 17.80 18.90 20.00 SDG: 4.
assistance flows for scholarships by (2015, ERD) MUS$ | MUS$ MUS$ |MUS$ |b.l
sector and type of study
National Priority: Employment (SDG-8)

Outcome Statement: Increased productive and decent employment opportunities for sustainable and inclusive growth

43 | Annual growth rate of real GDP per BBS, SID 5.85% - - - - 5.5% SDG:

employed person (BBS 2018-19) 8.2.1
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)

44 | Proportion of informal employment in | BBS, SID Both: 78.0% 77.5 77.0 76.5 76 Both: SDG:

total employment, by sector and sex (M: 76.0%, F: 75% 8.3.1
85.5%)
(LFS 2016-17)
45 | Unemployment rate, by sex, age and BBS, SID By sex - - - - By sex SDG:
persons with disabilities Male: 3.1% Male: 8.5.2

Female: 6.7% 0.8%
Female:
2.1%

By Age - - - - By Age

15-24 years: 15-17

12.3% years:

25-34 years: 5.7% ?;’02/04

35-44 years: 1.2% years:

45-54 years: 0.8% 4.4%

55+ years: 0.6% 25.29

(LFS 2016-17) years:
3.0%
30-64
years:1.0%
65+ years:
0.24%

46 | Proportion of youth (aged 15-24 years) |BBS, SID Total: 26.8% - - - - 12% SDG:
not in education, employment or (M:9.2%, 8.6.1
training F: 43.9%)

(LFS 2016-17)

47 |Frequency rates of fatal and non-fatal |a) DIFE, MoLE a) Fatal injuries: |a) Fatal a) Fatal |a) Fatal a) Fatal |a) Fatal |SDG:
occupational injuries, by sex and b) BBS, SID 228 injuries: 163 |injuries: |injuries: |injuries: |injuries: |8.8.1
migrant status c) BMET, (M: 220; F: 8) (M:155; F: 8) |147 130 114 98

MoEWOE b) Non-fatal b) Non-fatal | (M:140; |(M:124; |(M:108; |(M:93; F:

injuries: 111 injuries: 100 |F: 7) F: 6) F: 6) 5)

(M: 94; F: 17) (M: 85; F: 15) | b) Non- |b) Non- b) Non- |b) Non-

(DIFE, 2019) fatal fatal fatal fatal
injuries: [injuries: |injuries: |injuries:
90 80 70 60
(M: 76; |(M: 68; F: | (M: 60; |(M:51;
F:14) |12) F:10) |F:9)
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)

National Priority: Agriculture & Food Security (SDG-2)

Outcome Statement: Achieving food security and promoting sustainable agriculture for becoming a prosperous country
48 | Agricultural sector GDP growth rate (%) |BBS, DAE, DLS, | MoA 3.11 3.47 3.83 4.10 4.00 3.90

DoF, BFD (BBS 2020)

49 | % of agriculture budget allocated in the | MoA MoA 8.35 9.19 10.10 11.11 12.23 13.45
agricultural research (2020)

50 |Prevalence of moderate or severe food |BBS MoFood Moderate: 30.5% | Moderate: Moderat | Moderate: | Moderat | Moderate | SDG
insecurity in the population, based on 28% e:27% |26% e:25% |:24.2% |2.1.2
the Food Insecurity Experience Scale
(FIES) Severe: 10.2% Severe 10% |Severe |Severe 8% |Severe |Severe

(FAO, 2019) 9% " 6%
National Priority: Transport and Communication (SDG-9)
Outcome Statement: Improved infrastructure for higher economic growth

51 | Length of targeted four-lane road (km) |RHD MoRTB 30 (2019) 50 50 150 100 200

52 | Share of RHD highway road network in | RHD MoRTB 81.4% (2020) 84% 87% 90% 92.5% |95%
good and fair condition (% of network)

53 | Length of Metro Rail Transit (MRT) DTCA MoRTB 0 (2015) 0 20 22 30 45
network (km)

54 | Upazila, Union and Village Road LGED LGD, 38 % 43% 48% 52% 55% 57%
network in good and fair condition MoLGRDC (2019)

55 | Length of targeted new railway network | BR MoR 2955 3400 3500 3600 3700 3800
(km) (2018)

56 | Length of targeted new double railway |BR MoR 110.5 150 182 540 901 1110.5
network (km)

57 | Proportion of the rural population who |a) LGED, LGD LGD 83.45% 86% 87% 88% 89% 90% SDG
live within 2 km of an all-season road | b) BBS, SID (LGED, 2016) 9.11

58 | Passenger and freight volumes, by a) BRTC, RTHD Passenger: 130.99 Passenger: Passenger | Passenger: | Passenger | Passenger:
mode of transport b) BIWTC, MoS Lac_ 109_.28 Lac 1121.48 130_.13 Lac |: 146_.34 Lac

¢) BIWTA, MoS Freight: 4.12 Lac M. | Freight: 3.71Lac | Lac . Freight: 137.78La | Freight: SDG
! tonne M. tonne Freight: 439084 M. |c 4.98 Lac 9.1.2
d) BR, MoR (CAAB, 2019) 412 Lac |tonne Freight: | M. tonne
e) CAAB, M. tonne 4.68 Lac
MoCAT M. tonne
Passenger (by bus) Passenger (by Passenger | Passenger | Passenger | Passenger
480 Lac bus) (by bus) | (by bus) (by bus) | (by bus)
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
Freight (by truck) 500 Lac 550 Lac | 600Lac 650 Lac | 700 Lac
4.85 Lac Tonne Freight (by Freight Freight (by | Freight Freight (by
(RTHD) truck) (by truck) | truck) (by truck) | truck)
5.00 Lac MT 5.50 Lac |6.00 Lac 6.50 Lac |7.00 Lac
MT MT MT MT
Passenger: 31.47 Passenger: 31.88 | Passenger | Passenger: | Passenger | Passenger:
Crore Crore 1 34.03 36.58 Crore |:39.51 43.06
Freight: 55.94 MT Freight: 63.13 | Crore Freight: Crore Crore
(BIWTA) MT Freight: |74.32 MT |Freight: | Freight:
68.18 MT 81.38 MT | 89.52 MT
Passenger: 1.97 Lac | Passenger: 2.07 |Passenger | Passenger: | Passenger | Passenger:
Container: 6678 Lac :2.17 Lac | 2.28 Lac :2.40 Lac | 2.52 Lac
TEUS Container: 7678 | Container | Container: | Container | Container:
Vehicle by Ferry: TEUS : 8678 9678 TEUS |:10678 |11678
30.72 Vehicle by TEUS Vehicle by | TEUS TEUS
(BIWTC) Ferry: 32.26 Vehicle | Ferry: 25.93 | Vehicle | Vehicle by
by Ferry: by Ferry: | Ferry: 9.07
3241 18.15
National Priority: Power, Energy and Mineral Resources (SDG-7)
Outcome Statement: Ensure sustainability in production, consumption and use of energy and mineral resources

59 | Electricity Installed Generation PD PD 23548 24000 26000 28000 29000 |30000
Capacity (MW) (FY 2020)

60 | Access to electricity (% of households) |PD, BBS PD 97% 100% 100% | 100% 100% | 100% SDG.

(PD 2019) 7.1.1

61 | Per capita generation of electricity PD PD 512 552 592 632 674 720
(kwh) (PD 2019)

62 | Share of renewable energy to the total |PD PD 3.25 4.50 5.75 7.00 8.5 10.00 SDG.
electricity generation (%) (including (FY 2019) 7.2.1
hydro)

63 | Proportion of population with primary |BBS EMRD 26.3% 21% 23% 25% 27% 30% SDG
reliance on clean fuels and technology (FY 2019) 7.1.2
National Priority: Gender (SDG-5) and inequality (SDG-10)

Outcome Statement: Achieve gender equality and empower all women and girls

64 |Percentage of seats held by women at PS BP 20.86 (2020) 23 26 29 32 35 SDG.

National Parliament 55.1
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
65 | Percentage of women aged 20-24 who |BBS MoWCA 51.4 (MICS, BBS |50 42 34 32 30 SDG.
were married before age 18 2019) 53.1
66 |Ratio of girls to boys in tertiary BANBEIS MoE 0.7 0.76 0.82 0.88 0.94 1.0 SDG. 4.3
education &45.1
67 | Gender budget as percentage of total FD, MOWCA FD, MOWCA |30.82 (FD 2019) |31 32 33 34 35 5.c.1
budget
68 | Percentage of female teachers at (a) BANBEIS MoE a) 66 67 68 69 a)70 SDG.
primary, (b) secondary (c) tertiary b)25.60 30 31 32 33 b)35 451
education €)27.23 28 28.5 29 29.5 )30
(2019)
69 | Proportion of women in managerial BBS MoWCA, 11.4 (LFS 2016) | 19 20 21 22 23 SDG.
positions MoPA 55.2
70 | Proportion of ever-partnered women BBS MoWCA 54.7 (FY 2015) 48 41 34 27 20 SDG.
and girls aged 15 years and older 521
subjected to physical, sexual or
psychological violence by a current or
former intimate partner in the previous
12 months, by form of violence and by
age
71 | Proportion of women and girls aged BBS MoWCA 6.2 (FY 2015) 5.4 4.8 4.2 3.6 3.0 SDG.
15 years and older subjected to sexual 522
violence by persons other than
an intimate partner in the previous
12 months, by age and place of
occurrence
72 |Proportion of time spent on unpaid BBS MoWCA F: 23.6 F: 23% F: 22.5%) F:22% F:21% |F:20% |SDG
domestic and care work, by sex M: 6.9 M:7.5% M:8% [M:85% [M:9% |[M:10% |5.4.1
(FY 2017)
LFS, BBS
73 | Growth rates of household expenditure |BBS GED a)7.7 - - - - a) 9.5 SDG.
or income per capita among a) the b) 9.1 b) 9.3 10.1.1
bottom 40 per cent of the population (2016)

and b) the total population
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
(i) (i) (iif) (iv) (V) (vi) (vii) (viii) (ix) (x)
National Priority: Environment, Climate Change and Disaster Management (SDG-13, 14 & 15)
Outcome Statement: The environment is preserved and prevented from degradation, and a disaster management strategy exists as well as ensuring climate
change adaptation and mitigation
74 | Consumption of ozone depleting H- DoE MoEFCC 65.35 (2016) 47.22 47.22 30.5 26.5 23.61 SDG.
CFCs (Ozone Depleting Potential 13.2.2
(ODP))
75 | Forest area as a proportion of total land |BFD MoEFCC 14.1 (2015) 14.4 14.6 14.8 15.0 15.2 SDG.
area (based on periodic survey) 15.1.1
76 | CO2 emissions (tonnes per capita) DoE MoEFCC 0.91 (2011) - - - - 1.38 SDG.
13.2.2
77 | Coverage of protected areas in relation | DoF MoEFCC 2.05 4.73 - - - 7.94 SDG.
to marine areas (2016-17) 14.5.1
78 | Percentage of wetland and natural MoFL MoFL 1.51 1.70 1.85 2.0 2.10 2.20 SDG.
sanctuaries maintained (2014-15) 15.1.2
79 |Percentage of forests that are protected |BFD MoEFCC 3.06 (2020) 3.20 3.25 3.30 3.35 3.40
80 |Mean urban air pollution of particulate |DoE MoEFCC (a)145 (2017) 140 135 130 125 120
matter (a) PM10 in ug/m? ) PM2.5 in b) 85 (2017) 83 81 78 75 73
ug/m®
81 |No. of usable cyclone shelters DDM MoDMR 4014 (2019) 4,047 4,247 4,447 4,647 4,847
82 | Developing Guidelines for Risk DDM/ MoDMR | MoDMR 04 (2020) 07 10 13 16 19 SDG 1.5
Reduction as Mentioned in revised SoD
83 | Number of housing with disaster DDM MoDMR 70,000 1,50,000 2,30,000 |2,90,000 3,40,000 |3,80,000 |gpg
resilient habitats and communities (2020) 11.b
assets
84 | Number of deaths, missing persons and |BBS MoDMR Affected Persons: |6000 5000 4000 3000 2000 SDG.
directly affected persons attributed to 12,881per 13.1.1
disasters per 100,000 population 100,000 people
(BDRS, BBS,
2015)
Death person:
0.2045

(MoDMR, 2016)
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)
National Priority: Information and Communication Technology (ICT)
Outcome Statement: Increased access to digital communication through telephone and broadband services
85 | Proportion of individuals who own a BTRC BTRC, 96.28 100 105 110 115 120 SDG.
mobile telephone, by sex PTD (2020) 5.b.1
86 | Proportion of population covered bya |BTCL BTCL 2G: 99.6% 100 100 100 100 100 SDG.
mobile network, by technology 3G: 95.40% 9.c.1
4G: 82%
(BTRC, June
2019)
87 |Fixed Internet broadband subscriptions |BTRC BTRC 4.80 (Dec, 2019) |6 8 10 12 15 SDG.
per 100 inhabitants, by speed 17.6.1
88 | Internet users per 100 people BTRC PTD 60.34 (Mar 2020) |70 75 80 85 90 SDG.
population 17.8.1
National Priority: Urban Development (SDG-11)
Outcome Statement: Reduced urban poverty and improved living conditions through better city governance and service improvements
89 | Proportion of urban population living in | PHC, BBS MoLGRD&C |33% 31.4 29.8 28.2 26.6 25% SDG.
slums, informal settlements or 1111
inadequate housing
90 |Percentage of urban population having |a) DGHS MoHFW a) 87 89.6 92.2 94.8 97.4 a) 100 SDG.
access to (a)public health service (b) b) MICS, BBS b) 47.9 82.4 86.8 91.2 95.6 b)100 1.4.1
safe drinking water (c) sanitation c) MICS BBS c) 55.9 84 88 92 96 c) 100
facilities
91 |Percentage of urban solid waste LGD, MoLGRD&C |63.2% 65.5 68 70.2 72.6 75 SDG.
regularly collected MoLGRD&C 11.6.1
92 | Number of a) Upazilas, b) LGED, UDD LGD, MoHPW |a) 14 a) 14 a) 29 a) 70 a) 120 |a) 250
municipalities having an approved b) 324 b) 330 b) 350 |b) 384 b) - b) -
Upazila Master Plan (2019)
National Priority: Governance (SDG-16)
Outcome Statement: Promoting inclusive, transparent, accountable and effective democratic governance system & ensuring justice for all
93 | Weighted average national case MoLJPA, MoLJPA, 32.24 (2012) 35.8 39.3 42.8 46.5 50
disposal rate Supreme Court Supreme Court
Registry Registry
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SL Data Source Lead Baseline Target Target | Target | Target | Target |Remarks
Performance Indicators (Institutions & | Ministry/Divisi (Year) (2021) (2022) | (2023) | (2024) | (2025)
Reports) o
0) (i) (iii) (iv) v) (vi) (vii) (viii) (ix) (x)

94 | Number of access and usage of legal aid Law and Justice |Law and 22000 110000 120000 |150000 175000 |200000
services by the poor and disadvantaged Division, Justice
group compared to total litigants Division

95 | Percentage of public institutions using |CPTU IMED 0 % (2014) 16 41 65 89 100 SDG.
e- procurement 12.7.1

96 | Number of queries attended to by the Information Information 12852 8000 9000 10000 11000 |12500 SDG
government institutions under right to | commission Commission  |(2019) 16.10.2
information act

97 | Number of cases settled per year under |Law and Justice |Law and 14,000 (2014) 17,000 19,000 {21,000 23,000 |25,000
Alternative Dispute Resolution (ADR) | Division Justice
compared to total cases Division

98 | Proportion of children aged 1-14years who MoWCA 88.8 (2019) 87.0 85.0 83.0 82.0 80.0 SDG.
experiencgd any physi_cal punishmfant aqd/or BBS 16.2.1
psychological aggression by caregivers in
the past month

99 | Number of victims of human trafficking | BP MoHA Total-0.92 0.7 0.6 0.5 0.4 0.3 SDG.
per 100,000 population, by sex, age and Male-1.14 16.2.2
form of exploitation Female-0.64

(BP 2015)

100 | Proportion of young women and men | BBS MoWCA/PSD |Female: 3.45% Female: Female: |Female: |Female: |Female: |SDG.
aged 18-29 years who experienced (VAW Survey, 3.00% 2.50% |2.25% 2.00% |1.50% 16.2.3
sexual violence by age 18 2015)

101 | Unsentenced detainees as a proportion | MoHA MoHA 77 75 72 70 65 60 SDG.
of overall prison population (DoP, SSD, 2020, 16.3.2

MoHA)

102 | Proportion of population satisfied with | BBS Cabinet 39.69 45 49 53 57 60 SDG.

their last experience of public services Division, (CPHS, 2018, 16.6.2
MoPA BBS)

National Priority: International Cooperation and Partnership (SDG-17)

Outcome Statement: Strengthen international cooperation and partnership for sustainable development

103 | Foreign assistance as percentage of ERD, MoF ERD, MoF 35.42 % 35.87 31.10 |28.15 25.17 27.24
ADP and budget support (2019-20)

104 | Percentage of (a) concessional loan and | ERD, MoF ERD, MoF )] 55 % (@) 545 (@54 |(a)53 () 52.5 |(a) 52
(b) grants to total foreign assistance (o) 45 % (b) 45.5 (o) 46 | (b) 47 (0) 47.5 |(b) 48

(2019-20)
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CHAPTER 1

STRENGTHENING PUBLIC ADMINISTRATION,
PUBLIC INSTITUTIONS AND GOVERNANCE

1.1 INTRODUCTION

The transformative aspiration articulated in PP2041 has become more challenging due to the economic
realities associated with the Covid-19 global pandemic. Yet the objective to accelerate growth and maintain
its momentum for the next two decades necessitates that the policymakers maintain macroeconomic
stability, mobilize sufficient resources for high quality human capital and critical infrastructure and develop
necessary manufacturing and service sectors that could cater to the world market. Alongside, as emphasized
in PP2041, important gains will need to be made on the institutional and governance fronts. The government
understands that the governance and the institutional structures of UMIC and HIC are vastly different from
those found in low income and LMIC countries.

Historical and comparative development experiences suggest that long-term developmental transformation
from low income and LMIC status to UMIC and HIC status has only been possible when the policymakers
formulated and invested in effective institutions within the economic and political space that allowed
markets to function efficiently and allowed the state to mobilize resources for delivering necessary public
goods, while operating within a broad environment of political accountability and rule of law. In particular,
the broad evidence emerging from the literature on institutional economics pinpoints that some aspects of
economic and political institutions are extremely important for maintaining long-term growth, as they play
a critical role in shaping the incentives of economic actors by rewarding greater efficiency, competitiveness,
stability and innovation in the overall economy.

Consequently, the Government has recognized this instrumental relevance of effective institutions to attain
long-run rapid economic transformation and has accordingly targeted key institutional and governance
improvements under the Sixth and Seventh Plans so that the policymakers can mobilize the required
investments in physical and human capital, foster innovation and technological advances, and promote the
organization of production systems. The Seventh Plan, in particular, articulated a focused intervention to
navigate contemporary challenges and identified key areas that will be targeted for key institutional reforms.
This included reforms in: (a) the capacity of the public administration; (b) judiciary; (c) financial sector;
and (d) local government. More specifically, the 7t Plan placed empowerment of citizens at the centre of
its development strategy as reflected in the subtitle (tag line) of the document: ‘Accelerating Growth,
Empowering Citizens.” Seemingly, the ‘theory of change’ implied by the governance paradigm of the 71
Plan may be described along the following lines: improving and strengthening institutions would accelerate
economic growth and poverty reduction which in turn would create assets and capabilities, thus
empowering the poor, which would feed back to demand for better living standards and good governance.

161



The Eighth Plan will maintain this focused approach to improve institutional performance — which has also
emerged as priority area within the political manifesto of the Government. In particular, the Government
recognizes that while approaching the 8™ Plan’s governance priorities, it is important to keep in view that
there is a large body of evidence to suggest that reform and change in these areas is a complex process
involving deep structural and behavioural changes, and hence, are difficult to achieve without strong and
consistent political support at all levels sustained over long periods of time. Finally, to address the
deficiencies in other relevant areas relating to governance, the 8" Plan will also prioritize the strategies and
policies that were identified in the 7™ Plan and are still considered for attaining the developmental
transformation that are envisioned in the Perspective Plan 2041.

1.2 GOVERNANACE PERFORMANCES DURING THE SEVENTH PLAN
1.2.1 Institutional Performance under the 6™ and 7t Plans

The cross-country comparison of progress in institutional performance and governance is usually measured
by numerous international composite indicators, but prominent among those are the “World Governance
Indicators”, which compare institutional performances across six key dimensions. These are: Voice and
Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness,
Regulatory Quality, Rule of Law, and Control of Corruption. Moreover, in the standard governance
literature, these indicators are frequently used to assess how institutional performance is changing over both
time and space. Bangladesh’s performance, evaluated through these indicators remains mixed over the last
decade as moderate improvements in some dimensions have coexisted with continued weakness in others.
In fact, if we examine the institutional performance as illustrated in Table 1.1, we can see Bangladesh
relative position has only moderately improved in three indicators — namely, ‘Control of Corruption’, ‘Rule
of Law’ and ‘Political Stability and Absence of Violence/Terrorism’ — while remaining less than par in
other key areas such as ‘Voice and Accountability’, ‘Government Effectiveness’ and ‘Regulatory Quality’.

Furthermore, even when we assess objective indicators that measures specific institutional performance
associated with the fiscal capacity to mobilize recourses, the judicial capacity to maintain a tolerable
backlog of cases and the central bank’s regulatory capacity to contain nonperforming loans in both state-
owned commercial banks and the overall banking sector, the trend between 2010 and 2019 appears less
than encouraging. For instance, the total backlog of cases between 2010 and 2019 has been doubled and it
is approximately 3.6 million (Table 1.2). This is higher than the target that was decided under the 7FYP to
limit case backlog to 3.3 million in 2020. This is also indicative of limited change in the case disposal rate,
which was a priority area of improvement in both the 6FYP and the 7FYP. Likewise, if we observe the
trend in Tax-to-GDP ratio, both the 6FYP and 7FYP aimed to increase the Tax-to-GDP to more than 15%
during their respective tenures. Yet, it actually decreased from 9.21% in FY2010 to 8.9% in FY2019, which
underscores the urgent need to prioritize major fiscal reforms to enhance the Government’s capacity to
mobilize resources and meet its developmental needs.
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Table 1.1: The Worldwide Governance Indicators (WGI): Bangladesh

Indicator Name 2010 Rank 2018 Rank
Percentile Rank

Control of Corruption 14.76 16.83
Government Effectiveness 26.32 21.63
Political Stability and Absence of Violence/Terrorism 9.95 13.81
Regulatory Quality 22.01 19.23
Rule of Law 25.59 28.37
Voice and Accountability 36.97 27.59

Source: WGI, World Bank, 2019.

Table 1.2: Domestic Indicators of Institutional Performance

2010 2019

1. Total Case Backlog (Million) 1.8 3.6
2. Tax to GDP Ratio (%0) 9.21 8.9
3. Non-Performing Loan: All Banks 7.3 11.7
:SCB 14.1 31.6

Source: BBS, Bangladesh Bank, Supreme Court, 2020

Additionally, the challenges of governance in the financial sector have remained a major concern for the
policymakers. Between FY2012 and FY2018, the Government had to invest approximately 129 trillion
Taka to recapitalize State-Owned Banks, as Non-Performing Loans (NPL) witnessed a secular increase in
both the State-Owned Commercial Banks and in the overall banking sector. In fact, the NPL targets for the
entire banking sector were only met in FY 2020 after the Bangladesh Bank accommodated a restructuring
of more than 300 trillion Taka worth of credit by allowing the large borrowers to reschedule their loans.
This, however, does not address the underlying challenges of governance in the banking sector. As a result,
the Government has a strong political determination to reduce Non-Performing Loans in the banking sector
under the 8FYP and initiate noticeable governance related reforms to improve management in the financial
sector. Reform efforts will also be prioritized for the capital market, which has also experienced some
turbulence during the 7FYP and there is a growing lack of confidence in the capital market. Policymakers
recognize that an efficient capital market is an instrumental mechanism for mobilizing long-term
investments for the private sector, which makes them committed towards strong institutional reforms in the
financial sector to improve the state of economic governance under the 8FYP.

The general track record of Bangladesh in offering a sound economic environment — as measured by the
Doing Business Indicators - has also been less than satisfactory. Bangladesh has generally received low
position in the ease of doing business index. However, this issue received significant attention by the
government in 2016, which motivated to form the Bangladesh Investment Development Authority (BIDA)
under the Bangladesh Investment Development Authority (BIDA) Act 2016. The sole objective of this
public body is to promote institutional and policy reforms across the board that can facilitate private
investment and improve the ease of doing business. The ‘Doing Business Indicators’ constitute numerous
essential dimensions of the regulatory environment as it applies to local firms. It offers quantitative means
to assess regulation for starting a business, dealing with construction permits, getting electricity, registering
property, getting credit, protecting minority investors, paying taxes, trading across borders, enforcing

163



contracts and resolving insolvency. Thus, the ‘Doing Business’ framework offers a multi-dimensional
assessment of the economic environment by assessing the quality of the institutional framework.

Furthermore, in 2019, Bangladesh gained an eight-notch jump in the global rankings due to the measures
identified by BIDA as an obstacle for businesses (See: Table 1.3). This is a positive but moderate
achievement, especially if we compare Bangladesh to the improvements that were experienced by China
and India. Bangladesh, in particular, performs poorly in offering better legal arrangements for registering
properties and enforcing contracts, which highlights weakness of the legal framework for the commercial
space — and it remains an avenue where more concentrated efforts are necessary. The rankings, on the
whole, highlight that the room for improvement is still large.

Table 1.3: Performance in Ease of Doing Business Index

2017 2018 2019
1. Bangladesh 177 176 168
2. India 100 77 63
3. China 78 46 31
4. Vietnam 68 69 70

Source: World Bank, 2020

Collectively, the cross-country comparisons and trends in the domestic indicators of institutional
performance underscore the need to address both the short and long-term challenges of governance across
a large spectrum of issues. In addition, empirical literature on the determinants of long-run growth and
economic prosperity has offered a robust body of evidence indicating that institutional reforms which
improve macroeconomic and political stability, the mobilization of resources and investments in public
good and human capital are the fundamental determinants of long-run development. Consequently, if
Bangladesh aims to fulfil the targets which it has laid out in the Perspective Plan 2021-2041, then effective
institutional reforms are mandatory under the 8FYP.

In terms of democratic governance, Bangladesh experienced a peaceful execution of the 11" Parliamentary
Election in 2018 and the Election Commission is routinely performing both local and city elections in a
timely fashion. The recent introduction of Electronic Voting Machines (EVM) in the Dhaka South City
Corporation, Dhaka North City Corporation and Chattogram City Corporation elections has also improved
transparency in the electoral process substantially as it has helped improving the management of the
electoral process. Additionally, Bangladesh also witnessed a large improvement in the direct representation
of women in the Parliament — as the 11" National Election witnessed twenty-two directly elected female
members — the highest in the country’s history. Besides, direct representation was a mere 2% in the 8™
Parliament and 6% in both 9t and 10" Parliaments, but it is more than 7% in the 11" Parliament. This
should ideally improve the state of voice of women in policy making. The National Parliament has also
seen a decrease in the tendency to boycott the Parliament in both the 10" and 11™ National Parliament as
various Parliamentary Committees are routinely debating and scrutinizing the policy issues-improving the
overall state of effectiveness of the National Parliament. The good performance of Bangladesh in ensuring
better female participation in the political arena has received global recognition. For example, in the Global
Gender Gap Report 2020 prepared by the World Economic Forum, Bangladesh ranked 7 out of 153
countries in political empowerment.

164



1.2.2  Specific Achievement under the Seventh Plan

Access to Justice: The Government of Bangladesh is committed to improve access to justice for the poor
and marginalized people. Moreover, one of the key instruments through which access to justice is ensured
is by offering legal aid; and to provide legal aid for those who are incapable of seeking justice due to
financial insolvency, destitution, helplessness, etc. District Legal Aid Offices, Supreme Court Legal Aid
Office, two Labour Court Legal Aid Cells and National Helpline Call Centre are established to ensure
access to government legal aid services under the National Legal Aid Services Organization (NLASO). In
FY2019, a total number of 100,806 beneficiaries have received government legal aid services through the
NLASO. This is much higher than the target that was laid down in the 7FYP, which aimed to provide legal
aid to at least 37,000 victims annually by 2020. In fact, between 2009 and 2019, nearly half a million people
received legal aid service and it highlights the government’s commitment to improve the state of access to
justice in Bangladesh. More precisely, the total number of legal aid recipients was 82,000 and 100,806 in
FY2017-18 and FY2018-19, respectively (NLASO Annual Report 2018-19). The opening up of a national
hotline played a crucial role reaching the large numbers. The village courts are currently operational in 27
districts and their case disposal rate is high. The National Legal Aid Services Organisation (NLASO) is
providing services in 64 districts through the District Legal Aid Offices along with a national hotline. The
Government has also prioritized improving the capacity of judicial institutions to undertake Alternate
Dispute Resolution (ADR) along with enhancing public awareness of such mechanism. The 7" Plan target
was to settle at least 25000 disputes annually through ADR by 2020-a milestone that has been attained
prior to 2020.

Access to Law: To ensure proper implementation, all law implementing agencies and people in general
must have knowledge about concerned laws. To facilitate this, all updated laws are provided in the website
(laws of Bangladesh) of the Legislative and Parliamentary Affairs Division. About 300 important laws have
been translated from Bengali to English and vice versa and are available in the website

Capacity strengthening of the Judiciary: The capacity strengthening of judicial institutions has been an
area of key concern for the Government as it recognizes the increasing need for well-trained judges and
judicial officials for enhancing the performance of the judiciary. To this end, under the 7% Plan period, more
than 700 judges were trained in foreign destinations: 253 judges were trained in Australia; 60 in Japan; and
250 in India. Furthermore, to ensure the judiciary benefits from effective planning, critical data was
generated though a detailed audit of the national justice system in 2018.! The first of its kind audit
constitutes a data-driven account of the country’s entire criminal justice system ranging from crime and
policing through court adjudication and finally to sentencing and prison custody. It spans the activities and
operation, as well as resources and governance, of numerous institutions across several ministries. This is
a critical accomplishment which will considerably enhance the Government’s monitoring and evaluation
capacity at the sectoral level. Lastly, the Government has also upgraded the physical infrastructure of
judicial institutions by planning to add 42 new Magistrates Courts, of which 30 were completed as of 2019.
Moreover, 27 Judge Courts were vertically expanded, 23 new land sub-Registry office buildings have
already been completed. Construction of Annex Build-2 of Bangladesh Supreme Court also commenced in
2019, which will add 32 new court rooms to existing facilities.

1 See: https://bangladesh.justiceaudit.org/
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Annual Performance Agreement (APA): Under the 7" Plan period, the Government has remained
committed to the regular use of an effective “Governance Performance Management System (GPMS)” by
formulating and annually using the “Annual Performance Agreement- (APA)”, which helps ensure a
systematic performance review of all ministries/divisions. The government introduced APA in FY2015 to
enhance efficiency and accountability in government organizations. The issue of evaluating the
performance of employees and public organizations was also emphasized in the Civil Service Act, 2018.
During the 7FYP period APA has been expanded up to Upazila level and covered more than 17000
government offices. APAMS software has been upgraded to facilitate APA preparation, monitoring and
evaluation. In FY2019 the average score of the ministries/divisions in APA implementation was 86.5%.
Based on the performance in APA implementation, reward system has been introduced at all level of the
public organizations. This has created a healthy competition among the public organizations regarding
performance. During this period, APA has been able to increase the transparency and accountability of
public organizations. It also supported in improving financial management of the public organizations.
Moreover, the implementation of the vision of the government including SDGs has been accelerated
through APA. This system has been flourished and started to create impact in case of organizational
performance management under the effective coordination and supervision of the Cabinet Division.
Moreover, the Cabinet Secretary is steering the National Committee on Government Performance (NCGP)
and annually signs Ministry/Division-specific APA and monitors the completion rate of the agreed upon
annual work plan. On the whole, under 7™ Plan, APA has been sufficiently operationalized to meet its
desired objective.

Reducing Violence Against Women: The Multi-Sectoral Program on Violence Against Women (MSP-
VAW) under the Ministry of Women and Children Affairs (MoWCA) runs eight One-stop Crisis Centres
(OCCs) at the division levels and 60 One-stop Crisis Cells (OCCs) to provide information and referral
services to the victims of VAW. This initiative is carried out in order to provide all required services to the
women and child victim of violence at one place. The data show that since its formation, 16,804 victims
have been treated at the OCCs, of which only 3,747 victims took legal action against the responsible
offenders, which implies that 78% opted not to take legal action. Importantly, it seems the OCCs function
mainly as medical centres since legal and counselling services are mostly absent.

Improved Village Court Performance: The village courts in the project areas received 176,122 cases, of
which 144,125 cases were resolved from July 2017 to February 2020. This informal institution is proving
to be quite effective in delivering justice even though there is still a long way to go. A survey by BRAC
Institute of Governance and Development in 2019 found that beneficiaries who seek legal services, are not
fully aware of the jurisdiction of the village court. The survey also found that a large humber of disputes
in the rural community are related to land but many of these cannot be resolved in village courts because
land values are typically higher than the limit of Tk. 75,000, above which they have no authority to
arbitration. Enforcement is generally weak.

Improved Case Coordination Committee Performance: The introduction of Case Coordination
Committees (CCC) at district level has succeeded in bringing together key justice system actors on a regular
basis to address local problems related to prison overcrowding and case congestion. Along with Police and
Magistrates, the CCCs play an important role in joining up the justice system to ensure each service provider
talks to the others and avoid operating in siloes.
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Improved Performance of the Public Accounts Committee in the Parliament: There have been
improvements in the functioning of Public Accounts Committee. Notably, the Public Accounts Committee
held the highest number of times to discuss the matters of concern.

Increased Use of Medium-Term Budgetary Framework (MTBF): The Government rolled out the
budget based on the Medium-Term Budgetary Framework (MTBF) to strengthen institutionalization of a
strategic and policy-based approach to budgeting. The MTBF contributed to the further development of
Forward Baseline Estimates (FBES) of ministry-wise expenditure. This enabled the government to keep
fiscal deficit within 5 percent of GDP.

Improved Transparency in Fiscal Data: During the 7" Plan, the Integrated Budget and Accounting
System (IBAS++) was installed to enhance the accuracy of financial data. To ensure transparency of the
government’s fiscal position, public debt statistics were published on a regular basis. The Ministry of
Finance introduced the Integrated Financial Management Information System (IFMIS) to produce accurate
estimates of its financial statement in due time. The Office of the Comptroller and Auditor General of
Bangladesh (OCAG) and the World Bank were involved in the implementation of the IFMIS. In keeping
with ‘Digital Bangladesh’ initiative, the Government also digitalized aid and debt management to ensure
greater transparency and mutual accountability. This digital system is embedded in Debt Management and
Financial Analysis System (DMFAS), Assistance Information Management System (AIMS) and Foreign
Assistance Management System (FAMS) platforms maintained by the Economic Relations Division.

Implementation of the Public Investment Management (PIM) Agenda: Under the 7FYP period, the
Planning Commission developed and validated a set of new Public Investment Management (PIM) tools.
These PIM tools include: i) Ministry Assessment Format (MAF), ii) Sector Appraisal Format (SAF), iii)
Sector Strategy Paper (SSP) and iv) Multi-Year Public Investment Programme (MYPIP). The MAF and
SAF contribute to the PIM reform agenda by ensuring that the Development Project Proposal (DPP) is
comprehensively assessed by relevant Ministries/Divisions and appraised by Sector Divisions of the
Planning Commission before any project is approved. The SSP, which provided a comprehensive overview
of sector goals, performance, opportunities and challenges, was developed and validated for two sectors,
namely: (i) Local Government and Rural Development Sector, and (ii) Power and Energy Sector. The PC
also developed and validated a Multi-Year Public Investment Programme (MYPIP) in the two pilot sectors.
The MYPIP is aimed to improve allocation of development budget among sectors and projects. In addition,
the Government established the PIM Reform Wing (PIMRW) within the Programming Division in 2018 to
coordinate the PIM reform. Furthermore, the Programming Division has completed the development of the
new database management system for ADP in 2019 and will make the system fully operational from 2020
onward.

Progress with E-Governance: E-governance allows citizens to communicate effectively with the
government and allows them to experience public services digitally. It also facilitates a citizen’s capacity
to participate in the government’s policymaking process. Furthermore, the Government has already laid
down comprehensive e-Administration goals in both the 6FYP and 7FYP. And acting upon those plans, the
Government has made all necessary information of the Ministries available through various websites which
are completely accessible to the public. In addition, the Government has trained more than 50,000 public
officials to maintain these websites and update data and information regularly. The Government has also
introduced a national portal containing information from all the Ministries, while e-Service centres were
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introduced at the District level enabling the Districts to share information online. Moreover, a National
Data Centre facilitating the dissemination of National Identification (NID) Cards and voter lists has been
established and made operational. The Government has also established the National ICT Infra-Network
for Bangladesh Government Phase 11, and has implemented 800 video conferencing systems at different
Ministries, Departments and Upazila offices. Due to its observed success, the project has now received an
extension for its third phase, where it will be more citizens centric and deliver higher bandwidth.
Additionally, successful implementation of the project will ensure 10Gbps capacity network at the Upazila
levels and 100 Gbps capacity networks at the District levels. In key institutions such as the former Board
of Investment (Bol) now renamed as the Bangladesh Investment Development Authority (BIDA), the
Government has introduced the system of online registration and work permits for foreign nationals and
investors, while the National Board of Revenue (NBR) has introduced a system allowing the filing of tax
returns online, using an online tax calculator. The Government has also launched “Shebakunjo” — a single
access point that will provide about 400 services from 36 directories

The digitization of government services expanded and improved significantly. The government’s e-
governance initiative comprises 5 components i.e., Service Process Simplification (SPS), ‘less paper
office,” government services portal, land information services, and government forms portal. The SPS aims
to simplify processes involved in public service delivery and reduce the time required to deliver them. The
government has introduced e-filing mechanism at public offices to expedite the digitization process. A total
of 424 public services were included in this programme till early 2020. ‘Seba Kunjo’, a government services
portal initiated in 2014, to provide access to the major services has expanded significantly to include more
services during the 7t Plan period. The government is committed to strengthening e-governance further by
including more services under SPS.

E-Governance in Land Administration: The e-mutation that started in July 2019 all over the country
except three districts of hill tracts is a major step in restructuring the land sector; this will ensure more
accountability and transparency on the part of administration. Since 2019, 485 Upazila land offices and
circle offices and 3617 union land offices have been providing this service. Moreover, a total of
995,815 mutation requests were submitted online of which 655,220 cases were resolved. The Government
is also presently undertaking Deed Registration Digitalization in 3 Districts and 5 sub-registry offices —
which is expected to reduce the mismanagement of documents and disputes over the ownership of land.

Anti-Corruption Commission (ACC): During the 7FYP plan, the ACC has drawn up its own Five-Year
Strategic Action Plan in 2016. Furthermore, in consultation with all the stakeholders including the
intellectuals, politicians, bureaucrats, NGOs, businessmen and media representatives, the Commission
formulated a Specific, Measurable, Achievable, Relevant and Time-bound (SMART) Strategy (2017-2021)
that will help the Commission to reduce corruption in a more systematic manner. Additionally, to improve
the quality of the enquiry, investigation and prevention related activities, capacity building measures were
taken. In particular, the ACC officials were offered training both locally and internationally on forensic
investigation, case management and analysis, cybercrimes, money laundering, intelligence activities, ICT,
etc. The Commission conducted 5,183 enquiries cumulatively between 2016 and 2019 and filed 1,211 First
Information Reports (FIR). In addition, in 2019 ACC received 1,47,524 phone calls through it’s hotline
106, of which 4,760 were scheduled allegations of ACC. Based on those allegations, 1,001 preventive
drives were made across the country. Between 2014 and 2020, ACC conducted 144 public hearing all over
the country. From those public hearing, ACC received 4,464 complaints, where 3,080 were resolved. The
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rate of success in public hearing complaint management was nearly 69%. Other complaints remained
unresolved due to false information, out of ACC’s schedule and under trail at court. The ACC officials
sometimes assess the causes of corruption, mismanagement and harassment in public service delivery and
recommend necessary preventive measures based on the discussion with different stakeholders, reviewing
intelligence data, available documents, media reports, etc.

Information Commission of Bangladesh: The Government of Bangladesh has shown a steadfast
commitment to the ideals of “right to information” and has accordingly invested in improving the capacity
of the Information Commission under the 7FYP. The Information Commission has seen a noticeable
increase in the number of requests and complaints it formally receives for public information between 2009
and 2018, which highlights the steady increase in the confidence of the people in the Information
Commission. In fact, between 2009 and 2014, the number of complaints that were filed at the Commission
was 807. However, between 2015 and 2018, the total number of complaints has increased to 2,137. The
Commission has also encouraged different public agencies to publish Annual Reports and provide all
essential information electronically through their respective websites. Additionally, the Information
Commission also started online tracking of RTI application on a test basis during the 7" plan period.
Another major improvement was that the commission brought the private banks under the definition of
“authority” against which the public can file for RTL

E-Procurement: The Government has introduced online procurement systems to reduce corruption and
increase competitiveness in government contracts, as it will enhance both more participation and
transparency in the tender process guiding public procurement. The 7™ plan aimed to expand e-GP during
its tenure and by 2020 planned to bring all the public institutions under e-procurement. Accordingly,
government took measures to scale up the adoption of e-GP by procuring agencies and procuring entities.
The CPTU data suggest that e-GP adoption increased at an exponential rate during the last few years. For
instance, 458 organizations adopted e-GP till 2018. Currently, 55 percent of all procurement is conducted
under the e-GP. It is also essential to mention that an independent study based on 7100 procurement
packages of LGED, BWDB and the Roads and Highways Department showed that items procured under
the e-GP system reduced the price-to-cost ratio by 12 percent compared to the traditional paper-based
procurement system.

Table 1.4: Trend of e-GP in Ministries, Divisions and Organizations

Vears | Mimsriss | Cate | Divisins | COMInRate | oot o | Growth Rat
2012 5 4 4

2013 5 0.00 4 0.00 5 25.00
2014 5 0.00 5 25.00 8 60.00
2015 11 120.00 9 80.00 32 300.00
2016 18 63.64 12 33.33 72 125.00
2017 33 83.33 18 50.00 300 316.67
2018 37 12.12 18 0.00 458 52.67

Source: CPTU 2019
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Expanding UDCs: The introduction and expansion of union digital centres (UDCs) was a major step
towards extending the reach of e-governance in local government institutions (LGIs). UDCs reduced the
time, cost and number of visits previously made by the service recipients. In particular, an a2i estimate
(2017) shows that the delivery time for local service users decreased by 85%, cost by 63% and number of
visits by 40% on average. The same report indicates that nearly $2.0 billion has been saved owing to the
simplification and digitization of the public services.

Grievance Redressal System (GRS): To ensure accountability of the public administration, to improve
service and to establish good governance, the government introduced Grievance Redressal System (GRS).
The Government has taken numerous measures to mainstream the application of GRS in most government
bodies, which allows citizens and officials greater access to voice their concern and improve the state of
transparency in public offices. These include the simplification of grievance submission process and
appointment/designate the GRS and appellate officers in every public office.

Improving Governance in Urban Local Government: The Government is presently implementing
numerous projects to improve the state of governance in urban local government. Prominent among these
is the City Governance Project under the LGD, which aims to improve public services in six major city
corporations in — Dhaka North, Dhaka South, Chattogram, Rangpur, Comilla and Narayanganj. The
Government has also undertaken a project for Capacity Development for City Corporation (C4C), which
has the following objectives: (i) a medium to long-term strategy for improvements in governance is
developed; (ii) a Plan-Do-Check-Action cycle of administrative improvement activities in alignment with
the strategy is established; (iii) an appropriate tax assessment and collection procedures are established, and
tax collection is conducted in a fair manner; (iv) a procedure of recurrent expenditure planning according
to revenue is established. Furthermore, for improving urban management and facilitating governance
improvements in Paurashavas, the Government has articulated the National Strategy for Paurashava
Governance Improvement (2016-2025). The LGD has also adopted two essential strategy documents—Mid
and Long-Term Strategy for Upazila Parishad Governance Improvement and Strategy for Governance
Improvement of City Corporations (SGICC), 2020-2030, which will offer strategies and policy alterations
that can help improve the governance performance in both rural and urban local government bodies.

Improving the Effectiveness of Local Government and Rural Development: Under the 7FYP, the
Government prepared the “Local Government and Rural Development Sector Strategy Paper (LGRD
SSP)”, which is a planning tool intended to help translate national goals and priorities outlined in the 7FYP
into sector strategies and objectives. This planning tool is designed to complement and be consistent with
both the 7FYP and other strategic and policy documents. In particular, LGRD SSP is designed to offer
benefits in six main areas: (i) Project Identification— it offers a clear guidance to Ministries, Divisions, and
Agencies (MDASs) engaged in the identification of projects to ensure that projects are aligned with sector
goals and outcomes from the identification stage; (ii) Project Formulation— it provides a clear guidance to
MDAs engaged in the formulation of projects to ensure that projects deliver sector goals and outcomes
required to achieve 7FYP objectives; (iii) Project Appraisal-it provides a means by which both
Ministries/Divisions and Planning Commission (PC) Sector Divisions can assess project proposals against
their 7FYP relevance; and (iv) FYP Monitoring— by elaborating a Sector Results Framework (SRF) that
offers the General Economics Division (GED) with more detailed information on sector-level performance
to complement the higher-level DRF; (v) FYP Financing—it offers information on the needs for resources
at the sector-levels that is valuable to GED, Programming Division, and Finance Division; and (vi) Aid
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Coordination — it provides a clear overview of the current priorities within the Local Government and Rural
Development (LGRD) sector to the Development Partners (DPs)-under the tutelage of the Economic
Relations Division (ERD).

Department of Immigration and Passports (DIP): Under the 7FYP, the DIP has successfully offered
Machine Readable Passports (MRP) to all new applicants and is following the guideline of the International
Civil Aviation Organization (ICAO) to issue and extend the validity of Machine-Readable Visa (MRV).
DIP has also started issuing e-Passports to its citizens, making Bangladesh the first South Asian country
and 119" country in the world to issue such advanced travel documents. The DIP has also taken measures
to enhance the acceptability of Bangladesh passports and visas around the world and have simplified the
process of obtaining Bangladesh visas. Additionally, measures have been taken to simplify the process
associated with the issuance of passports to Bangladeshi citizens, which will help accelerate the export of
labour force to the overseas markets. This is expected to have a positive impact for the inflow of remittances
and reductions in poverty.

Results-Based Monitoring and Evaluation: The Government of Bangladesh has remained committed to
strengthen its Monitoring and Evaluation (M&E) as advocated by in the both Sixth and Seventh Plans. Mid-
Term Reviews of all the plan documents are commissioned regularly to understand the effectiveness of the
macro and sectoral policies that the Government has adopted. GED is vibrant in periodic result-based M&E
exercise at the macroeconomic level. It has performed end evaluation of 6FYP and midterm implementation
review of 7FYP during the 7" plan period. The Government has also widened its exercise of generating
data by aiding the capacity of the Bangladesh Bureau of Statistics (BBS), which helps document a large
array of socio-economic indicators and allows the examination of various policies in different sectors.
Implementation, Monitoring and Evaluation Division (IMED) of the Ministry of Planning also continues
to focus on physical and financial aspects of project implementation.

1.3 KEY CHALLENGES IN INSTITUIONS

Law making and Rule of law: A consolidated legal framework is one of the most important conditions of
sustainable development. Legislative and Parliamentary Affairs division of Ministry of Law, Justice and
Parliamentary Affairs is extending its intense assistance to the government to reach the goal. Still there are
some challenges for achieving the desired goal. There is shortage of legislative officials to deliver the
demanded quantity of drafting. For ensuring proper and perfect legislative draft, adequate and expert
legislative officials are required. Therefore, expertise should be increased through providing national and
international training.

Most of the people of Bangladesh are not aware about the legislation and constitutional provision. For
ensuring legal and constitutional rights of the people, awareness building is required. Before 1987, all laws
were enacted in English and therefore all people of Bangladesh could not understand the meaning of law.
For proper enforcement of law, people should be aware about the law. Therefore, all English laws should
be translated in Bengali. In Bangladesh, there is also shortage of translation officer which should be
increased.
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Justice and the Rule of Law: The Constitution of the People’s Republic of Bangladesh envisages a society
in which the rule of law, fundamental human rights, freedom, equality and justice will be secured for all its
citizens. Moreover, all democratic polities recognize that the rule of law and an effective Judiciary create
the fundamental foundations for human well-being — along with offering markets a predictable and efficient
environment for performing productively. The Government of Bangladesh recognizes this and is committed
to improve both the state of the Judiciary by improving both the substantive nature of the law and the neutral
treatment of all its citizens, enhancing one’s access to it and ensuring timely disposals of judicial cases. The
Government of Bangladesh also takes Goal 16 of the Sustainable Development Goals (SDG) very seriously,
which makes it a mandate for all policymakers to improve the access to justice for all citizens and create
effective and inclusive accountable institutions at all levels. However, attaining timely disposals of cases
has become a key concern within the Judiciary. In 2010, the total back log of cases in both upper and lower
Judiciary was approximately 1.8 million, but it increased to approximately 3 million in 2014 and 3.3 to 3.8
million cases by 2020. This undermines the timely disposal of both civil and criminal litigations.
Additionally, current debates on developing an effective, accountable and an inclusive justice sector have
underscored a large array of factors responsible for its under-performance — i.e. scarcity of necessary
judicial staffs (as reflected in Table: 1.5 and Figurel.1) to rules guiding recruitment and incentives for better
performance to limited access to justice for the poor and marginalized communities. More specifically, in
terms of specific cross-country comparison on judges for every 1 million populations, Bangladesh has 11,
India has 19, Australia has 41, England has 51, Canada has 75 and the United States has 107. This
underscores the magnitude of human capital scarcity within the justice sector of Bangladesh. It is to be
noted that appointment of the Ombudsman has not yet taken place, even though it was a stated objective of
the 7t Plan. The objective of preparing and approving standardized criteria for the recruitment of Supreme
Court judges was also not achieved.

Table 1.5: Case Load against each Judge by types of Court in 2018

Type of Court No. of Cases
1. Appellate Division 3143
2. High Court 5500
3. Lower Courts 1700

Source: Supreme Court of Bangladesh, 2019

Figure 1.1: Professional Judges per 100000 Population
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Economic Governance: Strong focus on economic governance is fundamental for maintaining
macroeconomic stability and attaining stable economic growth. Bangladesh has a traditionally been a
prudent and effective manager of macroeconomic stability — and the Government has demonstrated
effective management skills in maintaining inflation, import coverage of foreign reserve and international
debt obligation. Moreover, maintaining sound macroeconomic stability is critical as it helps countries avoid
what is popularly known as the “middle income trap” previously experienced by countries like Argentina
and other Latin American countries. Government needs to seriously address the existing challenges related
with governance in the banking sector. To protect the interest of depositors and to ensure safety of the
banking sector Bangladesh Bank (BB) instructed all commercial banks to have strong and healthy corporate
governance so that any fraudulent activities can strictly be monitored. Besides, BB has introduced
substantial changes in bank supervision techniques and approaches in recent years. In light of global
experiences, BB is emphasizing strengthening capital adequacy structure of the banks, re-fixation of reserve
structure, strengthening risk management system and information technology in banks are being upgraded
to enable rapid online accessing of data from banks.

On the other hand, there is an urgent need for measures that reduce NPLs in the banking sector, especially
in the State-Owned Commercial Banks. The NPLs as a percent of total loan were stable (9 per cent) from
2015 to June, 2020 except 2018. NPLs (% of total loan) of SCBs after reaching peak at 30 have been
decreasing since 2018. However, issuance of rules, such as increasing the number of family members in a
bank’s board of directors, and significant recent relaxation of provisions for rescheduling of defaulting
borrowers have weakened the regulatory environment.

Moreover, Bangladesh maintains one of the lowest Tax-GDP ratios in the world, which underscores the
need to improve its tax framework to mitigate both tax avoidance and tax evasion by the economic agents.
The NBR took few measures to broaden the revenue base and enhance revenue collection. As an incentive,
the government kept income tax rate and company tax rate unchanged. However, while tax revenues
increased throughout the Plan period, it had little impact on a stagnant Tax-GDP ratio. As a result, the Plan
targets on the Tax-GDP ratio were unmet, and due to the present Covid-19 pandemic — it is unlikely that
the 7" Plan’s tax-GDP ratio will increase in FY20.

Table 1.6: Trend in Non-Performing Loans as a Percent of Total Loans during 2011-2020

Bank type Non-performing loan as % of total loan amount
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
SCBs 11 24 20 22 22 25 27 30 24 23
DFlIs 25 27 27 33 23 26 23 19 15 16
PCBs 3 5 5 5 5 5 5 6 6 6
FCBs 3 4 6 7 8 10 7 6 6 5
Total 6 10 9 10 9 9 9 10 9 9

Source: Banking Regulation and Policy Department (BRPD), Bangladesh Bank

State of Decentralization: Despite being a country of about170 million people, Bangladesh administration
and economic management remains heavily centralized. The national government undertakes more than
90% of all public expenditures and mobilizes 98% of all resources, which is indicative of extreme fiscal
centralization. Additionally, the initiatives of the local governments are excessively dependent on support
from the LGD. Having lack of strong initiative as well as capacity of local resource mobilization, LGIs are
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unable to deliver required services to the citizens. Decentralization issues are discussed in detail in Chapter
7, Part 2 of the Plan Document.

14 8FYP STRATEGY FOR IMPROVEMENT IN GOVERNANCE AND INSTITUTIONS
1.4.1 Key Area 1: Public Sector Capacity: Improving Administrative Capacity

There is a unanimous agreement in the development literature that long-run economic progress is only
possible when nations are able to create and sustain effective states that can mobilize resources to invest in
physical and human capital, enforce contracts and ensure public order. The Government is committed to
democratic governance, which has motivated the public administration to harness more transparency,
participation and accountability within its operations. Consequently, improving the Government’s
administrative capacity is fundamental for enhancing its effectiveness. The following measures will be
prioritized for implementation under the 8FYP:

e Participation, Accountability and Transparency in Decision-making: The Government will
ensure greater participation throughout the administrative process to ensure that its policies are
formulated and implemented after completing a consultative process with all the stakeholders to
enable better outcomes. This will also ensure better transparency and accountability within the
administrative process.

e Establishing a Shared Vision for the Public Administration: The government will ensure that
Vision 2041 and the associated PP2041 must be embraced by different organs of the state and
government employees must understand and recognize their exact role in ensuring this vision is
pursued with upmost rigour and diligence. This necessitates that each organ of the state operates
under a clear framework with well specified organizational goals and targets. Moreover,
government officials will be motivated to take ownership of this shared vision by developing sense
of membership of the organization

o Offering Adequate Training: To develop an effective public administration, the policymakers
will ensure that poorly qualified or insufficiently experienced personnel are not promoted within
the Administration. Moreover, to mitigate this problem, the Government is committed to offer the
civil servants specialised training to general educational and management skills. More specifically,
the Government will ensure that: (i) the right set of training that addresses the deficit of skills in
the public sector is provided to the employees; and (ii) the right candidates are chosen for the
training. The Government will further ensure that every official should get a minimum number of
hours/days of the right set of training, which will be included in the Annual Performance
Agreement of the Government Offices.

o Increase the Effectiveness of the Public Service Commission (PSC): The Government will
continue promoting the merit-based competent bureaucratic apparatus to effectively function as a
modern state where the government employees are not only capable enough to perform their
responsibilities efficiently, but can also improve the system of governance by becoming agents of
positive change through undertaking innovation and reforms. It will also undertake measures to
offer itself more financial autonomy for the PSC, so that it can undertake initiatives on its own to
strengthen its operations and efficiency.
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Annual Performance Agreement (APA). The Government has remained committed to the
implementation of the APA under the 7FYP and it has taken a wide range of measures to make the APA an
effective institutional arrangement. The key objective here is to enhance the state of accountability in line
Ministries and make them more accountable to the Cabinet. In particular, the APA allows a systematic
process for managing and monitoring the activities and work environments of public sector organizations.
Consequently, under the 8FYP, the Government will remain committed to strengthening this appraisal
system further and improve its methodology. No punitive measure or reward was built into the original
design and the system only functioned as a mechanism for naming and shaming. However, under the 8FYP,
it will be under consideration to see if some degree of tangible incentives is attached to the assessments of
the APA, so that the line Ministries are further incentivized to deliver the targets that are agreed upon.
Online APA management system will be further focused and improved during the 8" plan period. Cabinet
Division is planning to implement five major activities to fulfil the desired commitment through
strengthening the implementation of APA. These are i) formulation of a policy/strategy on government
performance management including incentive mechanisms, ii) extension of APA to all public sector
organizations, iii) linking employee performance with APA to synchronize organizational vision and
objective with employee work plan, iv) updating online Annual Performance Agreement Management
System (APAMS) for the improvement of preparation, monitoring, reporting and evaluation of the APA of
public sector organizations and v) enhancement of the capacity of the implementing agencies.

Grievance Redressal System (GRS): Under the 8FYP, the Government will improve the functioning of
the central Grievance Redressal System (GRS). The system has, until now, allowed the citizens to benefit
from the availability of an institutional scope to systematically express their concerns or grievances with
the public bodies, so that genuine concerns about them are addressed through a non-threatening, supporting
mechanism. Thus, further mainstreaming of such institutional scopes for registering public grievance will
allow the public bodies to serve the people better.

1.4.2 Key Area 2a: Justice and the Rule of Law

There is an increasing recognition within the Government that effectiveness of the formal judicial
institution, semi-formal judicial institution and access to justice is crucial for improving the state of rule of
law in Bangladesh. Even under the SDGs, formulated by the United Nations for all countries, an agenda to
achieve “access to justice for all” has seen a prominent presence. It is also widely believed among social
scientists that long-term development prospect of nations critically depends on the rule of law and their
capacity to protect property rights and individual rights within their polities. This, nonetheless, necessitates
that the policymakers invest resources to make judicial services accessible, affordable and acceptable. Thus,
to improve the state of the rule of law in Bangladesh, the following activities are prioritized under the 8FYP:

Formal Judicial Institutions

1. Bangladesh presently has one of the lowest judge-to-people ratios in the world, which has contributed
to the huge backlog of cases and the low rates of their disposal. In fact, latest estimates indicate that
Bangladesh has approximately 1.1 judges for every 100,000 people, which is far below the South-East
and South Asian average of between 2 and 2.5 judges per 100,000 people. Consequently, the
Government under the 8FYP, will continue expediting the recruitment to the Judiciary to increase the
judge-to-people ratio.
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Existing empirical examinations have revealed that a handful of administrative Districts work as
“pipeline” through which case backlogs cumulatively increases over time. Additional measures will be
undertaken for such “pipe-line” districts to ensure that Districts Courts in such administrative Districts
have the necessary resources to dispose cases efficiently in a time-bound manner.

Strategic Plan of the Supreme Court of Bangladesh 2017-2022 was adopted under the 7FYP period —
and it identifies in details specific goals, strategies and activities that need to be pursued and undertaken
in order to strengthen the effectiveness of the formal judiciary. Against that context, the Government
under the 8FYP will remain committed to all the goals, strategies and activities that were formulated
by the Supreme Court of Bangladesh, which remain incomplete or unrealized.

Reducing pressure on the district level courts and institutions by filtering out simple, minor or vexatious
cases, while better equipping the actors in the judicial process to manage the serious and complex ones
in need of legal representation and adjudication.

Increasing the capacity of local justice services to resolve disputes at low cost, fairly and quickly — so
producing better outcomes for people.

In relation to the excessive backlog of cases on court records, the Government will take a two-pronged
approach based upon the findings of the Justice Audit. It will review all pending cases, and institute
rigorous and consistent filtering of new cases. Continuing the on-going work of the Supreme Court
Backlog of Pending Cases Monitoring Committees, cases pending for more than 5 years and 10 years
will be reviewed with the aim of closing or dismissing them and thus pruning the cases which are
pending to those which are still ‘live’. It will also explore supplementary screening activities to assess
whether other pending cases are indeed pending or may have been unofficially settled along the way,
with a view to closing these.

The Case Coordination Committees (CCC) will play a pivotal role in filtering cases to the more
appropriate venue, as well as clearing the backlog of cases. During Eighth Plan an Inter-Ministerial
coordination mechanism will be established to complete the policy-evidence feedback loop from
district (CCCs) to national level.

The Government will invest in better understanding the barriers to justice for women and children. The
growth of pending cases in the Nari O Shishu courts will be reduced rapidly. A root and branch study
of the workings of the Nari O Shishu courts will be conducted so that services can be adjusted
accordingly.

Semi-Formal and Informal Justice Institutions

Nearly 70-80% people in developing countries use semi-formal or informal judicial institutions to find
redressal for civil disputes or quasi-criminal litigations?. Thus, developing an effective semi-formal or
informal justice sector institution is fundamental for improving the state of rule of law in a country.
Consequently, to improve the effectiveness of the informal justice sector, the following activities will be
undertaken under the 8FYP:

2

See: UNDP, (2006). Doing Justice: How informal justice systems can contribute Oslo Governance Centre
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1. The Government will increase the capacities of the Union Parishads (UP) that operate as a key
institutional arrangement guiding arbitration among people within their communities.

2. The Government will scale up village courts and ensure their 100% coverage of all Unions under the
8FYP. This will also require greater mobilization of resources in order to enhance their capacities.

3. The Government will design the village courts further so that there is limited duplication of judicial
services between the village court and union parishads.

4. The Government will encourage the local agencies to increase the awareness amongst citizens in rural
communities for them to use the village court mechanism to resolve disputes without resorting to formal
judicial institutions, so that the problem of case backlogs in the formal Judiciary is reduced over time.

Access to Justice

1. To improve the access to justice, the Government will offer legal aid to approximately 200,000 victims
annually by 2025.

2. The Government will invest in the National Legal Aid Services Organization’s (NLASQO) capacity SO
that it can effectively reach the poor and marginalized communities, and improve their access to legal
redressal. The NLASO was established in 2000, and started to operate in fully since 2009 in all 64
districts of Bangladesh aiming to provide legal assistance to the poor and marginalized groups. At
present, sixty-four District Legal Aid Offices, Supreme Court Legal Aid Office, two Labour Court
Legal Aid Cells and the National Helpline Call Centre are working to ensure government legal aid
services under NLASO. However, capacity constraint still remains a major problem in the NLASOs.
Even though the plan committed to recruit legal aid officers in all 64 districts, a 2017 report states that
41 out of 64 districts do not have legal aid officers.

3. The NLASO will also formulate greater partnerships with the NGOs and other non-state actors to
facilitate the access to justice. This will help greater synchronization of efforts and will assist an
efficient delivery of quality legal aid.

4. The NLASO will commission diagnostic assessments so that better instruments are designed to deliver
legal aid. It will also assess and document the proportion of the vulnerable population who qualify for
legal aid, and their key profiles in order to understand the combination of factors that shape who has
access to justice and when.

5. The Government will institutionalize Para-legalism as an instrument to complement the objectives of
the NLASO. The use of paralegals has mitigated problem of case-backlogs and under-trial prisoners,
and is associated with numerous positive outcomes. In effect, paralegals are not only addressing the
problem of ‘asymmetric information’ that undermines the scope of the poor or women from availing
necessary legal redressal, but they also facilitate jail visits by the District Judges and Deputy
Commissioners (DC)/District Magistrates (DM)-as they help them to observe and recognize the real
situation of the prisons. Paralegals are also encouraging the Police to submit reports within time,
especially for petty crimes, as they reduce the amount of time prisoners have to stay in prison awaiting
those Police reports. As a result, courts are becoming more ‘proactive’ in administering such cases.
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1.4.3 Key Area 2b: Law Making and the Rule of Law

The government of Bangladesh is not only engaged in making proper legislation, but is desired in making
the process fruitful and accommodative. For that purpose the following activities will be undertaken during
the 8FYP to improve the existing law making process: (i) local and overseas training of legislative officials
and various diploma and higher studies courses relating to legislative drafting for preparing skilled
manpower in conformity with international standard, (ii) set up of legislative research cell and legislative
editing unit, (iii) translation of all act from English to Bengali and vice versa on the basis of priority and
importance, (iv) set up of legislative library with electronic cataloguing system, an archive and record room
for conservation and preservation of historical and important documents in the field of law, (v) set up of
law public awareness cell and resource documentation centre, and (vi) codification and update of
subordinate legislation.

Advanced Steps to Keep Forward Judicial Sector under the 8™ Plan

E-Judiciary: The Government of Bangladesh recognizes an imminent need for digitization of judiciary.
This digitization will cover all the necessary equipment for the judges and court staff, hardware and
connectivity support and relevant software support. So, three folds mixing and collaboration is needed
among Supreme Court as of domain institution. Law and Justice Division has planned to undertake a
development project valuing Tk. 2690 crore to develop ICT infrastructure, supply hardware and install
connectivity with the help of Bangladesh Computer Council. In every district there will be a Programmer
and some Assistant Programmers, Maintenance Engineer and other supporting staffs to look after the digital
activities of the Judiciary at field level.

Establishment of Independent Prosecution Services: Government plans to institute a permanent attorney
service to provide adequate, prompt and expert service. In principle, it is decided that with a guided and
due process Bangladesh Judicial Service Commission will recommend appointment of the Addl. AG, DAGs
and AAGs. Government will gradually execute this decision. Primarily 70% of this attorney service
appointment will be from registered advocates which will be selected by Government. Rest 30% will be
recommended by Judicial Service Commission to appoint. Before, adhering to the appointing process, it
will develop attorney service appointing rule, disciplinary rule, service rule, posting and promotion
guidelines, in service training procedures etc.

Establishment of a Judicial Academy: The Government of Bangladesh plans to achieve an ambitious
target within 2041 in all aspects of a developed country. Respecting that target Judicial Sector will also play
a role. To hold the judicial sector in a high position comparing to developed country necessity of
establishing a Judicial Academy is crucial. Judicial Academy will conduct research and studies in the areas
of interest, develop standard curriculum, design planning and standard training, maintain international
collaboration and deal other issues for both subordinate and higher judiciaries. The academy may be located
nearby Dhaka and it will require about 35 acres of land to construct physical infrastructures and provide
allied facilities.

Professional Development of the Judges of Sub-Ordinate Judiciary: The Government of Bangladesh
acknowledges that Judges need continuous in-service training. In particular, judicial staffs need to acquire
international standard orientation through state of the art trainings on issues such as cybercrime, online
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security, transnational terrorism, ICT use in judicial activities, digital court management, environmental
justice, juvenile justice, domestic violence, offshore crime and dispute regarding offshore activities, law of
the sea, climate change law and policy, energy law and policy, judicial sector planning for sustainable
development, judicial sector project & programme monitoring, coastal zone management and planning,
fisheries resources management, maritime security, environmental planning, governance and justice,
environmental court system and trans boundary marine spatial planning system etc. Government will
undertake specialised projects and activities to train Judges on all such dimensions - and will form
specialised groups to address the key issues that carry key economic importance.

144 Key Area 3: Improving Economic Governance

Economic governance involves the processes that support economic activity and economic transactions by
protecting property rights, enforcing contracts, and taking collective action to provide appropriate physical
and organizational infrastructure and adequate human capital. This necessitates that institutions ensure the
enforcement of contracts; protection of property rights and practice the rules and regulations required to
facilitate successful interactions among the economic agents. Moreover, it is widely believed and
empirically demonstrated that the countries that can harness public institutions which offer better economic
governance have higher scopes to sustain long-run development. Consequently, the Government aims to
undertake the following activities to improve state of economic governance in some key areas under the 8FYP.

Improving Effectiveness and Accountability of the Banking Sector

Improve Supervision of the Banking Sector: Under the 8FYP, the Government will sufficiently empower
the Bangladesh Bank to effectively perform its responsibilities. As a result, the Government will facilitate
increased recruitment of quality staffs, offer the resources to procure the technology required to strengthen
its effectiveness, and implement prudential norms. The Government acknowledges that an effective
autonomous Central Bank is necessary to conduct sound monetary policy management and to exercise
utmost prudence in matters such as the licensing of new banks, bank consolidation, bank supervision and
loan recoveries.

The positive experience with better supervision of banks leading to the adoption of Basel | and Il is a
reflection of the importance of continuously improving high-quality supervision. However, the
deterioration in the portfolio quality of the State-Owned Commercial Banks is limiting the soundness of
the banking sector. Consequently, under the 8FYP, the Government will take necessary measures to
improve the performance of the banking sector. The entire banking sector (SCBs, PCBs, FCBs and NBFIs) will
be brought under a single regulator, i.e., the Bangladesh Bank. The government will enable BB to act quickly
to reduce NPLs in the banking sector and ensure that capital adequacy ratios comply with Basel 111 requirements.

Special Measures for Monitoring NBFIs: Under the 8™ Plan, the Government will take measures for
proper monitoring and supervision of the non-bank financial institutions (NBFIs) and Bangladesh Bank
will be advised and supported to classifying them into categories, such as those that are performing well,
those that may be salvaged through stringent central bank supervision and liquidity support.
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Improving Loan Recovery and Effectiveness of Banking Courts: Attaining decisions from the court
system on outstanding loans is a time-consuming process, which discourages the financial institutions from
seeking this remedy. To mitigate this constraint, the Artha Rin Adalat Ain 2003 (Money Loan Court Act,
2003) was enacted in March 2003 with a view to streamline the process of realization of overdue loans and
advances by the banks and financial institutions. Provisions have been made in this Act for realization of
the banks’ dues by selling properties held in security, without prior orders of the court. This is an
encouraging step; however, its effectiveness has remained questionable due to the tremendous challenges
of implementation. Against this context, the Government will improve the effectiveness of the ‘Artha Rin
Adalat’ under the 8FYP to make loan recovery attain the desired benchmark. Moreover, steps will be taken
to implement Artha Rin Adalat Ain 2003 along with other related acts effectively so that the defaulters get
no loopholes to avoid and delay loan repayment.

Proper Management of the Interest Rate Policy: Under the 8FYP, the government will assist the
Bangladesh Bank to prudently manage its interest rate policy in order to strengthen financial intermediation
while also keeping interest rate low to promote economic activities. Instability or weakness in the
management of interest rates can hinder a stable momentum of growth and weaken the banking sector by
reducing the rate of growth of bank deposits. A slow-growing deposit base in the face of rising NPLs could
create serious liquidity and profitability problems for the banks, possibly leading to financial
disintermediation. The positive real interest rate for deposit mobilization can be reconciled with low real
interest rate for lending by lowering NPL and improving bank competition.

Stringent Criteria for Re-Capitalization of Public Banks: Budget transfers (recapitalization) to under-
performing state-owned banks will be linked to stringent performance criteria which require the recipient
banks to reform their operations and become sustainably solvent, failing which required to be penalized as
a first step. If non-performance continues beyond and agreed time frame, deeper reform measures to reduce
the size of their operations, foreign management contracts, mergers, etc. will be considered. Information on
capital injections to individual banks along with the reform program agreed between the government and
the banks will be placed in the public domain on a full disclosure basis to justify the use of public funds.

Improving Public Financial Management

Improving Tax-GDP Ratio: Effective functioning of the Government is contingent on the institutions that
support markets. This, nonetheless, depends on the effectiveness of the institutions of taxation. It is well
recognized that weak tax collection is a manifestation of weak state capacity and it undermines a
government’s possibility to mobilize resources for investing in human and physical capital and provide
public order, which hinders the long-run growth of nations. As a result, the Government of Bangladesh has
undertaken numerous measures to broaden the tax base in Bangladesh. The National Board of Revenue
(NBR) also organizes regular events to enrol new taxpayers and encourage the existing taxpayers to pay
their due share accordingly. Given that Bangladesh has among the lowest Tax-GDP ratios in the world, the
government aims to increase its TaxGDP ratio under the 8FYP. Consequently, the Government will
prioritize fiscal reforms and adequate investments in the NBR capacity. Details of the tax reforms are
contained in Chapter 5, Part 1 of this document.
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Improvements in Planning and Budgeting: Considerable progress was made in strengthening the
planning and budgeting process during the 6FYP and the 7FYP. The medium-term fiscal framework is now
introduced in all line ministries. The budget accounts are all integrated through the computerized ibas++
process that allows timely release of funds and expense accounting using a standard accounting framework.
However, the budget process is still on a yearly cycle and expenses do not carry over to the next fiscal year
causing an end-year spending bulge. Importantly, the link between development budget and revenue budget
is still weak. Efforts will be made to address these issues in the 8FYP. More integration and synchronisation
of National Plans and Annual Budgets need to be ensured.

Improved Public Financial Management (PFM): A series of financial management reforms in public
spending at the national level based on multi-donor technical assistance has improved the accountability
for public spending. Nevertheless, major gaps remained. The 2016 Public Expenditure Financial
Assessment Report (PEFA) provided a mixed performance rating on PFM management for Bangladesh.
Some 31 PEFA indicators were rated on a grading scale of A-D, with A as highly satisfactory. In between,
grades are also rated as a plus, which brings the performance closer to the next higher grade (e.g. a C+ is
closer to B). The distribution of ratings is shown in Figure 1.2.

Figure 1.2: Distribution of PEFA Ratings 2015
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The areas that require most attention (a grade of C or below) include: expenditure composition outturn
(D+); revenue outturn (C); budget classification (C); government off-budget operations (D); transfers to
sub-national governments (D+); performance information for service delivery (D+); public access to fiscal
information (D), fiscal risk reporting (D+); public investment management (C); public asset management
(D+); macroeconomic and fiscal forecasting (D+); revenue administration (D+); expenditure arrears (D);
internal controls on non-salary expenditures (C); internal audit (D); annual financial reports (D+); and
external audits (D+).

Efforts were made in the 7FYP to address these concerns by developing an Action Plan that was endorsed
by the Ministry of Finance. However, implementation has been limited owing to a number of factors
including the delay in technical assistance for the next round of reforms. The 8FYP will make a strong
effort to implement the agreed program of actions with a time bound implementation plan.
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Increased Commitment to Transparency and Participation in the Budgetary Process: To enhance
transparency in the budget preparation process, the Government will make the pre-budget statement
available in the public domain. This will be done to improve the level of transparency and participation of
key stakeholders. The progress in this specific dimension will be tracked through Bangladesh’s overall
performance in the Open Budget Index—produced by the Open Budget Survey, which uses over 100
indicators to assess whether the government puts eight important budget documents in the public domain
in manner that is both useful and comprehensive. The government will also make available all fiscal data
showing actual outcomes for both expenditure and revenues.

Introducing Multi-Year Public Investment Programme (MYPIP): Building on the progresses and
achievements in the 7FYP, the government is committed to accelerating the PIM reform in the 8FYP. The
Planning Commission will continue taking the lead in the PIM reform in the 8FYP. It will plan and implement
the PIM reform under the larger umbrella of the PFM Reform Strategy 2016-2021 and the PFM Action Plan
2018-2023. They will ensure full participation of all PIM stakeholders in the PIM reform process.

The focus areas of the PIM reform in 8FYP include the following:

o Improve project formulation, appraisal, and approval processes. In the 8FYP period, Ministry
Assessment Format (MAF) and Sector Appraisal Format (SAF) will be introduced and used in the
assessment and appraisal process of all DPPs in two pilot sectors — (i) power and energy, and (ii) local
government and rural development. After successful introduction in the two pilot sectors, MAF and
SAF will be rolled out to all other sectors.

e Strengthen strategic linkages between ADP, FYP and MTBF. In the 8FYP period, Sector Strategy
Papers (SSPs) and Multi-Year Public Investment Programme (MYPIP) will be introduced and used in
the MTBF, ADP, and Revised ADP (RADP) processes in the two pilot sectors, then rolled out to all
other sectors.

e Align sector classification of ADP/RADP with FYP and MTBF processes. Current sector
classification of ADP/RADP is based on 17 sectors, and this does not match with 14 sectors of FYP
and MTBF. The Programming Division has taken the initiative to prepare ADP/RADP based on the 14
sectors of FYP and MTBF to contribute to strengthening the linkages among FYP, ADP/RADP and
MTBF processes.

e Operationalize the database management system of ADP. In the 8FYP, the new database management
system for ADP will be made fully operational, including modules of MYPIP, for all government
entities. In this process, digital interface of the ADP database management system will be also
established with that of FD in the preparation process of national budget.

Improving the Effectiveness and Accountability of the Capital Market

The capital market of Bangladesh has not yet played a substantial role in financial intermediation and
mobilization of resources in the economy, in spite of the ever-growing large financing needs of the economy.
There are three major constraints hindering the performance of the capital market: asymmetry of information
and lack of trust in the market; preference of the citizens towards investing more in banking sector more than
the capital market, and weakness of monitoring and surveillance. In particular, the following activities will
be undertaken under the 8FYP to ensure greater capacity and effectiveness of the capital market:
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Government will undertake a long-term capacity building of Bangladesh Securities and Exchange
Commission (BSEC) in areas of skilled human capital, modern technologies and prudential regulations.
A new organizational structure of BSEC is in-progress. The Commission is also redefining securities
laws and regulations in order to ensure prudential regulations and supervision of issuers and market
intermediaries in the capital market.

Bangladesh will build a vibrant, dynamic and good-governed primary market. Acts and regulations
concerning public issue of debt and equity securities will be redefined so that securities are fairly valued
and the interest of investors is protected. In this process, the role of auditor and rating agencies is
critical. Their regulations and enforcement will require speedy reforms.

A technology platform of extensible business reporting language (XBRL) shall prove critical to this
end of transparency and accountability for stock exchanges, issuers and other market intermediaries.
BSEC will invest heavily to enforce observance of issuers and market intermediaries with International
Financial Reporting Standards (IFRSs), International Standards of Auditing (ISAs) and modern
corporate governance codes.

Government is committed to building a diversified capital market involving both bond and derivative
markets so that financing of business moves from banking system to the capital market. A well-functioning
derivative market is indispensable for prudential risk management for the investors. The Commission shall
closely work with stock exchanges for this important capacity building.

Continuous coordination is needed between key regulators including Bangladesh Securities and
Exchange Commission, Bangladesh Bank and National Board of Revenue (NBR) for a well-governed
capital market. The Government will evaluate the need of an institutional mechanism to facilitate this
coordination between Bangladesh Bank and BSEC for building a modern capital market. It will also
create a task force to detect conflicts of interest within the regulatory bodies and financial institutions,
especially amongst those who have an exposure to the stock market.

The Government will improve the surveillance software/systems to prevent manipulation of the
transaction of securities in the stock market and to ensure greater transparency. To this end, BSEC will
guide stock exchanges in upgrading their trading platforms, order management system (OMS) and a
dynamic real-time trade settlement infrastructure.

Inquiry, supervision and enforcement of securities laws will comprise a critical capacity building for
BSEC and stock exchanges. The new organogram of BSEC has made provisions for new human capital
and other resources to deliver these core functions. Securities laws are also continuously evolving to
make a big difference to this end. The Government will take measures to ensure that companies comply
with the financial reporting and disclosure rules of the BSEC. Strict accountability will be enforced in
cases where companies fail to comply with the financial disclosure rules. This may require penal
measures. More stock market related legal cases need to be transferred to the special tribunal on capital
market for quick disposal of the cases.

Tax laws are undeniably important for capital market. The Government will improve the tax incentives
further for the private sector companies to be listed with stock exchanges and to commit to enhanced
transparency and accountability. An option to go for listing shall be made attractive for an issuer of
capital and tax policies will be geared to this end. The Government is committed for a transition from
the current bank-based borrowing to capital market-based financing.
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e During the 7" plan period the government formed the Financial Reporting Council (FRC) to upgrade
the accounting and auditing standards of the capital market to international levels. It is also mandated
to play a key coordinating role between BSEC, NBR and the Bangladesh Bank to improve regulation
of the capital. The Government will make FRC to be further operational and effective for enforcing
accounting and auditing standards. On the other hand, the special tribunal on capital market was
dormant for the last 18 months due to not receiving any stock-market-related cases. Under the 8" Plan,
the Government is committed to upgrading the accounting and auditing standards of the capital market.

e Financial literacy is very low in Bangladesh. Bangladesh Academy of Securities Market (BASM) and
Bangladesh Institute of Capital Market (BICM) are two institutes of the Government to enhance
financial literacy in Bangladesh. The Government is committed to invest in both the institutes and
making them effective for financial literacy.

145 Key Area 4: Improving Governance in Local Government

Improved governance in the activities of local governments allows countries to benefit from the rewards of
decentralization. This allows effective policy formulation and execution as both local and national organs
of the State coordinates to decide what policy is needed and how they can be best executed. The
Government of Bangladesh recognizes the need of improved governance in the local government
administration to take up the decentralization agenda, and intends to undertake a wide array of initiatives
under the 8FYP. The detailed local government institution (LGI) reforms are discussed in Chapter 7, Part
2. The main objective of these reforms is to strengthen the capacity of LGls to delivery better services to
their constituencies through greater administrative and financial autonomy including higher and more
predictable resources. The aim is to take the first step to move towards establishing a system of LGIs as
found in current UMICs.

1.4.6 Other Areas of Activities under the 8™ Plan

= Strengthening the Election Commission (EC): The Government recognizes that without an
independent and effective Election Commission (EC), democratic franchise cannot be extended to the
citizens. Consequently, under the 8FYP, the following activities will be pursued to enhance the
performance of the EC: (i) The Government will offer all necessary support to EC to expand the use
of electronic voting machines to improve transparency in the electoral process; (ii) EC will execute its
operations independently and effectively; and (iii) More measures will be taken to improve EC’s
capacity to monitor election expenditure by candidates and control campaign contribution during local
and national elections.

= Making Parliamentary Process Effective: The Government of Bangladesh is not only committed to
the ideals of democratic governance, but is interested in making the process transparent, accountable
and participatory. To that end, the following activities will be undertaken during the 8" Plan to improve
the role of the Parliament as a reservoir of people’s trust and aspirations: (i) The Government will
remain committed to increasing the number of hearings open to the public, particularly of important
budgetary committees such as the Public Accounts Committee; (ii) Efforts will be undertaken to
reduce the time that is lost due to lack of quorum; (iii) The Government will remain committed to
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improvements in the functioning of Public Accounts Committee; (iv) The Govt. will try to ensure that
percentage of seats held by women in the national parliament is at least 33% by 2025.

Appointment of Ombudsman: The government will ensure the appointment of an Ombudsman
which was committed under the 7 Plan.

Addressing Corruption: Addressing corruption will receive top priority from the government in
order to eliminate it from institutions and society at large. This requires strong government
commitment and major overhaul of ACC. It also requires a ‘whole of government’ approach along
with collaboration with civil society organizations and other stakeholders, as ACC alone will have
difficulty in combating corruption. Hence, the Government will focus on improving the country’s
performance in the internationally accepted ratings on governance. The following specific measures
will be prioritized: (i) ACC will be empowered to effectively function as an independent institution
reporting directly to the head of government by amending legal provisions if needed; (ii) ACC will
not face any hindrance in investigating offenders, and prosecuting offenders; (iii) ACC will track the
assets of public representatives; (iv) the Government will increase resource allocation to ACC to
permit it to function at a level commensurate with its mandate—these resources include, more staff,
financial resources and logistical support and enhance automation; (v) with additional resources ACC
will commit to dispensing casing faster and take responsibility for failure; (vi) ACC will strengthen
its capacity in modern preventive and investigative anti-corruption methods to improve effectiveness
and efficiency; (vi) ACC will improve transparency by maximising information in the public domain
and being responsive to RTI filings and views expressed in the public domain; (vii) ACC will facilitate
more accountable through public hearings by the parliamentary committee; (viii) Government will
establish anti-corruption cells in relevant departments within an agreed time frame; and (ix)
Government will enact the Whistle Blower Act.

Strengthening the Office of the Comptroller and Auditor General of Bangladesh: The Office of
the Comptroller and Auditor General of Bangladesh are responsible for auditing and reporting on the
accounts of the Republic and of all courts of law and all authorities and officers of the Government.
Moreover, policymakers recognize that a transparent supreme audit institution will ensure regular
auditing of these bodies and authorities and publish reports for public scrutiny — facilitating general
accountability, views and opinions. Consequently, the government will take measures to develop a
regular and effective framework so that the institution utilizes more independent and results-oriented
audits. In addition, audit reports need to ensure transparency and accountability by clearly stating the
methods approached.

Digitization of Land Management: Land record digitization will be completed so that it is available
to the three nodal offices: (i) land registration, (ii) Assistant Commissioner of land (ii) Deputy
Commissioner of districts. This will ensure ease of access to the data when needed and also quicker
disposal of the land disputes. In particular, digitally maintained particulars of mutation records along
with clear and accurate records generated from plot-wise cadastral surveys of land and registered deeds
of land transfer will provide an efficient and transparent basis for authentication of ownership or
inheritance including the history of all previous transactions. Moreover, a one-stop service delivery
system needs to be introduced for better public service delivery.
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E-Registration: The Government will continue the process of ensuring that land ownership is
managed transparently and fairly. It will facilitate appropriate linkages between the role played by
Village Courts at the local level in relation to resolving land disputes, and the process of formalising
land registration, in order to support Vision 2041. The establishment of digital registration and
presence of Land Registry Offices in all 64 districts will both simplify the range of registration
processes, which are often a bar to individuals securing their property rights, as well as promoting
speedy and transparent services.

Better Coordination among Concerned Ministry: To ensure efficient and effective delivery to land-
administration-related e-services, the coordination between Ministry of Land (MoL) and Ministry of
Law, Justice and Parliamentary Affairs (MoLJPA) will be improved, both at the national and at the
field level. Capacity-building programmes need to be conducted to improve the skills of staff in the
office of the Assistant Commissioner (Land). Regular monitoring of the work of land offices along
with regular publication of monitoring reports will be ensured. The authorities, involved with land
administration, will be strengthened with adequate staff, financial resources and logistical support.

Addressing Data Availability: There is scarcity of data; data is not also made available in a timely
fashion, for example websites are not regularly updated. Availability of data and information will be
given top priority to improve transparency and for conducting independent evaluation and assessment
of government strategies, policies, activities, functions, etc. In many instances, the data provided in
government websites are not user friendly. All public data collecting agencies, including BBS, needs
to be strengthened to address this vital concern.

Increasing the Effectiveness of Information Commission: The Government will ensure that the
Information Commission authority would be more responsive to requests made under the Right to
Information Act. Close monitoring of the status of such requests and follow up actions will be ensured
to achieve this and faster release of the requests for information. The Information Commission will
provide more data on the requests, filings and release of information in the public domain in a timely
manner. Measures will be undertaken to include RTI act in the text book.

More Resources for Governance-related Institutions: The Government will mobilize more
resources to increase ADP allocation to justice institutions, public sector capacity development,
digitization and automation of public sector organizations, ACC, NBR and PSC’s operations, LGIs
for effective decentralization, reform of the banking sector and capital markets. Moreover, it will take
measures to ensure that the financial resources earmarked for the ADP projects are disbursed and
utilized in a timely manner.

Strengthening UDCs: The services provided through Union Digital Centres (UDCs) are internet-
based. Technology infrastructure in regions where UDCs are located will be enhanced to enable
residents of the regions to access the services of UDCs. Awareness campaigns about the operations of
UDC:s at the local need to be launched.

Improving Digital Literacy: The level of digital literacy of the general public will be enhanced to
tandem with the rapid roll out of digitization in the public systems and launching of e-services to
enable them to benefit from them. This is also important to prepare people for adjusting with the 4t
industrial revolution.
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= Department of Passport and Immigration (DIP): Increased acceptability of Bangladesh passports
and visas around the world will have a positive impact on the export of manpower. To that end, DIP
is committed to the simplification of the process of obtaining Bangladesh visas. Simplification and
modernization of the issuing of passports to Bangladesh nationals will also help to accelerate export
of labour to the overseas markets. This is expected to have a positive implication on remittance
earnings. Consequently, the targets for the 8" Plan are: (i) Achieve full coverage of electronic
passports by 2025; (ii) Issue and delivery of passports in a time-bound manner; (iii) Create use-friendly
procedures; and (iv) Make all necessary information available through the digital space.

= Strengthening Implementation Monitoring and Evaluation Division (IMED): IMED is the sole
government agent to monitor and evaluate all development activities included in Annual Development
Program (ADP). IMED is now focusing mainly on physical and financial aspects of project
implementation and also conducting mid-term evaluation, terminal evaluation and in some cases
impact evaluation of completed projects. The government recognizes that without strengthening
IMED, updating monitoring tools, introducing results based and real time monitoring, monitoring and
evaluation would not be effective. With a view to ensuring sustainable development, more measures
will be taken to strengthen IMED for effective implementation of project.

1.5 PUBLIC ORDER AND SAFETY IN THE 8FYP

The Government of Bangladesh remains committed to maintain public order and safeguard the assets and
lives of its citizens under the 8FYP period. Guaranteeing the enforcement of the law, protecting the citizens
from internal and external threats, maintaining security in the border, battling narcotics, terrorism and other
social vices and rehabilitation of prisoners remain the key objectives of the Ministry of Home Affairs
(MoHA). As a result, the MoHA will ensure the cooperation of all the agencies under its jurisdiction to
offer the necessary safety and security.

Improving the Effectiveness of Bangladesh Police: Bangladesh Police, as an organization, remains
committed to the enforcement of law, ensuring social order, minimizing fear of crime, improving public
safety and ensuring internal security with active support of the community. In particular, creating an
effective and accountable police force is fundamental for the enforcement of the rule of law and improving
the criminal justice system. This necessitates activities on multiple dimensions — and under the 8FYP, the
following activities will be prioritized:

= Strategic Directions and Organizational Reforms: The Government will formulate strategic
directions and organizational reforms to support planning and budgeting, enhanced accountability and
oversight, as well as a modernized legislative framework. The primary objective of this is to build the
capacity of the Bangladesh Police to formulate and implement its organizational vision.

= Enhancement of Efficiency of the Police Personnel through Capacity Building at Home and
Abroad and through Modern Training Centres: Proper initiatives will be undertaken to increase
skills and competency of police personnel by means of arranging training, workshops and seminars in
the country. Police officials will be sent to the overseas to equip them with the latest policing
knowledge, best practices and development in view of addressing recent issues and problems in
Bangladesh. Appropriate budget allocation will be provided to implement the initiative of enhancing
capacity of training institutes and capability of police personnel. Adequate initiatives will also be taken
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to improve the infra-structure, equipment, transport and ICT facilities for furnishing a total of 30 In-
Service Training Centres of Bangladesh Police. The facilitators and instructors of In-Service Training
Centres will be trained at home and abroad through some capacity building projects. The In-service
training centres would be utilized up to the maximum level to impart knowledge, skills and changed
attitude to the field level police officers. The existing training centres would be made women-friendly
with respect to quality of training, infrastructures and allied services

Developing Infrastructure and Improving Capacity of the Anti-Terrorism Unit (ATU): Required
initiatives will be undertaken to develop infra-structure for ATU in Dhaka and all over the country to
curb terrorism and religious militancy. Besides, modern equipment will be procured and forensic labs
will be set up in this purpose. In addition, Counter-Terrorism policy will be formulated incorporating
other stakeholders in the initiative of ATU.

Setting up Forensic Labs in Six Divisional Cities: Forensic science has been an essential part of
modern police performances. Modern investigation process is based on forensic evidence. Prosecution
of criminals and the clearance of innocent suspects become easier if forensic evidence is analysed
properly and timely. At the same time, quick disposal of chemical and forensic Alamats expedite the
quick disposal of pending cases of the police stations. For this reasons Bangladesh Police has
established a central forensic lab, which has been proved as an effective facility in terms of quick
disposal of Alamats and forensic evidence. For this reason, six more forensic labs will be established
to make Bangladesh Police an effective investigating agency, which will be prioritized under the
8FYP.

Improvement in Investigation, Operations and Prosecution: The Government will increase efforts
to improve police operations, investigation and prosecution to enhance fair and equitable justice. In
particular, Grievance Redressal Systems (GRS) will be introduced into police administration more
effectively to ensure fair treatment of both police officials and citizens. In particular, IGP’s Complaint
Cell will be more effective as a Grievance Redressal System to ensure fair treatment to both police
officials and citizens.

Crime Prevention and Community Policing: Measures will be taken to improve the trust and
interaction between the community and the Police resulting in improved access to justice, human rights
and reduced fear of crime. Bangladesh Police is applying Bit Policing technique countrywide as an
implementation tool of community policing.

Under the 8FYP, these efforts will be further strengthened to enhance better policing services for the
citizens. In particular, efforts of finding durable solutions to reduce crime through community policing
would be continued. The Community policing would be made functional through practical initiatives
like: (a) Community Policing Forums; (b) Sector-wise community involvement; (c) Open house day;
(d) Bit meetings; (e) Youth and Student involvements; (f) School/College based awareness
programmes; (g) Mass meeting/ Rallies; (h) Anticrime meetings; (i) Victim Re-contract; (j) Door to
door/ home to home visits.

Promoting Gender Sensitive Policing: The government is committed to ensure the rights of women
and children at all levels by ensuring equitable and sensitive policing and support services for the
victims. In particular, it will develop a Woman Policing Strategy (WPS) through the Bangladesh Police
to mitigate gender discrimination in policing services.
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Digitalization of all Police Stations: With a view to implementing vision-2021 and vision-2041,
different steps will be taken to digitize all police stations of Bangladesh Police for making them fully
accessible to the citizens from all walks of life. Police Stations need to be interconnected electronically
to reduce time, resources and workforce in terms of making daily transactions. In addition, web-based
applications will be introduced to preserve legal documents and perform policing activities like online
General Diary (GD), investigation, enquiry etc.

Strengthening and Building Capacity of 999 National Emergency Service: National Emergency
Service, 999 is a popular public enterprise undertaken by the present government. People at stake find
999 services as their cyber saviour. It has already enkindled hope in general masses to secure a space
in the criminal justice system. Furthermore, 999 service has become popular with the distressed and
fire-victims. The increasing number of calls at the 999 service will be handled promptly and
efficiently. So, investments in the necessary infrastructure of the 999 centre and developing a pool of
trained human resource will receive priority under the 8" Plan.

Reducing Cybercrime and Fake News: The Government remains committed to reducing cybercrime
and will undertake the necessary capacity building measures and investments in technology that will
allow the prevention of cybercrime in the society. Especially, measures will be taken to reduce the
misuse of social media networks to disrupt communal harmony through the spreading of “fake news”
that hurt religious sentiments of any community.

Model Police Stations (MPS): Police Reform Project | & 11 supported the creation of Model Police
Stations (MPS) which benefit from better facilities, such as customer service areas, barracks and toilets
for women, separate holding cells for men and women, secure facilities for firearms, private interview
rooms and accessibility ramps. Moreover, under the 8FYP, the Bangladesh Police will continue to
provide services from “Model Police Stations” to improve the facilities for delivery of services.

Enhanced CCTV and Other Surveillance Mechanisms: Under the 8" Plan, the Government will
ensure that selected metropolitan police jurisdictions and selected portions of highways would be
brought under the surveillance of CCTVs to increase the state of safety on national highways and key
cities.

Combat Human Trafficking: Public Security Division (PSD) of MoHA is the focal division to
combat human trafficking. This Division has formed the National Authority to address this crime
under the Prevention and Suppression of Human Trafficking Act 2012. In 2018, PSD has adopted the
National Plan of Action to Prevent and Suppress of Human Trafficking (NPA-PSHT) 2018-2022. The
NPA 2018-22 is harmonized with the SDG implementation strategy of GoB. Under the 8FYP, PSD
aims to strengthen the capacity of the National Authority to better implement the NPA. During the
implementation of the 8FYP, this Authority can grow into the lead agency to coordinate all out efforts
against the traffickers. As a priority, PSD plays a critical role in enforcement of legal provisions
(Migrants Act 2013 and PSHT Act 2012) to make mobility of people, migration and migrants safer.
The 8FYP will focus in investing in capacity development for law enforcement and border control to
combat trafficking and smuggling in persons. As per NPA the counter trafficking committees (CTCs)
are placed at Unions, Upazilas and Districts to reduce vulnerability to trafficking and to assist the
victims of trafficking. The 8FYP can provide resources and capacity building assistance to strengthen
and activate these CTCs. Hence during the 8FYP, the government will set priority on strengthening
the role of PSD in meeting the objectives set in the NPA to prevent and suppress human trafficking.
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= Ensure repatriation and rehabilitation of Rohingyas: Being denied citizenship, more than one
million Rohingyas have crossed into Bangladesh. The Bangladesh Government deserves enormous
credit for all it has done to help these destitute people. Under the leadership of Honourable Prime
Minister Sheikh Hasina, the worst potential consequences of this human calamity have been avoided
despite the incredibly difficult circumstances. Bangladesh is making every effort in a professional
fashion to harness regional and global power to end this emerging crisis. The Bangladesh government
has been making diplomatic efforts in persuading Myanmar to repatriate the refugees. Bangladesh is
looking forward to the successful repatriation of the Rohingya to Myanmar and enable them to have
access to different dimensions of human security. Considering the issues of overcrowding, congestion,
and security in Cox’s Bazar, the government of Bangladesh has been developing a relocation site in
‘Bhasan Char’ island to rehabilate the Rohingya refugees. Efforts will be continued to ensure peaceful
stay of these forcibly displaced Myanmar citizens until repatriation in Myanmar.

Border Guard Bangladesh (BGB): The Bangladesh Border Guard (BGB) is entrusted with the security
of the borders, addressing and minimization of smuggling and protection of the economic and commercial
interests of Bangladesh. In particular, attaining effectiveness on such fronts allows the BGB to minimize
the smuggling of foreign goods/commodities and reduce the evasion of duties— which would otherwise
create uneven competition between the foreign goods and the goods manufactured/produced in the country.
In 2017, the BGB adopted a long-term strategy named "BGB Goal 2041". This strategy aims to make the
BGB a well-trained, well-equipped and technologically advanced force. Thus, to improve the effectiveness
of the BGB, the 8FYP will prioritize the achievement of the targets within BGB Goal 2041. In particular,
specific focus will be offered to the following areas:

e Increasing the number of personnel working for the BGB to meet the international standards;

e Increasing investments in logistics that facilitate the effective functioning of the BGB,;

e Supporting formation and strengthening of a “Quick Response Force” within the BGB which will
work to supply modern arms and ammunition to the border points swiftly in case of any emergency;

e Establishing a permanent station on the St Martin’s island to protect the territorial integrity of
Bangladesh;

¢ Installing mechanized inspection system in Benapole and other land borders;

e Enhancing the security of the international boundary between Bangladesh, India and Myanmar
through increasing the number Border Out Posts (BOP) and the construction of border ring roads and
barbed wire fencings;

e Developing a comprehensive strategy with all stakeholders to reduce smuggling;

e Increasing operation to reduce human trafficking mainly women and children in neighbouring
countries;

e Increasing supervision of the Myanmar border to maintain peace at the Rohingya camps.

Bangladesh Coast Guard (BCG): The Bangladesh Coast Guard (BCG) is designed and formulated to
enforce the maritime laws of Bangladesh. It is a paramilitary force and operates under the jurisdiction of
the Ministry of Home Affairs. Its officers serve under deputation from the Bangladesh Navy. Additionally,
the BCG also performs the duty of maintaining the maritime border security of Bangladesh. During the
7FYP period, the Government has also articulated the - Coast Guard Goal 2030 - which is a strategic
document to modernize the Bangladesh Coast Guard. More specifically, the plan aims to improve the
organizational capacity of the BCG by increasing the manpower, purchasing more ships, hovercraft,
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helicopters, Unmanned Aerial Vehicles (UAV), maritime patrol aircrafts and adding new generation
surveillance technologies. The vision is to make the BCG a technologically advanced two-dimensional
force that is capable of protecting the coastal areas of Bangladesh well. Moreover, it will support the
Bangladesh Navy during all national emergencies. Hence, under the 8FYP period, the Government will
prioritize implementing the targets as noted in the “Coast Guard Goal 2030”. It will also ensure that the
strategic objectives of the “Blue Economy” agenda are protected by ensuring the safety of our marine
resources.

Bangladesh Ansar and Village Defence Party (VDP): The Bangladesh Ansar is a paramilitary auxiliary
force, which is entrusted to maintain internal security and law enforcement in Bangladesh. Its operation is
administered by the Ministry of Home Affairs — and under the 8FYP period, the following initiatives will
be taken to strengthen the role of the Ansar and Village Defence Party (VDP):

= The Government will enhance its capacity to effectively dispensing public welfare activities as per
the instruction of the Government effectively;

= It will receive logistical support to ensure that it can effectively support the Bangladesh Armed
Forces in any national emergency.

Department of Prisons: The Department of Prisons aims to ensure safe custody of prisoners, maintain
strict discipline among the inmates and prison security, ensure humanely treatment of all prisoners; provide
decent accommodation, food, medicine of the prisoners, as well as opportunities to meet their relatives,
friends and lawyers and provide necessary training and motivation to the prisoners, in order to rehabilitate
as a good citizen in the society. As a result, under the 8FYP, the Government aims to ensure better facilities
for prisoners, by allowing them to have access to professional training and counselling services, develop
advanced infrastructure to reduce prisoner burden — and provide special care for female and under-aged
prisoners.

Fire Service & Civil Defence: The 7t Plan period witnessed numerous incidents of fire hazards that
resulted in the death of hundreds of people. In fact, over the last twenty-three years — the average incidents
of fire per years has increased threefold - with the year 2018 seeing a daily average of 53. More specifically,
at least 1,970 people were killed in around 200,000 fires across the country between 2004 and 2018.
Consequently, under the 8FYP, the Government will strengthen the capacity of the Fire Service and Civil
Defence department to ensure public safety by investing in training of key emergency personals, importing
necessary technologies and fire-fighting instruments to effectively carryout rescue operation during any
man-made or natural disasters. The Government will also develop a surveillance team under the Fire
Service Department to monitor hazardous economic activities, so that fire safety regulations are effectively
enforced across the key “fire-hotspots” of the country.

Narcotics Control Department (DNC): The 71" Plan period witnessed a strong commitment to anti-
narcotics drive by the Government and remains a key component of the election manifesto of the current
Government. Hence, under the 8FYP, the Government will undertake the following activities: (i) It will
strengthen the Department of Narcotics Control (DNC) to reduce the availability and usage of narcotics in
the country. In particular, strong surveillance teams will be developed to stop drug trafficking across
borders, so that key supply chains aiding the entry of drugs from various parts of the regions are disrupted;
(i) The Government will also support strong awareness building campaigns in both private and public
schools, colleges and universities, to ensure students understand the adverse consequences of drug usage;
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(iii) The Government will create partnership with NGOs to develop a state of the art rehabilitation hospitals
in every administrative Division of Bangladesh to ensure affordable treatment and effective rehabilitation
of drug addicts in the country.

National Tele-Communication Monitoring Centre (NTMC): The NTMC was formed in 2014 to
improve the state of security and stability of the country by rigorously monitoring over all branches and
medium of latest telecommunication arena. This organization provides a platform for all law enforcing
agencies to monitor the activities of suspected threats. The threat in cyber space is radically different from
others. The objective of NTMC for 8" Plan are as follows: (i) Support the procurement of state-of-the-art
technological devices that can protect citizens from terrorist organizations; (ii) Increase parliamentary
audits of its expenditure to ensure more public scrutiny of its expenditure; (iii) More investments in training,
infrastructural facilities to accommodate all major components of NTMC like data centre, monitoring
station and physical security measures; (iv) Deploy necessary IT experts to deal with emerging threats from
telecommunication sectors; (v) Ensure annual hearings of NTMC officials with the Honourable Prime
Minister and Defence Advisors to ensure that basic privacy of citizens are not violated.

1.6 DEVELOPMENT RESOURCE ALLOCATION UNDER THE 8FYP

The Government believes that improvements in public administration, public institutions and governance
is fundamental for attaining the growth and poverty reduction targets of PP2041 and it requires noticeable
improvement under the 8FYP. More specifically, the need for a more effective coordination mechanism
continued strong political leadership, forward-looking attitude within government employees and an
effective, transparent and accountable legal framework that guides governance within the public
administration cannot be overstated. It is also essential to recognize that in order for the country to maintain
its solid momentum in its socio-economic progress, not only it requires an enabling and effective public
administration and institutions, it also needs an environment where there is order, public safety, and rule of
law that ensures investments and exchanges within the commercial sphere enjoy predictable, effective and
equitable legal framework. This, nonetheless, considerable investment in institutions will ensure that they
are guided by the most adequate laws, infrastructure and human capital.

Accordingly, the 8FYP is committed to provide adequate resources to enable the smooth function of general
administration and law and order to ensure safety and security. Most of the spending for general public
services and law and order are recurrent in nature and are therefore provided for from the current budget,
yet, it is understood that many development projects are necessary to enhance capacity and strengthen the
underlying services. Therefore, in addition to allocations for current spending from the national budget, the
8™ Plan provides sizable resources from the ADP. The indicative ADP allocations are contained in Table
1.7. Nonetheless, need based changes are possible to key areas of public administration given the Plan aims
to be a living document — and it recognizes flexibility and adaptability are fundamental for achieving the
broader objectives of the 8FYP that is linked to PP2041.
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Table 1.7: 8FYP Ministry-wise ADP Allocation for General Public Services and Public Order and Safety
in Current Prices (Taka billion)

No. Sector Ministry/ Division FY2021 | FY2022 | FY23 | FY2024 | FY2025
National Parliament 0.2 0.2 0.3 0.3 0.4
Prime Minister's Office 39.3 50.9 58.7 68.5 80.1
Cabinet Division 0.2 0.2 0.3 0.3 0.4
Election Commission 7.5 9.2 10.6 12.4 14.9
Ministry of Public Administration 2.4 2.9 3.4 3.9 4.7
Public Service Division 0.3 0.3 0.4 0.4 0.5
General | Finance Division 154 18.9 21.8 25.4 30.5
1. Public Internal Resources Division (IRD) 0.8 1.0 1.2 14 1.6
Services | Financial Institutions Division 18.9 23.3 26.8 31.3 37.6
Economic Relations Division (ERD) 0.4 0.5 0.6 0.7 0.9
Planning Division 3.7 4.6 5.3 6.2 7.4
Implementation, Monitoring and 0.8 1.0 1.1 13 1.6
Evaluation Division (IMED)
Statistics and Informatics Division 5.6 6.9 7.9 9.2 11.1
Ministry of Foreign Affairs 0.6 0.7 0.8 1.0 1.2
Sub-Total 96.0 120.7 139.2 162.4 192.9
Law and Justice Division 5.3 6.5 7.5 8.7 10.5
Public Public Security Division 17.3 21.3 24.6 28.7 34.5
Order Legislative and Parliamentary 0.9 1.2 1.3 1.6 1.9
2. A
and Affairs Division
Safety | Anti-Corruption Commission 0.2 0.2 0.2 0.3 0.3
Security Services Division 18.4 22.6 26.1 30.5 36.6
Total (Public Order and Safety) 41.1 50.7 58.4 68.2 81.8
GRAND TOTAL (GPS + POS) 137.1 171.4 197.6 230.6 274.7

Source: Chapter 5, Part 1, Annex Table A5.2
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Table 1.8: Ministry-wise ADP Allocation for General Public Services and Public Order and Safety
at 2021 Constant Prices (Taka billion)

No. Sector Ministry/ Division FY2021 | FY2022 | FY23 | FY2024 | FY2025
National Parliament 0.2 0.2 0.2 0.3 0.3
Prime Minister's Office 39.3 48.3 53.0 58.9 67.5
Cabinet Division 0.2 0.2 0.2 0.3 0.3
Election Commission 7.5 8.8 9.6 10.7 12.2
Ministry of Public Administration 2.4 2.8 3.0 3.4 3.9
Public Service Commission 0.3 0.3 0.3 0.4 0.4
General | Finance Division 15.4 18.0 19.7 21.9 25.1
1. Public Internal Resources Division (IRD) 0.8 1.0 1.1 1.2 13
Services | Financial Institutions Division 18.9 22.1 24.2 27.0 30.9
Economic Relations Division 0.4 0.5 0.6 0.6 0.7
Planning Division 3.7 4.4 4.8 5.3 6.1
Implementation Monitoring and 0.8 0.9 1.0 1.2 13
Evaluation Division
Statistics and Informatics Division 5.6 6.5 7.1 7.9 9.1
Ministry of Foreign Affairs 0.6 0.7 0.7 0.8 1.0
Sub-Total 96.0 114.7 125.7 139.8 160.1
Law and Justice Division 5.3 6.2 6.7 7.5 8.6
Public Public Security Division 17.3 20.3 22.2 24.7 28.3
Order Legislative and Parliamentary 0.9 1.1 1.2 1.3 15
2. . A
and Affairs Division
Safety | Anti-Corruption Commission 0.2 0.2 0.2 0.2 0.3
Security Services Division 18.4 21.5 23.6 26.2 30.0
Total (Public Order and Safety) 41.1 48.1 52.8 58.7 67.2
GRAND TOTAL (GPS + POS) 139.1 162.8 178.5 198.5 227.4

Source: Chapter 5, Part 1, Annex Table A5.2
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SECTOR 3:
INDUSTRIAL AND ECONOMIC SERVICES






CHAPTER 2

STRATEGY FOR MANUFACTURING SECTOR
DEVELOPMENT WITH EXPORT-LED GROWTH

2.1 BACKGROUND AND OVERVIEW

After two decades of sound macroeconomic stability and robust growth of the economy, as the Government
prepared to launch the 8FYP, the world fell in the grip of the most devastating economic catastrophe since
the Great Depression of the 1930s owing to COVID-19 pandemic. Therefore, besides the challenge of
sustaining economic and social progress, the 8FYP will have to start off with an economic recovery program
that can then morph into the medium-term development agenda for rapid pro-poor and inclusive growth as
envisioned in PP2041. The challenge is particularly telling because COVID-19 has been most damaging to
the engine of past growth, the RMG sector, where the slump in world demand has already cost the economy
a colossal loss of $10 billion in exports in the first 4 months of the FY2021.

The period of the 8FYP straddles two key milestones for the Bangladesh economy: (a) 2021 is the 50t
anniversary of independence of Bangladesh, and (b) the economy is set to graduate out of UN’s LDC group
of nations in 2024. Given the stage of our social and economic progress, the Government is determined to
embrace graduation and prepare for the challenges that may be expected — primarily arising from the process
of “trade preference erosion”. That calls for trade and industrial policy to be revamped during the 8FYP to
cope with the impending challenges. A particularly important task is to diversify the manufacturing
production and export base to insulate the economy from adverse developments associated with dependence
on one single product group. The other task is to restructure manufacturing sector in a way that it creates
more jobs as it grows, notwithstanding the ramifications of technology change and growing capital intensity
of production associated with the on-going Fourth Industrial Revolution (4IR).

But first, the economy must deal with the impacts of the COVID-19 pandemic that has swept the globe with
speed and impact on global output and trade. The fact that in 2020 Bangladesh economy is far more
integrated with the world economy through trade and financial flows makes it highly likely that the global
slowdown this time will have far greater ramifications on our exports, remittances, GDP growth and
employment than was the case in the aftermath of the global financial crisis of 2008-09. So, the first year
of the 8FYP will have to cope with the challenges of an economic recovery that will need robust policies
to stimulate trade and growth in order to protect livelihoods of millions of vulnerable people including non-
poor that are on the brink of poverty. In the first phase of policy response, the Government has launched a
$12 billion (over Tk.1 trillion) stimulus (or relief) package to cushion the economy from the immediate
health-cum-economic shock. The FY2021 Budget should comprise the economic recovery package that
will launch the 8FYP to fuel economic recovery and resume the growth trajectory that was laid during the
past 10 years. Yet, in light of the severe global economic slowdown in the aftermath of COVID-19 crisis,
most global analysts are predicting a slow recovery rather than a sharp bounce back (V-shaped recovery).
Since future trade (i.e. exports and imports) is a function of the state of global demand for Bangladeshi
products and supply of essential agricultural and manufacturing products (food and intermediate inputs)
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that enter the production and consumption system of Bangladesh, it is important to keep the global
economic scenario as the backdrop of domestic policies directed towards boosting the manufacturing sector
that is and will be the major driver of rapid growth and employment creation over the period of the 8FYP.

Trade Policy and Industrialization

The broad goals of Bangladesh’s industrial policy can be classified into two tracks: import-substituting
industrial development and export-oriented industrialization. This creates the need for industrial policy to
be in tandem with trade policy, as the two-track industrialization policy raises issues of complementarity
as well as conflict in the articulation of incentives between the two strands of trade policy — import
substitution and export promotion. As part of policy fundamentals, the two-pronged approach of import-
substituting and export-oriented industrialization brings to the fore the choice of two broad competing
strategies: comparative-advantage-following (CAF) or comparative-advantage-defying (CAD). The CAF
industrial and trade policies are those that promote economic activities based on the country’s comparative
advantage (e.g. labour-intensive production) while CAD policies do not necessarily select activities with
comparative advantage (e.g. promoting capital intensive import-substituting industries with heavy
protection in a labour abundant economy). In articulating trade and industrial policies during the period of
the 8FYP these two approaches will be kept in perspective.

A sound industrial policy should complement market forces, maximizing the potential for the industrial
sector to contribute to economic growth and job creation. In practice, Bangladesh industrial policy has
multiple objectives including employment creation, promoting structural change towards an industrial
economy, enhancing technological capacity, improving regional distribution of industrial activity,
promoting investment in laggard regions, and facilitating more even income distribution. While it might be
tempting to cover wide ranging goals the 8™ Five Year Plan (2021-25) acknowledges that prioritization is
of critical importance as industrial policy to be effective must have limited and clearly defined objectives,
simply because there are not sufficient policy instruments to address multiple objectives. Moreover,
different objectives may be inconsistent with each other. Thus, the principal focus of our industrial policy
during the 8FYP will be to achieve structural transformation where industry’s share in GDP would reach
40-45% of GDP by 2030 thereby absorbing the bulk of the labour force that was hitherto under-employed
in agriculture and informal services. Furthermore, to develop a globally competitive manufacturing sector
the strategy would be to provide support to infant industries with time-bound and performance-based
criteria. Strategic coordination between the state and businesses in formulation and implementation of
industrial policy is the accepted practice in Bangladesh.

Finally, Bangladesh’s industrial policy for the 21 century (post-LDC graduation) has to be comprehensive
rather than target specific in order to be WTO-consistent. Policies for promoting industries to stimulate
investment or export growth are then restricted to generic instead of specific policy instruments with some
scope for transitional arrangements under Special and Differential treatment with de minimis provisions.
Generic policies for promoting industrial development include policies related to infrastructure, human
capital formation, innovation, and diffusion of technology, all critical for export competitiveness.

The concurrent trade policy will have to be supportive of the industrialization strategy focusing on
developing a globally competitive manufacturing sector with strong and sustainable export performance.
The strategic approach will be to leverage the vast global marketplace via greater trade openness that
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involves greater trade integration with major players in the regional and global economy. There is no option
but for high and sustainable growth of the future to be driven by robust trade and export performance
leveraging the enormous demand potential of the global marketplace.

In the post-LDC graduation environment trade may need to be reshaped in line with WTO rules. Subsidies
for export promotion may not be available after graduation but other subsidies for regional development,
R&D; environment etc. may be used more extensively for competitiveness development of exportable
products.

2.2 BANGLADESH TRADE AND INDUSTRIAL POLICIES IN RETROSPECT

When it comes to trade and industrial policy Bangladesh began its development journey burdened by the
legacy of past policies. It inherited highly restrictive trade policies that carried import substitution strategy
to its extreme through high protective tariffs and import bans on a wide range of importable commaodities.
At independence since the economy was devoid of any foreign exchange reserves, this strategy was thought
to be appropriate for saving precious foreign exchange and ensuring a sustainable balance of payments
situation. As for the industry, by default, the state became owners of a vast pool of jute, textile and other
industries that were owned and operated by Pakistani entrepreneurs who abandoned them as they moved to
Pakistan. Furthermore, state ownership of large industry — nationalization — was adopted as national policy
in 1972, thereby bringing within the fold of government management many large jute and textiles mills
owned by Bangladeshi industrialists. Though private enterprise in manufacturing was still permitted within
limits public enterprises dominated the industrial sector thus determining resource allocation, investment
and production. Market competition was severely constrained in the presence of public monopolies which,
as expected, operated inefficiently, making losses and drawing endlessly from the national exchequer.

Throughout these years, the economy was characterized by slow growth, at a time when other South Asian
countries recorded faster GDP growth. The share of manufacturing in GDP, which was 10.2% in 1975-76,
was down to 9.8% in 1990-91, without showing much traction in industrial growth. The policy of import-
substituting industrialization with high tariffs and import bans produced neither manufacturing jobs nor
industrial progress, nor the kind of growth needed to make a dent on the poverty situation. Consequently,
in the final years of the 1980s, Bangladesh economy was engulfed in a severe macroeconomic crisis that
involved foreign exchange shortages, the balance of payments difficulties, and fiscal imbalances in the
domestic economy. Structural reforms were long overdue if the economy were to survive.

Indeed, the economy turned a page in the 1990s by undertaking structural reforms that included
denationalization program, further liberalization of agricultural input markets, engaging in financial sector
reforms, streamlining monetary policy to reduce inflation, all combined with de-regulatory measures to
enhance the role of private sector enterprises. Trade policy changed direction towards outward orientation,
with tariff and import liberalization, exchange rate flexibility, current account convertibility, including a
host of supporting measures that encapsulated a strategy of export-led growth. All of these reforms in the
1990s together contributed to the lift-off in GDP growth of Bangladesh.

By the close of the 1990s, Bangladesh economy was included among a select group of developing
economies described as “globalizers” by the World Bank. A 2004 World Bank study of developing
countries found that, unlike non-globalizers, countries that were “globalizers” experienced growth
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acceleration as well as poverty reduction in the 1990s%. This was also Bangladesh’s experience starting
from the 1990s decade. After unsuccessfully targeting 5% GDP growth for the first two decades post-
independence, for the first time GDP growth in the 1990s averaged 5% for the decade while export growth
for the first time crossed double digits averaging 12%. Particularly the period of 1996-2001 experienced a
robust growth in export led growth of Bangladesh economy due to trade liberalization. Being a founding
member of the WTO that was established in 1995 gave reasonable prediction and market stability in the
world with preferential market access by developed nations.

During the first decade of the 21 century, industrial and trade policies evolved around the basic tenets of
a free market economy with generous bits of government intervention in regulatory control of the economy
while the private sector was acknowledged as the key driver of the economy as far as production and
investment activities were concerned. Despite some occasional political setback, export-led growth took on
a new meaning for the Bangladesh economy with the emergence of readymade garments (RMG) as the
leading export industry overtaking jute and jute goods as the primary export product of the country. RMG
exports overtook jute and jute goods as the predominant export item reaching 70% share in the export basket
by close of the 1990s. During the period of the 6™ and 7FYP RMG march continued with increasing export
concentration, introducing export vulnerability on that account, though Bangladesh emerged as the No.2
exporter of apparels after China, with Vietnam now a close No.3 posing serious competition in US and EU
markets, the competition that is likely to become even more acute as Vietnam has signed an FTA with EU
and joined the recently established plurilateral free-trade club of East Asia and the Pacific, Comprehensive
and Progressive Agreement for Trans-Pacific Partnership (CPTPP).

Table 2.1: Trade and Tariff Policy Trends during 6" and 7FYP

FY11 | FY12 | FY13 | FY14 | FY15 | FY16 | FY17 | FY18 | FY19 | FY20
Average NPR 23.74 | 26.96 | 28.93 | 28.09 | 26.69 | 25.60 | 25.64 | 26.55 | 26.70 | 26.75
Average Output | 41.29 | 43.49 | 46.82 | 4598 | 43.16 | 41.32 | 40.55 | 38.79 | 39.64 | 46.43
Tariff (*)
Average Input 125 | 12.72 | 13.02 | 12.17 | 12.02 | 11.63 | 12.13 | 12,57 | 12.03 | 13.52
Tariff (**)

Exports 22.9 24.3 26.6 30.2 31.2 34.2 34.8 36.6 39.6 32.8
($ billion)

Export growth 41.5 6 9.3 13.6 3.4 9.7 1.7 5.2 8.2 (-)17.2
Imports 32.5 33.3 33.6 36.6 37.7 39.9 43.5 54.5 55.4 50.7
($ billion)

Import growth 52.1 2.4 0.8 8.9 3.0 59 9.0 25.3 1.7 | ()85

Source: BBS; GED estimates based on NBR data;
Notes: NPR=Nominal Protection Rates; (*) Output tariffs refer to NPR on mainly consumer goods; (**) Input tariffs refer to
NPR on basic raw materials, intermediate and capital goods.

3 Trade, Growth and Poverty, David Dollar and Art Kray, 2014
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Table 2.2: Industrial Sector Performance 6 FYP

FY11 FY12 FY13 FY14 FY15
Share | growth | Share | growth | Share | Growth | Share | growth | Share | Growth

Manufacturing | 17.7 10.0 18.3 10.0 19.0 10.3 19.5 8.8 20.2 10.3

Industry 27.4 9.0 28.1 9.4 29.0 9.6 29.6 8.2 30.4 9.7
GDP growth 6.5 6.5 6.0 6.1 6.1
Source: BBS

Table 2.3: Industrial Sector Performance 7TFYP

FY16 FY17 FY18 FY19 FY20
Share | growth | Share | growth | Share | Growth | Share | growth | Share | Growth

Manufacturing | 21.01 | 10.30 | 21.74 | 10.97 22.85 13.40 24.08 | 14.73 | 24.18 5.84

Industry 31.54 | 10.10 32.48 10.5 33.66 12.06 35.00 13.02 35.36 6.48
GDP growth 7.1 7.3 7.9 8.2 5.2
Source: BBS

Progress during 6FYP and 7FYP: With the launch of the 6FYP began the most prosperous decade of
Bangladesh’s development experience. Both the 61" and 7™ Five Year Plans articulated trade and industrial
strategies and approaches that were designed to generate high rates of growth with macroeconomic stability.
Internal and external macroeconomic stability having been maintained, for the first time Bangladesh
experienced 7-8%+ annual GDP growth during the 7FYP. In contrast to the average GDP growth that
increased by roughly one percentage point each decade until FY2010, average annual GDP growth rose by
one percentage point every five years during the 6 (6.3%) and 7FYP (7.6%). The share of industry in GDP
rose from 27% in FY2011 to 35% in FY2019, with the share of manufacturing rising from 18% to 24%
during the same period (Tables 2.1-2.3). Manufacturing growth averaged 10% during the 6 Plan and 12.3%
during the 7t Plan playing the principal driver of growth acceleration.

However, trade policy stance remained practically unchanged after some modest reforms in tariffs and
customs practices during the first decade of the 21%t century. The economy reaped the benefits of trade
liberalization and deregulation in industrial investment. Trade and tariff liberalization of the 1990s soon
gave way to the compensating emergence of para-tariffs in the form of Regulatory Duties (RD) and
Supplementary Duties (SD) thus leaving average nominal and effective protection levels practically
unchanged for much of the decade (Table 2.1). Though export performance could have been far more
dynamic with CAF-based export-oriented trade policies proposed in the two Plans but left largely
unimplemented, average double-digit growth of 11.2% was still maintained boosted mainly by the 41.5%
growth spurt recorded for FY2011. For much of the 7FYP export growth was sluggish averaging a mere
6.8% until FY2019.

Though trade liberalization and export-led manufacturing growth became the principal strategy of growth,
a fundamental conflict emerged between trade and industrial policies since the close of the 1990s decade.
The industrial policy made no particular distinction between export-oriented industries and import-
substituting industries in incentivizing “thrust” sectors. The promotion of “winners” was based primarily
on current successes and presumption of potentially successful industries. Though average tariffs were
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falling moderately, the decline was mainly due to a reduction in input tariffs while output tariffs remained
stubbornly elevated resulting in persistently higher effective rates of protection. In comparison incentives
for exports (through subsidies or concessional credits) were no match to the higher levels of protection to
import substitutes. Thankfully, the RMG sector remained largely outside the ambit of the tariff regime
because of the free trade regime they enjoyed though Special Bonded Warehouse facility that ensured inputs
at international prices. Compared to the non-RMG exports, the RMG sector suffered no such handicap and
continued with double-digit export growth until the end of the 6FYP.

Appreciation of the real exchange rate: A major factor underlying the weakening of export performance
during the 7FYP was the cumulative effect of appreciation of the real exchange rate since 2006. The Taka
appreciated by 36% in real terms against the US dollar over the periods 2005-06 and 2018-19 (Figure 2.1).
The appreciation against the Euro happened a couple of years later from 2007-08. From then until 2018-
19, the taka appreciated by 48% in real terms (Figure 2.2). This extra appreciation against the Euro reflects
the fact that Taka is loosely pegged with the US dollar, which has strengthened significantly against the
Euro. The resultant appreciation of the dollar also transmitted into an additional source of taka appreciation
against the Euro. These appreciations of the Taka in real terms against the two dominant global currencies
where Bangladesh conducts much of its export trade was a real problem that substantially hurt export
prospects and stemmed the diversification of exports.

Figure 2.1: Bangladesh-US Dollar Nominal and Real Exchange Rate Trends
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Figure 2.2: Bangladesh Taka-Euro Nominal and Real Exchange Rate Trends

Taka/Euro (real) === Tk/Euro (nominal)
120.00

100.00 ~ TN

60.00 /

40.00

Taka/Euro

20.00

0 . 0 O T T T T T T T T T T T T T T T T T T T
S D DD PE LD DD O DN D OO D DO
FFT T P T FFFQ FFN

SIS S S S SISO SRS SIS

Source: GED estimates based on BB data

Based on the available evidence, the conclusion is that the large anti-export bias of trade protection and the
additional substantial loss in export competitiveness owing to the appreciation of the real exchange rate
basically rendered the cash subsidies and other fiscal incentives for exports as ineffective instruments of
export growth and diversification. Export growth plummeted since FY2017 and is yet to recover its long-
term trend of the past. Proper management of the exchange rate to boost exports will be a major policy
focus of the 8FYP.

2.3 LESSONS OF INTERNATIONAL EXPERIENCE

In planning trade and industrial strategies for the next five years, Bangladesh can learn from the positive
experience of developing economies that adopted trade and industrial strategies that yielded huge dividends
in terms of rapid growth and poverty reduction. Notable among these are once the East Asian Tigers (i.e.
Korea, Taiwan (China), Hong Kong (China), Singapore), high-performing economies of Malaysia,
Thailand, Indonesia, China, and, more recently, Vietnam. Figure 2.3 gives a picture of the extraordinary
export performance (in manufacturing goods) of the East Asian Tigers during the 1970s, 1980s, and 1990s.
China surpassed their performance in export growth in the 1980s, 1990s, and thereafter. Vietnam is a new
entrant to the club of high export performers. From poor developing economies in the 1960s, the East Asian
Tigers joined the ranks of developed countries in about 50 years.

The development paradigm of export-led growth emerged out of the experience of the high-performing
East Asian countries which led other developing countries to adopt strategies of trade openness with CAF-
based export orientation, departing — some more speedily than others - from the previous policies of CAD-
based import substituting industrialization. To pursue this change of direction in trade and industrial policies
LDCs and other developing countries received guidance and financial support of multilateral agencies like
the World Bank and IMF.
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Figure 2.3: Growth Rates of Manufactured Exports (%) of East Asian Tigers
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Research by leading trade and development economists reveal two strains of policies pursued: (a) openness
to international trade based on largely neutral incentives between exports and import substitute production,
and (b) selective industrial policy interventions, which often used trade policy instruments, in order to shift
industrial structures towards newer and more modern sectors to capture opportunities from dynamic scale
economies in the global marketplace. During their heavy and chemical industries (HCI) programmes, Japan
and Korea were the most active in promoting individual industries and sectors. Singapore and Taiwan have
also actively provided incentives for technological upgrading. Malaysia had an HCI program reminiscent
of Japan's and Korea's, while Indonesia has attempted to leapfrog from labour-intensive manufacturing to
high-technology industries such as machineries and electronics.

Early writing on trade policy and growth stressed the benefits of neutral incentives between production for
the domestic market and production for export. With neutral incentives, it was argued; resources would
flow to sectors in which the economy was most internationally competitive. Later theoretical work shows
that, where market power, economies of scale, learning, or externalities are significant, departures from
neutral incentives to favouring export production improves export performance. As far as government
intervention is concerned, evidence shows that, on the one hand, government efforts to promote specific
industries generally did not increase economy wide productivity. On the other hand, broad government
support for exports was a highly effective way of enhancing the absorption of international best-practice
technology, thus boosting productivity and output growth.

The review of East Asian countries trade and industrial policies indicates that most of the East Asian
countries began industrialization with a protectionist orientation and have gradually moved toward
increasingly free trade. Along the way, they often tapped some of the efficiency generating benefits of
international competition through mixed trade regimes: they granted exporters duty-free imports of capital
and intermediate goods while continuing to protect consumer goods. Since they had no control over export
prices which were set in the international market and were often substantially less than current marginal or
average costs the strategy was to ensure that profits in the protected market offset losses on export
production. Nevertheless, export policies leveraged competition in the international market to ensure that

204



firms did not suffer from loss of cost discipline. Subsequently, all the high-performing East Asian countries
reduced their protection of import-substituting industries, thus virtually eliminating any remaining ant-
export bias of policy. What is notable is that even during the hay days of protection, effective rates of
protection were much lower than what is in Bangladesh today.

Most East Asian countries made export performance the standard by which all economic activity would be
judged. Even firms benefiting from higher than-average rates of protection in the domestic market
understood that in the near future they would be forced to compete in world markets. Sustained reduction
in import protection sent a similar message to producers in the Southeast Asian newly industrializing
economies. Governments were credibly committed to export competition. Exports were important because
they ensured that productivity growth would be facilitated by the improved ability to tap international
knowledge. Import substitution was quickly accompanied by the promotion of exports and duty-free
admission of imports for exporters. The result was limited differences between international relative prices
and domestic relative prices. Market forces and competitive pressures guided resources into activities that
were consistent with comparative advantage and, in the case of labour-intensive exports, laid the foundation
for learning international best practice and subsequent industrial upgrading. The experience of China and
Vietnam is highlight below and in Figure 2.4.

2.3.1 China’s Strategy of Economic Development Post-1978

From the position of a poverty ridden large society until the 1970s, the emergence of the Chinese economy
as a major global player within three decades of pro-market and pro-global reforms is the most striking
example of successful economic strategy in the 21% century so much so that it is being described as “the
world’s factory” for creating the largest manufacturing hub in the world. This spectacular rise of China in
becoming the top exporter of the world perhaps belies the record of the East Asian Tigers and is worth a
careful review by all developing economies aiming at growth acceleration and poverty reduction in the
shortest possible time. Bangladesh can surely attempt to take a leaf or two out of the Chinese book.

According to the 2013 World Bank report, China 2030- Building a Modern, Harmonious, and Creative
Society, the key features of China’s development strategy post-1978 that produced export surge, rapid
growth and poverty reduction comprised the following:

Pragmatic and effective market-oriented reforms: One key feature of these reforms was their “dual-track”
nature—supporting state-owned firms in old priority sectors while liberalizing the entry of private
enterprises.

Balancing growth with social and macroeconomic stability: The unstable economic situation that
prevailed prior to 1978 reform phase made economic growth an urgent priority. A mix of fiscal,
administrative, and employment policies helped to maintain social stability during this period of rapid
economic and structural change. The restructuring of SOEs created massive displacement of labour that
had to be rehabilitated in alternative employment.

Domestic market integration: Policies were undertaken to restrict the regional barriers to the movement of
goods, labour, and capital and the establishment of a single national market. Infrastructure development
projects to improve connectivity via roads and coasts were prioritized to help markets grow.
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Steady integration with the global economy: The establishment of special economic zones and accession
into the World Trade Organization (WTQ) helped China expand its economic integration with the global
economy.

Value Chain Integration: The country evolved from a somewhat closed and guarded economy to a highly
integrated manufacturing hub for the global value chains (GVVCs) by implementing policies to attract
foreign investment and promote trade facilitation. Over the years, China invested heavily in transportation,
internet, information and communication technology (ICT) related infrastructure. Integration into GVCs
helped improve firm productivity and competitiveness. As a result, today China is one of three main global
manufacturing hubs; besides the US and Germany.

Asian economies are tightly linked with China through regional supply chains. McKinsey Global Institute
finds that value chains are becoming more regional and less global. This development is particularly
noticeable in Asia. China is the largest trading and investment partner of Malaysia, Singapore, and the
Philippines. In recent years, China’s role in international trade has begun to shift. China is moving into
higher value-added sections of the GVCs.

2.3.2 Vietnam — Manufacturing Miracle

Worldwide, one in 10 smartphones is produced in Vietnam today. Mobile phones are Vietnam’s number
one export, generating export revenues of more than $50 billion in 2019. Globally, Vietnam is among the
most open economies with a trade-to-GDP ratio of 190 percent in 2018. Through the removal of both tariff
and non-tariff barriers and fulfilling its commitment in several regional and global trade agreements, the
country has made remarkable achievements in trade liberalization and integration with the largest trading
blocs in the world.

There is something unique about Vietnam’s development strategy. At a time when global trade has
stagnated, Vietnam’s trade has soared to 200 percent of GDP in 2018 from 70 percent in 2007. By
leveraging the world economy, Vietnam’s manufacturing sector has steadily expanded, adding an estimated
1.5 million new manufacturing jobs between 2014 and 2016 alone.

Manufacturing witnesses a renaissance in Vietnam, while relapsing in many parts of the world. Given the
recent clarion call by several world leaders to create manufacturing jobs in their countries, Vietnam’s
experience holds lessons for developing and advanced economies alike.

Vietnam succeeded in sustaining strong export growth based on its strong foundations through good
policies. First, it embraced trade liberalization with gusto. Second, it complemented external liberalization
with domestic reforms through deregulation and lowering the cost of doing business. Third, it welcomed
FDI with open arms without conditions or restrictions. Finally, Vietnam has invested heavily in human and
physical capital, predominantly through public investments. These lessons—global integration, domestic
liberalization, courting FDI, and investing in people and infrastructure — are worth emulating for developing
countries.
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Figure 2.4: Export Growth in China and Vietnam (1980-2015)
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First, trade policy has arguably been the most important industrial policy for Vietnam. With Singapore, it
shares the top spot in East Asia of being a member for bilateral and multilateral free trade agreements. A
signatory to 16 bilateral and multilateral free trade agreements, Vietnam is a member of the World Trade
Organization, ASEAN, and has concluded bilateral agreements with the U.S.A, Japan, South Korea, the
EU, and the Eurasian Customs Union. Earlier this year, it became one of 11 countries to join the revived
CPTPP.

These trade agreements dramatically reduced tariffs, anchored difficult domestic reforms, and opened much
of the economy to foreign investment. It is estimated that more than 10,000 foreign companies—including
major global players such as Samsung, Intel, and LG—operate in Vietnam today, mostly in export-oriented,
labour-intensive manufacturing.

Second, Vietnam has leveraged its demographic dividend through effective investment in its people.
Vietnam’s efforts to promote access to primary education and to ensure its quality through minimum quality
standards have paid off.

Third, focus on competitiveness and the ease of doing business. Vietnam has made steady progress in
improving its investment climate, as evidenced by higher scores in the 2018 World Economic Forum’s
competitiveness index (up five points to 55 in the world), and the 2018 World Bank’s ease of doing
business ranking (68" in the world, up 31 places since 2014). Vietnam also reduced the corporate income
tax rate to 20 percent from 32 percent in 2003.

Finally, Vietnam invested in infrastructure, especially in the power sector and connectivity. Thanks in part
to high public investment, power generation, transmission, and distribution capacity have been scaled up
to meet rapidly rising demand.

Overall, Vietnam’s manufacturing sector remains relatively small. Most of the sector is driven by foreign
direct investment (FDI), which accounts for close to 90 percent of manufacturing exports. Many of the
newly created jobs in manufacturing are in basic assembly which requires manual labour but does not
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necessarily add a lot of value (per worker). Moreover, as wages inevitably rise, Vietnam’s current
comparative advantage in low-skill, labour-intensive industries will start to dissipate, a trend that may be
amplified by new labour-saving technologies and automation. Vietnam’s recent ascension to the ranks of
global manufacturing hubs offers lessons on the potential of export- and manufacturing-led growth.

The take away: When it comes to trade and industrial policy the high-performing economies of East Asia
including China left an indelible mark on development policies pursued until the present day. Vietnam, a
latecomer, has taken export orientation to the extreme with its export-GDP ratio now crossing 100% and
its trade-GDP ratio approaching 200%. What is common in the development strategies of all these
economies is the leveraging of global markets through greater trade integration to provide impetus to
industrialization and massive job creation at home. One common strategy across all East Asian Tiger
economies was to ensure that, on balance, incentives to export production remained above those designed
for production for the domestic market. This is contrary to the orthodox prescription of maintaining neutral
incentives between the two markets. Industrial protection existed but was never high enough to undermine
export incentives or create significant anti-export bias. In the case of industrial policy, “selective
industrialization with significant government intervention” approach taken by Korea (heavy and chemical
industries), Taiwan, and Malaysia, did not produce intended results and were ultimately abandoned by all.
Departure from the age-old strategy of import-substituting industrialization (ISI) to export-led
industrialization was clearly the predominant strategy. With the rise in global value chain integration and
the explosion of trade in parts and components Vietnam brought in the added approach of FDI-led
investment and export orientation so much so that in 2018, 90% of Vietnam’s manufacturing exports were
driven by FDI. All three lessons — incentives favouring export production over import substitution, the
paradigm of export-led growth, and FDI-driven manufacturing exports — are worth drawing from in
articulating a medium- to long-term development strategy for Bangladesh.

Finally, it is important to reflect on the limited but effective role state intervention played in these
economies. Markets are powerful forces but they are not perfect; institutions are needed to make them work
efficiently and Government interventions are needed to improve on market outcomes. In their approach to
development, there was always a supportive though a market-facilitating role for the state with the pivotal
responsibility of providing a stable macro-economy with clear rules of the game, opening the economy
fully to international product and factor flows, giving the lead role to private enterprise, and furnishing
essential public goods like basic human capital and infrastructure.

24  8FYP TRADE POLICIES FOR MANUFACTURING DEVELOPMENT

In the globalized world of today, trade policies are recognized as the major instruments for industrial
development. In fact, industrial and trade policies are often two sides of the same coin. Broadly defined,
industrial strategies are of two Kkinds: export-oriented industrialization and import-substituting
industrialization, depending on which market — foreign or domestic — is the preferred destination of
production. Trade policy is the major instrument used in steering the direction of industrial development
towards foreign and/or domestic markets.

For much of the next quarter-century, the bulk of job creation in Bangladesh will be taking place in a
diversified manufacturing sector that is globally competitive, export-oriented, and focused on breaking into
emerging markets while expanding its market share in developed economies of the world. The
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Government’s Sixth and Seventh Five Year Plans, the Perspective Plan 2010-21 and the Perspective Plan
2041 already laid out the blueprint for trade and industrial policies for growth acceleration through outward-
orientated trade policy regime. The strategies for outward-orientation of trade policies in order to ensure
export-led or trade-led growth will have to be activated in full during the 8FYP. However, the reform
agenda in this area remains unfinished and more will have to be done particularly as we approach the stage
of graduation out of LDC status in 2024. Policies have to be put in place that ensures CAF-based export
competitiveness on the one hand, and restores the balance of incentives between production for exports and
import substitute production for sale in the domestic market on the other. There is little doubt that
“preference erosion” in the post-graduation scenario is expected to unleash the strongest forces of
competitiveness in the global market. That calls for stronger measures to raise productivity, efficiency, and
competitiveness of Bangladeshi products — mostly manufacturing, but agro-processed (e.g. jute goods) and
agricultural products could be no less competitive.

Trade Policy Strategy for Industrialization and Growth

Once the world economy has gone past the COVID-19 pandemic Bangladesh’s future industrial prospects
will be intricately linked to the projected trends in (a) global and regional trade in a highly competitive
environment, (b) the future of globalization, and (c) the evolution of trade policies determined by the
transformation of manufacturing and services of the future, during the 8FYP which is also a preparatory
period of LDC graduation, it is imperative to develop an integrated strategy for future growth and job
creation for Bangladesh building on the interplay of these three interlinked and strategic forces that can fuel
economic growth and propel Bangladesh comfortably across the finishing line of LDC graduation that also
straddles the end-year of the 8FYP.

Focus and principles of industrial policy: Structural change in Bangladesh has been consistent with the
stylized facts of growth — where the share of industry in GDP rises at the expense of agriculture. Sound
industrial policy is needed to make industrialization work for job creation and growth. Industrial policy
has worked in countries such as Singapore, Ireland, Taiwan, Malaysia and S. Korea, who managed to
direct the market into sectors using clustering and targeted technology complemented with human
resource development. Over time, a more pragmatic view about the effectiveness of industrial policy is
emerging: industrial policy is important in theory and practice and it is possible to identify a set of design
principles behind effective industrial policy. Bangladesh does commit to an industrial policy periodically,
so it is important that we should examine what makes good industrial policy that helps to promote growth
and productivity change.

To sustain and boost industrial dynamism during the 8FYP, a two-pronged approach is needed and it is
broadly on track though some shortcomings remain:

a. Growth acceleration will be driven by export-oriented industrialization along with promoting the
domestic market demand that is globally competitive and based on the country's dynamic comparative
advantage, such that industrialization is employment-intensive with evolving skill-intensity consistent
with technological sophistication of the Fourth Industrial Revolution (Industry 4) thus paving the way
for greater export diversification and domestic market expansion based on competitiveness.
Recognizing that export and protection policies are not mutually exclusive, the objective will be to
strike a harmonious balance between the two policies by modernizing and rationalizing export

209



incentives and protective tariffs in addition to completing the unfinished trade reform agenda with
emphasis on the trade facilitation component of customs administration modernization.

b. Private sector will remain the driver of growth and, to this end, creating an investment-friendly
environment by transforming the state’s role as a facilitator of economic and investment activities,
strengthening economic and political governance, including the interaction of the state with the private
sector; improving law and order; addressing the critically constraining infrastructure bottlenecks (in
power, overland and port transport, and communications); establishing a sound and well-functioning
financial sector; and addressing other barriers to productivity growth and international competitiveness.

With growth acceleration for faster poverty reduction as the desired goal, Bangladesh’s private sector
complemented by facilitating state apparatus will have to pursue the following strategies in a world market
that will get more competitive by the day:

Seek global markets: We are living in a world that is transforming at speeds almost incomprehensible to
the average mind. Unlike historical growth rates experienced in the past centuries, it is now possible for
developing economies like Bangladesh to grow at 7, 8, 9, or 10 percent annually. This is because of the
enabling effect of a rapidly integrating global economy. The global economy provides two things. One is a
huge market which is getting more integrated over time. Provided an economy has some competitive edge
— and Bangladesh does -- it can basically grow as fast as it can invest and build productive capacity. The
second thing— even more important—is that the global economy provides knowledge, technology, know-
how. Globalization coupled with the instantaneous transmission of digitized information results in
acceleration and augmentation of the flow of knowledge, technology, and learning. Properly harnessing these
global forces will enable Bangladesh to grow at higher a rate in future that was simply not possible before.

Given Bangladesh’s enormous challenge for creating roughly 2 million jobs annually, there is no option
but to creating bridgeheads in the global market for our exports. Given the small size of its domestic
economy, Bangladesh needs to expand its exports of goods and services in order to move to a higher growth
path and grow out of poverty. The domestic market, despite its continual expansion, is still no match for
the vast global market place of $80 trillion Capturing pieces of that market, beyond EU and North America,
into China, India, and the Asia Pacific region to top $100 billion of exports by 2025 will have to be the
target to reach.

Enhance productivity: Over the next five years or so Bangladesh must be ready to face unbridled
competition in the global marketplace as significant “preference erosion” will have taken place by then. In
the new competitive environment, the key challenge for us will be to raise 'productivity' of our firms and
industries/sectors within the framework of sound macroeconomic management. Bangladesh has roughly
five years to climb appreciably up the ladder of World Bank’s Ease of Doing Business (EDB 2019) where
it is behind most of the comparators. Economic governance and regulatory environment have to be
conducive for business and investment-with well-functioning factor markets, efficiently run infrastructure
services, easy market entry/exit, enabling regulatory environment and bureaucracy, access to information,
and strong competitive pressures--would allow firms to become more productive, competitive, dynamic,
and innovative. Such an environment accentuates competitiveness of exporting firms. It extends beyond
comparative advantage (based on cheap labour) and shifts to competing on the basis of competitive
advantages. Keeping this in mind, “Bangladesh National Productivity Master plan FY2021- FY2030”
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prepared by National Productivity Organization under Ministry of Industry needs to be implemented.
Considering the importance of productivity Government has declared to observe the 2" October as the
National Productivity Day every year.

Strive for diversification and competitiveness: This is what Bangladesh needs to strive for in the coming
years for promoting export diversification and competitiveness. Given that there is a significant backlog of
incomplete reforms, there is indeed an urgency to act fast in addressing the priority policy and institutional
constraints to improving Bangladesh's competitiveness. First, global markets are undergoing rapid
technological transformation and trade integration with mooting competitive pressures. There is no option
for Bangladesh but to strengthen its competitiveness and diversify its export in order to improve our export
performance to engender faster growth. Second, though Bangladesh has become a global player in RMG it
has to be ready to cope with stiffer competition once it loses preferential access to its leading export market
— the EU. The RMG industry has indeed matured with some of the world’s greenest factories (top 3 eco-
friendly and 7 of the top 10 garment factories in the world are in Bangladesh). Nevertheless, the industry
must remain on the alert to keep in step with technological innovations taking place that could undermine
Bangladesh’s competitive edge unless all efforts are made to at least march in step with the industry leaders
around the world. Finally, the potential for export diversification needs to be fully exploited. Bangladesh
has a mono-product export basket with 83% of her exports made up of RMG. Yet, over the past 10 years,
Bangladesh has been exporting non-RMG goods numbering 1000 to 1300 products (at HS6-code level)
mostly under $1 million in value (75% of non-RMG exports in FY2018).

With LDC graduation looming large, the severest degree of competition will be unleashed over the next 5
to 10 years. Preparation for that stage must be done in earnest now. Given the current state of trade
orientation, there are two areas in which the country faces serious challenges: (a) making trade policy —
internal and external — tilted in favour of exports, and (b) addressing the plethora of behind-the-border
obstacles or deficiencies in order to make exports diversified and competitive in the world market based on
our comparative advantage. Efforts made towards enhancing international competitiveness and removing
anti-export bias will eventually pay off. It is therefore critical that concerted effort is made to improve
Bangladesh's competitiveness by addressing both behind-the-border constraints as well as the remaining
significant external trade agenda.

2.5 CURRENT TRADE REGIME AND EXPORT PERFORMANCE

The trade policy reforms of the 1990s signalled a significant departure from the highly protectionist,
inward-oriented import-substitution policies of the past, some of which were clearly CAD-based (e.g.
machine tool and some chemical industries). Trade integration was enhanced along with greater domestic
competition, and domestic relative prices were aligned closer to international prices. These reforms were
meant to promote efficiency in resource use, lead to productivity growth, spur activities with comparative
advantage, encourage technological progress and diffusion and thus generate dynamic gains. The trade
policy measures included tariff cuts and rationalization, elimination of quantitative restrictions, adoption of
a unified exchange rate system, switching from a fixed to a more flexible exchange rate regime, and current
account convertibility. The expectation was that these reforms would be gradually intensified to make
Bangladesh a CAF-based export powerhouse in the region with the economy more open and fully integrated
with the global market.

211



Progress in the accentuation of trade liberalization has not been as deep and comprehensive as was needed
to give sustainable impetus to Bangladesh’s export performance. But with LDC graduation looming large
Bangladesh can ill afford to remain complacent. Unless trade policy reforms are taken to the next phase,
LDC graduation in 2024 could serve as an adverse shock to the economy. The plan is to move this agenda
forward and be fully prepared to face any adverse developments in the global marketplace.

Despite considerable progress in the past decade, the current trade regime appears yet biased in favour of
import substitute production Slower tariff reduction and phase by phase elimination of other protective
instruments that protect domestic industries create some disincentives to exports and export activities
through several channels. It has taken time to recognize that tax and incentive policies have created a
situation where production for export is less incentivized than production for the domestic market.

o Almost all domestic production of manufactured consumer goods is protected by tariffs and Para-tariffs.
Duties levied on imports of final goods raise their domestic relative prices, thereby increasing the
profitability of import substitutes relative to exports, which have to be exported at world prices. This
diverts resources towards production for the domestic market, away from the production of exports.
For example, the very high protection (85.6 percent to 113 percent) afforded to the ceramics, plastics,
and biscuits industry—tableware, Kitchenware; footwear, lamps, etc. which, to some degree, are
reflected in much higher domestic prices of these products compared to their export prices. The net
result is that domestic sales are far more profitable than exports, so exports are discouraged. Almost all
of these products have some exports but export potential, which is much higher, is never realized.

o With import demand being curtailed under high protection, import-related (ex-ante) demand for foreign
exchange is being curtailed, thus perhaps enabling the exchange rate to be lower than otherwise (i.e., a
lower domestic currency price for US$). This would mean that export proceeds, expressed in domestic
currency, would be lower than what the exporter would receive. Thus, the exchange rate becomes over-
valued as a result of protection making exports less competitive.

o Not just tariff levels, tariff escalation is also high. An escalating tariff structure, with lower tariffs on
imports of raw materials and intermediates and higher tariffs on more processed products, raises the
effective protection for an import substitute above the nominal protection that the same import substitute
receives from import duties and other protection. This means that the value-added (processing margins)
involved in production for the domestic market will exceed the value-added that would have existed in
the absence of any protection, by proportionately more than the nominal protection of the final product.
This further increases the anti-export bias. Research shows that the rates of tariff escalation in
Bangladesh’s tariff structure are among the highest in the world.

e Exporters sell in competitive world markets and cannot pass on increases in their costs of production
to their buyers. Thus, import duties paid on imported inputs increase their production costs and reduce
their profit margins. Similarly, if they buy their inputs from local producers, again there may be cost
raising effects due to protection and/or lack of local competition.

e To counter the effects of tariffs on inputs and ensure supply of inputs at international prices, the
Government has put in place two mechanisms: (a) The special bonded-warehouse (SBW) scheme used
largely by the RMG sector and occasionally by others, and (b) the Duty Exemption and Drawback
(DEDO) scheme, both managed by the Customs department. The SBW, which allows duty-free import
of inputs, is far more effective in a high tariff economy and NBR is working to extend the facility to
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other exporters as well. DEDO, which involves reimbursement of tariffs already paid on inputs, has
proved dysfunctional and cannot be relied on to make exports competitive.

Anti-export bias remains high. Research shows that high tariff protection is the main source of anti-export
bias. Export success so far has been limited to readymade garments (RMG) without much traction in other
labour-intensive exports. Among other things, there is an inherent conflict between export policy and
protection policy, which are not mutually exclusive. This needs to be recognized and actions need to be
taken to streamline these policies. Table 2.4 shows Bangladesh’s low ranking in reducing high trade tariff.
High tariffs raise the relative profitability of domestic sales compared to exports, thus discouraging
production for exports. Thus, there is an inherent bias of incentives skewed in favour of import substitute
production rather than exports. This has to change.

Table 2.4: Bangladesh Rank, Average Tariff Ranking of Bangladesh in Relation to
Other Developing Countries 2018 (Rank higher for lower tariff)

COUNTRIES ALL PRODUCTS (IN ASIA) MANUFACTURING (IN WORLD)
BANGLADESH 4 19
INDIA 10 74
PAKISTAN 5 25
SRI LANKA 12 82
VIETNAM 16 90
MALAYSIA 22 102
THAILAND 14 84

Note: All products tariff rankings are based on Asian countries (46 countries); Tariff ranking in manufacturing is based on
world ranking of tariffs (182 countries); Ranks higher for lower tariffs
Source: ITC database, Indexmundi trade statistics, 2017-2018

Tables 2.5-2.7 show that our tariffs compare unfavourably with the average rates for different country
groups based on various standard classification criteria.

Table 2.5: Average Tariff Rates by WB Country Classifications

Country Categories Average Tariff Rate (%)
Low-Income Countries 11.0
Lower Middle-Income Countries 7.2
Upper Middle-Income Countries 3.7
High-Income Countries 2.0

Source: World Bank Tariff Tables, 2018

Table 2.6: Average Tariff Rates of Countries by UN Classification

UN country classification Average tariff Minimum Maximum
Developed/ OECD Countries 2.06 0.2 (Iceland) 5.8 (Chile)
Developing Countries 6.53 1.1 (Turkmenistan) 25.7 (Bahamas)
Least Developed Countries 8.41 3.4 (Bhutan) 19.6 (Djibouti)

Source: Compiled from UN country classifications (2014) & World Bank tariff data, 2018
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Table 2.7: Simple Average MFN Applied Tariffs of Selected Comparator Countries

Country Average tariff
Bangladesh 13.5*
Vietnam 9.5
Thailand 9.6
Malaysia 5.6
Philippines 6.2
Indonesia 8.1
India 17.1
Sri Lanka 9.3

Source: World Tariff Profiles 2019, World Trade Organization, ITC 2019 and UNCTAD 2019;
(*) Average CD only, excludes para-tariffs of another 13%.

In conclusion, though Bangladesh’s export performance was boosted by the trade liberalization program of
the 1990s clocking double-digit growth for a quarter-century, by the end of 6FYP export growth faltered
owing to renewed trade protection and exchange rate over-valuation (Figure 2.5). This situation needs to
be reversed with a concerted effort — a combination of trade and industrial policies and competitive
exchange rate — to regain the export momentum of the past. Policies and actions need to be directed towards
exploiting the latent potential in our exports beyond the RMG sector without losing continued momentum
in RMG exports of course.

Figure 2.5: Disaggregated Export Performance (Average annual growth rate %)

HTotal = RMG Exports Non-RMG Exports
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Source: Export Promotion Bureau, Various Years

2.6 IMPLEMENTING A TRADE REGIME FOR HIGHER EXPORTS AND
DIVERSIFICATION

Having established that the two inter-linked policies of rationalizing the protection structure and sufficiently
incentivizing exports needs immediate attention, the 8 FYP articulates the required strategy. Since
protection levels are high, any support to export (e.g. subsidies) will have to be high, but such measures
will be fiscally unsustainable and will also fall afoul of WTO rules. More complaints will be forthcoming
from competitors following LDC graduation. The imperative of being WTO compliant in our trade practices
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will be all the more pressing upon graduation from LDC status in 2024. So, there is no option but to
rationalize the level and structure of protection to import substitute industries in order to minimize the level
of anti-export bias.

The Imperative of Tariff Modernisation: Streamlining trade and tariff policies calls for a five-year program
of adjustment culminating in a trade and tariff regime that is reflective of or trending towards a UMIC
economy, a goal that is set for 2031 in the Bangladesh Perspective Plan 2021-41. Needless to say, that the
current tariff regime, which is replete with para-tariffs for protection purposes and the near absence of tariff
bindings on manufacturing products, will have to change after LDC graduation. Both external (opening
markets by seizing opportunities of bilateral, regional and plurilateral agreements) and domestic content
(eliminating anti-export bias by balancing incentives for exports and domestic sales) of trade policy will
have to be revamped to fit the demands of a dynamic global market and an export-oriented trading regime,
not to mention the impending structural adjustments that might be unleashed into the manufacturing and
service sector by the on-going 4IR.

The current tariff structure is archaic and needs urgent reforms. One required priority action is the further
rationalization and modernization of the tariff regime. A close examination of the structure of tariffs reveals
that the decline in average nominal protection rate (NPR) was due primarily to the reduction in tariffs on
basic raw materials, capital goods and intermediate inputs, while the top CD rate remained flat at 25% since
FYO05, topped up by generous supplement of levies such as supplementary duty (SD) and regulatory duty
(RD) — para-tariffs. The trends in nominal protection rates of import categories reveals that in the recent
past the average NPR for input categories have been declining rapidly while that of final consumer goods
remained practically flat if not increased. The wedge between output and input tariffs has become unusually
large, unlike that in any other country (Figure 2.6 and Table 2.8). What is seldom recognized is that this
trend of input and output tariffs is unique for Bangladesh and deviates far from the pattern followed by the
high-performing economies in East Asia and other comparator countries. Two things to be noted: while the
divergence between input and output tariffs (tariff escalation ratio) in comparator countries is low and over
time both input and output tariffs trend downwards, Bangladesh tariffs have not followed this trend. Instead,
output tariffs have risen while inputs tariffs declined over time. It is also necessary to adjust the tax regime
to shift the focus from indirect tax to direct tax for revenue collection sources.

Table 2.8: Tariff Escalation Ratios of Bangladesh and Selected Countries/Regions

Country/Region Year Average Input Tariff Average Output Tariff | Tariff Escalation Ratio
Bangladesh 2018 13.13 45.98 3.50
China 2016 8.33 13.41 1.61
India 2016 11.69 14.99 1.28
Indonesia 2013 5.28 9.20 1.74
South Korea 2015 13.24 12.06 0.91
Malaysia 2014 3.69 7.53 2.04
Philippines 2015 5.01 9.82 1.96
Thailand 2015 7.92 18.59 2.35
Vietnam 2016 6.41 17.59 2.74
Turkey 2016 7.69 10.58 1.38
South Asia 2016 10.66 16.00 1.50
ASEAN 2016 3.65 7.27 1.99

Source: NBR; WITS Database, World Bank
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Figure 2.6: Trends in Output and Input Tariffs:
Bangladesh, India, Vietnam, Malaysia and Thailand
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The gaping wedge between the two averages — of input and output tariffs — lasted all through the 6" and
7TFYP (Table 2.9). This is untenable and needs to change for the future. There is no justification for tariff
escalation -- defined as ratio of average tariff on output over avg. tariff on inputs — to be so high.

Table 2.9: Average Tariff Trends, FY11-20

FY11 | FY12 | FY13 | FY14 | FY15 | FY16 | FY17 | FY18 | FY19 | FY20
Average NPR | 23.74 | 26.96 | 28.93 | 28.09 | 26.69 | 25.60 | 25.64 | 26.55 | 26.70 | 26.75
Average 41.29 | 4349 | 46.82 | 4598 | 43.16 | 41.32 | 4055 | 38.79 | 39.64 | 46.43
Output Tariff
Average 12.5 12.72 | 13.02 | 1217 | 12.02 | 11.63 | 12.13 | 12,57 | 12.03 | 13.52
Input Tariff

Source: GED estimates based on NBR data
Figure 2.7: Average NPR, Average Input and Output Tariffs
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The common perception is that the reduction in input tariffs while keeping output tariffs high makes
domestic production of import substitutes more competitive. But the net outcome of this process is higher
effective protection to domestic producers over time yielding windfall profits simply through tariffs and
without any improvement in productivity or competitiveness. It breeds further inefficiencies in the protected
industries. This simply cannot be a long-term protection strategy for an economy seeking a productive and
competitive manufacturing sector during the run-up to graduation in 2024.

To continue on a path of sustainable export growth with a diversified basket of goods, Bangladesh faces an
immediate challenge to restructure its tariff regime in order to gradually phase out effective protection
levels and anti-export bias. In the process, tariff escalation rates would be gradually minimized as the tariff
structure trends towards low and uniform rates.

Protection, particularly for those industries that have enjoyed protection for ten years or more, will have to
be phased out in five years. Activities that have enjoyed protection for less than ten years will have to be
notified that further protection will be made time-bound and performance-based on output/employment or
exports.
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Addressing the challenges of export diversification: The Government fully recognizes that export
diversification has become a major challenge for future trade policy. Export diversification matters because
it lowers volatility and instability in export earnings. The Government believes that the strategy of export
diversification cannot be limited to product diversification in the export basket. Rather, the strategy must
embrace many different facets, each of which addresses the vulnerability aspect of export concentration, as
summarized below:

e Product diversification — introducing a range of new products in the export basket.

o Geographical diversification — widening the range of destination markets for exports.

e Quality diversification — upgrading the value of existing products, i.e. moving up market from
low end to high-end products.

o Goods-to-services diversification — seeking opportunities to expand non-merchandise exports.

e Intermediate goods diversification — product diversification need not imply adding only final
consumer goods in the export basket.

Nevertheless, product diversification is the immediate and major challenge. Export concentration in
readymade garments, which now accounts for 84% of our export earning, makes the economy, jobs and
income, extremely vulnerable to external shocks arising from changes in global demand for RMG. While
Bangladesh’s export growth for the last decade and a half could be characterized as robust, a sudden decline
in demand for Bangladeshi RMG would send shock waves throughout the economy. Such a prospect can
be avoided through the creation of a diversified export basket. Some important non-traditional exports like
footwear and leather products, light engineering products (bicycle and electronics), pharmaceuticals,
ceramics, jute goods, ocean-going ships, and numerous labour-intensive products have the potential to
grow. Thus, product diversification is a key objective underlying the strategy for manufacturing growth.

To gain traction on export product diversification the Ministry of Commerce recognizes the importance of
focusing on three aspects of the trade policy regime:

e Ensuring export competitiveness— by addressing barriers (e.g. tariffs, trade infrastructure,
energy and telecommunications, regulations, finance, etc.).

o Strategy for reducing anti-export bias of the trade regime.

e Strategy for reducing anti-diversification bias of exports.

The export-led growth philosophy underscores the need for setting up an incentive structure that overcomes
the problem of serious policy-induced anti-export bias. The principal route to this ‘biases or discrimination
is accomplished by altering relative prices of exports and domestic sales. While for exporters it is not
possible to influence the world price, import tariffs and quantitative restrictions allow the producers to raise
the domestic price of their commodities above the world price. The resultant profitability (and thus
relatively high price of import substitutes to export goods) under the shield of protective measures
encourages reallocation of resources from the production of exportable to that of import substitutes. Also,
policy-induced domestic production may result in increased demand for non-tradable diverting further
resources into this sector at the cost of exportable.

The RMG sector escaped this anti-export through the government’s creation of a “free trade channel” for
this 100% export-oriented sector within an otherwise high tariff regime. Aided by the MFA which gave
access to world markets, domestic policies designed exclusively for RMG industry, comprising special
bonded warehouse and back-to-back LC, were able to soundly neutralize anti-export bias of a high tariff
regime. Replicating these policies for non-RMG exports is the way to go as long as high tariff protection
prevails.
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At around the end of the 7FYP (FY19), Bangladesh exported some 1400 non-RMG exports (at HS-6 digits)
but only a handful reached the volume of $1 billion (e.g. jute and jute goods, footwear and leather goods,
home textiles, etc.), though this picture would be different if we include “deemed exports” (backward
linkage industries to RMG) where fabrics, yarn and accessories supplies now account for over 60% of RMG
exports of $34 billion in FY2019. This is part of the export diversification to be reckoned with. As for other
non-RMG exports, the fact that exporting firms (estimated at about 3500) have a choice between producing
for exports or the domestic market and find the latter to be far more profitable (i.e. anti-export bias), the
incentive to export looks feeble, with the consequence that both the firms and their exports remain small in
size (barely 300 non-RMG products exceed $1 million). The critical step needed to break ground on export
diversification and to get traction under these policy circumstances is to rationalize the tariff and protection
structure to change the current policy tilt in favour of import substitute production. This is the necessary
condition for getting progress in export diversification that has been elusive so far.

Going forward, other aspects of efficiency and transparency will have to be added to customs administration
which, by 2025, will no longer have a major role in revenue collection because domestic taxes (income tax
and VAT) will become the principal revenue instruments. Trade facilitation will be the underlying principle
of its existence. Still, protection of specific products through the application of tariff peaks (a high tariff
rate) might emerge from time and time and exceptions to the uniform tariff rule would then have to be made
as temporary measures. Such a tariff structure will impart minimal distortion to domestic production and
trade. Our trade regime must be so formulated as to enable a modern high-tech industrial sector of the future
to function with seamless movement of goods and services across borders or via online with least
transaction costs.

New directions in trade policy: Some new thinking and new directions in trade policy orientation, with
significant departures from past approaches have become the national imperative for successful export-
push policies for industrialization in the post-LDC period. These are:

(@) New approach to protection policy: High protection for a long period creates inefficiency and
undermines competitiveness over the long-term. Consider reviewing protection policy, scale down
the level of protection, and institute a mechanism of time-bound protection for import-substitutes.

(b) Tariff rationalization: Bangladesh tariffs, nominal and effective protection levels are among the
highest in the world. In addition, tariff escalation, and the spread between NPR on output and inputs
is too high. Recognizing that a high tariff regime undermines export competitiveness, it is time to
seriously start scaling back NPR on domestically produced final consumer goods. NBR must adopt
a strategy of lowering average NPRs by 3-5 percentage points every year until 2025, largely by
reducing NPR on import-substitute consumer goods.

(c) Access to world-price (duty-free) inputs must be ensured to all exports: The spectacular success of
RMG industry has not been replicated. A major reason for this is the existence of anti-export bias
in non-RMG export production. To replicate RMG success in other labour-intensive production,
the facility of duty-free imported inputs must be provided even to firms that export part of their
total production. The policy for providing duty-free inputs for export production is not a privilege
(or support) but a requirement for all export production in order to be on a level playing field with
global competitors who have access to world-priced inputs. Export success calls for a policy
environment with no anti-export bias.
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Intermediate goods sector needs a boost: 98% of Bangladesh’s exports are final consumer products
with little or no intermediate goods. As high protection is provided to mostly consumer goods, trade
and domestic policies have an anti-intermediate goods bias. This needs to change as trade in
intermediate goods is the fastest component of global trade. Bangladesh needs to exploit the
opportunities created by cross-border production networks to produce and export intermediate
goods that could be assembled elsewhere.

Access to long-term and short-term financing: It must be made available to both large and small
exporters in a country where large numbers of small exporters are unable to scale up their export
activities due to various constraints.

Foreign direct investment (FDI): Partnership with good international investors that can support
technology transfer, create market access abroad and jobs at home can be the ultimate boost for
diversification of our exports. Most important for the next decade, FDI can help bridge the
technology gap and make Bangladesh manufacturing catch up with the latest advancement in global
manufacturing.

Government support to open external markets: As trade preferences get phased out over the 5-10
years in developed markets, government assistance and support through embassies become even
more critical for successful market penetration in the largest global markets, such as EU, North
America, Japan, and emerging economies.

Policy flexibility helps: Not all good policies always produce their intended outcome. Experience
of successful export economies shows how flexibility in policy implementation averts crisis. When
a policy does not yield results there should be scope for changing directions.

Trade Agreements with Regional Communities: Barring the USA, the vast majority of WTO
member countries would like to see a reformed and more effective multilateral trading system.
Bangladesh, which has benefited from the multilateral regime as an LDC, may use the special
dispensation for LDCs for the remaining years (until 2024) but will have to prepare for the stiffer
competition our firms will face in the global market, once the preferential access provision
evaporates following graduation. Furthermore, it must seek market access under various bilateral
and regional trade and investment agreements. Markets in Asia are growing faster than any other
region of the world and ADB projects that by 2050 50% of global GDP will be in Asia. Two
regional trading arrangements that hold tremendous potential for trade and investment are RCEP
(ASEAN+) and CPTPP which together will constitute the bulk of the Asian market of the future.
Bangladesh would be well advised to reach trading arrangements with these groupings. But that
could be an uphill task given the current high tariff regime in Bangladesh and the enormous
resistance from domestic import substitution industries to any reduction of protective tariffs. The
political economy challenge is considerable but a breakthrough is essential in this area.

Behind-the-Border Issues for Export Competitiveness: For effective export promotion, in addition to the
export policies, a set of other complementary policies and programmes are critically required. Stabilities of
the macroeconomic environment, effectiveness of the export promoting and supporting institutions, and
smooth functioning of the financial markets are necessities. Furthermore, the quality of governance should
be improved through promoting transparency and accountability, and by reducing the extent of corruption.
The government should also take an effective role in technology diffusion and in providing appropriate
physical infrastructural facilities.

220



Streamlining and mainstreaming trade policies over the next five years or so will be the most important
policy challenge to deal with. Then, there is the burning issue of ensuring competitiveness in a dynamic
global marketplace. The competitiveness agenda is getting increasingly more challenging in the era of 4IR
and the associated technology revolution, and automation. Trade preferences and trade concessions seek to
compensate for some of the inherent vulnerabilities of LDCs. These vulnerabilities often include the high
cost of production owing to infrastructure constraints and other domestic policy-induced rigidities. Indeed,
global evidence shows that high trade logistic cost often imposes a higher cost disadvantage than trade taxes
in developing countries. Evidence from Bangladesh also shows that there are many behind-the-border
constraints that increase the cost of production and trading across borders thus undermining export
competitiveness.

2.6.1 Improving Trade Logistics

Export competitiveness can be adversely affected by the high cost of trading, both for imports of raw
materials and capital goods and exports of products. Bangladesh has gradually opened its economy to
international trade. Domestic production and investment are now heavily reliant on imported inputs.
Imports as a share of GDP amounted to 18.5% in FY2019. Exports have also grown and are now about
14% of GDP. Financial cost of trading (transport, insurance, and handling) and the efficiency of port
clearances can both have determining influence on competitiveness.

Recognizing the importance of trade logistics, the World Bank compiles and regularly updates index of
trade logistics performance (LPI) and ranks countries based on the LPI scores. The 2018 LPI rankings for
Bangladesh and comparators are indicated in Figure 2.8. Bangladesh is ranked at 100 out of 160 countries.
The LPI ranking is very low relative to China, Thailand, India and Vietnam. For example, China, India and
Vietnam are major Bangladesh competitors for RMG in the EU market and the higher cost of trade logistics
may have serious adverse consequences for maintaining market share post-LDC graduation. So, paying
attention to improve trade logistics performance gains added significance in a post-graduation environment.
Bangladesh must improve the LP1 rankings.

Figure 2.8: Rankings of Bangladesh in the World Bank's Logistics Performance Index 2018
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The Way Forward: Exports stimulate imports. Delays in imports not only increase the costs to the firms
importing them, but it also puts them in a tight situation when many of these imports are raw materials for
export-oriented industries. After Bangladesh graduates from LDC status in 2024, the competitiveness
challenge will intensify. In order to maintain their market share in the more competitive environment, it
will be vital for all the firms to have timely and less costly access to raw materials, maintain their production
schedules and ship their products to their buyers on time. Chittagong port handles 75% of Bangladesh’s
$100 billion of export-import trade. Ship turnaround time and cargo clearance from container yards are
longer than most ports in the region. Operational efficiency at the port must be radically enhanced to ensure
lower turnaround time for vessels in order to benchmark good productivity and performance in this port.
High efficiency in import clearance at ports is critical for export competitiveness.

2.6.2  Strengthening Electricity and Transport Infrastructure.

In today’s globalized environment, infrastructure is one fundamental determinant of external
competitiveness. While high GDP growth has been achieved, for further growth acceleration and achieving
the medium to long-term socio-economic development targets, improved infrastructure including expanded
and uninterrupted power supplies will be crucial. Besides, Bangladesh’s inability to attract enough quantum
of FDI as well as mobilizing higher levels of domestic private investment is often attributable to the lack
of adequate and reliable infrastructure services. The 6 and 7" Five Year Plans rightly prioritized the need
for improved power, energy, transport and other infrastructure-related services for achieving GDP growth
and development targets. The implementation of these plans has been backed by enhanced resource
allocation through the Annual Development Programme (ADP), leveraging private investments in the
power sector with policy and institutional support.

Considerable progress has been achieved in terms of upgrading power and transport infrastructure. But the
magnitude of the infrastructure gap can be gauged from cross-country comparison of infrastructure
adequacy. The World Economic Forum regularly publishes global comparisons on competitiveness based
on 12 broad pillars. Quality of infrastructure is one of them. Despite Bangladesh’s notable economic growth
performance and an impressive record of social progress, the country lags many other Asian developing
economies on infrastructure-related indicators. In 2019 the GCI ranking for Bangladesh infrastructure stood
at 114 out of 141 countries (Figure 2.9).

Figure 2.9: Global Competitiveness Index; Ranking in Infrastructure, 2019
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Source: Global Competitiveness Report 2019, World Economic Forum.
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The way forward: Keeping in mind the rise of projected demand for electricity to 34,000 MW by 2030, the
government is planning to invest around $70 billion in the power sector over the next 15 years. It is
important that this investment is based on using least cost options and renewable energy to the extent
technically possible to lower the cost of electricity, to ensure the sustainability of primary energy supply
and to reduce carbon pollution.

The current road network in Bangladesh is yet inadequate to provide infrastructural support to a country
with a population of more than 160 million people which is aspiring to become a High-Income Country in
2041. This is reflected in the GCI’s Road Connectivity Index, where Bangladesh is given a score 57.5 out
of 100 and a rank of 117 out of 141. In transport there is presently excessive reliance on the road network.
This is very costly and will also become increasingly difficult owing to the growing land constraint and the
costs of rehabilitation of large number of displaced people. On the other hand, as analysed in great detail in
the Delta Plan 2100 the inland waterways are low-cost and environment-friendly option and in the past that
has not received adequate attention. Implementation of the inland waterway development strategy
articulated in the Delta Plan will be of high priority. Additionally, much more attention needs to be given
to the issue of inter-modal transport balance based on cost and efficiency.

2.6.3 Improving Technology Transfer and Market Access through FDI.

Export expansion and diversification is often constrained by limited domestic capital, technology and
market knowledge. It is not surprising that the role of foreign direct investment (FDI) in promoting export-
oriented industrialization has attracted considerable attention in recent times. FDIs with their better
technological and managerial skills and knowledge about international marketing conditions, are expected
to improve the productivity as well as export performance of host country firms by creating certain positive
externalities known as ‘spill overs’. Spill overs can take place when FDI improves the productive
efficiencies of domestic firms, making their products efficient in price and quality in the international
market and thus improving their export performance. Such spill overs may occur either to domestic firms
in the same industry group of foreign firms through competition, known as ‘horizontal spill overs’, or to
firms in the upstream supply chain through buyer-supplier linkages, known as ‘backward spill overs’. FDI
can help to channel capital and technology into industries that have the potential to compete internationally,
and the global linkages of multinational corporations can facilitate their access to foreign markets. In
addition to exports that are generated directly by foreign affiliates, FDI can also promote exports of
domestic firms through the teaching of proper marketing strategies, methods, procedures, and channels of
distribution.

FDI strengthens competitiveness and fuels GVC exports. Finally, FDI is critical in supply chain trade
(SCT). Bangladesh needs to get on the bandwagon of GVVCs as a means to export-oriented industrialization.
Cross-border FDI flows have been the lifeline for the growth of GVC (or SCT) trade that helps sustain the
growing production networks across borders. Therefore, courting FDI in the future to capture and expand
supply chains will have to be an essential strategy for Bangladesh’s export-oriented industrialization.
Because of the widespread existence of production fragmentation across borders — a phenomenon that
creates challenges as well as opportunities - a better understanding of how Bangladesh as an LDC is
positioned within global value chains is absolutely critical. In Asia, FDI has played a particularly catalytic
role in stimulating trade in intermediate goods over the past 25 years or so.
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The way forward: Currently, Bangladesh faces the dual challenge of mobilizing more FDI and into the
GVC operation. That is, its best chance of getting on the GVC bandwagon lies in aggressively courting FDI
from multinationals that are seeking low-cost locations for producing parts and components or for final
assembly within the framework of cross-border production integration. FDI thus becomes critical for
Bangladesh to not only develop a wider base of intermediate goods industry but also to diversify exports
into intermediate goods by vertically integrating with cross-border production entities. It needs to translate
its RMG experience with GVC on to other sectors like Footwear and Leather goods, electronics, light
engineering, toys, plastics, and other sectors with an aggressive strategy of FDI-driven GVVC over the course
of the next decade. That would constitute a new form of export-oriented industrialization for Bangladesh
on way to graduating out of LDC status and becoming a UMIC.

2.6.4 Improving the Investment Climate

Despite progress with the policy environment for the private sector that has spurred the expansion of private
investment from a low of 6% of GDP in FY1989 to 24% of GDP in FY 2019, the overall investment climate
for Bangladesh remains substantially weaker than those found in competing countries. This is reflected in
the global rankings of investment climate prepared by the World Bank. For example, the World Bank’s
2020 Ease of Doing Business (EDB) ranks Bangladesh at 168" out of 190 countries (Figure 2.10). The
more advanced economies of the ASEAN countries perform much better than the South Asian countries in
the rankings due to their institutional strengths and openness to trade (Figure 2.11).

Figure 2.10: Ease of Doing Business Rank of the South Asian Countries in 2020

India 63
Bhutan 89
Nepal I, o/
Srilanka N 0
pakistan . 108
Maldives I 147
Bangladesh I 168
Afghanistan I, 173

Source: World Bank Doing Business 2020
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Figure 2.11: Ease of Doing Business Rank of the South-East Asian Countries in 2020

Singapore W 2

Malaysia 12

Thailand NN 21

Brunei NN 6

Vietnam I 70

Indonesia INIIENENENGNGNGNGNGNGNGNNN 73
Philippines I 95

Cambodia I 144

Laos |, 154

Myanmar I 165

Source: World Bank Doing Business 2020

These rankings reflect Bangladesh’s shortcomings in the various factors which are taken into consideration
for these computations. The evidence also shows very little progress over the past several years. Similarly,
the World Economic Forum’s Global Competitiveness Index (GCI) puts Bangladesh at 103 out of 140
countries surveyed for 2018. According to the World Bank’s EDB rankings, the major problem areas that
lower Bangladesh performance include weak infrastructure services and high transaction costs relating to
paying taxes, registering property, enforcing contracts and trading across border. Additionally, the
availability of serviced land with all necessary infrastructure connections including electricity, water, and
industrial waste disposal facility is a major hassle that lowers private investment in the manufacturing
sector. To strengthen the investment climate to attract domestic and foreign investments, these constraints
will have to be addressed head on in the next 5 years to bring significant improvement in the investment
climate.

In order to improve its position in the Ease of Doing Business and Global Competitiveness rankings,
Bangladesh can take inspiration from Vietnam that had to go through reconstruction after a long and
devastating conflict around the same time as our War of Independence. The country improved its ranking
in the Global Competitiveness Report from 77t in 2006 to 55" in 2017, while its improvement in the Ease
of Doing Business has been even more impressive — from 104" in 2007 to 69" in 2019. The reasons behind
this jump were the reforms which Hanoi undertook with regards to paying taxes, trading across borders,
enforcing contracts, access to credit and getting electricity.

The Way Forward: Bangladesh has taken some positive steps to address the serviced land constraint
through industrial parks and special economic zones. This is a welcome move. Speedy completion of all
on-going facilities and making those available on a timely and business-friendly way will be an important
factor to spur domestic and foreign investment. The Government is focusing top attention on reducing the
time it takes to (i) get electricity (ii) register property (iii) obtain credit (iv) trading across borders (v) enforce
contracts and (vi) resolve insolvencies. If carrying out reforms addressing these issues results in an
improvement of the country’s rank for Ease of Doing Business, this should give a positive signal to potential
investors around the world that the climate for investment in Bangladesh is improving due to sincere efforts
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by the government. Improvements in the above areas are being developed under the direct supervision of
the Prime Minister and coordinated by the Bangladesh Investment Development Authority (BIDA). In
addition, a strong marketing effort is being launched by BIDA and Commercial Wings in Bangladesh’s
diplomatic missions around the world (especially Europe and North America) to highlight and showcase
the progress made on the investment climate front as a means to attract FDI.

2.6.5 Strengthening the Institutions for Trade and Industry.

A careful review of economic history suggests that rapid growth that transforms developing economies into
developed economies in the course of a generation requires a combination of two things: sound economic
policies and good institutions to implement them. Research has shown that differences in institutions related
to trade and industrial activity explain a good deal of why export and industrial performance differs across
countries. There is much to be done in reforming several of the institutions in Bangladesh that deal with
trade and industry, particularly in the area of promoting exports and its diversification.

The next decade will be crucial for strengthening economic institutions that will help entrepreneurs seize
market opportunities emerging in a fast-changing global economy driven by innovation and creative
destruction. In order to attain and sustain high economic growth what is needed is building and nurturing
inclusive economic institutions that are effective in enforcing property rights, creating a level playing field
for small and large entrepreneurs, SMEs and big business, and encouraging investment in innovation,
adoption of new technologies and developing skills for the future.

The Way Forward: Transforming the Bangladesh economy into a high-income economy over the next 25
years will require strengthening of institutions that promote sound economic fundamentals, enhance
functioning of markets for efficient resource allocation, and foster competitive discipline. Intervention in
markets would have to be kept to a minimum. The record of high-performing economies show that
promotion of specific industries did not yield results as industrial development tended to be market-
conforming and exports performed better when driven by factor-intensity based comparative advantage.
That means we need to revisit the approach to “thrust sectors” providing instead a conducive policy
environment for all investors and let those with the best potential success.

As Bangladesh graduates out of its LDC status, it will need to be cognizant of some WTO rules that it had
hitherto ignored — particularly, those relating to levels of protective tariffs and para-tariffs. Other
multilateral disciplines will also come into play, such as rules governing intellectual property, subsidies,
standards, and trade-related investment, which are going to be the same for developing and developed
economies. Moreover, if Bangladesh were to seek membership of regional trading blocs, like RCEP, it
would have to submit to their disciplines which are also likely to be stringent. Broadly speaking, economic
institutions in Bangladesh will have to start getting ready to face and conform to a more competitive and
rules-based global trading environment in the future. Nevertheless, trade facilitation with improved customs
infrastructure and administration will remain effective mechanisms to promote exports while being
consistent with multilateral rules.

Once the above policies are effectively put in place, overall growth and manufacturing development can
follow the evolution presented in Table 2.10. FY20-21 growth rates, overall and industry/manufacturing,
reflect the Covid19 shock plus recovery. The economy is expected to return to its pre-COVID-19 growth
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trajectory in FY22 and beyond. The effect of export-led trade and industrial policies articulated in the
preceding sections are expected to give the necessary boost to industrial growth of which manufacturing is
the major component. The 8FYP projections indicate manufacturing growth to rise from 5.84% in FY20
to 12.60% in FY25, with its share in GDP rising from 24.18% in FY20 to 30.23% in FY25. Manufacturing
will by far be the principal driver of rapid GDP growth during the 8FYP.

Table 2.10: GDP and Broad Sectoral Growth Rates and Shares FY2020-FY2025

Sectors 2019(Actual) 2020 FYy21 FY22 FY23 FY24 FY25
(Actual)
Growth Rate (Percent)
Agriculture 3.92 3.11 3.47 3.83 4.10 4.00 3.90
Industry 12.67 6.48 10.29 10.59 10.79 11.20 11.90
o/w Manufacturing 14.20 5.84 10.73 10.99 11.24 12.00 12.60
Services 6.78 5.32 6.74 6.95 7.25 7.30 7.35
GDP 8.15 5.24 7.40 7.70 8.00 8.32 8.51
Share as % of GDP (Constant prices)
Agriculture 13.65 13.35 12.84 12.36 11.89 11.16 10.56
Industry 35.00 35.36 36.25 37.17 38.07 40.37 41.86
o/w Manufacturing 24.08 24.18 24.89 25.61 26.33 28.75 30.23
Services 51.35 51.30 50.91 50.47 50.04 48.47 47.58

Source: GED Projections
2.7 WTO-CONSISTENT INDUSTRIAL POLICY FOR RAPID DEVELOPMENT

In Bangladesh, as elsewhere, trade policy is an instrument of and an integral part of industrial policy. And
industrial development is an integral part of any economy’s growth strategy. So, it is and has been for
Bangladesh for the past several decades. Structural change in our economy validates an important stylized
fact of development where the share of industry rises over time, at 34% of GDP in FY2019 compared to
only 14% in 1972. With impending LDC graduation it has also become essential to conduct an effective,
WTO-consistent industrial policy. Given the changing global and domestic landscape, our industrial policy
will have to encompass government efforts to promote industrialization that generates export-led and
productivity-based rapid growth. In practice, industrial policy may include such goals as employment
generation, increased output, removing regional disparity in incomes or investment, and enhancing
technological capacity. The priority goal should be to promote industrial growth that is export-oriented and
job creating.

Instruments of industrial polic: Bangladesh has been using a wide range of interventions in articulating its
industrial policy. These could be categorized as external, product, and factor market interventions.

o External market interventions involve protecting domestic industries from import competition,
using instruments such as tariffs and para-tariffs, import quotas (eliminated since 2004), backward
linkage programmes, as well as export promotion measures (e.g. duty-free import of inputs, EPZs
or SEZs, cash subsidies, concessional loans) to assist industries to catch up and break into new
markets. Other policies directed to exports include promotion of FDI and participation in
international networks, appropriate macroeconomic policies, efficient infrastructure and supporting
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services, and policies to enhance human capital and technological capability, such as research and
development, education, and creation of industrial clusters.

e Product market intervention that includes domestic market entry regulations, regulatory control
and tax policies to ensure fair competition between domestic and foreign firms, promoting domestic
content requirements.

e Factor market interventions include policies such as performance requirements and restrictions on
FDI designed to influence the operation of foreign affiliates so that Bangladesh realizes a net benefit
from FDI. Significant factor market interventions are prevalent in the capital market and the
financial sector aimed at promoting infant industries, and protecting declining industries. For this
purpose, there are development finance institutions providing investible capital to selected
industrial enterprises, furnishing capital subsidies and capital assistance to declining or mature
industries and providing priority access to subsidized and directed credit by requiring financial
institutions to lend to “thrust” sectors (selected sectors with presumptive potential for future growth
based on recent performance).

WTO-compliant Industrial Policy Instruments: Being a founding member and a major beneficiary of
the WTO rules-based system of multilateral trade, it is incumbent upon Bangladesh to adhere by WTO rules
regarding application of industrial policy instruments. Some of these instruments widely used in
Bangladesh are highlighted here.

Tariffs and para-tariffs: Tariffs are now the principal instrument of protection of domestic industries.
Although WTO only recognizes custom duties (CD) as the only tariff Bangladesh uses supplementary and
regulatory duties (SD and RD) for additional protection though, ostensibly, these are levied for revenue
purposes. WTO rules regard such para-tariffs under the nomenclature of other duties and charges (ODC).
As an original WTO member, Bangladesh was subject to limited extent of tariff bindings or tariff caps.
Bangladesh agreed to bind all agricultural tariff lines at 200% and only 5% of non-agricultural tariff lines
at rates ranging from 3% on sparking plugs (HS3808.92) to 50% on sweet biscuits and wafers (HS1905.31).
Generally, bound tariffs are much higher than the applied tariffs (CD). However, when ODCs are included,
there are instances where applied tariffs exceed bound tariffs (e.g. biscuits, sparking plugs). Upon
graduation from LDC in 2024, such deviation of WTO rules could evince complaints (and safeguard tariffs)
from trading partners; so, it would be wise to restrict the level of applied tariffs within bound rates.

Export subsidies and other support measures: The Agreement on Subsidies and Countervailing Measures
(SCM) prohibits export subsidies by countries with GNI per capita above US$1000 (at constant 1990 US$),
with an exception for LDCs and some developing countries (listed in ANNEX VII of SCM Agreement)
with GNI per capita below US$1000. Bangladesh currently offers cash subsidies to 35 export products
ranging from 4% (export to non-traditional markets) to 20% (fruits and vegetables). Upon graduation in
2024, Bangladesh will not have this option as an LDC but may still enjoy the exemption if its per capita
GNI is still below US$1000 (at constant 1990 US$), provided it applies to WTO for maintaining the
exemption to be listed among the countries in ANNEX VII. Subsidies towards protecting local content use
are also prohibited, but with the exception for LDCs. Roughly one-half of export subsidies in Bangladesh
go towards supporting backward linkage in textiles and garments. This option could be in jeopardy in 2024
or thereafter. Finally, according to WTO procedures adopted in November 2001 export subsidies are
prohibited in cases where the export product exceeds 3.25% market share globally because then the product
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is deemed to have become competitive and the infant industry export support does not apply. RMG exports
with 6.5% global market share falls in this category; therefore, any or all export subsidies to RMG exports
are not WTO-consistent.

Trade-Related Intellectual Property Rights (TRIPS): This is a major facility accorded to LDCs like
Bangladesh, one that has allowed Bangladesh to develop a robust pharmaceutical industry manufacturing
generic drugs (through reverse engineering or imitation of brand name patented drugs) without any patent
infringement. Thanks to this facility Bangladesh pharmaceutical industry now meets 97% of the domestic
requirement of all drugs besides exporting about $150 million of medicines to some 60 countries. The
period for this facility for LDCs was extended to 2033 but if Bangladesh graduates out of LDC in 2024 it
will expire in that year. The option for seeking a transition period and/or extension to 2033 would require
applying to the WTO but chances are that developed countries will put up strong opposition to accepting
such a request.

TRIPS agreement which was actually directed to strengthening of protection of intellectual property rights
(IPR), has important implications for industrial policy. Because developing countries do not in general have
a comparative advantage in innovation, attracting FDI as a means of transferring and diffusing technology
is important for them. An important provision for developing countries from an industrial policy perspective
is TRIPS Article 66.2, which requires industrial countries to support technology transfer to LDCs. As IPR
protection improves, firms from developed countries are expected to have greater incentive to invest in and
operate in developing country markets. So IPR strengthening would be one item to focus on if Bangladesh
wants to attract more FDI.

In sum, it is critically important to conduct industrial policy that maximizes its potential to contribute to
economic growth while minimizing the risks that it will generate waste and rent-seeking. Bangladesh
industrial policy to be WTO-consistent will have to be comprehensive rather than target specific sectors;
that is, there should be a concerted effort to shift toward more generic policies for promoting industrial
development. Policies related to infrastructure, human capital formation, innovation through more R&D,
and diffusion of technology is now critical for export competitiveness. WTO-consistent industrial policy
instruments for Bangladesh would include tariffs (within bound rates); subsidies for regional
connectivity, R&D, and the environment; and export promotion measures such as credit and insurance
schemes at subsidized rates, concessional tax and duty provisions, and export processing zones (EPZ)
and special economic zones (SEZ).

Standing by WTO commitments: Bangladesh is a founding member of the World Trade Organization and
as a significant beneficiary of the multilateral regime, it is incumbent upon Bangladesh to be compliant of
WTO rules and regulations, availing of the opportunities under the WTO, building trade capacities and
protecting the interest of the state in international trade regime.

Supported by the Enhanced Integrated Framework (EIF) WTO cell in the Ministry of Commerce (MoC) has
accomplished ‘Diagnostic Trade Integration Study’ to radically improve Bangladesh’s trade regime. This
study ended up with an Action Matrix identifying the existing trade barriers in the country leading to
addressing those by own funds and various Aid for Trade (AfT) schemes. Moreover, studies like ‘Export
Potentiality of Trade in Services of Bangladesh: Identifying opportunities and challenges’ and ‘Identification
of Non-tariff Barriers Faced by Bangladeshi Products in Major Export Markets” have been completed. The
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findings of those studies will help in formulating export strategy and action plan. Improved negotiation skill
of the officials, heightened trade in services, reducing of non-tariff barriers will be in the sight once these
projects are implemented. Other projects under MoC i.e., 1) Bangladesh Regional Connectivity Project 2)
Export Diversification and Competitiveness Development Project (Tier-2), 3) E- banijjo korbo, nijer babsa
gorbo project will certainly contribute to establish digital Bangladesh as envisaged under the “Vision-2021”
and the Perspective Plan 2021. Additionally, Digital Commerce Policy-2018 has been approved by the
Cabinet and duly made operational. Under this policy, an e-Commerce Cell will work to coordinate and
boost up electronic commerce in Bangladesh.

The WTO Trade Facilitation Agreement came into force on 22" February 2017 with the stipulated
ratification of two-third members of the WTO. Bangladesh also ratified the Agreement on 13th June 2016
as the 94" country. This is the first multilateral agreement after the establishment of the WTO in 1995. The
main objective of the Agreement is to establish a modern trade facilitation system globally so that time and
cost of trade transactions can be reduced significantly. The LDCs, including Bangladesh, have been granted
various flexibilities under this Agreement.

The Ministry of Commerce has been taking different initiatives to increase export under the multilateral
trading system. Bangladesh has made progress in getting duty free quota free facility (DFQF) from many
developed countries, thereby enjoying the preferential market access to almost all the major markets under
WTO. DFQF facility for LDCs has also been promised by several developing countries: China, India, South
Korea, Chile, and Thailand. All developed countries excluding the USA, Russia and Ireland gives DFQF
facility for most products of LDCs. Furthermore, the European Union, Canada and China have simplified
their Rules of Origin for LDCs.

2.8 COURTING FTA FOR RAPID MARKET ACCESS EXPANSION

A Preferential Trade Agreement (PTA) among member countries provides preferential market access,
through duty concessions or other means, to selected products of member countries (e.g. Asia Pacific Trade
Agreement (APTA), of which Bangladesh is a member). A Free Trade Agreement — FTA- is an extreme
form of a PTA providing duty-free or lower-duty access to markets of partner countries on a wide range of
products, typically with a small negative list of products (sensitive list). Thus, a PTA is characterized by a
“positive list” of products whereas an FTA is characterized by a “negative list”. An FTA could be bilateral
(e.g. Vietnam and Japan), or regional (e.g. ASEAN), or plurilateral (among several countries spread across
geographical regions; e.g. CPTPP-Comprehensive and Progressive Agreement for Trans-Pacific
Partnership). Some 300 PTAS/FTAs have been notified to the WTO which has seen the proliferation of
PTAS/FTAs since 2000. Typically, two conditions mark all TPAs/FTAs: (a) reciprocity (in contrast with
non-reciprocity of GSP schemes), and (b) rules of origin (ROO), to ensure that substantial transformation
of a product has occurred in the partner countries to deserve preferential access. The rules of origin are
therefore a key element determining the magnitude of the economic benefits that accrue from preferential
trade agreements and who gets them.

The multilateral trading system is now characterized by a multiplicity of overlapping and intersecting
PTAs/FTAs with complex web of tariff schedules and ROOs. Each PTA/FTA creates its own web of
regulatory rules that coexist alongside multilateral rules. The attraction of an FTA stems from the fact that
it offers members a means of securing enhanced market access and attracting investment. A bilateral FTA
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requires the assent of both governments, which becomes easier when there is a balance in the potential trade
between the countries. It is understood that Bangladesh has received requests for bilateral trade negotiations
for FTA from several countries including China, India, Malaysia, Thailand, and Nepal.

For Bangladesh, an FTA could be an attractive proposition in the context of market losses due to preference
erosion following graduation in 2024. The only FTA that Bangladesh is signatory to is the South Asian
Free Trade Agreement (SAFTA)) which, according to most analysts, has not made much headway in
expanding intra-regional trade in South Asia — an avowed goal of the Agreement.

Post-LDC Bangladesh may have to negotiate a trading arrangement with the EU along with the possibility
of another one with the post-Brexit United Kingdom to ensure favourable access to these important markets.
Beyond that, Bangladesh may seek more bilateral or regional FTAs if the projected trade creation (or trade
growth) contributes positively to growth and employment creation.

First, it is important to acknowledge that Bangladesh is a significant beneficiary of the multilateral trading
system (WTO) and its special and differential dispensation for LDCs and developing countries. It would be
in the best interests of Bangladesh to continue to be a strong participant under this global system of
compliance of trade rules even after graduation.

In the meanwhile, since the multilateral system does permit the contracting of preferential trading
arrangements, such as a Free Trade Agreement (FTA), departing from the guiding principle of non-
discrimination defined in Article | of GATT, Article Il of GATS, and elsewhere. FTAs may be signed under
Article XXIV of the GATT, which allows for the formation of trade blocs, permitting WTO members of a
trade bloc to discriminate against non-members, as long as the agreement results in trade liberalization
among the signatories extends what is available under the WTO. FTAs in recent times are seldom limited
to just trade in goods, as they encompass services as well as investment.

Of late, the multilateral trade regime and its offshoot, globalization, has come under serious strain from the
rise in economic nationalism and protectionism. Consequently, a growing number of nations, both
developed and developing, have been seeking to sign FTAs on a regional or bilateral basis. Bangladesh,
with only one regional FTA (SAFTA) and no bilateral FTA in its armour, has fallen behind in this game of
trade openness beyond the WTO. Basically, an FTA has the potential of creating access to larger markets
for Bangladesh exports. But they have advantages and disadvantages.

On the plus side, an FTA can force local industries to improve competitively and rely less on government
subsidies. These can open new markets, increase GDP, and invite new investments. They also allow
companies to discover new technologies and better ways of doing things. FTAs could trigger a beneficial
process of "competitive liberalisation", as nations vie to open their markets to each other. On the downside,
FTAs could bring disruptive competition, destruction of traditional livelihoods, with adverse implications
for employment. Given Bangladesh’s high protection regime, an FTA with Malaysia (whose average tariff
is 6.2%) would imply “enhanced protection” for Malaysian exporters while Bangladesh exporters would
face “reduced protection”. An FTA with Malaysia would also require substantial scaling down of protective
tariffs which could be a major political economy challenge.
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Whereas Bangladesh’s preferential access into major global markets under WTO system relies on the
unilateral provision, a fundamental tenet of FTA is “reciprocity”. Concessions in the liberalization process
have to be offered, though there is scope for negotiations for staggered adjustments of tariffs or other trade
barriers. Where Bangladesh is involved in a North-South (i.e. developed and developing country)
arrangement, tariff reductions on its part could have a longer timeline. Gains from an FTA is expected to
be greater when such FTA opens larger markets (e.g. North-South FTA, such as between Bangladesh and
OECD members).There are potentially large market creation effects to be had from engaging with regional
associations (South-South) like the BIMSTEC, ASEAN or its surrogate, the Regional Comprehensive
Economic Partnership (RCEP) that adds six more FTA partners.

However, it is worth keeping a few things in mind while considering FTAs:

e Deeper, broader, rapid liberalization under an FTA produces a bigger effect. Firms are less likely
to incur additional administrative costs if the tariff advantage provided by the FTA is small.

e The FTA impact will be greater if the impediments to trade removed by the FTA are large relative
to those that remain untouched.

e The most fundamental factor is the capacity of our economy to increase supply of products for
which the FTA has boosted demand.

e They reinforce the point that any contribution of an FTA to Bangladesh’s economic development
is likely to be influenced heavily by the broader policy stance of its government, the flexibility of
the economy and the extent to which supply can respond to any new demand that has been created.

o We could target FTA with countries that have already shown interest, such as Malaysia, China,
India (post-LDC, as SAFTA already gives market access), and Thailand. Emerging market
economies would also be good candidates, quite apart from OECD member countries. The point to
note is that gains from any FTA will be minimal if the market size of the partner country is small.

e Most importantly, the first item in an FTA relates to trade openness in terms of tariffs. With its sky-
high tariff regime relative to its comparators, that is where Bangladesh will face a major hurdle in
getting prospective FTA suitors to come calling. Mutually reciprocating tariff reductions are
usually critical items in any FTA negotiation. But when tariffs are very high, as is the case for
Bangladesh, the leverage from offering tariff reductions is all but lost. Thus, rationalizing
Bangladesh’s tariff structure then becomes a national imperative if the country seeks FTAs with
any country or region in the future. FTA negotiations could be highly complex and take long
periods of time.

As Government policy, Bangladesh attaches high importance on bilateral and regional trade cooperation. It
has signed a number of bilateral trade and investment cooperation Agreements. Beside the WTO
membership, the country is also a member of SAPTA, SATS, SAFTA, APTA, BIMSTEC, TIP-OIC and
D-8 Preferential Trade Agreements. Bangladesh would continue its endeavours in RTA negotiations for
ensuring better market access. Bangladesh will be officially graduating from the Least Developed Country
(LDC) status in 2024. The graduation is expected to have some adverse impact on trade as the country will
lose preferential market access in its major markets. The Ministry of Commerce will therefore prepare and
implement an action plan for overcoming the potential challenges of trade and commerce after graduation.
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Therefore, the Government has adopted a policy of signing FTAs with potential partners to overcome the
graduation challenges, particularly to meet the trade challenges, especially after phasing out of Duty-Free
Quota Free (DFQF) and Everything but Arms (EBA) market access facility. The Ministry is now
negotiating with a number trading partners for signing bilateral Free Trade Agreements (FTASs) or
Preferential Trade Agreements (PTASs). The Ministry of Commerce aims to accord as many as PTAs, FTAS
and continue efforts joining CEPA during the 8" Five Year Plan. The Ministry prepared a Policy Guideline
for Free Trade Agreement in 2010. The Policy needs to be updated to meet the requirement of time. The
Ministry plans to revise the Free Trade Agreement policy guideline during the 8" Five Year Plan to make
it more pragmatic.

The Ministry of Commerce has already completed its assessment for initiating FTA/PTA negotiations with
Sri Lanka, Bhutan, Nepal, Indonesia, Malaysia and the United States of America. It has undertaken another
study 