© 2013 International Monetary Fund March 2013
IMF Country Report No. 13/63

Bangladesh: Poverty Reduction Strategy Paper

Poverty Reduction Strategy Papers are prepared by member countries in broad consultation with
stakeholders and development partners, including the staffs of the World Bank and the IMF. Updated
with annual progress reports, they describe the country’s macroeconomic, structural, and social
policies in support of growth and poverty reduction, as well as associated external financing needs
and major sources of financing. This country document for Bangladesh is being made available on the
IMF website by agreement of the member country as a service to users of the IMF website.

Copies of this report are available to the public from

International Monetary Fund e Publication Services
700 19" Street, N.W. e« Washington, D.C. 20431
Telephone: (202) 623-7430 o Telefax: (202) 623-7201
E-mail: publications@imf.org Internet: http://www.imf.org

International Monetary Fund
Washington, D.C.



SIXTH FIVE YEAR PLAN
FY2011-FY2015

Accelerating Growth and Reducing Poverty

Part-1

Strategic Directions and Policy Framework

Planning Commission
Ministry of Planning
Government of the People’s Republic of Bangladesh



A Note on this Edition: This edition is for Parliament Members and also available in the Planning
Commission Web Site: www.plancomm.gov.bd for general access. Regular edition of the Sixth Five

Year Plan will be published in both English (original) and Bangla, immediately after the 10" session of
the 9" Parliament (Jatio Sangsad).

July 2011
Copies Printed: 800



Contents

Page
L0 1 1= 1 ii
IS A0 N I L ] =SSP Y,
TS o) o UL T OSSO TP PRROPRPP vi
I ES A = T DRSSPSR Vi
(TS 0 N 1= QR 1= ] SRS vii
ABBREVIATIONS ...ttt st ettt et et e e e s be s e e beare e e e s beare et e nteanee s viii
SUMMARY ettt ettt ettt ettt ekt s ekt e st et e ea e e st e ekt eR e et e e ReeR e e Rt e Rt e te e Rt et e ete Rt e nteereeneenneenen 1
CHAPTER 1: DEVELOPMENT CONTEXT, SIXTH PLAN TARGETS AND STRATEGY ....... 12
DEVELOPMENT CONTEXT ..ottt ettt ettt ettt ettt ae st et et et seeeneesaeseeenes 12
SIXTH PLAN CORE TARGETS IN THE CONTEXT OF VISION 2021 .....cccovvvviiniieeeeiiieeeeeen 18
SIXTH FIVE YEAR PLAN STRATEGY ..ottt ettt sttt sve e sttt n 23
CHAPTER 2: GROWTH AND EMPLOYMENT STRATEGIES ..., 35
OVERVIEW L.ttt sttt sttt s he et et e e bt e a e e sbeeae et e sbesaeentenbesaeeneenbeen satens 35
LESSONS OF PAST GROWTH EXPERIENCE .......coooiiiiiiiiiiieiciiec et ssireee st e s ssveee s 36
SFYP STRATEGY FOR HIGHER GROWTH AND CREATING GOOD JOBS ........ccccecvvvennnee. 44
MANAGING THE LAND CONSTRAINT ....ooutrirtiieieieienieste ettt sttt sse e sne e 67
MANAGING THE SPATIAL DIMENSIONS OF GROWTH ......cocoiiiiiiinieiininieeeneeeee e 70
CHAPTER 3: MEDIUM TERM MACROECONOMIC FRAMEWORK ........ccociiviiieiiiiece e, 73
PROJECTED GROWTH PATH OF THE SIXTH FIVE YEAR PLAN......cccccoiiiiiieeeieee e, 73
JOB CREATION AND REBALANCING OF EMPLOYMENT ......cocoviiiiieinineniesieieeeeeesie s 77
INVESTMENT AND SAVINGS ..ottt ettt ettt s sttt sbe s 79
BALANCE OF PAYMENTS AND EXCHANGE RATE MANAGEMENT ......ccccooiiiiiinieienne 84
MONETARY MANAGEMENT ...ttt sttt ettt sttt st sbe e nes 87
RISKS AND UNCERTAINTIES ... .ottt ittt sitee e s stte e s ssabae e s snteeessnbeeessnnsaeessnnes 89
CHAPTER 4: FINANCING THE PLAN . .....oiot ottt sttt sne e 97
THE OVERALL RESOURCE ENVELOPE FOR THE INVESTMENT PROGRAM.................... 97
FINANCING OF TOTAL PUBLIC SECTOR OUTLAYS DURING THE SFYP: ROLE OF
FISCAL POLICY .ttt sttt h ettt et sb et sbeeat et sbe et e st e sbe et e sbesbeenbenbesaeeneenne 98
DEBT MANAGEMENT STRATEGY OF THE SFYP ...ccooiiiiiiieeeeeeeteeeee e 102
PUBLIC INVESTMENT PRIORITIES ......ooiiiiiieiieiteiene ettt st 105
RISKS AND CHALLENGES ....ooiiioiiiiit ettt ettt e e sseae e e saaae e s snaaeesnnneeeens 106



CHAPTER 5: HUMAN RESOURCES DEVELOPMENT STRATEGY .....ccoeiiiiiiiiiiiiice 110

OVERVIEW .ottt ettt sae e e snesneere e e 110
EDUCATION AND TRAINING ..ottt 111
HEALTH, POPULATION AND NUTRITION .....cccccciiiiiiiiiiiiniiiicni e 124
CHAPTER 6: POVERTY, INCLUSION AND SOCIAL PROTECTION .......ccceiiiiiiiiiciiciice 143
THE POVERTY REDUCTION CHALLENGE .....ccccoooiiiiiiiiiieeeeeeeee e 143
STRATEGY FOR POVERTY REDUCTION IN THE SFYP ....ccoiviiiiiieee 147
PARTICIPATION, SOCIAL INCLUSION AND EMPOWERMENT........cccoovviiniiniiiiiiniinnn, 152
SOCIAL PROTECTION PROGRAMS FOR THE POOR AND VULNERABLE............ccc....... 163
CHAPTER 7: MANAGING REGIONAL DISPARITIES FOR SHARED GROWTH AND
SUSTAINED POVERTY REDUCTION ......oiitiiiiiieiie et 170
ASPECTS OF REGIONAL DISPARITY ...oooiiiiiiiiieiieeee e 170
FACTORS AFFECTING REGIONAL DISPARITY ..ccciiiiiiiiiiiieiieieee e 173
SPECIFIC TARGETS FOR REDUCTION OF REGIONAL DISPARITY IN THE SFYP.......... 179
SFYP STRATEGIES AND POLICIES TO ADDRESS REGIONAL DISPARITIES. .................. 182
CHAPTER 8: ENVIRONMENT, CLIMATE CHANGE AND DISASTER MANAGEMENT FOR
SUSTAINED DEVELOPMENT ..ot 187
OVERVIEW Lot s s e s 187
ENVIRONMENTAL MANAGEMENT ......ooiiiiiiiiiiiiiiicn s 188
MANAGING CLIMATE CHANGE ......coooiiiiii e 199
DISASTER MANAGEMENT ..ottt e 210
CHAPTER 9: IMPLEMENTING THE PLAN: THE CHALLENGES OF GOOD GOVERNANCE,
ADMINISTRATIVE CAPACITY, AND MONITORING AND EVALUATION ......ccccooviiiiin 215
THE GOVERNANCE CHALLENGE IN BANGLADESH ......ccccooviiinininiinciin 215
DEVELOPING ADMINISTRATIVE CAPACITY ...ccoooiniiiiniiiiiiiiiiiccni e 226
STRENGTHENING THE FOCUS ON RESULTS THROUGH ENHANCED MONITORING
AND EVALUATION ..ottt ettt et re e sre e s s e s smee e 233



List of Tables

Table 1.1: Growth performance in the Five Year Plans ...........cccccooiviiieiecc e, 12
Table 1.2: Headcount POVErty RaAte (90) .....cccviueiieieiii et 13
Table 1.3: Status of Millennium Development Goals in Bangladesh .............ccccceeeiienen. 16
Table 1.4: Sixth Five Year Plan (SFYP) Targets .......ccccooiriiiiiiiiieeeese e 23
Table 2.1: Basic Labor Force and Employment (in millions) ..........c.ccoovviiiiininninnnne 42
Table 2.2: Labor Force Participation Rate by Gender (%0).......c.ccoovviiiniincienincne, 42
Table 2.3: Sectoral Distribution of Employment (20).......ccccoovvieiiiieieeie e 43
Table 2.4: The Structure of Bangladesh Manufacturing Sector, FY75-FY10 .................. 51
Table 2.5: GDP Contribution of the Services Sector and Others FY81-FY10.................. 54
Table 2.6: Current Trade Regimes in South Asian Countries.........c.cocecvveveveeveciieseennn, 56
Table 2.7: Hydro-Power Potential in Northeast South Asian Countries.............cccccvene. 64
Table 2.8: Growth of Transport Output and Modal Shares..........c.cccoceivieiiiiiinicieeen, 65
Table 3.1: Macroeconomic Scenario of Sixth Five Year Plan .........ccccccooevvvniennciiennnnn, 74
Table 3.2: Agricultural Growth Projection for SFYP ..., 74
Table 3.3: Growth Projection of Industry and Services for SFYP........ccccccvvvviveveiiennenn, 75
Table 3.4: Shift in the Structure of Employment, 2005/6-09 ..........ccccoceviveievieveeie e, 77
Table 3.5: Projected Pattern of Employment in the SFYP (Millions) ...........ccccoveveiienen, 78
Table 3.6: Budget ADP Allocation and Actual Spending, FY05-FY11......c..ccccooveieiinenenn, 80
Table 3.7: Projection for Electricity GENeration ..........cccooceiiiieiieieniesiee e 82
Table 3.8: Recent Export Performance from FY06 t0 FY10 .....cc.coocviiievieiiiccie e, 84
Table 3.9: Recent EXPOrt PErfOrMAaNCE........ccviiiieiieceee et 85
Table 4.1: Financing of Sixth Five Year Plan Investment (FY2011 prices) .........c.ccocveve.. 97
Table 4.2: Revenue Projections for the Sixth Plan ... 100
Table 4.3: Sixth Plan Sectoral Public Investment Allocation ............cc.ccoovviiinicienenn, 106
Table 4.4: Sixth Plan Sectoral Public Investment Allocation ............cc.ccocvvviiiiinieienenn, 106
Table 5.1: Progress in Health, Population and Nutrition, 1993-2007 ............cccccevvenenne. 126
Table 5.2 Health, Population and Nutrition Targets for the SFYP.........cccocoevininiienenn 129
Table 5.3: Distribution of Population by Age Group ... 139
Table 5.4: Trends in Current Fertility RAteS .........ccoviiiiiiiiii e 139
Table 6.1: Gini Index of Per Capita INCOME..........cccooiiiiiiiiiieieeee e 146
Table 6.2: Annual Average Growth Rate of Share in Income of Different Quintiles of
HOUSENOIAS ...t bbbt 146
Table 6.3: Gini Index of Per Capita EXPenditure..........cccocvvveiiveieiiesie e 147
Table 6.4: Head Count Poverty under Different Elasticity Assumptions........................ 149
Table 6.5: Poverty Elasticities for Selected Developing Countries.........c.ccccecvevvevvenenne. 150
Table 6.6: The Main Types of Social Protection Programs in Bangladesh...................... 165
Table 6.7: Trends in Old Age Allowance Program...........ccccevveieiieneniesieseenie e e 167
Table 7.1: Incidence of Poverty (head count rate) by Divisions, 1995-96 to 2010........... 171



Table 7.2: Number and Density of Poor Population by Division, 2010 .............cccccveuee.ne. 172

Table 7.3: Key Education Outcomes, 2009.........cccueviiieiieie e 172
Table 7.4: Trends in Infant Mortality Rate by Division, 1996-2008"...............cccoovvuune... 173
Table 7.5: Under 5 Mortality Rate, per 1,000 Live Births, 2008"...........ccccccvvvvvverrrrenn. 173
Table 7.6: Maternal Mortality Ratio by Division, 2003 and 2008".............cc.cccccevrrrvnrenn. 173
Table 7.7: Road Density by District, 2000 to 2009 (in meter per sq Km).........cccceeernenne. 176
Table 7.8: Density of Bank Branches (Branches per 100,000 population) ...........c.......... 177
Table 7.9: Per Capita Deposits and Advances by Division, 2009 and 2010..................... 177
Table 7.10: Division Wise Distribution of Expatriate Workers 1976-2007 ..................... 178
Table 7.11: Target 1- Head COUNt POVEILY .....cccocoviiiiiececcce e 179
Table 7.12: Target 2 Monthly Household Income (Taka).........cccooceveeieninnenicnin e 180
Table 7.13: Target 3.1 Maternal Mortality Ratio...........ccooceviiiiiiiiieeeee e 180
Table 7.14: Target 3.2 Infant Mortality Rate.............ccocoviiiiiiiiii e 181
Table 7.15: Target 3.3 Under Five (5) Mortality Rate............ccccooiininiiiccee 181
Table 7.16: Target 4.1 Net ENrolment Rate .........ccoccvvveiiiieiiece e 181
Table 7.17: Target 4.2 Survival Rate in Primary Education .............cccccocveveviveieiiinsnene. 181
Table 8.1: Sixth Plan Benchmark and Proposed Target Programs...........ccccccevvvevvenenne. 207

List of Figures

Figure 1.1: Annual average GDP growth rate of comparators ...........c.cccccecvvvvevviicsiennnn 13
Figure 1.2: Trend in Labor Force and Employment 1974-2009, millions ..............ccccue.... 14
Figure 1.3: Youth unemployment rate (percent of total labor forces ages 15-24) ............ 15
Figure 2.1: lllustrative Growth Path for Vision 2021...........ccccooiiriiiininiieneseseeeeeees 35
Figure 2.2: Recent Growth Paths in Bangladesh and India, FY3-FY09...........ccccceoeenene. 36
Figure 2.3: Bangladesh Long-term Growth Trend FY74-FY10......cccccooiiviiiviieiieicsienns 37
Figure 2.4: Sectoral Growth Rates FY74-FY09 .......ccccieiiiiie e 38
Figure 2.5: Structure of the Bangladesh Economy, FY74-FY09.......c.ccccoovvivviveie e, 38
Figure 2.6: International Comparison Structure of Economy, 2006 ..............cccceveveeiennen, 39
Figure 2.7: Average Trend in National Savings and Investment, FY74-FYQ9 ................. 40
Figure 2.8: Average Savings and Investment Rates, FY06-FY09 ..........ccccooiiiiiiiiiinnnns 46
Figure 2.9: Average Labor productivity, FYO7 ... 48
Figure 2.10: Bangladesh: Structure of Agriculture, FY81-FY10.......ccccooviiiiiiniiiiinnns 49
Figure 2.11: International Comparison of Rice Productivity, FY10........ccccccocvninininnnnnns 49
Figure 2.12: Average Nominal Protection and Para-tariffs............ccccccooeviviiiiieiiecicnnenn, 56
Figure 2.13: Bangladesh: Total Market Capitalization...........c.c.cccccveveviieiiiieiieece e 60
Figure 2.14: Bangladesh Capital Market Developments...........ccccovveveiieie e cicce e 61
Figure 3.1: Comparison of Sectoral EmMployment ...........c.cccooeeiiiiciieie e 78
Figure 3.2: Pattern of Private Investment Growth............ccccooviiiiiin s 79
Figure 3.3: Public Investment and ADP in relation to GDP..........cccccoviiiiiininiieiciiens 79
Figure 3.4: Infrastructure and Total Investment in Bangladesh .............ccccoeviiiincnnn, 82

vi



Figure 3.5: Gross National Saving Rebound and its Key Drivers..........cccccooevvivveiieienen, 83

Figure 3.6: Developments in the Exchange Rate and External Reserves...............ccooc..... 87
Figure 3.7: Selected Monetary AgQregates.......cocouuiiieiiiie et 88
Figure 4.1: Bangladesh and Indian Tax-GDP Rati0..........c.cccoviriniininniie e 99
Figure 4.2: Bangladesh: Trend in Tax GDP RaALIO ..........cccoociiiiiiiiiicec e 99
Figure 4.3: Bangladesh: Debt Dynamics during FYOL1-FY10 .......cccccoiininininiinicieen, 102
Figure 4.4: Bangladesh: Debt Services Ratio during FY01-FY10........ccccccevviiniveninnnene 103
Figure 4.5: Bangladesh: External Debt Dynamics for SFYP.................................103
Figure 4.6: Debt Amounts and Cost of FINANCING ..........cccccceiiiiiiiccecc e, 104
Figure 5.1: Average Years of Schooling by Education Level (Population over Age 15) 112
Figure 5.2: Rates of Return to an Additional Year of Schooling, by Region .................. 112
Figure 6.1: Long-term Poverty Trends (Headcount Rates) .........c.ccooveviiniienciieseeienn, 143
Figure 6.2: Headcount Poverty Trends for DiVISIONS ...........ccooeiiininenenieseeeeeee e, 145
Figure 6.3: Trend in TranSTEIS ........ooiiiiiieee e 166
Figure 6.4: Poverty Incidence and SSNP Recipient by Divisions, 2010..........c...ccccvevene. 168

List of Boxes

Box 1.1: Achievements during Fifth Five Year Plan (1997-2002) ........c.cccccevveveiiveieeinennnn, 24
Box 3.1: Explaining Inflation in Bangladesh ... 88
Box 3.2: Bangladesh Bank’s Strategic Action Plans, 2010-2014 ..........cccccceviiiveniinininnnnn, 90
Box 4.1: Factors contributing to a positive turnaround at the National Board of Revenue
......................................................................................................................................... 101
Box 4.2: Public Investment BreakdOown..........couieiii i e e e 105
Box 7.1: Paying Special Attention to the Problems of the Coastal Region of Barisal
D}V (o] o TSP PRSP 182
List of Annex Tables
Annex Table 3.1: Bangladesh: Key Economic Indicators, FY10to FY15..........ccccceeenn. 92
Annex Table 3.2: Bangladesh: Central Government Operations, FY10 to FY15 ............ 93
Annex Table 3.3: Bangladesh: Balance of Payments, FY10to FY15.......cccociviiiiiiiinnnn, 94
Annex Table 3.4: Monetary Survey (Stock) (Taka billions) ..., 95
Annex Table 3.5: Bangladesh: Debt Sustainability Indicators (FY10-FY15) ................... 96
Annex Table 4.1: Ministry- Wise Public Investment Allocation in the Sixth Plan......... 108
Annex Table 4.2: Ministry-Wise Public Investment Allocation in the Sixth Plan.......... 109

Annex Table 9.1: Monitoring and Evaluation Framework for the Sixth Five Year Plan

vii



ABBREVIATIONS

ABCN -
ACC -
ADP -
ADR -
AMC -
ANC -
AQMP -
BAPA -
BARD -
BCAS -
BCCSAP -
BELA -
BEMP -
BBS -
BBA-
BG -
BIFF -
BMA -
BMD -
BMRC -
BNH -
BPPA -
BPDB —
BTEB -
CCA -
CDM -
CER -
C-SBA —
CEDAW —
CIP-
CRC -
CSD -
CFW -
CGE -
CHT -
CPR -
DAE -
DG-
DMC -

Area-Based Community Nutrition
Anti-Corruption Commission

Annual Development Programme

Alternative Dispute Resolution

Alternate Medical Care

Antenatal Care

Air Quality Management Project

Bangladesh Paribesh Andolon

Bangladesh Academy for Rural Development
Bangladesh Centre for Advanced Studies
Bangladesh Climate Change Strategy and Action Plan
Bangladesh Environmental Lawyers' Association
Bangladesh Environment Management Project
Bangladesh Bureau of Statistics

Bangladesh Bridge Authority

Broad Gauge

Bangladesh Infrastructure Financing Facility
Bangladesh Medical Association

Bangladesh Meteorological Department
Bangladesh Medical Research Council
Bangladesh National Herbarium

Bangladesh Private Practitioners Association
Bangladesh Power Development Board
Bangladesh Technical Education Board
Climate Change Adaptation

Clean Development Mechanism

Certified Emission Reduction

(Community) Skilled Birth Attendants
Committee on the Elimination of Discrimination against Women
Country Investment Plan

Convention on the Rights of the Child

Centre for Sustainable Development

Cash for Work

Computable General Equilibrium

Chittagong Hill Tract

Contraceptive Prevalence Rate

Department of Agricultural Extension

Dual Gauge

Disaster Management Committees

viii



DOE -
DOF -
DPP -
DPEC -
DRF-
DRR-
DTE -
ECA -
ECNEC -
ESP -
ETP -
FFW-
FFWC -
FDI -
FWVTI -
GED -
GR -
GHG -
HFA -
HIES —
HPN -
ICT -
ICOR-
IDCOL -
IMED -
IPCC -
IPHN-
IT -
ITEC -
IWT -
TUCN -
LAPM -
LFS -
LGED -
LNG -
LPI-
MDG -
MG-
M&E -
MOFL-
MOHFW -
MTBF -

Department of Environment

Department of Fisheries

Development Project Proposal

Departmental Project Evaluation Committees
Development Result Framework

Disaster Risk Reduction

Directorate of Technical Education
Environment Conservation Act

Executive Committee of the National Economic Council
Essential Service Package

Effluent Treatment Plant

Food for Works

Flood Forecasting and Warning Centre
Foreign Direct Investment

Family Welfare Visitors Training Institutes
General Economics Division

Gratuitous Relief

Green House Gas

Hyogo Framework for Action

Household Income and Expenditure Survey
Health, Population and Nutrition

Information and Communication Technology
Incremental Capital Output Ratio
Infrastructure Development Company Limited
Implementation Monitoring and Evaluation Department
Intergovernmental Panel on Climate Change
Institute of Public Health Nutrition
Information Technology

Independent Textbook Evaluation Committee
Inland Water Transport

International Union for the Conservation of Nature
Long Acting Permanent Method

Labor Force Survey

Local Government Engineering Department
Liquefied Natural Gas

Logistics Performance Index

Millennium Development Goal

Meter Gauge

Monitoring and Evaluation

Ministry of Fisheries and Livestock

Ministry of Health and Family Welfare
Medium Term Budgetary Framework



MIC -
MW —
NASP -
NCDs -
NCTB -
NCWD -
NEC -
NEG -
NFE —
NGO -
NIPORT -
NPDM -
NPL-
NPWA -
NNP -
NSDC -
OMS -
PEP-
PESP —
PKSF -
POA-
PPP-
PPP -
PSC -
REB -
R&D -
REDD -
RMG-
ROR-
SAP -
SBA -
SCBs -
SFYP —
SME:s -
SOD -
SPEMP -
SPARRSO -
SRF -
SSNP -
STD —
SWAp —
TIB -

Middle Income Country

Mega Watt

National AIDS/STD Program
Non-Communicable Diseases

National Curriculum and Textbook Board
National Council for Women’s Development
National Economic Council

New Economic Geography

Non Formal Education

Non-Governmental Organization

National Institute of Population Research and Training
National Plan for Disaster Management 2010-15
Non-Performing Loan

National Policy for Women’s Advancement
National Nutrition Program

National Skill Development Council

Open Market Sales

Partnership for Environment Protection

Primary Education Stipend Programme

Palli Karma-Sahayak Foundation

Plan of Action

Public-Private Partnerships

Purchasing Power Parity

Public Service Commission

Bangladesh Rural Electrification Board
Research and Development

Reducing Emission from Deforestation and Forest Degradation
Ready-Made Garment

Record of Rights

Strategic Action Plans

School Based Assessment/Skill Birth Attendant
State-owned Commercial Banks

Sixth Five Year Plan

Small and Medium Enterprises

Standing Orders on Disasters

Strengthening of Public Expenditure Management Program
Bangladesh Space Research and Remote Sensing Organization
Sundarbans Reserve Forest

Social Safety Net Program

Sexually Transmitted Diseases

Sector Wide Approach

Transparency International Bangladesh



TFR - Total Fertility Rate
UNCAC - UN Convention against Corruption
UPHC - Urban Primary Health Care

UPR- Universal Periodic Review

VAT - Value Added Tax

VAW - Violence against Women

VDP - Village Development Party

VGD - Vulnerable Group Development
VGF - Vulnerable Group Feeding

VOIP — Voice Over Internet Protocol

VTE - Vocational and Technical Education

WARPO - Water Resources Planning Organization
WID - Women in Development
WTO- World Trade Organization

xi



SUMMARY

Over the past 40 years since independence, Bangladesh has increased its real per capita
income by more than 130 percent, cut poverty rate by sixty percent, and is well set to achieve
most of the millennium development goals. Some of the underlying specific achievements
include, reducing total fertility rate from 7.0 to 2.7; increasing life expectancy from 46.2 years
to 66.6 ; increasing the rate of economic growth from an average rate of 4% in the 1970s to
6% in the 2000s; increasing the savings and investment rates from below 10 percent each in
the 1970s to 24 percent (investment rate) and 30 percent (savings rate) in FY10; achieving
gender parity in primary and secondary education; and more than tripling of the production of
rice (from 10 million tonnes in FY73 to 32 million tonnes in FY10) thereby achieving near
self-sufficiency in normal production years. The economy today is lot more flexible and
resilient, as indicated by the ability to withstand the global financial crisis with minimum
adverse effects. Bangladesh also is now much more capable of handling natural disasters with
minimum loss of life. Bangladesh achieved this remarkable progress with development despite
numerous internal and external constraints.

Notwithstanding this past progress, the Government recognizes that Bangladesh is still a low
income country with substantial poverty, inequality and deprivation. An estimated 47 million
people are living below the poverty line with a significant proportion living in households
which are female headed, in remote areas, and consisting of socially excluded and other
vulnerable people. Most of the labor force is engaged in informal low productivity and low
income jobs. The access to secondary and tertiary education is limited and the quality of
education at all levels is deficient. The poor group of the population is severely disadvantaged
in terms of ownership of assets and has inadequate access to institutional finance as well as to
basic services including quality education, healthcare, water and sanitation. These people, and
among them especially women and children, are also disproportionately affected by natural
disasters and the adverse effects of climate change. Despite expansion, publicly supported
mitigating measures in the form of social protection programs are still inadequate.

In recognition of the long -term development challenges, the Government under the leadership
of Prime Minister Sheikh Hasina adopted the Vision 2021. The Vision 2021 and the associated
Perspective Plan 2010-2021 have set solid development targets for Bangladesh by the end of
2021. Those targets if achieved will transform socio-economic environment of Bangladesh
from a low income economy to the first stages of a middle income economy. Along with
higher per capita income, Vision 2021 lays down a development scenario where citizens will
have a higher standard of living, will be better educated, will face better social justice, will
have a more equitable socio-economic environment, and the sustainability of development will
be ensured through better protection from climate change and natural disasters. The associated
political environment will be based on democratic principles with emphasis on human rights,
freedom of expression, rule of law, equality of citizens irrespective of race, religion and creed,
and equality of opportunities. The Bangladesh economy will be managed within the



framework of a market economy with appropriate government interventions to correct market
distortions, to ensure equality of opportunities, and to ensure equity and social justice for all.

The implementation of Vision 2021 will be done through two medium term development
plans, with the first spanning FY11-15. This Five Year Plan is the sixth in the series of
development plans in Bangladesh starting in 1973. The Government recognizes that in a
market economy like Bangladesh where the bulk of the economy is privately owned and
managed, the role of planning is essentially indicative and strategic in nature. A key focus of
the plans will therefore be on strategies, policies and institutions to help guide the private
sector in helping Bangladesh achieve the goals set in Vision 2021. Yet, the experiences of
Bangladesh and elsewhere show that without proper government regulations and public
spending in core areas, the social and economic results can be devastating and unsustainable.
The experience of the global financial crisis is a good example of this. So, ensuring a proper
balance between providing incentives to private sector and instituting regulatory policies for
safeguarding public interests will be a major guiding principle of the policy and institutional
framework of the Sixth and the Seventh plans. Similarly, the balance between private and
public spending, especially in regard to the investment programs in the plans, will receive
major attention.

At the operational level the fundamental task of the Sixth Five Year Plan is to develop
strategies, policies and institutions that allow Bangladesh to accelerate growth and reduce
poverty. An essential pre-requisite for rapid reduction of poverty is to attain high economic
growth such that it provides the foundations for sustainable productive employment and
incomes for the growing Bangladeshi labor force. As is evident from international experience,
productive employment is the most potent means of reducing poverty on a sustained basis. But
this is not easily achieved. This requires strategies and actions on the demand side of the labor
market (driven primarily by economic growth) as well as strategies and policies on the supply
side (labor force growth and quality). The employment challenge in Bangladesh is not just to
create any job but to create high income jobs in the formal sectors. Presently some 78 percent
of the labor force is engaged in low-income, low productivity jobs in the informal sectors. The
employment target for the Sixth Plan will be to create adequate number of high productivity,
high income jobs not only for new entrants but also to allow a substantial transfer of labor
from the informal sector to the formal sector.

On the demand side, the rate of economic growth and its composition will both matter for job
creation. Acceleration of the growth rate will require a substantial increase in the rate of
investment from the present 24.4 percent of GDP level to 32.5 percent of GDP by the end of
the plan period. Much of the higher investment will need to be deployed to reduce and
eventually eliminate the infrastructure constraint (primarily power and transport) and to
finance human development. A large part of the financing will come from the domestic public
resource mobilization and from higher private savings, including from remittances. This is
consistent with the expected growth of national savings. Yet some critical level of financing
from foreign sources that are strategic in nature and allow transfer of technology will be



necessary. In addition to proper policies and institutions to provide incentives to private
investment in priority areas of infrastructure and human development, strong efforts will be
made to enter into Public Private Partnerships (PPP) to finance these investments.

In absolute terms, the total investment requirement under the Sixth Plan has been estimated at
Bangladesh Taka (BDT) 13.5 trillion in FY2011 constant prices. Public investment would
amount to BDT 3.1 trillion (22.8% of total Plan investment). Private Sector contribution has
been estimated at BDT 10.4 trillion (77.2% of total Plan investment). Domestic financing is
projected at BDT (90.7% of total Plan investment). External financing requirement has been
estimated to be BDT 1.3 trillion (9.3% of the Plan investment) of which BDT 0.4 trillion is
projected to come from FDI sources. These modest levels of foreign financing are realistic in
relation to current trends and consistent with prudent external borrowing strategy of the
Government.

Rapid economic growth, its composition, and absorption of labor in high productivity, high
income jobs are inter-linked. Low income elasticity of basic food items, land constraint and
difficulties of penetrating the world agricultural export markets limit the ability of agriculture
to grow at the same pace as manufacturing or services. Presently, the average labor
productivity and income in agriculture are also low. Similarly a large part of the labor force is
occupied in informal services with low productivity and income. Accordingly, the economic
growth process in the Sixth Plan needs to be appropriately balanced, thereby creating more
employment opportunities in the manufacturing and organized service sectors and allowing a
transfer of a large number of workers engaged in low productive employment in agriculture
and informal services sector of the economy to these higher income jobs.

Therefore, much of the high productivity, high income jobs will need to come from a labor-
intensive manufacturing sector based on domestic and export markets and from organized
services. Both large and small enterprises need to contribute to this growth. Emphasis would
be placed on sub-contracting system in manufacturing and diversification into products
dependent on imported contents but employing large labor force. Examples of such activities
include furniture, toys, foot-wear and consumer durables. The role of small enterprises is
particularly important to provide the employment base. The promotion of small enterprises in
rural areas needs to be a major strategic element for creating higher income and employment
in the rural economy, which is critical for sustained poverty reduction.

The dynamism in manufacturing sector will benefit from greater outward orientation.
Bangladesh has seen this from the highly positive experience of the Ready Made Garments
(RMGQG) sector. Experiences from Korea, China, India, Thailand and Vietnam about the role of
exports in manufacturing development are similarly positive. To increase the export potential
as well as to diversify the export base, the Sixth Plan will seek to further reduce trade barriers
within the context of the World Trade Organization (WTO) framework as well as to seek more
effective cooperation with neighbors. Bangladesh will actively participate in concerned
international and regional/sub-regional fora aimed at increasing access to international export



markets, easing and eventually eliminating any non-trade barriers to Bangladeshi exports,
encourage investments, increase trade in services including energy, promote regional
connectivity, and establish best possible economic relations with all strategic countries
including neighbors.

The growth and employment re-balancing process must be accompanied by strategies to
enhance the income-earning opportunities of workers remaining in agriculture by raising land
productivity and increasing diversification of agriculture production. A strong agriculture
remains fundamental to poverty reduction as well as for food security. With land becoming a
binding constraint in view of growing population and urbanization pressures, enhancing the
productivity of land is a top priority. The emphasis on productivity improvements will also be
helpful in reconciling food security objectives with farmer incentives. Consistent with the need
to ensure food security, emphasis will also be placed on agriculture diversification in both crop
and non-crop sectors. This diversification will help promote commercialization of agriculture
and raise farm incomes. The National Food Policy (NFP) and its Plan of Action 2008-2015
(NFP/POA) provides a set of guidelines regarding inter-ministerial coordination, sectoral
planning and budgeting with a view to promoting food security. In May 2010 the Government
approved the Bangladesh Country Investment Plan (CIP), which provides guidance on
investments to increase and diversify food availability in a sustainable manner and to improve
access to food and nutrition. The proper implementation of the CIP will help attain the MDG
target on hunger. This is a major step forward towards harmonizing and aligning of
Government and development partner objectives in line with the Paris Declaration and the five
Rome Principles on food security.

Employment abroad and associated remittances have played a major development role in
Bangladesh. This element of the employment strategy will be strengthened. In addition to the
current strategy to export low skilled manpower, the effort would focus on the ability to export
well trained skilled and semi-skilled manpower to existing as well as new destinations.
Women being a significant contributor to the domestic and export oriented industries (e.g.
Ready Made Garments) are still concentrated in the low income jobs. Therefore targeted
programs will be undertaken to improve their skill base. Efforts will also be made to send
more migrant workers to international markets from the lagging regions of the country.

Bangladesh is currently experiencing ‘demographic transition’ as a result of slower population
growth. Even so entry of young population in the labor force will continue due to demographic
factors. This demographic dividend will need to be properly harnessed. The quality of labor
force is weak due to low access and low quality of education; women are especially lagging
behind. The Sixth Plan will seek to address these by developing and implementing a well
thought out education and training strategy and associated policies and institutions. The
strategy needs to be particularly sensitive to reduce the access gap of the poor, especially in
the under-developed or lagging regions of the country, and to improve the skill base of
women. A significant part of the additional investment for higher growth will be deployed to
the development of the labor force.



Although factor accumulation (i.e. growth of labor and capital) would be the main source of
economic growth during the Sixth Plan, strong efforts will be made to increase the growth
contribution of total factor productivity in all areas of production including manufacturing,
agriculture and services. Among the contributing policies envisaged for the Sixth Plan is the
introduction of appropriate information and communication technology (ICT) based on the
implementation of the ‘Digital Bangladesh’ initiative championed by the Prime Minister,
transfer of technology from abroad based on strategic partnerships with foreign investors, and
strong emphasis on technical education and labor training.

Along with focus on economic growth and employment, substantial attention needs to be
given to reduce the growth of population. Notwithstanding past progress with the reduction in
the growth of population, Bangladesh is amongst the most densely populated country in the
world. Land and other non-renewable natural resources are becoming increasingly scarce as
population pressures in both rural and urban areas further intensify. Renewed efforts must be
made to further slow down the growth of population. Building on the lessons of the past
experience, the Sixth Plan population strategy will emphasize girl’s education, female re-
productive health, population control service delivery based on public-private partnership, and
social mobilization.

Being one of the most densely populated countries in the world, land has become the scarcest
factor of production in Bangladesh. This is reflected in galloping land prices throughout the
country but especially in the metropolitan cities. Future growth strategy must take this binding
constraint into account in order to ensure its sustainability. Efforts to reduce the growth of
population will help, but better management of land is of paramount importance for sustaining
rapid growth in Bangladesh. Sound land management also has a direct effect on people’s
welfare and poverty reduction. Landless farmers are amongst the poorest of the poor. Land is
also essential for housing. The rapidly expanding slum population and rising land prices in
urban areas are indications of increasing difficulties Bangladesh faces in providing people
with proper shelter.

The main goal of the government’s land use policy and management is to ensure best possible
use of land resources and delivery of land related services to the people through modernized
and efficient land administration for sustainable development including accelerated poverty
reduction. The lack of coordination between different departments responsible for preparation
and maintenance of Record of Rights often leads to confusion, conflicts and many instances of
litigation causing suffering of the people especially the small and marginal farmers. To
mitigate this problem, the Ministry of Land has already undertaken projects to conduct digital
surveys and introduce e-governance. Land records will be computerized and land mutation
will be made automatic. The Government intends to modify and simplify all land-related laws,
which is expected to remove many of the land related disputes. A special committee will be set
up to come up with recommendations in this regard. Planned use of land according to Land
Zoning Maps prepared on the basis of present and potential land uses will be ensured through
enforcement of the provisions of relevant laws. The provisions of the Town Improvement Act



of 1953 will also be more strictly enforced. The Government will take up projects for the
development of rural townships where specific areas are to be earmarked for housing,
marketplaces, industries and infrastructure. Land acquisition act and policy would be
rationalized along with a system of fair and equitable compensation for acquired land.

Growth experiences in Bangladesh and elsewhere demonstrates both a tendency towards
urbanization as well as uneven regional growth. The urbanization problem has become
particularly acute in Bangladesh owing to the primacy of Dhaka. The unbalanced growth of
Dhaka shows both a large concentration of wealth and income as well as unsustainable
pressure on Dhaka’s already fragile infrastructure and available land. Concerning regional
disparities, the divisions of Dhaka, Chittagong and Sylhet seem to do better in terms of both
growth and poverty reduction as compared with Rangpur, Barisal, Khulna and Rajshahi, The
Sixth Plan will make efforts to address both these spatial dimensions of growth.

On the urbanization front the strategy will emphasize a more balanced growth of urban centers
across the entire country through proper institutional reforms that involves the establishment
of locally elected and accountable municipalities and city corporations. Property tax base will
be reformed to strengthen their financial autonomy along with block grants from the budget
based on principles of equity and population. Special emphasis will be given to improving
land administration and management to arrest the spiraling urban land prices that is becoming
a binding constraint to the expansion of manufacturing and modern services as well as limiting
the ability to provide affordable housing.

Regarding regional disparities, the Plan would strive to address the lagging regions problems,
especially focused on Rangpur, Barisal, Khulna and Rajshahi Divisions, through a strategy
that involves public expenditure in infrastructure and human development, by improving the
access to financial services, by promoting international migration of workers from these
divisions, and by facilitating more trade and investment in the border districts with neighbors
including India. Particular attention will be given in the Sixth Plan to offset the geographical
disadvantage of the coastal Division of Barisal, which has the second highest incidence of
poverty partly owing to the adverse effects of natural disasters. Through programs in
agriculture, environment, climate change and disaster management, the Sixth Plan will seek to
reduce the vulnerabilities of Barisal and other coastal belt regions. Government of Bangladesh
has undertaken a task to prepare a comprehensive ten year master plan to provide a road map
for an integrated development effort in Bangladesh’s coastal zone. For reducing regional
disparities, especially the geographical disadvantage of Barisal Division, implementation of
Padma Bridge at Mawa-Janjira will be a key instrument which will induce new income
generating activities in the transportation, SME and agro business sub sector.

While rapid growth has helped lower poverty in Bangladesh, there is evidence of growing
income inequality. Results show that the distribution of income is much more unequal than the
distribution of consumption. Income inequality as measured by the gini coefficient for the
distribution of income rose substantially during the 1980s and the 1990s. During 2000 and



2005 the income gini coefficient increased further from 0.451 to 0.467 due to an increase in
rural income inequality. Thus, the rural income gini coefficient increased from 0.393 in 2000
to 0.428 in 2005. The urban income gini coefficient remained unchanged at 0.497. However,
the latest data show that income gini coefficient at the national level declined slightly to 0.458
in 2010 though it was still higher than the level in 2000. The urban income gini coefficient
also declined to 0.452 and it was lower than the level in 2000. On the whole, income
inequality is a serious problem in Bangladesh and reversing the trend in a sustainable manner
will be a major challenge for the Sixth Plan.

Inequality emerges from a combination of greatly unequal distribution of physical assets as
well as human capital. Lack of factor endowment such as land, capital, credit and skills have
been preventing the poor of Bangladesh to participate in productive economic activities and
have compelled them to remain in a disadvantageous situation. There are also significant
social barriers for women to participate more effectively in economic activities outside home.
Opportunity to break the low factor endowment trap through better human capital based on
utilizing essential public services (such as education, training, safe drinking water, sanitation
and other health facilities) has not been fully effective due to poor people’s, and among them
women and girls’, limited access to those provisions.

The strategy for enhancing the factor endowment of the poor including women in the Sixth
Plan will be focused on ensuring their better access to irrigated water, fertilizer, electricity,
rural roads and institutional finance. The government’s public expenditure policies and
programs and the financial sector strategies and policies will pay specific attention to reducing
income inequality owing to unequal distribution of physical assets and access to means of
production.

The access to essential services for enhancing human capital for the majority of the population
depends not only on their income levels but also on the quality and efficiency of the service
delivery through the publicly funded and operated systems. Accordingly, the Sixth Plan’s
strategy of poverty reduction will include substantial expansion as well as quality
enhancement of the supply of these essential services. The strategy will also include
developing a system of accountability and transparency in the delivery of these essential
services to ensure availability of appropriate and adequate services for the poor. The human
development strategy of the Sixth Plan will focus on these inclusive and holistic aspects in the
design of strategies, policies and programs.

Even with higher growth, better jobs and better access to essential services, a part of the
under-privileged population - among them poor women and people from ethnic groups and
socially excluded groups - still will likely be left out. Additionally, substantial risks are posed
by natural disasters and climate change for this vulnerable population. To address this
challenge, the Sixth Plan aims at significantly strengthening the social protection programs.
The strategy will be to design and implement a range of social protection programs that meets
the needs of this under-privileged group. In this regard, existing programs will be reviewed



and reformed to establish better targeting with a view to ensuring that all under-privileged
groups including the disable, the elderly, the tribal population, and children and women at risk
are given priority in the distribution of benefits. Particular attention will be given to
strengthening the underlying institutions. In view of large financing needs for social protection
programs, options will be explored to move towards contributory social protection schemes
including participation by the private sector. Emphasis will also be given to design social
protection programs that create assets and employment opportunities.

Establishing equal opportunities for women in all sections of the society with the objective of
integrating them much better into social and economic sphere is a core strategic element
underlying the Sixth Plan. It acknowledges the critical role of women in nation building and
ensures that their needs, rights, entitlements and contributions are appropriately reflected in
the Plan document. The human development and social protection strategies underlying the
Plan will place particular emphasis on gender and social inclusion aspects of development. It
is also recognized that women are a heterogeneous groups such that their situations,
deprivations, and needs vary according to their locations within various communities,
religions, and regions. Thus, along with promoting rights and entitlements of women, Sixth
Plan envisages to cater to all these differential and specific requirements ensuring equal access
of women to political, economic and social space.

Another key strategic element of the Sixth Plan is a firm commitment to pursue an
environmentally sustainable development process. Natural resources like land and water are
limited and their per capita availability is diminishing due to rising population on the one hand
and also due to excessive use of common pool resources on the other hand. Excessive and
indiscriminate use of our natural common pool resources has degraded them to an unusable
state. The degradation of natural resources reduces the well-being of people; especially the
poor and women suffer more, as they depend much more on natural common property
resources for fuel and water. Thus, the focus of the Sixth Plan’s environmental management
strategy would be the conservation and maintenance of natural resources, reducing air and
water pollution, and liberating encroached rivers, water bodies, forest areas and khas land.

Bangladesh is a victim of climate change caused by rapid urbanization, industrialization and
economic development activities worldwide. The growing evidence on climate change
suggests that Green House Gas (GHG) emissions, resulting from the cumulative action of
developed and emerging economies, would have serious deleterious effects in near future,
unless effectively contained. It is predicted by international agencies that Bangladesh will be
adversely affected by climate change in the form of melting of Himalayan glaciers, global
warming and rising sea level, intensified natural calamities, and greater water scarcity leading
to loss of livelihood, rising unemployment and poverty. Furthermore, a rise in the sea level,
leading to coastal submergence (i.e. 17 % of Bangladesh) would cause large-scale
displacement of people. Therefore, effective steps must be explored and adopted in
collaboration with the international community in the Sixth Plan period to help Bangladesh
address the adverse consequences of climate change. An acceptable and workable



collaboration strategy must include fair and just burden sharing for mitigation as well as
adaptation strategies across nations.

The challenge of ensuring good governance for sustaining development cannot be over-
emphasized. Capacity constraints in public administration, occasional weaknesses in economic
management, and corruption lie at the heart of overall shortcoming in national governance in
Bangladesh. The Government recognizes that without fundamental reforms of core
institutions, improvement in public administration capacity and a strong anti-corruption
strategy, the ability to implement Vision 2021 and the underlying 5 year development plans
will be seriously compromised. The Government also recognizes that these are long-term
challenges and require long-term coordinated and sustained efforts.

Good governance and institutions are interlinked. Ensuring good governance requires
establishing strong institutions. For the Sixth Plan the governance improvement strategy will
focus on a number of key areas that require immediate attention. These include: continued
efforts to ensuring equality of opportunity and full mobility for all with freedom and dignity,
and without religious, social or political barriers; utmost attention will be given to the review
of the national laws and their proper implementation by strengthening the law enforcement
agencies and the judiciary; priority will be given to the implementation of E-governance
through the ‘Digital Bangladesh’ initiative in all government offices and at all district levels to
provide better and speedier service, and to improve the transparency and accountability of
public service agencies; attention will be focused on developing and strengthening a number
of core public institutions including the Central Bank, the Ministry of Finance, the Tax
Department, the Planning Commission, Audits and Accounts, the parliamentary sub-
committees, land administration, and the public utilities; emphasis will be given to improving
service delivery in education, health, population, nutrition and water supply; emphasis will be
placed on strengthening public administrative capacity; efforts will be made to implement the
medium-term budgetary framework in all line ministries and to institute and implement an
effective Monitoring and Evaluation (M&E) Framework for public programs; and finally all
efforts will be made to reduce corruption in public services and take appropriate actions when
corruption happens, ensuring a fair and transparent process as envisaged under the law.

The Sixth Plan’s strategy for capacity development consists of four pillars: strengthening the
civil service; promoting devolution to local governments; strengthening public-private
partnerships; and reforming planning and budgetary processes. Regarding the civil service, the
strategy is to develop a long term program for re-building the civil service that is grounded in
the socio-political realities in Bangladesh. The basic features of the reform strategy for civil
service includes merit-based recruitment and promotion; strong training; ensuring a proper
incentive and work environment; establishing and enforcing clear rules of business and codes
of conduct; and seeking feedback on performance through a citizen’s charter.

Regarding the local government, the strategy will be to institute strong elected local
governments that are vested with adequate financial autonomy and accountability for results.



The local governments will be strengthened and much of the responsibility for delivering basic
services such as irrigation, district roads, education, health, population management, water and
sanitation services will progressively be decentralized to local governments.

Partnership with the private sector for delivery of critical economic services such as electricity
and roads through PPP arrangements will be further strengthened on the basis of a well
defined policy and legal framework. The opportunities for PPP arrangements in social sectors
will also be explored. Additionally, the Government will build on the existing positive track
record of collaboration with NGOs in the delivery of health, education and micro-credit
services to further enhance this collaboration.

In an environment of weak administrative capacity and limited budgetary resources, efficient
planning and budgetary systems can play an important role in helping improve the efficiency
of public spending. The Government has been taking a number of steps to improve planning
and budgetary processes. One major initiative is the implementation of a Medium Term
Budgetary Framework (MTBF) process as a replacement for incremental budgeting. A second
initiative is to move away from the traditional public-investment focused plans to more
strategic and indicative planning that puts emphasis on strategies, programs and policies for
the entire economy. A third initiative is to link better the medium-term development plans to
the MTBF process by making the plan a living document with annual review of performance.

The Sixth Plan will further improve the planning and budgetary processes by building on the
above initiatives. Specifically, following actions will be taken: (i) Annual performance review
will focus on implementation of strategies and policies and look at broad economy-wide and
sectoral outcomes rather than simply at financial progress of publicly funded investment
projects. The results of the annual reviews will be used to determine changes in plan goals,
targets, strategies and policies as necessary in light of the changing global and local economy
and the results of the plan implementation. (ii) Capacities of line ministries will be
substantially strengthened to do proper planning and budgeting in the context of the
implementation of the MTBF. Line ministries will need to ensure that proposed projects and
programs are consistent with the objectives and framework of the Sixth Plan. (iii) The project
approval process will be strengthened and streamlined to reduce delays and proliferation of
tiny projects. The project approval process will be substantially strengthened. All projects that
go to the Planning Commission must provide a proper appraisal report along with sound
analysis that shows the consistency and relevance of the project to sectoral/economy-wide
objectives, strategies and policies. (iv) Proliferation of projects and long implementation lags
are a perennial problem. The Sixth Plan will seek to break this logjam by doing a proper
review of all approved and active projects in the pipeline in cooperation with the line
Ministries. The review of this portfolio will seek to clean out dormant or irrelevant projects
and help line ministries close the projects that are facing implementation problems through
restructuring or through other relevant interventions. (v) Technical capacities of the Ministry
of Finance, the Planning Commission, IMED and BBS will be substantially strengthened
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through proper staffing and training to ensure the timely implementation of the Sixth Plan and
the MTBF.

The proper implementation of the Plan will require careful monitoring and evaluation of the
underlying policies and programs. In the past the focus has been on monitoring public
spending in terms of achieving financial targets. In the Sixth Plan the emphasis will shift to
monitoring of results. To achieve this, the capacities of the Planning Commission and the line
ministries to undertake results-based M&E will be strengthened. This will entail adopting
proper M&E Frameworks, improving the database, and strengthening technical skills. This
Framework will be monitored by GED under the guidance of the Planning Minister.

Being indicative in nature, the Sixth Plan should be considered as a living document. The
implementation of the Plan will be reviewed on an annual basis. Development spending
priorities and allocations will be reassessed on an annual cycle to ensure the consistency of
these allocations in light of actual resources that are available, effectiveness of implementation
and changing priorities in the context of a changing global environment.

The Sixth Five Year Plan document is organized into three parts. The first part (Part I) of the
Sixth Five Year Plan provides the strategic directions and policy framework for implementing
the main socio-economic targets of the Vision 2021. It focuses on the underlying strategies,
policies and institutions for achieving the major targets for economic growth, employment,
human development, poverty reduction, social protection and environmental management. The
required macroeconomic framework and aggregate financing strategies and resource
requirements are discussed here. Detailed sectoral strategies, plans and programs are presented
in Part II of the Plan document. Indicative sectoral development resource allocations are
provided on the basis of achieving sectoral plan targets. The sectoral allocations are made
consistent with the overall resource envelope presented in Part I. These investment allocations
are indicative in nature and will be reviewed and made consistent with the available resource
envelope in the framework of the annual national budget cycle. Part III contains an annex on
selected national data and a description of the general equilibrium model used for ensuring the
consistency of national and sectoral targets with policies and resources underlying the Sixth
Plan.
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CHAPTER 1: DEVELOPMENT CONTEXT,
SIXTH PLAN TARGETS AND STRATEGY

DEVELOPMENT CONTEXT

Over the past 40 years since independence, Bangladesh has increased its real per capita
income by more than 130 percent, cut poverty by more than half, and is well set to achieve
most of the Millennium Development Goals. Bangladesh’s development experience is
particularly remarkable in that it stands out as a positive example of a resilient young nation
that has fought many natural and global disasters as well as internal political debacles and yet
stayed firm on the development path. Notwithstanding many external and internal shocks, per
capita income has risen continuously and steady progress has been made in lowering poverty.
This positive development experience provides the basis for optimism, notwithstanding the
many remaining policy and institutional constraints and the global uncertainties, that
Bangladesh will continue to make inroads in improving the living standards of its citizens.

Growth of Income

Bangladesh witnessed decades of slow economic growth until 1990. Growth rate started to rise
since early 1990s. During the first decade of the 21* century, the average economic growth
rate approached 6 percent per annum.

Table 1.1: Growth performance in the Five Year Plans

Plan period Annual average growth (%o)
Target Actual

First five year plan (FY73-FY78) 5.5 4.0
Two year plan (FY78-FY80) 5.6 35
Second five year plan (FY80-FY85) 5.4 3.8
Third five year plan (FY85-FY90) 5.4 3.8
Fourth five year plan (FY90-FY95) 5.0 4.2
Fifth five year plan (FY97-FY02) 7.0 5.1
FY02-FY06 5.5
FY06-FY10 6.3

Source: Bangladesh Bureau of Statistics

Despite the progress in economic growth, Bangladesh is lagging behind some of its high
performing comparators. Figure 1.1 provides a comparison of annual average GDP growth
rates in Bangladesh, China, India and Vietnam during 1990s and 2000s. Even though the
Bangladesh growth path is rising, the average growth rate for Bangladesh during the 2000s
was much lower than that of the rates in China, India and Vietnam.
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Figure 1.1: Annual average GDP growth rate of comparators
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Poverty is the single most important socio-economic policy challenge for Bangladesh. It has
been striving for a long time to reduce the incidence of poverty and to improve the living
standards of its millions of impoverished citizens. Bangladesh has made substantial progress in
reducing poverty, where the percent of population living below the poverty line went down
from more than 80 percent in early 1970s to 31.5 percent in FY10 (Tablel.2).

Table 1.2: Headcount Poverty Rate (%0)

Year Rural Urban National
FY74 82.9 81.4

FY82 73.8 66.0

FY92 61.2 44.9 58.8
FY96 55.2 29.4 51.0
FY00 52.3 352 48.9
FY05 43.8 28.4 40.0
FY10 35.2 21.3 31.5

Source: Different Household Expenditure Surveys, Household Income and Expenditure Surveys, Bangladesh
Bureau of Statistics.

The decline in poverty in Bangladesh stems in large part from strong economic growth over
the past two decades. The economy’s expansion during the 1990s — an average, annual GDP
increase of almost 5 percent — meant a rise in real, per capita GDP of 36 percent or twice the
average rate of other low-and middle-income countries in the same decade. This impressive
performance was fueled by growth in real GDP in the manufacturing sector where the output
of export-oriented, ready-made garment (RMG) enterprises grew by double-digit. Also, the
remarkable growth in the inflow of remittances helped reduce poverty by supporting the
expansion of construction and services GDP and by providing a strong safety net
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Bangladesh has also made significant strides in the area of human development, though the
agenda remains far from complete. In the education sector, there is notable progress, especially
in regard to increasing access and gender equity, both at primary and secondary levels. Net
primary enrollment rates rose from 61 percent in FY91 to 91 percent in FY06, while a
corresponding increase in enrollment rates at the secondary level rose to 41 percent from 28
percent. Gender parity in access to primary and secondary education has also been achieved.
These achievements are particularly noteworthy when compared to countries in the South Asia
region and other countries at similar levels of per-capita income.

Notable progress has also been achieved in health indicators over the last 40 years. The total
fertility rate (TFR) declined from 7 live births per woman in the mid 1970s to about 2.7
children per woman in 2007, while the contraceptive use rate has increased from 7.7 per cent
to 55.8 per cent during the same period. Life expectancy has increased from 46.2 years in 1974
to 66.6 years in 2007. Though remarkable improvements have been made in reducing infant
and child mortality, Bangladesh is behind in meeting MDG targets on proportion of
malnourished children.

Employment

Employment provides the key link between economic growth and poverty making it the major
instrument for poverty reduction in Bangladesh. Labor force (age 15 +) in Bangladesh
increased from around 19.7 million in 1974 to 49.5 million in 2006, the latest available year
for Labor Force Survey (LFS). That gives an annual long term trend growth rate of 2.9 percent
(Figure 1.2). The labor force growth rate was more expansive in recent years owing to the
changing demographic structure of higher share of population in the working age group as
well as a rising female participation rate. Thus, the average annual growth of labor force
between 2000 and 2006 was 3.3 percent.

Figure 1.2: Trend in Labor Force and Employment 1974-2009, millions
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As compared to labor force, employment grew at a slightly slower pace of 2.8 percent
annually. As a result, the unemployment rate, traditionally defined, increased modestly,
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reaching 2.1 million people, which is about 4 percent of the labor force. This relatively modest
unemployment rate, however, hides the true employment challenge in Bangladesh. Like other
poor agrarian economies, Bangladesh suffers from what is known as the problem of “disguised
unemployment” that is characterized by the concentration of a large number of workers in low
hours, low productivity, and low income jobs. These disguised unemployed are engaged in
agriculture and informal services.

Although proper data on the magnitude of the disguised unemployed (or alternatively defined
as under-employed) does not exist, this is well recognized as a serious challenge. Some
illustrative examples convey the severity of the employment challenge. In Bangladesh some
78 percent of the labor force is engaged in informal sector activities (agriculture and informal
services). Agriculture alone employs some 44 percent of labor force, even though its GDP
share is only 19 percent. Another example is that the underemployment rate, calculated on the
basis of number of hours worked per week, is high at 24.5 percent in 2006. A third example is
that the unemployment rate among the young population in Bangladesh is higher than that in
India and Vietnam (Figure 1.3). So, looking at numbers employed does not give a meaningful
indication of the employment problem. The key issue is finding “good jobs” (defined as high
productivity, high income jobs) for existing and new entrants to the labor force. This arguably
is amongst the most important development challenge for Bangladesh moving forward. The
employment issues are reviewed in greater detail in Chapter 2.

Figure 1.3: Youth unemployment rate (percent of total labor forces ages 15-24)
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Millennium Development Goals (MDGs)

The MDGs reflect the actions and targets contained in the Millennium Declaration that was
adopted by 189 nations during the UN Millennium Summit in September 2000. Bangladesh
has made noteworthy progress in the attainment of MDGs during 2000s. Bangladesh’s
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advancement towards MDGs is evident in human development, for example attainment of
gender parity in primary and secondary school enrolment.

The end of the Sixth Plan coincides with the terminal year for the MDGs (2015). This provides
an opportunity to take stock of progress with MDGs so far and undertake corrective actions in
areas where progress is lagging. A review of progress shows that Bangladesh has covered
significant grounds and can safely be said to be on track in relation to most of the targets
(Table 1.3). Bangladesh is making strides in reducing poverty, already brought down the
poverty gap ratio to 6.5 against 2015 target of 8 with the rate of poverty reduction being 1.44
percent in relation to the required rate of 1.23 percent. With regard to targets such as
expansion of primary and secondary education, infant and child mortality rate, containing the
spread and fatality of malaria and tuberculosis, reforestation, access to safe drinking water and
sanitation latrines especially in urban areas, Bangladesh has done remarkably and may well
reach several of these targets before the stipulated time. The country has already achieved
gender parity in primary and secondary education.

However, among the challenges that Bangladesh faces, improving maternal health is a major
concern. Maternal mortality, although currently on track, should be monitored closely. The
country is also struggling in terms of forest cover and maintaining protected areas, specially
the wet lands, for bio-diversity. Access to safe drinking water and sanitary latrines particularly
in the rural areas is another aspect where greater attention is required. Yet another challenge
that Bangladesh faces is in addressing certain pockets of poverty that are lagging far behind
with respect to the national averages and where the benefits of MDGs attainment need to be
specifically reached. These areas include the urban slums, the hill tracts, coastal belts and
other ecologically vulnerable areas.

Table 1.3: Status of Millennium Development Goals in Bangladesh

Base year
To00.05 | 200002 (zzcl)Jc:srelnc: Tzaorfse | st

Goal 1: Eradicate Extreme Poverty and Hunger Goal will probably be met
Target 1: Halve by 2015 the proportion of people living below the poverty line
Poverty headcount ratio (2010) 59 50 31.5 29 On Track
Poverty Gap Ratio (2010) 17 13 6.5 8 Goal met
Target 2: Halve by 2015 the proportion of people who suffer from hunger
Prevalence of child malnutrition (percent of children under 5) 68 51 45 33 Off Track
f:gcllee;ttl;)n below minimum level of dietary energy consumption )% 20 14 On Track
Goal 2: Achieve Universal Primary Education Goal will probably be met
Target 3: Ensure that all boys and girls complete a full course of primary schooling
Net enrollment ratio in primary education 61 83 91 100 On Track
Percentage of cohort reaching grade 5 (percent) 43 55 100 Needs attention
Adult literacy rate 37 39 58 -- Needs attention
Goal 3: Promote Gender Equality and Empower Women Goal will probably be met
Target 4 : Eliminate gender disparity in primary and secondary education preferably by 2005 and at all levels by 2015
Ratio of girls to boys in primary and secondary education (percent) 77 104 106 100 Achieved
Ratio of girls to boys in tertiary education (percent) 37 32 32 100 Needs attention
Ratio of literate females to males (percent of ages 20 -24) 65 77 85 100 Needs attention
Share of women employed in the non- agricultural sector (percent) 19 25 50 Needs attention
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Base year Current | Target
100005 | 200002 | 200y | oors | SRS

Goal 4: Reduce child mortality Goal will probably be met
Target 5: Reduce by two thirds by 2015 the under 5 mortality rate
Under 5 Mortality Rate (per 1000) 146 82 54 50 On Track
Infant Mortality Rate (per 1000 live births) 92 56 41 31 On Track
Immunization, measles (percent of children under 12 months) 54 69 2 100 On Track
Goal 5: Improve Maternal Health Goal will probably be met
Target 6: Reduce by three quarters, by 2015, the maternal mortality ratio
Maternal Mortality Ratio (per 100,000 live births) 574 400 194 143 On Track
Births attended by skilled health staff (percent of total) 5 12 24 50 Needs attention
Goal 6: Combat HIV/AIDS, malaria and other diseases Goal will probably be met
Target 7: Have halted by 2015 and begin to reverse the spread of HIV/AIDS
Contraceptive Prevalence Rate (percent of women ages 15-49) 40 60 | 72 | Needs attention
Target 8: Have halted by 2015 and begin to reverse the incidence of malaria and other major diseases
Deaths of malaria per 100,000 population 1.4 0.4 0.0 Needs attention
Incidence of tuberculosis (100,000 people) 264 233 225 Halving Needs attention
Tuberculosis cases detected under DOTS (percent) 21 34 74 75 On Track
Goal 7 : Ensure Environmental Sustainability Goal will probably be met
Target 9: Integrate the principles of sustainable development into country policies and reverse the loss of environmental resources
Productive forest area (%) (70 % tree density) 9 10 13 20 Needs attention
Consumption of ozone depleting CFCs (per capita tonnes) 195 0.0 128 0 Needs attention
Proportion of terrestrial and marine areas protected 1.6 - 1.7/0.5 5.0 Needs attention
CO2 emissions ( tonnes per capita) 0.1 0.2 0.3 Needs attention

Target 10 : Halve, by 2015, the proportion of people without sustainable access to safe drinking water and sanitation

Proportion of urban population with access to safe drinking water 98.8 82.0 99.9 100 On Track
Proportion of rural population with access to safe drinking water 93.1 72.0 79 96.5 Needs attention
Proportion of urban population with access to sanitary latrines 56.2 56.0 88.0 85.5 On Track
Proportion of rural population with access to sanitary latrines 153 29.0 85.0 55.5 On Track
Target 11: By 2020, have achieve a significant improvement in the lives of at least 100 million slum dwellers

Proportion of households with access to secure tenure | | 36.4 | | Insufficient data
Goal 8: Develop a Global Partnership for Development Goal will probably be met

Target 12 : Develop and implement strategies for decent and productive work for youth

Youth unemployment rate (percent of total labor force ages 15 24) | 29 | 8.0 | 134 | | Needs attention
Target 13 : Make available the benefits of new technologies, especially information and communication

Fixed line and mobile telephones (per 100 people) 0.2 1.3 13.6 50 On Track
Internet users (per 100 people) 0.2 34 . Insufficient data

Source: UNDP 2009, Bangladesh Bureau of Statistics HIES 2010 and Bangladesh Planning Commission.

Income Inequality and Regional Disparities

While rapid growth has helped reduce poverty substantially, there are two negative
developments associated with the growth process that need attention and better management.
First, there is evidence of growth in income inequality. And second, evidence also suggests
that there are significant regional disparities of growth and development outcomes.

There is considerable concern in Bangladesh about the growing income inequality. Results
show that the distribution of income is much more unequal than the distribution of
consumption. Income inequality as measured by the gini coefficient for the distribution of
income rose substantially during the 1980s and the 1990s. During 2000 and 2005 the income
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gini coefficient increased further from 0.451 to 0.467 due to an increase in rural income
inequality. Thus, the rural income gini coefficient increased from 0.393 in 2000 to 0.428 in
2005. The urban income gini coefficient remained unchanged at 0.497. However, the latest
data show that income gini coefficient at the national declined slightly to 0.458 in 2010 though
it was still higher than the level in 2000. The urban income gini coefficient also declined to
0.452 and it was lower than the level in 2000. On the whole, income inequality is a serious
problem in Bangladesh and reversing the trend in a sustainable manner will be a major
challenge for the Sixth Plan.

Bangladesh development experience also shows considerable spatial differences. Broadly
speaking, the Divisions of Barisal, Khulna and Rajshahi show higher poverty and lower
income growth than the Divisions of Chittagong, Dhaka and Sylhet. Although international
experiences suggest that divergences in spatial growth outcomes are inevitable in view of
diverging initial conditions including human development, infrastructure, and geography,
policy neglect has also contributed to spatial disparities in Bangladesh. Low growing regions
also tend to have a higher incidence of poverty. So a meaningful poverty reduction strategy
must also address the lagging regions problem.

SIXTH PLAN CORE TARGETS IN THE CONTEXT OF VISION 2021

Notwithstanding past progress with poverty reduction, the Government recognizes that
Bangladesh is still a low income developing country. An estimated 47 million people are
living below the poverty line. Most of the labor force is engaged in informal low productivity
and low income jobs. The access to secondary and tertiary education is limited and the quality
of education at all levels is deficient. The poor group in Bangladesh is severely disadvantaged
in terms of ownership of assets and has inadequate access to institutional finance as well as to
basic services including quality education, healthcare, water and sanitation. This group of
people is also disproportionately affected by natural disasters and the adverse effects of
climate change. Publicly supported mitigating measures in the form of social protection
programs are inadequate.

In recognition of these substantial development challenges, recently the Government has
embarked on a Perspective Plan covering 2010 to 2021 aimed at implementing Vision 2021.
The key message of Vision 2021 and the associated Perspective Plan is summarized as
follows. “The development perspective envisages to achieving, in the coming days, a
prosperous progressive nation in which food and energy security shall prevail with drastic
reduction of poverty and a low level of unemployment. The perspective also includes great
strides in human development including health and nutrition, effective population control,
progress in all levels of education, primary, secondary and tertiary in addition to commendable
improvement in science and technology, along with great achievement in ICT. Infrastructure
development will improve integrated multi-modal transport encompassing, railways, roads and
inland water transport having connectivity with our neighbors. In other words, the
development perspective implies the simultaneous fulfillment of economic and social rights of

18



the people alongside civil and political rights. For this to happen strong links between
economic growth on the one hand, and expansion of employment opportunities, reduction of
poverty, expansion of democracy and empowerment, consolidation of cultural identity and
protection of environment with its freshness for the next generation on the other will be
established” [page 1, Outline Perspective Plan of Bangladesh 2010 to 2021 (making vision
2021 a reality)].

The broad development goals underlying the Perspective Plan include:

¢ building a secular tolerant liberal progressive democratic state
e promoting good governance and curbing corruption

e promoting sustainable human development

e reducing the growth of population

¢ instituting a prudent macroeconomic policy mix

e promoting a favorable industrialization and trade policy regime
e addressing globalization and regional cooperation challenges
e ensuring adequate supply of electricity and fuel

e achieving food security

e making available adequate infrastructure

e pursuing environmental friendly development and

¢ building a digital Bangladesh

The Perspective Plan sets the strategic directions and provides a broad outline for the course of
actions for making the Vision 2021 a reality. This broad framework leaves considerable
latitude for the Sixth Five Year Plan (FY11-FY15) and the Seventh Five Year Plan (FY16-
FY20) to work out operational details of how the country should move forward. Nevertheless,
the objectives and targets of the two plans to be implemented [i.e. the Sixth Five Year Plan
(FY11-FY15) and the Seventh Five Year Plan (FY16-FY20)] within the purview of the
Perspective Plan period must be consistent with the visions, objectives, and targets contained
in the Perspective Plan.

A number of core targets have been identified to monitor the progress of the Sixth Plan. These
targets have been set according to the vision and objectives of the perspective plan as well as
the goals of the Millennium Development Goals'. The achievement of these targets by the end
of the Sixth Plan should likely put Bangladesh on course to realize most of the objectives of
the Vision 2021 and MDG goals. These monitor able targets fall in seven broad categories: (i)
Income and Poverty; (ii) Human Resource Development (iii) Water and Sanitation; (iv)
Energy and Infrastructure, (v) Gender Equality and Empowerment; (vi) Environment
Sustainability; and (vii) Information and Communications Technology (ICT). Brief
descriptions of the targets under each of these broad categories are given below. Table 1.4
summarizes the targets for the Sixth Plan against targets of the ‘Vision 2021’ and the MDGs.

! Unless otherwise indicated, all targets are for end of the Sixth Plan (2015).
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I.  Income and Poverty

e  Attaining average real GDP growth rate of 7.3% per year over the Plan period.
o Reduction in the head-count poverty ratio by about 10 percentage points.

o Creating good jobs for the large pool of under-employed and new labor force entrants by
increasing the share of employment in the industrial sector from 17 percent to 25
percent.

o Increasing the contribution of factor productivity in economic growth to 10 percent.
J Overseas employment of skilled labour to be increased from 35% to 50%

I1.  Human Resource Development (Education, Health and Population)

o Achieving 100 percent net enrollment rate for primary education.

o Increasing enrollment rate in 12th class to 60%.

o Percentage of cohort reaching grade 5 to be increased to 100 from current 55 percent.
e  Under 5 mortality rate to be reduced to 50 per 1000 live birth.

o Infant Mortality Rate to be reduced to 31 per 1000 live birth.

o Maternal Mortality Ratio to be reduced to 143 per 100,000 live births.

o Immunization, measles (percent of children under 12 months) to be increased to 100
percent.

J Births attended by skilled health staff to be increased to 50 percent.
o Reduction of Total Fertility Rate to 2.2

o Increasing Contraceptive Prevalence Rate to 72 percent.

I1l. Water and Sanitation

J Safe drinking water to be made available for all urban population.

J Proportion of rural population with access to safe drinking water to be increased to 96.5
percent.

o Proportion of urban population with access to sanitary latrines to be increased to 100
percent.

. Proportion of rural population with access to sanitary latrines to be raised to 90 percent.
IV. Energy and Infrastructure

. Generation of electricity to be increased to 15,457 MW by FY 15 such that the target of
20,000 MW electricity generated by FY21 is attained.
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VI.

Electricity coverage to be increased to 68 percent.
To increase energy efficiency by 10%

Improve railways and waterways as energy efficient multi-modal transport system to
reduce carbon emission.

Production of natural gas to reach about 4500 mmcfd by December 2015

Optimizing domestic production of primary energy resources including renewable
energies.

Expanding access of the poor to primary and secondary energy sources through
affordable pricing and targeted distribution.

Construction of 6.15km. long Padma Multipurpose Bridge at Mawa-Janjira;
Construction of about 26 km. long Dhaka Elevated Expressway.
Gender Equality and Empowerment

Female to male ratio in tertiary education to be raised from current 32 percent to 60
percent.

The ratio of literate female to male for age group 20-24 to be raised to 100 percent from
the current 85 percent.

Environmental Sustainability

Increase productive forest coverage by 2 percentage points.

Improve air quality in Dhaka and other large cities and enacted Clean Air Act
Treat all urban waste water by FY'15 to clean river waters

Promote Zero discharge of industrial effluents.

Urban wetlands are restored and protected in line with Wetland Conservation Act
At least 10% of the wetland in peak dry season is protected as aquatic sanctuary
Jolmahal leasing system phased out in favour of pro-poor community based management
Risk Atlas for at least 7 cities/towns developed by 2015.

500 meter wide permanent green belt established and protected along the coast
Eco-tourism promoted at least in 15 protected areas and ECAs

Comprehensive Marine Resources Management Plan developed

Land zoning for sustainable land/water use completed.

Environmental, Climate Change and disaster risk reduction considerations are integrated
into project design, budgetary allocations and implementation process.
Canals and natural water flows of Dhaka and other major cities restored.
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VII. Information and Communications Technology (ICT)

J Increase public spending on Research and Development to 1 percent of GDP by FY15
and 1.4 percent by FY 21.

o Establish compulsory ICT education at secondary level by FY13 and extend it to the
primary level by FY21.

o Establish tele-centre /community e-centre with internet facilities at all union level.

o Establish computer laboratory at the primary government school with 5 computers per
school.

J Introduce of E-governance at all executive levels of government and at all district level.
o Introduce electronic GD and FIR at all Police Stations in Dhaka.

o Raise telephone density to 70 percent.

o Expand Broad Band to 30 percent.

o Introduce Wireless Broad Band (Wi Max) across the country.

Introduce digitalization of land records

These targets may appear ambitious but with concerted efforts they are achievable. The
development experience of Bangladesh is a testimony to the dynamism and resilience of a
young nation. Despite the massive development challenges and constraints that Bangladesh
faced immediately after independence, the country has successfully pushed ahead with many
aspects of the development agenda. Some of these remarkable achievements include:

J Reducing Total Fertility Rate from 7.0 in mid-1970s to 2.7 by 2007

o Increasing life expectancy from 46.2 years to 66.6 in 2007

o Increasing the rate of economic growth from an average rate of 4% in the 1970s to 6% in
the 2000s

J Increasing the savings and investment rates from below 10 percent each in the 1970s to
24 percent (investment rate) and 30 percent (savings rate) in FY 10

. Cutting the incidence of poverty by 60% between the mid 1970s and FY 10

o Achieving gender parity in primary and secondary education

o More than tripling of the production of rice (from 10 million tonnes in FY73 to 32
million tonnes in FY10) thereby achieving near self-sufficiency in normal production
years.

Admittedly, the future development challenges are more complex in terms of the governance

and institutional development agenda. The extremely high population to land ratio is a major

limiting factor. Additionally, the adverse effects of environmental degradation and climate

change pose substantial downside risks. Similarly, the global recession and food and fuel

price inflation present significant risks. Even so, with a dynamic population, strong political

leadership and a commitment to addressing the underlying governance and institutional
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development agenda, Bangladesh is well poised to push ahead with the implementation of
Vision 2021.

SIXTH FIVE YEAR PLAN STRATEGY

Table 1.4 summarizes the targets for the Sixth plan against targets of the ‘Vision 2021 and the
MDGs. At the operational level the fundamental task of the SFYP is to develop strategies,
policies and institutions that allow Bangladesh to accelerate growth and reduce poverty.
Poverty is still pervasive. In developing the strategy for higher growth, employment, and
poverty reduction and the Sixth Plan will draw on the lessons of past experience. In particular
it will draw on the experience of the Fifth Five Year Plan (FY97-FY02), where a number of
initiatives were undertaken to raise the GDP growth rate, increase food production, initiate
agriculture diversification and improve health and education service delivery (see Box 1.1)

Acceleration of economic growth and employment: An essential pre-requisite for rapid
reduction of poverty is to attain high economic growth ensuring sustainable productive
employment and incomes for large number of people of Bangladesh. Productive employment
is the most potent means of reducing poverty. But this is not easily achieved. This requires
strategies and actions on the demand side of the labor market (driven primarily by economic
growth) as well as strategies and policies on the supply side (labor force growth and quality).

Table 1.4: Sixth Five Year Plan (SFYP) Targets

Targets Cut(’;(e)gé_szl(t)lig;lon Vision 2021 SZEIE? MDGs
A. Production, Income Generation and Poverty
1. Real Income Growth (%) 6.1 10 8.0
2. Head Count Poverty (%) 31.5 14 22 29
3. Industrial Sector Employment 17 30 25
4.  Contribution of Productivity to Economic Growth (%) 8 20 10
5. Overseas employment of skilled labour (%) 35 20 50
B. Human Resource Development (Education, Health and Population)
6. Net Enrolment at Primary Level (%) 91 100 100
7. Enrollment Rate in 12™ Class (%) 100 60
8. Percentage of cohort reaching grade 5 (%) 55 100 100
9. Total Fertility Rate Reduction 2.7 1.8 2.2
10. Increase Contraceptive Prevalence Rate (%) 60 80 72
11. Under 5 Mortality Rate (per 1000) 62 50 50
12. Immunization, measles (percent of children under 12 months) 87 100 100
13. Maternal Mortality Ratio (per 100,000 live births) 194 143 143
14. Births attended by skilled health staff (percent of total) 24 50 50
C. Water and Sanitation
15. Proportion of urban population with access to safe drinking water 99.9 100 100 100
16. Proportion of rural population with access to safe drinking water 79 100 96.5 96.5
17. Proportion of urban population with access to sanitary latrines 88.0 100 100 85.5
18. Proportion of rural population with access to sanitary latrines 85.0 100 90 55.5
D. Energy and Infrastructure
19. Electricity Generation (MW) 5803 20000 15457
20. Electricity Coverage (%) 47 100 68
E. Gender Equality and Women Empowerment
21. Ratio of girls to boys in tertiary education (%) 32 60 100
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Targets Cugggg_szlélig;lon Vision 2021 SZI(:)\l(SP MDGs
22. Ratio of literate females to males (percent of ages 20 24) 85 100 100
23. Female Overseas Employment Rate (%) 5% 20% 10%
F. Environment Sustainability
24. Productive Forest Coverage (%) (70 % tree density) 13 20 15 20
G. ICT
25. Research and Development Spending/GDP (%) 0.6 1.4 1
26. Compulsory ICT Education (education level-class) 5 12
27. Telecentre/Community e-centre with Inter-net facilities at unions (%) 100 100
28. Computer laboratory at the primary government school 20 5
29. Increase teledensity (%) 90 70
30. Expansion of Broad Band Coverage (%) 40 30

Source: Current situation data are obtained from various sources (i.e. Perspective Plan, BBS, and the Planning
Commission). Targets for Vision 2021 are collected from the Perspective Plan. MDG Targets are provided by
UNDP. Targets for Sixth Plan are estimates. The 10 percent GDP growth for 2021 refers to end of period.

Box 1.1: Achievements during Fifth Five Year Plan (1997-2002)

The Fifth Five Year Plan combined sound economic management with sold social policies to secure good economic
growth as well as important progress with broad-based participation and social justice. On the economic front emphasis
was placed on sound macroeconomic management, trade liberalization, promotion of exports, incentives for private
investment, agricultural diversification, water resource development, micro-credits and rural development. On the
social front emphasis was placed on human development, disaster management and broad based participation.

The results were impressive. For the first time in the history of Bangladesh, the economy witnessed an average annual
real GDP growth rate of 5 percent, which was higher than average GDP growth rates during any past plan period.
Despite the devastating flood in 1998, the annual average growth in agriculture was 3.7 percent. The economy also
experienced low inflation rate — annual average inflation rate was 4.5 percent. Formulation of an education policy was a
significant achievement in the educational front. Emphasis was placed on bringing health care to the door steps of the
citizens by making the Union Health and Family Welfare Centers (HFWC) as the focal points for mother and child
health. One community clinic for every six thousand people was established at government initiative. Nuclear Medicine
Centres (NMC) were established which are still providing low cost medical services to the poor and vulnerable patients.
Withdrawal of taxes and duties on medical equipment encouraged setting up of clinics and hospitals in the private
sector. By abolishing monopoly in the mobile telephone sector and making mobile phones available to everyone at low
prices and increasing access to information technology by reducing import duties, the government made it possible for
Bangladesh to enter the digital age. In power, a number of independent power producers were established under the
private initiative. Most important among them were 360 MW Haripur power project and the Megnaghat 450 MW
power plant constructed by the US Company AES and Pendekar Energy. Deregulation of transport sector contributed to
the development of private sector led modern transportation system.

Important gains were made in putting Bangladesh on the global map. The treaty on the water sharing of the river
Ganges, the peace accord in Chittagong Hill Tracts, recognition of 21st February as international mother language day,
election to the UN Security Council, sub-regional cooperation through the formation of D-8, BIMSTEC and the
Association for Asian Parliamentarian for Peace (AAPP) bestowed on Bangladesh a new position of prestige and
importance in the global arena.

On the demand side, both the rate of economic growth and its composition will matter for job
creation. Acceleration of the growth rate will require a substantial increase in the rate of
investment from the present 24.4 percent of GDP level. Much of the higher investment will
need to be deployed to reduce and eventually eliminate the infrastructure constraint (primarily
power and transport) and to strengthen human development. A large part of the financing will
come from the domestic public resource mobilization and from higher private savings,
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including from remittances. Yet some critical level of financing from foreign sources that are
strategic in nature and allow transfer of technology will be necessary.

Rapid economic growth, its composition and absorption of labor in high productivity, high
income jobs are inter-linked. Low income elasticity of basic food items, land constraint and
difficulties of penetrating the world agricultural export markets limit the ability of agriculture
to grow at the same pace as manufacturing or services. Presently the average labor
productivity and income in agriculture are also very low. Similarly a large part of the labor
force is occupied in informal services with very low productivity and income. Accordingly,
the economic growth process in the Sixth Plan needs to be appropriately balanced, thereby
creating more employment opportunities in the manufacturing and organized service sectors
and allowing a shifting of large number of workers engaged in low productive employment in
agriculture and informal services to these higher productivity sectors of the economy.

Therefore, much of the high productivity, high income jobs will need to come from a labor-
intensive manufacturing sector based on domestic and export markets and from organized
services. Both large and small enterprises need to contribute to this growth. The role of small
enterprises is particularly important to provide the employment base. The promotion of small
enterprises in rural areas needs to be a major strategic element for creating higher income and
employment in the rural economy, which is critical for sustained poverty reduction.

The dynamism in manufacturing sector will benefit from greater outward orientation.
Bangladesh has witnessed this benefit from the highly positive experience of the ready-made
garments (RMG) sector. Experiences from Korea, China, India, Thailand and Vietnam about
the role of exports in manufacturing development are similarly positive. To increase the export
potential as well as to diversify the export base, the Sixth Plan will seek to further reduce trade
barriers within the context of the World Trade Organization (WTO) framework as well as seek
more active cooperation with neighbors. Bangladesh will actively participate in concerned
international and regional/sub-regional fora aimed at increasing Bangladesh’s access to
international export markets, easing and eventually eliminating any non-trade barriers to
Bangladeshi exports, encourage investments, increase trade in services including energy,
promote regional connectivity, and establish best possible economic relations with all strategic
countries including neighbors.

The re-balancing of the growth and employment process must be accompanied by strategies to
enhance the income-earning opportunities of workers remaining in agriculture by raising land
productivity and increasing diversification of agriculture production. Agriculture
diversification in both crop and non-crop sectors will help promote commercialization of
agriculture and raise farm incomes. In sustaining this economic growth, pro-poor,
environmental sustainable and climate change adaptive approach in whole of the development
process must be considered.
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Employment abroad and associated remittances have played a major development role in
Bangladesh. This element of the employment strategy will be strengthened. In addition to
pursuing the strategy to export low skilled manpower, the Sixth Plan would focus on export of
well trained skilled and semi-skilled manpower to existing as well as new destinations.

Benefiting from higher labor force growth (the demographic dividend) and ensuring
labor quality: Although Bangladesh is currently experiencing ‘demographic transition’ as a
result of slower population growth, entry of young population in the labor force will continue
due to demographic factors. This demographic dividend needs to be properly used through a
well articulated human development strategy. The quality of labor force is weak due to low
access and low quality of education. The Sixth Plan will seek to address these challenges by
developing and implementing a well thought out education and training strategy. The strategy
needs to be particularly sensitive to reduce the access gap of the poor, especially in the under-
developed or lagging regions of the country. A significant part of the additional investment for
higher growth will need to be deployed to the development of the labor force.

Improving factor productivity through information technology: Although factor
accumulation (i.e. of labor and capital) would be the main source of economic growth in the
Sixth Plan, strong efforts will be made to increase the contribution of total factor productivity
in all areas of production including manufacturing, agriculture and services. Among the
contributing policies is the introduction of appropriate information and communication
technology (ICT). One of the central visions of the Perspective Plan is ‘Digital Bangladesh’
where it is conceived that through the successful implementation of the vision of the ICT
policy and its principles it will be possible to build a ‘Digital Bangladesh’ by 2021.

Reducing the growth of population: In additional to the focus on economic growth and
employment, strong attention needs to be given to reducing the growth of population.
Notwithstanding past progress with the reduction of growth of population, Bangladesh is
amongst the most densely populated country in the world. Renewed efforts must be placed to
further slow down the growth of population. The population control strategy will emphasize
girls’ education, female re-productive health, population control service delivery based on
public-private partnership, and social mobilization.

Ensuring food security: The recent global food price inflation illustrates the critical
importance of ensuring food security for a large poor country like Bangladesh. Past progress in
rice production suggests that Bangladesh has the capacity to achieve food security efficiently
through domestic production. Indeed, with proper incentives there is scope for food exports.
The emphasis on productivity improvements will be particularly helpful in reconciling food
security objectives with farmer incentives. In case of food production, climate change
adaptation strategy in the agriculture sector will be prioritized to tackle the global food
insecurity susceptibility due to climate change. The achievements of goals under the three
dimensions of food security — availability, access and utilization, will be facilitated by the
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implementation of the National Food Policy and its Plan of Action and the Country Investment
Plan (CIP) 2010-2015.

Addressing the land constraint: Bangladesh is one of the most densely populated countries
in the world. As a result, land has become the scarcest factor of production in Bangladesh.
This is reflected in galloping land prices throughout the country but especially in the
metropolitan cities. Future growth strategy must take this binding constraint into account in
order to ensure its sustainability. Efforts to reduce the growth of population will help, but
better management of land is of paramount importance for sustaining rapid GDP growth in
Bangladesh. Sound land management also has a direct effect on people’s welfare and poverty
reduction. Landless farmers are amongst the poorest of the poor. Land is also essential for
housing. The rapidly expanding slum population and rising land prices in urban areas are
indications of increasing difficulties Bangladesh faces in providing people with proper shelter.

The main goal of the government’s land use policy and management is to ensure best possible
use of land resources and delivery of land related services to the people through modernized
and efficient land administration for sustainable development with accelerated poverty
reduction. The lack of coordination between different departments responsible for preparation
and maintenance of Record of Rights often leads to confusion, conflicts and many instances of
litigation causing suffering of the people especially the small and marginal farmers. To
mitigate this problem, the Ministry of Land has already undertaken projects to conduct digital
surveys and introduce e-governance. Land records will be computerized and land mutation
will be made automatic. The Government intends to modify and simplify all land-related laws,
which is expected to remove many of the land related disputes. A special committee will be set
up to come up with recommendations in this regard. Planned use of land according to Land
Zoning Maps prepared on the basis of present and potential land uses will be ensured through
enforcement of the provisions of relevant laws. The provisions of the Town Improvement Act
of 1953 will also be more strictly enforced. The Government will take up projects for the
development of rural townships where specific areas are to be earmarked for housing,
marketplaces, industries and infrastructure. Land acquisition act and policy would be
rationalized along with a system of fair and equitable compensation for acquired land.

Managing the spatial dimensions of growth: Growth experiences in Bangladesh and
elsewhere show both a tendency towards urbanization as well as uneven pattern of regional
growth. The urbanization problem has become particularly acute in Bangladesh owing to the
primacy of Dhaka. The unbalanced growth of Dhaka shows both a large concentration of
wealth and income as well as unsustainable pressure on Dhaka’s already fragile infrastructure.
Concerning regional disparities, the divisions of Dhaka, Chittagong and Sylhet seem to do
better in terms of both growth and poverty reduction as compared with Rajshahi, Khulna and
Barisal. The Sixth Plan will make efforts to address both these spatial dimensions of growth.
On the urbanization front the strategy will emphasize a more balanced growth of urban centers
across the entire country through proper institutional reforms that involves the establishment
of locally elected and accountable municipalities and city corporations. Property tax base will
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be reformed to strengthen the financial autonomy of these entities along with block grants
from the budget based on principles of equity and population. Special emphasis will be given
to improving land administration and management to arrest the spiraling urban land prices that
is becoming a binding constraint to the expansion of manufacturing and modern services as
well as limiting the ability to provide affordable housing. Regarding regional disparities, the
Plan would strive to address the lagging regions problems, especially focused on Khulna,
Rajshahi, and Barisal Divisions, through a strategy that involves public expenditure in
infrastructure and human development, by improving the access to financial services, by
promoting international labor migration from these divisions, and by facilitating more trade
and investment in the border districts with neighbors including India.

Reducing income inequality: Inequality emerges from a combination of greatly unequal
distribution of physical assets as well as human capital. Lack of factor endowment such as
land, capital, credit and skills has been preventing poor people in Bangladesh to participate in
productive economic activities and has compelled them to remain in a disadvantageous
situation. Opportunity to break the low factor endowment trap through utilizing essential
public services (such as education, training, safe drinking water, sanitation and other health
facilities) has not been effective due to poor people’s limited access to those provisions.
Access to these essential services for the majority of the population depends not only on their
income levels but also on the quality and efficiency of the service delivery through the
publicly funded and operated systems. Accordingly, the Sixth Plan’s strategy to reduce income
inequality will follow a two-prong strategy. First, it will include efforts to increase the access
of the poor to assets and means of production. And second, it will strengthen the delivery of
human development services to the poor.

The strategy for enhancing the poor group’s factor endowment in the Sixth Plan will be
focused on ensuring better access by the poor to irrigated water, fertilizer, electricity, rural
roads and institutional finance. The government’s public expenditure policies and programs
and the financial sector strategies and policies will pay specific attention to implementing this
strategy.

A substantial expansion as well as quality enhancement of the supply of essential human
development services for the poor will be done over the Sixth Plan period. The strategy will
include developing a system of accountability and transparency in the delivery of these
essential services to ensure availability of appropriate staff and adequate services for the poor.
The human development strategy of the Sixth Plan will focus on these aspects in the design of
strategies, policies and programs.

Ensuring social protection for the under-privileged population: Even with higher growth,
better jobs and better access to essential services, a part of the under-privileged population will
likely be left out. Additionally, substantial risks are posed by natural disasters and climate
change for this vulnerable population. To address this challenge, the Sixth Plan aims at
significantly strengthening the social protection programs. The strategy will be to design and
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implement a range of social protection programs that meets the needs of this under-privileged
group. In this regard, existing programs will be reviewed and reformed to establish better
targeting with a view to ensuring that all under-privileged groups including the disable, the
elderly, the tribal population, and children and women at risk are given priority in the
distribution of benefits. Particular attention will be given to strengthening the underlying
institutions.

Ensuring Gender Parity: The National Policy for Women’s Advancement 2011 provides for
the elimination of all forms of discrimination against women and ensure their rights and equal
partnership in development. Accordingly, establishing equal opportunities for women in all
sections of the society with an objective of integrating them into social and economic sphere is
a major strategic element underlying the Sixth Plan. The Sixth Plan strategy embeds the
critical role of women in nation building and thus ensures that their needs, rights, entitlements
and contributions are appropriately reflected in the Plan document. The human development
and social protection strategies underlying the Plan will place particular emphasis on gender
aspects of development. It is also recognized that women are a heterogeneous groups such that
their situations, deprivations, and needs vary according to their locations within various
communities, religions, and regions. Thus, along with promoting rights and entitlements of
women, Sixth plan envisages to cater to all these differential and specific requirements.

Ensuring environmental sustainability: A key element of the strategy of the Sixth Plan is a
firm commitment to pursue an environmentally sustainable development process. Natural
resources like land and water are limited and their per capita availability is diminishing due to
rising population on the one hand and also due to excessive use of common pool resources on
the other hand. Excessive and indiscriminate use of our natural common pool resources has
degraded them to an unusable state. The degradation of natural resources reduces the well-
being of people; especially the poor and women suffer more, as they depend much more on
natural common property resources for fuel and water. Thus, the focus of the Sixth Plan’s
environmental protection strategy would be the conservation and maintenance of natural
resources, reducing air and water pollution, and liberating encroached rivers, water bodies,
forest areas and khas land.

Bangladesh is a victim of climate change caused by rapid urbanization, industrialization and
economic development activities worldwide. The growing evidence on climate change
suggests that Green House Gas (GHG) emissions, resulting from the cumulative action of
developed and emerging economies would have serious deleterious effects in near future,
unless effectively contained. It is predicted by international agencies that, Bangladesh will be
adversely affected by climate change in the form of melting of Himalayan glaciers, global
warming and rising sea level, intensified natural calamities, and greater water scarcity leading
to loss of livelihood, rising unemployment and poverty. Furthermore, a rise in the sea level,
leading to coastal submergence (i.e. 17 % of Bangladesh) would cause large-scale
displacement of people. Therefore, effective steps must be explored and adopted in
collaboration with the international community within the Sixth Plan period to mitigate the
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adverse consequences of climate change. An acceptable and workable collaboration strategy
must include fair and just burden sharing for mitigation as well as adaptation strategies across
nations. All stakeholders’ commitment for persistent improvement in pro-poor environmental
resource management and climate change adaptation is a precondition for environmental
sustainability.

Improving governance: Along with sound development strategy, good programs and good
policies, the ability to implement the Plan and evaluate the results of the Plan are critical
determinants of the success of the planning effort. Proper implementation of the Plan requires
attention to good governance, public administration capacity and monitoring and evaluation.
The challenge of ensuring good governance in Bangladesh is well known. Low public
administration capacity, occasional weaknesses in economic management and persistent
corruption lie at the heart of the overall shortcoming in national governance. As a result, the
public sector has not been able to play as effective a role as could have been the case in
providing services and creating an environment for growth.

The Government understands that without fundamental reforms of core institutions,
improvement in public administration capacity and a strong anti-corruption strategy, the
ability to implement Vision 2021 and the underlying five year development plans will be
seriously compromised. Similarly, an effective Monitoring and Evaluation (M&E) system is
essential to monitor the implementation of the plan and associated programs. Without a solid
M&E capability, there is a risk that resources might get locked in over the medium-term into
programs that are not working or relevant in the changing economic environment. A strong
M&E capacity is therefore an urgent national priority. The Government also recognizes that
these are long-term challenges and require long-term coordinated and sustained efforts.

Good governance and institutions are interlinked. Ensuring good governance requires
establishing strong institutions. For the Sixth Plan the governance improvement strategy will
consist of focus on a number of key areas that require immediate attention and strengthening
of a number of core institutions.

e First, efforts will continue to ensuring equality of opportunity and full mobility for all with
freedom and dignity, and without religious, social or political barriers. The equal
opportunity vision should also be accompanied by vast improvements in the opportunities
for economic and social advancement. More specifically, individuals belonging to
disadvantaged groups such as minorities and women will be provided with special
opportunities to develop their skills and integrate themselves in the growth process.

e Second, good governance requires not only rule of law but also harmony and consistency
of the laws. Good laws are a sine qua non of the rule of law. Review of the laws and their
proper implementation will be considered as a subject matter of priority. The capacities
and efficiency of the law enforcing agencies and the judiciary will be strengthened.
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e Third, to provide better and speedier service and to improve the transparency and
accountability of public service agencies, priority will be given to the implementation of e-
governance through the implementation of the Digital Bangladesh initiative.

e Attention will be focused on developing and strengthening a number of core public
institutions including the Central Bank, the Ministry of Finance, the Tax Department, the
Planning Commission, Audits and Accounts, the parliamentary sub-committees, land
administration, and the public utilities.

e Emphasis will be given to improving service delivery in basic services such as education,
health, nutrition and water supply.

e Steps will be taken to strengthen public administrative capacity by reforming the civil
service.

e Emphasis will be placed in developing capacities of local governments to play their
development role in terms of delivery of basic services.

e Efforts will be made to implement the medium-term budgetary framework in all line
ministries and to institute and implement an effective results-based Monitoring and
Evaluation (M&E) system for public programs.

e All efforts will be made to reduce corruption in public services and take appropriate
actions when corruption happens in an open and transparent manner.

Enhancing administrative capacity: The Government recognizes that administrative
capacity is a serious constraint to the efficient delivery of basic services. Accordingly, several
areas of intervention will be made to enhance capacity and bring efficiency, transparency and
accountability in public service management. The Sixth Plan’s strategy for public
administration capacity development and efficiency improvement consists of four pillars:
strengthening the civil service; promoting devolution to local governments; strengthening
public-private partnerships; and strengthening planning and budgetary processes.

Strengthening the civil service: The strategy is to develop a long-term program for re-
building the civil service with emphasis on quality, performance and accountability.
International experience suggests that one size fit all strategy for reforming the civil service
does not work. The system must evolve from home grown experiences from within
Bangladesh about what works and what does not. The basic features of the reform strategy
includes merit-based recruitment and promotion; strong training; ensuring a proper incentive
and work environment; establishing and enforcing clear rules of business and codes of
conduct; and seeking feedback on performance through a citizen’s charter.

Establishing strong local governments: The strengthening of local governments is a key
institutional development challenge for Bangladesh. International evidence suggests that
properly instituted and accountable local governments can play a major role in spreading the
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benefits of development. While the lessons of experience from other countries can play an
important role in helping the design and implementation of a proper system of local
government, successful local governments must be based on the realities of the underlying
political, social, administrative and economic realities of Bangladesh. The Government is
committed to instituting an effective and accountable local government to help implement
Vision 2021 and the programs of associated development plans.

Strengthening Public Private Partnerships (PPP): The Government recognizes that strong
public private partnerships can play a catalytic role in mobilizing additional resources as well
as creating additional capacity and help for implementing public programs. Accordingly, the
Government has put emphasis on PPP to ensure expeditious development of infrastructure and
utility services by attracting local and foreign investment and improving the expertise and
technology. Through a well-defined policy framework, private initiatives would be
encouraged to promote quality service delivery in the area of essential economic
infrastructure. The Government is keen to encourage private investments in energy and power,
roads, waterways, railways, ports, water and sanitation, telecommunications/ICT, housing and
tourism. The Government will also consider expanding the scope of PPP further in the social
sector. The positive experience of collaboration with NGOs in the delivery of basic education,
health and population management services will be further enhanced.

Improving the planning and budgetary processes: In an environment of weak
administrative capacity and limited budgetary resources, efficient planning and budgetary
systems can play an important role in helping improve the efficiency of public spending. The
Government has been taking a number of steps to improve planning and budgetary processes.
One major initiative is the implementation of a move away from the traditional incremental
budgeting towards a medium term budget framework (MTBF) process. The MTBF is intended
to support the implementation of development plans by (i) ensuring that the government’s
fiscal management contributes to macroeconomic stability and supports an enabling
environment for economic growth and poverty reduction; and (ii) adequate public resources
are allocated through a more strategic and policy-led budget planning process directed
towards priority programs identified in the context of the approved medium-term development
plan. A second initiative is to move away from the traditional public-investment focused plans
to more strategic and indicative planning that puts emphasis on strategies, programs and
policies for the entire economy. A third initiative is to link better the medium-term
development plans to the MTBF process by making the plan a living document with annual
review of performance.

The Sixth Plan will further improve the planning and budgetary processes by building on the
above initiatives. Specifically, following actions will be taken:

e The Sixth Five Year Plan already makes a fundamental shift in the planning process by
moving towards an indicative plan and focusing much more deeply on growth,
employment and poverty reduction strategies, policies and programs. This indicative plan
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will serve as a living document through instituting a system of annual review of
development performance and plan implementation. The performance review will focus
on implementation of strategies and policies and look at broad economy-wide and sectoral
outcomes rather than simply at financial progress of publicly funded investment projects.
The results of the annual reviews will be shared with the cabinet and used to determine
changes in plan goals, targets, strategies and policies as necessary in light of the changing
global and local economy and the results of the plan implementation.

The capacities of line ministries will be substantially strengthened to do proper planning
and budgeting in the context of the implementation of the MTBF. Line ministries will
need to ensure that proposed projects and programs are consistent with the objectives and
framework of the Sixth Plan.

Project approval process will be strengthened and streamlined to reduce delays and
proliferation of tiny projects.

Project approval at the Planning Commission level will be substantially strengthened. All
projects that go to the Planning Commission must provide a proper appraisal report along
with sound analysis that shows the consistency and relevance of the project to
sectoral/economy-wide objectives, strategies and policies. The appraisal report will do
proper economic and financial analysis of the proposed project, do gender and
environmental analysis as relevant, and show an implementation plan while providing
clear evidence of implementation capacity.

Proliferation of projects and long implementation lags are a perennial problem. The Sixth
Plan will seek to break this logjam by doing a proper review of all approved and active
projects in the pipeline in cooperation with the line Ministries. The review of this
portfolio stock will seek to clean out dormant or irrelevant projects and help line
ministries close the projects that are facing implementation problems through
restructuring or through other relevant interventions. The results of this exercise will be
shared with the cabinet for endorsement and approval.

The technical capacities of the Ministry of Finance and the Planning Commission will be
substantially strengthened through proper staffing and training to ensure the timely
implementation of the Sixth Plan and the MTBF. All efforts will be made to strengthen
coordination between these two core ministries with a view to avoiding duplication,
overlap and delays.

Establishing a results-based Monitoring and Evaluation (M&E) system: The proper
implementation of the Plan will require careful monitoring and evaluation of the underlying
policies and programs. In the past the focus has been on monitoring public spending in terms
of achieving financial targets. In the Sixth Plan the emphasis will shift to the monitoring of
results. To achieve this, the capacities of the Planning Commission and the line ministries to
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undertake results-based M&E will be strengthened. This will entail adopting proper M&E
Frameworks, improving the database, and strengthening technical skills. This Framework will
be monitored by GED under the guidance of the Minister for Planning. The findings will be
properly disseminated to all stakeholders to ensure the usefulness of this endeavor.
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CHAPTER 2: GROWTH AND EMPLOYMENT
STRATEGIES

OVERVIEW

Vision 2021 aspires for Bangladesh to attain a Middle Income Country (MIC) status by FY21.
To achieve this it sets a growth target that rises from 6.1 percent annual growth in FY10 to 8
percent per annum in FY15 and 10 percent in FY21. A possible growth trajectory that is
consistent with this target is illustrated in Figure 2.1.

Figure 2.1: lllustrative Growth Path for Vision 2021
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Although international experience suggests that growth does not necessarily follow a smooth
upward trajectory, this is consistent with the Bangladesh experience so far. Bangladesh
experienced low volatility of growth over the 15 year period FY91-FY06. More recently the
growth path in Bangladesh shows a remarkable degree of stability despite the onslaughts of
the global food and fuel crisis and the global recession. Figure 2.2 demonstrates another major
point. Aspiring to achieve a 10 percent growth target is not a pipe dream. India nearly reached
that target for an average of 3 years (9.7 average rate of growth over FY06-FY08) only to be
restrained briefly by the global recession. In the 1960s and the 1970s, slow growing India’s 3
percent average growth rate was the subject of ridicule by its own professionals. Yet, with
deft economic management and far-reaching market oriented reforms India came close to
achieving the 10 percent growth target.
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Figure 2.2: Recent Growth Paths in Bangladesh and India, FY3-FY09
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LESSONS OF PAST GROWTH EXPERIENCE

A review of Bangladesh’s past growth experience tells a remarkably encouraging story. In
1972, in the aftermath of the devastation that happened during the war of liberation, the
economy lay in shambles. Rough estimates put Bangladesh’s per capita GDP at around
USS$110. The physical infrastructure was all but destroyed. The economic and financial
structure was similarly disarrayed. Unfavorable external environment characterized by the first
oil price shock, very high global commodity prices, and low external reserve cushion also
accentuated greatly the already difficult economic situation. A sequence of floods and natural
disasters in the early 1970s made matters worse.

At the close of the 1970s decade, widespread poverty and poor economic outcomes continued
to haunt policymakers. Soon it became clear that the course of economic management based
on state ownership and control during the 1970s was unsustainable and Bangladesh gradually
changed gear to a market-oriented economy with proper government interventions to protect
social interests and provide an equitable social environment. This basic change in philosophy
has prevailed ever since, with various fines tuning in terms of growth orientation versus social
justice. One remarkable feature is that no government has denied the importance of growth
for poverty reduction, but differences have prevailed about the relative roles of public and
private sectors and the relative emphasis between agriculture versus manufacturing.

The long-term trend in GDP and per capita growth rates by decades is shown in Figure 2.3. A
few striking results stand out. First Bangladesh has continued to improve its rate of growth
steadily over the past 40 years after independence. Second, one can discern two distinct
growth phases. In phase 1 (FY74-FY91), the growth rate expansion was subdued, below 4
percent per annum in aggregate terms and only 1.2 percent in per capita terms. The growth rate
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expanded significantly in Phase 2 (FY91-FY10), shooting up to over 5 percent per annum on a
10 year average, but importantly exceeding the 6 percent mark for a number of years during
FYO01-FY10. The expansion of growth did face a break in the wake of the global food, fuel and
financial crisis of 2008-10, but this slowdown was fairly moderate by global standards and
speaks well of the cautious macroeconomic management by policymakers over a long period.
The rising trend of long-term growth gives comfort that even higher growth is possible
provided policy reforms further strengthen the determinants of past growth.

Figure 2.3: Bangladesh Long-term Growth Trend FY74-FY10
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In order to understand the determinants of growth it is helpful to look at the sectoral
composition of growth and ask how much structural change has happened in the Bangladeshi
economy relative to international experience. It is now well recognized that the growth
dynamism is largely provided by modern manufacturing and services sectors. This
transformation of a peasant agrarian economy to an organized manufacturing and services
economy also provides the employment base for absorbing a growing labor force into
productive and well paid jobs (“good jobs”). Indeed much of the gain in average national
productivity comes from the conversion of labor from low skills, low return employment in
agriculture and informal services to modern manufacturing and organized services.

Figure 2.4 shows the relative growth rates of the three major sectors. Over the longer term
agriculture grew below 3 percent on average. Manufacturing and services both grew faster
than overall GDP. On the whole, manufacturing grew the fastest (6.4 percent per year) while
services sector grew at (5.4 percent annually). These relative performance ranking did not
change between Phase 1 and Phase 2. Instead all sectors including agriculture grew faster in
Phase 2 relative to Phase 1.
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Figure 2.4: Sectoral Growth Rates FY74-FY09
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While the variable sectoral growth performance influenced the sectoral composition of GDP,
the relative weights of the changes were heavily influenced by the initial starting point (Figure
2.5). So, despite the stronger growth performance of the manufacturing sector, the relative
share of manufacturing in GDP did not improve substantially, mainly reflecting the low initial
base. On the other hand, services sector gained share both due to a good growth performance
but also because of higher initial weight in the composition of GDP.

Figure 2.5: Structure of the Bangladesh Economy, FY74-FY09
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In contrast, the slow growing agriculture substantially lost ground due to low growth and also
owing to its heavy initial weight. The resultant economic transformation however is much
smaller than the transformation achieved by the dynamic East Asian economies (Figure 2.6).
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Figure 2.6: International Comparison Structure of Economy, 2006
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The results of Figure 2.6 need to be analyzed with some care. The services sector combines
both formal and informal services. It is well known that in countries like Bangladesh and
Pakistan, the share of informal services sector is very high. For example in Bangladesh, it
accounts for some 88 percent of all services. The share of informal services in the economies
of East Asia, China, Malaysia, Brazil and even India are far lower. The large share of informal
services in Bangladesh suggests that the observed high growth in services needs to be
interpreted with caution as this may reflect the effect of migration of low productivity
agriculture workers to low productivity services. With this caveat, the structure of the
Bangladeshi economy resembles strikingly with that of average lower income economies.
This is hardly surprising. Bangladesh, like other low income economies is yet to make the
transition to a modern manufacturing and services oriented economy. The manufacturing
share of China, Malaysia and East Asia on average is over 30 percent as compared with a low
18 percent in Bangladesh. Pakistan’s share is slightly higher at 19 percent, but like Bangladesh
remains a low industrialized economy. The cases of India and Brazil, which also exhibit low
share of manufacturing require a bit of explanation. Brazil, with a per capita income of $ 4710
in 2009 is in a different league and is already fairly well industrialized with organized services
providing the high income jobs and linked to serving the manufacturing sector. India similarly
is fairly well industrialized and its lower share is a reflection of the much faster expansion of
export oriented modern services such as Information Technology.

Despite these shortcomings of the transformation of the production structure, Bangladesh
achieved a per capita income of $750 in current prices in FY10 as compared with only $80 in
FY72. Importantly, Bangladesh is nearly self-sufficient in rice production, a seemingly
impossible dream in 1972. In this regard, notwithstanding the low growth rate of value-added,
the good performance of the rice economy has been a watermark of the Bangladeshi economy.

What are the factors that allowed Bangladesh to achieve this growth success? In the first
phase, growth relied much more heavily on nationalized production, state interventions in
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terms of licensing and price controls, heavy trade protection and subsidies. Reforms were
partial and hesitant. In phase 2, since 1990, the incentive regime in Bangladesh changed
rapidly. Private sector production and investment and exports supported by inflow of
remittances were the main drivers of growth. Remittances in particular spurred the expansion
of construction, especially housing, and other service-oriented commercial enterprises.
Reforms of banking opened new opportunities for financing. A stream of trade liberalization
and supply of mainly female low cost labor spurred investment in export enterprises, of which
readymade garments is a shining example. About 80 per cent of workers employed in this
industry are women who came mainly from the rural areas of Bangladesh.

Figure 2.7: Average Trend in National Savings and Investment, FY74-FYQ09
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However, in both phases growth was largely fueled by the expansion of investment, mostly
from the private sector, and financed by national saving (Figure 2.7) and by an expanding
labor force, particularly expanding women labor force. Contribution of total factor
productivity — usually spurred by combination of technology with labor and capital -- was very
limited. This is in sharp contrast to the experience in India where total factor productivity
played a major role in spurring rapid growth. While the domestic saving rate has been on a
rising trend, the rapid growth in the national saving rate since 2000 has been fueled by the
huge expansion in remittances. Indeed, this has posed a challenge and also an opportunity for
macroeconomic management because the national saving rate is now higher than the national
investment rate, which is something unusual for a low income economy like Bangladesh.

Employment Effects of Growth: A less Comfortable Story

While there is much to celebrate the growth experience, the employment results are not that
great. It is unfortunate that good data on labor market and job creation are scarce. Limited data
available from the Labor Force Surveys (LFS) and the Census data and reports compiled by
the Bangladesh Bureau of Statistics are inadequate, and often inconsistent and non-comparable
over time. Recent research that seeks to reconcile the various inconsistencies in data suggests
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that the employment picture is rather discouraging. The main results are summarized in Tables
2.1-2.3.

On the positive side, the two encouraging results are first that Bangladesh is benefiting from a
growing labor force owing to the demographic transition. Thus, the share of working
population (ages 15-64) has been steadily rising from 40 percent in 1970 to 62 percent in
2009. Secondly, there is also a growing labor force participation rate, especially owing to the
increased participation rate by female working population.

On the negative side, the first striking finding is that only 22 percent of the employed labor
force is engaged in the formal sector (defined as manufacturing sector plus organized
services). Thus, some 11 percent of employed labor is in manufacturing and another 11
percent is in organized services. The remaining bulk (78 percent) is still engaged in informal
activities. A second striking result is that the responsiveness of employment to growth in
manufacturing is rather low (measured by employment elasticity). Thus, between FY81 and
FY10 value added in manufacturing grew by 6.4 percent annually whereas employment
increased by 3.9 percent, suggesting a long term manufacturing employment elasticity of 0.61
which is rather low. While this is an improvement over the early 1970s, when only 15 percent
of the labor force was in the formal sector (8 percent in manufacturing and 7 percent in formal
services), the weak progress in transforming the labor market after about 40 years of
independence is an indication of a major weakness in the Bangladesh development strategy
that needs to be corrected.

Since informal activities mostly involve low levels of productivity and low earnings, these are
not very good jobs. The average productivity in agriculture is much lower than in
manufacturing or services. Agriculture’s GDP share has fallen drastically since independence,
from over 55 percent in FY76 to 32 percent in FY81 to 19 percent in FY10, but its
employment share has not fallen by as much and it continues to employ some 48 percent of the
labor force. As a result, the average labor productivity has not increased much--by only 0.9
percent between FY81 and FY10. As compared to this, average productivity in manufacturing
has grown by 2.9 percent and in services it has expanded by 1.1 percent. Since the services
category is an aggregation of both formal and informal services, the average productivity and
its growth are constrained by the large share of informal activities as much as 82 percent.
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Table 2.1: Basic Labor Force and Employment (in millions)

Period | Population Labor Employment | Pop gr. rate | LF gr. rate | Employment
Force’ (%) (%) gr. rate (%)
1974 71.5 19.7 19.4
1981 87.1 23.3 23.0 2.35 2.4 2.5
1984 94.0 25.7 25.2 3.3 3.1
1985 96.4 26.6 26.1 3.5 3.6
1986 98.8 27.8 274 4.5 5.0
1989 106.4 30.0 29.5 2.6 2.5
1991 111.5 32.3 31.7 2.17 3.8 3.7
1996 122.1 36.1 34.8 2.2 1.9
2000 128.3 40.7 39.0 3.0 2.9
2001 130.5 1.59
2003 134.8 46.3 44.3 4.3 4.3
2006 140.6 49.5 47.4 2.3 2.3
2009° 146.7 54.4 51.9 3.2 3.1

Source: Bangladesh Bureau of Statistics, Labor Force Surveys

Table 2.2: Labor Force Participation Rate by Gender (%)

Period National Male Female
1974 43.8 80.4 4.1
1981 44.3 4.3
1984 43.9 78.5 8.0
1985 43.9 78.2 8.2
1986 46.5 81.4 9.9
1989 47.0
1991 48.8
1996 52.0 87.0 15.8
2000 54.9 84.0 23.9
2001
2003 57.3 87.4 26.1
2006 58.5 86.8 29.2

Source: Bangladesh Bureau of Statistics, Labor Force Surveys

% Labor force defined as 15+ age group.
® Data for 2009 are projected.
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Table 2.3: Sectoral Distribution of Employment (%)

Period Agriculture® Industry® Services Total
1974 78.0 8.0 14.0 100.0
1981 61.0 8.7 30.3 100.0
1984 58.7 9.0 32.3 100.0
1985 57.8 9.4 32.8 100.0
1986 57.2 10.1 327 100.0
1989 56.6 10.1 33.3 100.0
1991 53.0 10.0 37.0 100.0
1996 48.8 10.1 41.1 100.0
2000 50.8 9.9 39.3 100.0
2001 51.0 10.0 39.0 100.0
2003 51.8 10.0 38.2 100.0
2006 48.1 11.1 40.8 100.0

Source: Bangladesh Bureau of Statistics, Labor Force Surveys.

Low initial average labor productivity in agriculture, estimated at about only 48 percent
(FY06) of the average productivity in manufacturing in FY81, combined with sharply lower
productivity growth in agriculture has further widened the productivity gap between
agriculture and manufacturing. Thus in FY10, the average labor productivity in agriculture
fell to only 27 percent of that in manufacturing. Agriculture’s productivity gap with services is
similarly large, despite the dominance of the informal services component.

Wages data show the differences in sectoral productivity. Agricultural real wages grew by
only 0.3 percent annually between 1980 and 2009 as compared with 2.6 percent in
manufacturing and 0.6 percent in services. The gap between the average real wages in
manufacturing and agriculture also reflects the productivity gap.

The weak employment experience is linked with the growth experience and sectoral
transformation illustrated in Figures 3.4-3.6 above. The main reason why good jobs have not
grown much in Bangladesh is because of the low shares of manufacturing and organized
services in GDP. Furthermore, even the limited growth of manufacturing has not yielded
commensurate opportunities for the creation of good jobs. A range of policy and institutional
constraints restrained the faster expansion of manufacturing sector and job creation. These
include weak infrastructure, lack of long-term institutional financing, protective trade policies
that create an anti-export bias, tax policies that bias private investment in favor of real estate
and speculative stock market activities as opposed to investment in manufacturing and
infrastructure, weak technological progress due to lack of foreign investment as well as
inadequate information technology (IT sector) and inadequate labor skills.

Combining the growth experience with the employment experience provides a simple but
powerful answer to addressing Bangladesh’s growth and employment challenges. A faster rate

#1974, 1981 and 1991 data are from Bangladesh Bureau of Statistics, Census. Other data are from Bangladesh
Bureau of Statistics Labor Force Surveys.
> Includes mining and quarrying, utilities and construction.
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of GDP growth will require commensurate increases in the average labor productivity.
Finding more productive and better paying job will require a faster expansion in high
productivity, high earning sectors. The two can be reconciled by finding ways to create more
jobs in manufacturing and organized services. International experience shows that high paying
jobs are best created in manufacturing and formal services. Bangladesh is no exception. Other
South Asian countries are striving to go through a similar transformation with varying degrees
of success. However, India, Pakistan, and Sri Lanka have done better in increasing both the
share of manufacturing in GDP as well as its share of employment. They also are higher per
capita income countries.

SFYP STRATEGY FOR HIGHER GROWTH AND CREATING GOOD JOBS

Sixth Five Year Plan (SFYP) Targets

As noted earlier, Vision 2021 seeks to help Bangladesh attain middle income status by 2021. It
accordingly sets targets of reaching 8% growth by FY'15 (end of the SFYP) and 10% by FY21.
The associated structural change targets are to increase the industrial sector’s GDP share from
30 percent in FY10 to 40 percent by FY21 and its employment share to expand from 14
percent to 25 percent over the same period’. The implied targets for the SEYP are:

e Achieve an average GDP growth of 7.3 percent per year over the Plan period
e Raise the share of manufacturing sector in GDP to over 20 percent by FY'15
e Increase the employment share of manufacturing sector to 15 percent by FY15

The annual growth and employment projections and their sectoral composition are discussed
in detail in Chapter 3 dealing with the macroeconomic framework of the Sixth Plan. The main
strategic implications of these targets are that much of the additional growth will come from
the manufacturing sector (which is the dominant industrial activity) along with commensurate
productivity increases in agriculture, manufacturing and services. Within services, the
structure will change with an increase in the share of formal services. As noted earlier, the
employment challenge in Bangladesh is to create high productivity, high earnings good jobs.
This calls for changing the structure of employment by withdrawing labor from low
productivity agriculture and informal jobs (also known as disguised unemployment) to higher
productivity jobs in manufacturing and formal services. This is admittedly a long-term
process, but the SFYP will make concerted efforts to bring about this change in the structure
of growth and employment.

®The industrial sector is defined by the Bangladesh Bureau of Statistics to include construction. Under this
definition manufacturing accounts for 70 percent of industrial GDP and 80 percent of employment.
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SFYP Growth and Employment Strategy

The growth and employment experience of Bangladesh and related international experiences
have a number of important lessons that would guide the formulation of these strategies to
realize the targets for vision 2021 and the Sixth Plan. The important lessons are:

e The rising growth rate in Bangladesh has been underpinned by growing rates of national
savings and investment. Further increases in the pace of growth will require additional
investment and savings.

e Higher growth in Bangladesh has benefitted from a rising labor force both due to the
demographic transition of a higher share of working population and an increasing labor
force participation rate of the female labor. Encouraging higher female participation in
labor force and enabling them to undertake gainful jobs and stay in the labor market will
contribute to higher growth.

e While higher growth rate will require higher rates of investment, growth could also benefit
from improvements in total factor productivity. The productivity of both labor and capital
can be raised through a proper mix of policy and institutional reforms.

e The sectoral composition of growth has to change in favor of a much higher share of
modern manufacturing and organized services to create a more rapid expansion of good
jobs.

e The employment responsiveness of growth in manufacturing needs to increase to absorb
more labor.

e The average productivity of all sectors, but especially agriculture, has to grow to provide
better returns to labor.

e Economic growth, employment and investment respond to policy and institutional reforms.
Many good policies have helped increase private saving and investment rates and
supported growth. Yet, there are many other reforms that remain to be implemented in the
areas of infrastructure, business deregulation, trade reforms, financial sector reforms, tax
policies, information technology, education and training which all have a bearing for
growth and employment by improving incentives, reducing cost, and raising productivity.

Savings and Investment

Despite the good performance in increasing the saving and investment rates, these rates are
much below those found in the faster growing economies of East Asia and in India (Figure 2.
8). While it is debatable whether a country really needs to emulate China’s rates of saving and
investment rates and should there be a better balance between factor accumulation and
productivity, there is no question that Bangladesh needs much faster rate of investment to
achieve the 8-10 percent GDP growth rate. A simple rule of thumb is to look at the overall
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incremental-capital output ratio (ICOR). Presently, Bangladesh’s 6 percent growth is
underpinned by an investment rate of 24 percent, implying an ICOR of 4. Assuming no
increase in productivity over the present level, an 8 percent GDP growth will require some 32
percent investment rate while a 10 percent GDP rate will require a 40 percent investment rate.

Figure 2.8: Average Savings and Investment Rates, FY06-FY09
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Even with some gains in long-term productivity the investment rates will remain large in the
foreseeable future for at least two reasons. First, infrastructure in Bangladesh is quite
underdeveloped and will require huge amount of investment, and second, long-term
productivity growth itself will require initial investments and the gains will emerge with a lag.
For example investments in labor skills, better technology including in IT, and research and
development (R&D) are all necessary to raise productivity. Many of the gains in productivity
from these investments will come in the medium term.

On the savings front, Bangladesh is well placed. The domestic saving rate has been rising as a
share of GDP, benefiting from a supportive demographic transition where the share of
working population has been steadily rising. The expansion of financial saving opportunities
associated with the growth of the financial sector has also helped. With improved business
environment, corporate saving is also on a rising trend. Further improvement in the business
environment will help increase the corporate saving rate further. Perhaps the biggest scope for
raising domestic saving rate is through the public sector by increasing public revenues which
are remarkably low, even by low-income country standards. The domestic resource
mobilization strategy is discussed further in chapters 3 and 4 dealing with the macroeconomic
framework and the SFYP financing issues.

Concerning the national saving rate, as noted earlier, since 2000 the rapid growth of
remittances have fueled a tremendous inflow of private transfers and rapidly raised the
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national saving rate. This expansion has outstripped the investment effort. The outlook for
remittances looks robust. Despite the global financial crisis, Bangladesh continued to show
sizeable gains in remittance inflows although the rate of expansion slowed. As the impact of
the financial crisis stabilizes, Bangladesh can expect to have a steady flow of remittance
income over the medium term.

Increasing the rate of investment is a bigger challenge. Following steady increases, the
investment rate as a share of GDP seems to have stabilized at around 24 percent of GDP. The
policy challenge is to increase this rate to 32-33 percent over the SFYP period and to 38-40
percent by FY21. The policy reform efforts to accelerate the investment rate in both the public
and private sectors will be strengthened during the Sixth Plan. In addition, emphasis will be
placed on the quality and composition of investment. Among the major policy reforms that
will be undertaken include:

e Strengthening the domestic tax effort through reform of income and value-added taxes and
improvements in tax administration.

e Emphasizing public expenditure on infrastructure.
e Reforming the state-owned enterprises to cut losses and improve efficiency.

e Improving incentives for private investment: through further business deregulation;
through public-private partnerships in the financing of infrastructure; by reforming taxes to
penalize speculative investments in real estate and stock markets and support investments
in manufacturing and infrastructure; and by further improving the efficiency of the
financial sector to lower intermediation costs and provide long-term financing options
through an efficiently managed stock and bonds markets.

Taking Advantage of a Growing Labor Force: As noted, as a result of the demographic
transition the share of working population in the labor force has increased. This, combined
with the increasing participation of female labor force is a positive factor for growth prospects.
However, at 24 percent (Table 3.3 above) the female participation rate is still very low by
international standards and there is much scope for increasing the growth of labor force.
Higher female labor participation has largely benefitted from girls education. Continued
efforts to push female education at secondary and tertiary levels will be made in SFYP. To
increase women’s participation in the labor force further efforts will also be made in SFYP for
social mobilization to facilitate women’s access to employment and computer literacy which
enable them to enter into the IT sector and utilize ICT.

Increasing Factor Productivity: Along with more rapid growth, the average labor
productivity has increased since independence but from a very low base. Consequently, the
average labor productivity in Bangladesh is very low by international standards (See Figure
2.9). With higher investment, especially in human development, the average labor productivity
will rise but the challenge for raising total factor productivity will remain. Policies that might
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contribute to higher total factor productivity include technological change brought through
direct foreign investment, investment in research and development, and investment in IT.
Indeed, the “digital Bangladesh” idea popularized by the Bangladesh Prime Minister if
implemented well can contribute to increasing the contribution of total factor productivity to
the growth rate. These policies will be pursued at the aggregate level and complemented by
sector specific policies.

Figure 2.9: Average Labor productivity, FY07
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Transforming Bangladesh’s Agrarian Economy: Transforming Bangladesh’s agrarian
economy into a modern manufacturing and service based economy is a long-term challenge.
Yet this is needed to achieve a faster pace of growth and good job creation. The focus on
manufacturing does not mean neglect of agriculture. It is simply recognition of two important
points. First, the rapid expansion of agriculture is limited by the availability of land, which is
a fixed factor, and by demand (food tends to have low income elasticity), and second, the
increase in average labor productivity will require a strategy to withdraw labor from low
productivity agriculture to higher productivity activities in manufacturing and modern
services. Within agriculture there is substantial scope to raise the farm produce yields per
hectare and to diversify agriculture from lower valued-added production to higher value-added
production. These improvements will allow farm incomes to rise while also stabilizing food
prices for urban consumers. The strategies and policies to raise productivity in agriculture and
manufacturing while also enabling the required economic transformation are discussed below
in greater detail.

(a) Raising Agricultural Productivity: Bangladesh agriculture is dominated by crop
production that presently accounts for some 60 percent of the sectoral value-added. Within
crop production, rice is dominant (around 60 percent of crop sector value-added). In many
ways Bangladesh can still be regarded as a rice economy and its production and prices play
a major role in domestic policy making. Despite the dominance of rice, the structure of
agriculture has changed slowly with some gains mainly for fisheries (Figure 2.10).
Livestock has remained virtually stagnant, while forestry products registered a small gain.
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The intense policy focus on rice has paid off well in terms of a rapid growth in rice
production since independence. Absence natural disasters and other weather related
mishaps, Bangladesh today is nearly self-sufficient in rice production. This is indeed a
remarkable achievement and has made a major contribution towards securing food
security. Many policies contributed to this progress including adoption of the seed-
fertilizer technology, provision of irrigation, farm extension, research and development
and public subsidies on fertilizer and water.

Figure 2.10: Bangladesh: Structure of Agriculture, FY81-FY10
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Productivity gains in rice production have been substantial, registering almost a three-fold
increase in paddy yields per hectare between 1970 and 2009. Nevertheless, there is substantial
scope for raising rice productivity as illustrated by productivity gap with the more productive
rice producing economies (Figure 2.11). So, a key policy focus for the rice sub-sector during
the SFYP is how to gain improvements in productivity.

Figure 2.11: International Comparison of Rice Productivity, FY10
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The recent global food price inflation illustrates the critical importance of ensuring food
security for a large poor country like Bangladesh. Past progress in rice production suggests
that Bangladesh has the capacity to achieve food security efficiently through domestic
production. Indeed, with proper incentives there is scope for food exports. The emphasis on
productivity improvements will be particularly helpful in reconciling food security objectives
with farmer incentives.

The limited diversification in agriculture, both within crop production and outside, is in part a
reflection of the limited gains in productivity in other areas. A faster pace of diversification is
needed to raise farm incomes. The demand for higher value-added crops like fruit, vegetables,
oil seeds, and legumes is much more income elastic than rice. Additionally, these products
have export potential. Outside crop, the good performance of fisheries is partly a reflection of
higher export prices, especially for shrimps. However, its declining income share in sectoral
value added suggests the need to rethink the production and marketing. The weak contribution
of livestock is quite disappointing in the face of galloping domestic prices. The demand for
livestock is highly income elastic and even in the absence of export prospects, in view of
tough quality standards and much higher productivity in competing countries, the growing
domestic demand and rising prices is an indication of domestic supply constraints that need to
be addressed.

Much of agriculture is in the private sector and private sector investors including farmers
respond to incentives. The key policies that affect incentives include prices of output, prices
of inputs, taxes, subsidies, and public spending on rural infrastructure. Output prices are
market based for most agricultural products except rice. Given the strategic importance of
rice, the price of rice is regulated primarily through an export ban but also through buffer stock
operations. The present policy regime provides incentives to rice farmers through input
subsidies on fertilizer and water (diesel for irrigation). For all agriculture, public expenditure
supports the availability of water through various irrigation schemes, through research and
extension, by building rural roads, and providing electricity to rural areas.

The public spending priorities in terms of focus on rural infrastructure has served agriculture
well and this focus will continue. Input subsidies on fertilizer and water have also contributed
to the expansion of rice and this policy will be maintained. The SFYP will seek to provide a
more flexible approach to rice pricing by better balancing the need for farmer incentive with
price stability for the consumers. The objectives of providing incentives to farmers while
keeping the price of rice affordable for consumers will also be reconciled by increasing rice
productivity.

Private investments in non-rice agricultural activities are constrained by a number of factors
including rural roads, availability of power, and rural finance. A more rapid progress in
improving farm-to-market roads and the increased availability of rural power will be achieved
by re-focusing agriculture spending away from subsidies to these areas. Regarding rural
finance, despite many initiatives of the past including the substantial progress with micro-
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credits, the quantity and pricing of rural finance remains a matter of serious concern.
Productivity growth in these activities will require producing to scale, focus on quality and
standards for export markets, and improvement in private trade logistics such as cold storage
facilities. These are relatively more capital and skill intensive endeavors and without adequate
institutional finance at affordable rates, this transformation of agriculture will be heavily
constrained. Higher productivity will also benefit from partnership with foreign producers that
are present market leaders. Such foreign direct investment (FDI) partnerships are the best
source of technology transfer and productivity gains. Many of the policies that support private
sector development in manufacturing broadly are also relevant for private investment in non-
farm rural enterprises. These are discussed in greater detail below.

b) Boosting the Manufacturing Sector Performance: The evolution of the manufacturing
sector in Bangladesh is indicated in Table 2.4. In the 1970s and the 1980s the performance of
the manufacturing sector was lack luster, growing below the average growth of the economy.
Following the initial debacle, the manufacturing sector growth performance improved during
the 1990s. The faster pace of expansion of manufacturing relative to total GDP since FY91
caused its share to increase gradually, rising from its low level 12 percent in FY91 to 17.2
percent in FY10. In the 1970s and 1980s, manufacturing sector performance was constrained
by the dominance of poor performing nationalized enterprises, inward looking trade policies
and inadequate private investment due to poor incentives.

Table 2.4: The Structure of Bangladesh Manufacturing Sector, FY81-FY10

FY81 FY91 FYO01 FY10
Size
Total (% of GDP)’ 13.7 13.4 15.6 17.9
Of which
- Large and Medium Scale 9.7 9.4 11.1 12.7
- Small Scale 4.0 4.0 4.5 5.2
Growth Rate (% annual average over the decade ending )®
Total 2.0 5.0 6.9 7.6
- Large and Medium Scale 2.9 4.9 7.0 7.5
- Small Scale 1.0 5.1 5.8 7.9
Employment
Share of total employment 8.7 10.1 9.9 12.0
Exports
Percent of GDP 4.1 68| 106] 172
Percent of Total Exports 65.5 78.9 92.1 90.9
RMG (% of Total Exports) 0.1 38.9 56.1 77.1

Source: Bangladesh Bureau of Statistics

7 Shares are calculated in current prices.
¥ These are average growth rate over the preceding decade except for FY 1981 that is calculated over FY 1975
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The policy regime for manufacturing improved significantly in the 1990s, based on investment
deregulation, trade liberalization, better exchange rate management and improved financial
sector performance. The emergence of the private sector led, export-oriented ready-made
garments (RMG) sector as a dominant economic activity considerably altered the structure of
the manufacturing sector. Along with a growing share of GDP, the manufacturing sector
quickly dominated the export market and contributed to an expanding GDP share of exports.
Together with remittances, the RMG sector has emerged as an economic power house in
Bangladesh.

Despite this improved performance, overall the manufacturing sector does not show the
dynamism that is witnessed in the East Asian economies. The average growth rate us still in
the single digit and the employment share of manufacturing has increased modestly to 12
percent. Manufactured exports are heavily concentrated in RMG and a few other
commodities. To achieve the Sixth Plan’s targets of increasing the manufacturing sector’s
GDP share to 25 percent and employment share to 16 percent by FY15, its growth rate needs
to be boosted to double digit levels. Both large and small enterprises need to contribute to this
growth. The role of small enterprises is particularly important to provide the employment
base. The promotion of small enterprises in rural areas needs to be a major strategic element
for creating higher income and employment in the rural economy, which is critical for
sustained poverty reduction.

How can manufacturing grow faster than in the past? How can it absorb labor at a faster
pace? One can draw from the lessons of experience as well as from economic theory. Rapidly
growing East Asian countries have relied on exports to develop their manufacturing sector
with a great deal of success. From theory (the Hecksher-Ohlin model of trade) one can argue
that Bangladesh can concentrate its development efforts on promoting labor intensive
manufacturing exports based on the rationale that it has a relatively abundant labor endowment
that gives it a cost advantage in labor intensive products. The experience with the ready-
made-garments (RMG) sector seems to support both points.

One debatable aspect is can Bangladesh emulate the experience of East Asian economies in
terms of successfully launching its large scale manufacturing sector or should it concentrate
instead on medium and small enterprises? This debate partly germinates from the New
Economic Geography (NEG) that suggests that the large scale manufacturing faces increasing
returns and as such agglomeration benefits of freer trade and lower transport costs tend to
accrue to existing firms making new entries difficult until such time that factor costs (typically
labor costs) more than offset the agglomeration advantages. This debate requires additional
research. But there is no reason for Bangladesh not to focus on the policy framework for
implementing an export-oriented manufacturing strategy. The structure of manufacturing in
terms of size (large, medium and small) and product composition will emerge from market
conditions relating to demand, cost competitiveness, quality of products, and marketing
efforts.
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On the demand side the recent experience suggests that the world demand is not a major
constraint for Bangladesh despite the recent global downturn. This is because Bangladesh is a
very small player in the world market (exporting $12 billion of RMG products in a global
market of $600 billion) and the experience of the RMG sector during the recent global crisis
shows that a small country like Bangladesh that is producing low-cost, mass-consumption
products (low end of the RMG market) can not only survive but even expand its market share
with attention to market trends. Nevertheless, trade policies of partner countries can reduce
access to Bangladeshi exports. These constraints to market access will be analyzed and
resolved through proper dialogue with the authorities of concerned countries at multilateral,
regional and bilateral levels. However, much of the policy attention will focus on production
incentives, quality and cost competitiveness, and diversification of our export basket.

Regarding production incentives, investment deregulation, tax policies and labor market
policies are important. There is also plenty of empirical evidence that the exchange rate and
trade protection both matter for exports. The deregulation of investment policies has happened
steadily since the 1980s, gathering momentum in the 1990s. Some progress has also been
made to improve the tax structure but the inadequacies in the tax system resulting from virtual
exemption of resources invested in land and stock markets including capital gains provide a
natural bias against investments in risky and taxable ventures as in manufacturing. By and
large, the labor markets in Bangladesh are flexible and manageable and wage costs are not a
major constraint to manufacturing expansion.

By and large, Bangladesh has well managed its exchange rate policy although the appreciation
of the real exchange rate since 2006 needs careful monitoring. On the trade protection front,
unfortunately, Bangladesh has moved hesitantly. While trade protection has come down
sharply from its very high levels in the early 1990s, Bangladesh remains amongst the most
heavily protected countries in the world. Trade reform has also stagnated over the past few
years. A rapidly expanding and diversified export-oriented manufacturing sector requires a
much faster pace of trade liberalization and commensurate measures to minimize if not
eliminate anti-export bias of the existing trade regime.

Regarding quality much will depend upon the quality of labor and adoption of better
technology. The Labor Force Survey data show that some progress has been made in
upgrading labor skills through improvements in education and training, but there is a long-
long way to go. Indeed, the 78 percent informal labor force cannot be overnight converted
into quality labor for manufacturing and formal services without a long-term massive
enhancement effort in education and training. This is a huge challenge and requires a long-
term strategy for public investment in human development and improvement in service
delivery. Concerning technology, the experience of the RMG sector clearly demonstrates the
importance of diffusion of technology through partnership with foreign investors. The
adoption and successful implementation of the Digital Bangladesh program will also help raise
labor productivity, reduce transaction costs, and improve market access as well as customer
responsiveness.
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Concerning cost, the most obvious place to look for improvement is in infrastructure. Both
power and transport are key determinants of cost competitiveness. In electricity, the
inadequacy of supply is well known. While efforts are underway to mobilize new investments
in power, innovative ways must be found to address the power crisis. Among the solutions
include better demand management, more aggressive efforts for energy trade with neighbors,
ensuring the efficiency of electricity production and distribution, and ensuring the financial
viability of the electricity industry. In transport, Bangladesh faces trade logistics costs that are
much higher than in East Asian countries or in India. Trade logistic cost has to be brought
down substantially through new investment in transport network including sea-ports,
improvements in performance of existing facilities, and much better traffic management.

c) Strengthening the Services Sector and Others: The services sector has performed
relatively better than agriculture and manufacturing and has been most important contributor
to growth acceleration in Bangladesh (Table 2.5). Services such as professional services,
finance, transport and public administration have been the leaders in spurring growth in this
sector. Growing domestic demand and flow of remittances have been key determinants of the
expansion of the services sector. The rapid growth of professional and financial services since
2000 is also indicative of a qualitative shift in the composition of the services sector.

Table 2.5: GDP Contribution of the Services Sector and Others FY81-FY10

(Share of GDP %) FY8L  FY91  FY0l  FY10
Services 474 47.9 50.0 52.9
Of which:

Wholesale and Retail Trade 12.9 12.4 12.2 14.8
Transport, Storage and Communication 10.7 9.7 9.0 10.7
Housing Services 8.1 8.6 8.7 6.8
Public Administration and Defense 1.5 2.1 2.3 2.8
Other Services (professional services, finance, etc 14.2 15.1 15.0 17.8
Others (Construction, Public utilities, Mining) 7.2 8.3 10.4 10.6
Of which: Construction 6.0 5.9 8.0 8.4
Growth Rate (% annual average over the decade)

Services (annual average ) 4.0 3.7 5.8 7.3
Of which:

Wholesale and Retail Trade 5.0 3.6 5.0 6.9
Transport, Storage and Communication 4.0 4.3 4.4 7.5
Housing Services 3.0 3.2 34 3.7
Public Administration and Defense 4.6 6.7 7.1 7.3
Other Services (professional services, finance, etc) 6.3 4.8 6.5 7.0
Others (Construction, Public utilities, Mining) (annual average) 6.5 5.4 7.2 7.2
Of which: Construction 6.5 54 8.3 6.0

Source: Bangladesh Bureau of Statistics

This may suggest the onset of a structural change in the services sector which augurs well for
future growth. Nevertheless, the employment data shows that the large bulk of services
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employment is still informal in nature. Promoting the expansion of organized services remains
a major challenge for creating more productive and higher return jobs in Bangladesh.

Services sector is typically demand driven. So, the growth in manufacturing and agriculture
and their transformation to more export-oriented and commercial production (of agriculture)
and continued inflow of remittances will support the growth and transformation of the services
sector. At the same time, the focus of public investment on infrastructure, reforms in financial
sector, and better human development will also improve the quality and productivity of the
services sector. An area where Bangladesh is lagging behind concerns exports of services.
India’s great success in breaking through this market, especially based on Information
Technology (IT) is an example of how the services sector can be modernized to boost exports
and income. The implementation of Digital Bangladesh is a key positive step in this regard.
Facilitating women’s access to computer literacy can play an important role in improving
domestic capacities for services exports. Better trade in services with the neighbors, especially
India, can also play an important role in improving domestic capacities for services exports.

Regarding other activities which comprises of construction, public utilities and mining,
construction is the dominant activity. This has been a dynamic source of growth in Bangladesh
since the early 1990s, fueled by growing income, remittances, private investment and
urbanization. Construction related to housing and commercial enterprises have both
flourished. As a result, the value added of construction has grown faster than overall GDP.
The construction industry also has been a significant source of job creation for skilled and
semi-skilled labor. Over time, the quality of construction activities in urban areas has also
increased. This will remain a source of higher growth and employment in the medium term.

d) Managing the Cross-cutting Sectoral Linkages: The strategic review of policies for
transforming the Bangladesh economy, especially the manufacturing sector, raises a number of
cross-cutting sectoral linkages that need reform. These include trade policy reforms to reduce
the anti-export bias of production, reforms of the financial sector to improve access and reduce
cost of finance, improvement in infrastructure, and development of skills.

Trade Policy Reforms: Bangladesh made significant progress in reforming the foreign trade
regime and reducing protection since the early 1990s. This is reflected in the simplification of
trade licensing, removal of quantitative restrictions, reduction in custom duties, and the
implementation of a flexible exchange rate policy. As a result the trade to GDP ratio has more
than doubled since FY91, reaching 40 percent of GDP in FY10. This progress with trade
liberalization has served Bangladesh well in terms of growth and poverty reduction.
Nevertheless, the average tariff protection in Bangladesh is still very high (Table 2.6) as
compared to most other South Asian countries, even though average protection in South Asia
is higher than in other regions.
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Table 2.6: Current Trade Regimes in South Asian Countries

Policies India Pakistan Bangladesh Sri Lanka Nepal

(FY09) (FY08) (FY10) (FY09) (FY08)
Some QRs on imports Yes Yes No Yes (minor) Yes (minor)
Some direct export subsidies Yes No Yes Yes No
Indirect exports subsidies Yes Yes Yes Yes Yes
Trade/GDP (%) 33.4 28.1 41.9 40.9 32.5
Avg. Custom duty 10 n.a 13.6 n.a n.a
Cu_stoms duty+ Other Para- 10 16 221 ”7 125
tariffs

Source: Policy Research Institute

One worrisome development in Bangladesh budgetary management is the growing importance
of a range of supplementary duties (para-tarrifs) that have grown in significance and are
almost inversely correlated with the reduction in custom duties (Figure 2.12). These para-
tariffs have tended to offset much of the gains intended for productivity gains and export
promotion through the impact of lower customs duties on protection. The large dispersion of
both customs and supplementary duties tends to distort production incentives through high
rates of effective protection. Importantly, the current tariff regime undermines export
competitiveness and impedes growth of new exports, thus restraining export diversification.

Figure 2.12: Average Nominal Protection and Para-tariffs
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A part of the reason for imposing supplementary duties was to raise revenues. But research
has shown that much of these duties have ended up raising protection instead. As Bangladesh
moves towards a more modern tax regime with greater reliance on income and value-added
taxes during the Sixth Plan period, the role of supplementary duties for protective purpose will
be substantially reduced with a view to limiting them for discouraging socially undesirable
consumption or for discouraging luxury items by imposing supplementary duties uniformly on
imports and domestic production. To support the growth of a labor-intensive, export-oriented
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manufacturing sector, a review of the trade protection regime will be done with a view to
lowering protection.

Banking Sector Reforms: International evidence shows that over the longer term economic
development and the maturity of the financial sector are strongly correlated. In today’s world
of global markets and competition, the cost and efficiency of financial services can often make
the difference between a competitive and non-competitive firm. In low income developing
economies the financial sector typically tends to be dominated by banking enterprises. Non-
bank financial institutions and capital markets normally tend to be at an evolutionary stage.
So, much of the financing for private enterprises are typically provided by the banking sector.
This situation is also representative of Bangladesh. For example, as of December 2008, the
banking sector accounted for over 80 percent of the country’s financial assets. Consequently,
the performance of the banking sector is a key determinant of the growth of the private sector.

Formal banking sector performance and future strategy: In Bangladesh, following
independence, the banking sector was nationalized. The dominance of these nationalized
banks continued well until the late 1990s, even though gradually private banks were allowed
entry into the banking business. The combination of public ownership and lack of competition
contributed to not only weak performance of the banking sector measured in terms of what is
known as the CAMEL indicators, but very importantly, the banking sector became a huge
source of rent seeking and corruption. One key indicator of this is the volume of non-
performing loans. For example, as of 2000, total non-performing loan (NPL) of the state-
owned commercial banks (SCBs) stood at a whopping 39 percent of total loans (Taka 110
billion or 10 percent of GDP). While some of the NPL reflected bad lending decisions,
especially those given to weakly performing public enterprises, a large part reflected the non-
servicing of loans by politically well-connected private business. This NPL ratio has come
down recently based on reform efforts while at the same time the lending share of the SCBs
has been sharply cut back by greater competition from private banks, yet the gross NPL of
SCBs remains fairly large (24 percent or around taka billion 200 as of June 2009). In the
private sector, NPLs for domestic private banks fell from 22 percent in 2000 to only 4.9
percent in June 2009.

Historically, Bangladesh has suffered from a poorly performing banking sector due to public
ownership, lack of competition, poor governance, weak management, inadequate regulatory
framework and lack of Central Bank’s autonomy and capacity. This manifested itself in a
sharply deteriorating banking portfolio quality, raising concerns about its viability. Faced with
this alarming situation, Bangladesh has launched a comprehensive reform program since 2000.
The program has focused on improving prudential regulations, strengthening the oversight
capacity of the Bangladesh Bank, improving competition through greater participation by
private banks, deregulating interest rates and developing the banking legal system for speedy
resolution of loan disputes.
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Evidence shows that good progress has been made in deregulating interest rates, strengthening
prudential regulations, enhancing the capacity of the Central Bank and allowing more
competition through greater entry of private banking enterprises. Less progress has been made
in reforming state owned banks, preparing them for privatization, and developing institutions
for speedy resolution of loan recovery disputes.

The outcomes show this policy progress. Thus, there has been a significant growth in banking
deposits and credit relative to GDP, a sharp increase in the private sector banking activities
from a low base, interest rates now better reflect market forces, and there has been significant
improvement in the quality of banking portfolio in terms of better capital adequacy ratios and
lower share of NPLs. The performance improvement is mostly concentrated in private banks,
including domestic private banks. The private banks now have a greater share of the banking
deposits and loans than the public banks. Their NPLs are substantially lower than found in
public banks. This encouraging progress with the transformation of banking system within a
relatively short period is a truly commendable outcome.

Not surprisingly, private banks also show stronger performance in terms of CAMEL
indicators. Despite some improvement, the quality of public banks remains of major concern.
Evaluation of CAMEL ratings suggests that the performance of most public banks is rated as
marginal.

When compared internationally, despite the substantial progress over the past few years, the
average banking performance in Bangladesh is weaker than in other large South Asian
countries of India, Pakistan and Sri Lanka. This performance ranks even less favorably when
compared with the East Asian countries, particularly regarding banking portfolio quality and
capital adequacy.

The experience with banking reforms in Bangladesh suggests two important lessons going
forward. First, prudential regulations matter a lot for improving the efficiency and soundness
of the banking institution. This is also the most important lesson emerging from the global
financial crisis. So, further progress with instituting prudential regulations and
oversight/supervision responsibility/capacity of the Central Bank will be pursued. Secondly,
competition and sound management of public banks matter a lot in strengthening the quality of
the banking system. Greater competition by allowing new entry of private banks is fast
changing the quantity and quality of banking services in Bangladesh. The continued
vulnerability of the banking sector is largely explained by continued management weaknesses
in the SCBs. While partial reforms have helped improve performance in SCBs, this
performance remains substantially weaker than in private banks, thereby sharply pulling down
the industry average. The continued high NPL ratio for SCBs is of particular concern.
Although some progress has been made in recovering loans, this remains a major challenge for
the SCBs. For the Sixth Plan, efforts will be made to strengthen the performance of the SCBs
by ensuring better management and accountability by strengthening the oversight of the

58



Bangladesh Bank. Continued efforts will be made to recover overdue loans and improve
performance of SCBs through the corporatization process.

Regarding prudential regulations and capacity of the Bangladesh Bank, past progress has
served Bangladesh well. This progress will be consolidated with an even greater move to
ensure the independence of the Bangladesh Bank. International experience suggests that
countries with an independent monetary authority tend to perform better with regulating the
financial sector and managing inflation. On the regulatory front, in addition to implementation
of measures for strengthening the soundness of the banking sector (e.g. implementation of
Basel II Framework), a careful review of the state of corporate governance and the points of
vulnerabilities would be helpful to assess progress on this important dimension and to design
appropriate measures.

Finance for the Poor: Global experience shows that formal banking does not always service
the needs of the poor and underprivileged who typically are engaged in small-holding
agriculture and small rural and urban enterprises. Different countries have adopted a variety of
publicly-supported specialized schemes to reach out the poor engaged in these enterprises.
These include specialized financial institutions like Agricultural Credit Banks, Cooperative
Credit institutions, and subsidized credit schemes channeled through commercial banks.
Governments, through central bank directives, often also require commercial banks to provide
a certain amount of credit for special programs such as agriculture. These programs invariably
involve subsidized credit and credit rationing owing to excess demand. Evidence on the
success of these enterprises in achieving stated objectives is mixed. In view of these
limitations, social enterprises like micro-credit schemes have emerged as a growing business
in most developing countries.

In recognition of the role of finance in poverty alleviation, the Government has adopted an
inclusive strategy of credit for the poor and under-privileged. The main challenge lies in
specific program design and implementation to ensure that the programs are cost effective and
reach the intended beneficiaries. The publicly supported programs of credit for the poor in
Bangladesh include provision through formal institutions such as the Bangladesh Agricultural
Bank, subsidized credit through the formal public commercial banks, specialized programs for
small and medium enterprises (SMEs) through the SME Foundation, special credit programs
for agriculture and SMEs managed by the Bangladesh Bank, and a range of micro-credit
schemes supported through the PKSF. Additionally, of course, the micro-credit social
enterprises like the Grameen Bank, ASA, and the BRAC-supported micro-credit schemes are
active participants in supplying credit to the poorest of the poor.

The SFYP will make concerted efforts to enhance the availability of credit for the poor.
However, given the multiplicity of initiatives, limited capacity, excess demand and limited
budget, there is a need to review the cost-effectiveness of these programs to ensure that the
stated objectives are being achieved. As an example, the program for supporting the SME
sector through subsidized credit is hampered by the lack of adequate data on the sector.
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Without a proper database it is very difficult to know where the money is going and what the
impact of this program is. There is a perception that a part of the resources channeled through
the SME window may have been diverted to the share market. This is illustrative of the
importance of having a proper supervision, monitoring and evaluation of the SME program.
Ensuring an adequate results-based monitoring and evaluation (M&E) framework for all
government programs, but especially for subsidized credit, is a core policy reform that will be
implemented over the Plan period. Based on this review the various credit programs will be
strengthened.

Capital Market Reforms to Promote Private Investment: Bangladesh stock market has
grown in size in terms of market capitalization, market turnover and is poised to become a
source of mobilizing investment by listed companies (Figure 2.13). Although the recent bull
run had pushed market valuation well beyond the underlying economic fundamentals,
following the significant market correction since January 2011, stock prices have broadly
reached their fundamental levels. Despite the correction, market capitalization at about 35.3
percent of GDP (as of March 2011) is quite respectable and likely to grow steadily with many
new firms listing in the stock market in the coming years. Market turnover has also stabilized
to more sustainable levels and likely to grow in a sustainable manner.

The role of the stock market as an important source of investment fund is likely to grow in a
sustainable manner during the SFYP period. The rapid growth of the capital markets in recent
years in terms of market capitalization and turnover and broader participation of investors are,
by and large, welcome trends in terms of the ongoing development of our financial system.
However, the recent correction and increased volatility in the stock market have raised a
number of important issues in terms of effectiveness of the regulatory framework as well as
the need for reforms that might reduce the excesses and improve the functioning of the stock
market.
Figure 2.13: Bangladesh: Total Market Capitalization
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The recent developments in the stock market are shown in Figure 2.14. The main drivers of
the 2-year bull run in the stock market were: excess liquidity growth with broad money (M2)
expanding by more than 20% last fiscal year and once again this year; a sharp increase in the
number of retail investors (from 0.5mn around three years ago to 3.21 million by end of
2010); lack of supply/IPOs with only 6 IPOs and 2 direct listings in 2010 and limited issuance
in 2009; excessive investment by commercial banks in the capital market; microcap and low
free float stocks being more vulnerable to extreme price volatility; and on occasions,
inadequate coordination among regulatory authorities sometimes leading to moral hazard.
These developments suggest the need to manage the capital market with much more care than

in the past.
Figure 2.14: Bangladesh Capital Market Developments
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To ensure healthy growth of the stock market, wide ranging reforms including strengthened
market surveillance by the SEC will be implemented. The envisaged reforms will encompass
improved regulations in respect of accounting rules, transparency issues, governance structure
and reporting requirements; criteria for determining insider trading; rules for dealing with
market sensitive information/announcements; and sanctions (criminal and financial) for
violations of the rules and regulations. Initiatives will also be taken to promote more
fundamental research; and training of professional market participants through a range of
programs under the newly established Capital Market Institution. Measures will also be taken
to stimulate increased equity issuance in Bangladesh including fairer IPO pricing with the re-
adoption of the book building method; regulations and tax incentives for increased free float;
the listing of State Owned Enterprises; and the development of a mechanism whereby
companies can raise the capital they need and meet free float requirements. The government
and regulators would consider carefully the issues related to commercial banks’ exposure to
the capital market, and ensure more regular co-ordination between Bangladesh Bank and SEC
on stock market policies.
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Power Sector Reforms: At the start of the Sixth Five Year Plan, Bangladesh faces an
unprecedented energy crisis that has taken the form of a sectoral ‘emergency’. The frequency
of power and gas outages is threatening citizen welfare. The annual loss to production and
income from power outages could well exceed 0.5% of GDP per year. The availability of
domestic primary fuel supply is getting so scarce that it is forcing severe measures like
shutting down fertilizer factories, rationing gas supplies for household and transport uses, and
keeping idle installed power units. This sad state of affairs reflects years of mismanagement
and neglect, so much so that power has now become a binding constraint to higher GDP
growth.

Every 1% of GDP growth is estimated to lead to a growth of 1.4% in electricity demand in a
typical developing country. For a 5-6% typical annual economic growth rate, this would
imply a need for close to 7-8% growth in electricity supply. Rural electrification ratio
expanded rapidly since the early 1990s, growing from 10 percent in 1994 to 37% in 2008.
Yet, this is still amongst the lowest in developing world. In the rural economy, low power
connectivity is a serious constraint to non-farm sector growth. Against this demand pattern,
unfortunately no substantial low-cost and reliable power generation capacity has been added
since 2002.

Due to the severity of the power crisis, the Government has been forced to enter into
contractual agreements for high-cost, temporary solutions, such as rental power and small
IPPs, on an emergency basis, much of it diesel or liquid-fuel based. This has imposed
tremendous fiscal pressure, as budgetary transfers are routinely made to the power sector in
order to enable it to stay current on payments to power suppliers. The Government is aware
that precious resources are being diverted to cover operating losses of the utility that arise
from purchasing short-term high cost power which is not sustainable for the financial health of
the sector in the long run. Therefore, the longer term strategy embedded in the SFYP power
sector plan is to use budgetary allocations to promote low-cost, sustainable expansion of
power generation, transmission, and distribution capacity.

Also, there has been no new capacity addition to fuel sources for power generation. With a
power sector that is almost totally dependent on natural-gas fired generation (87% of power
comes from gas-fired generators), the country is confronting a simultaneous shortage of
natural gas and electricity. Other fuels for generating low-cost, base-load energy, such as coal,
liquid fuel, or a renewable resource like hydropower, are not readily available, and any
policies put in place to access them are likely to have a 3-5 year lead time. Gas supply is
dwindling, and the absence of obvious choices for alternative fuels implies that there are no
readily identifiable and immediately available options for alternative, new generation sources
to meet its base-load power requirements.

Clearly, the situation calls for an urgent but well-crafted sustainable strategy to address the
energy crisis. Accordingly, the Government has adopted a comprehensive energy development
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strategy’. The strategy provides a balanced approach that looks at both supply increases and
demand management aspects of the energy market. Energy options from domestic sources
needs to be complemented with possible options for energy trade. Specifically, the strategy
will address what the Government can do about gas and power, and will look at options for
diversification of fuels for generation. The strategy will also explore alternative solutions such
as increased electricity imports from neighboring countries and LNG trade. The supply side
options will be balanced with policies for demand management that conserve energy and
discourage inefficient use.

In order to curb the existing energy crisis government in principle agreed in the construction of
a nuclear power plant (NPP) consisting of two reactor power units with a capacity 1000 MW
each (total 2000 MW) at Rooppur Nuclear Power Project (RNPP) Site.

A part of the reason for the past lack of investment in power is pricing policies that kept the
publicly owned electricity industry in constant deficit. It also contributed to inadequate
maintenance practices, resulting in power losses and frequent breakdowns. Other constraints
that have contributed to power crisis include difficult sector governance and inefficient
management.

The Government recognizes that electricity should be priced appropriately to both ensure that
there is efficient use of electricity and the industry generates enough surpluses for re-
investment. Social objectives like reaching out to the poor and rural community could be
achieved through cross-subsidization as well as explicit budget subsidies. As a result of past
reforms in pricing, regulations and management, private sector participation in electricity
generation has increased; the sector governance has also improved in a number of areas
including bill collection and corporatization. However progress on proper pricing of electricity
is still inadequate. A key policy reform for the Sixth Plan is to ensure proper pricing of power
based on a review of good international practices. The possibility of establishing private
electricity distribution companies will also be explored.

Energy trade including electricity trade with neighbors has tremendous potential for unlocking
Bangladesh’s long-term energy constraints in a cost-effective manner. South Asia’s North East
Sub-region has tremendous untapped hydro-power potential (See Table 2.7). Through proper
grid connectivity and transmission lines, the scope for power trade to relieve Bangladesh
energy constraint is tremendous. A head start has already been made to initiate power trade
with India. In the short-to medium term 250 MW of power flow through Bheramara-
Bahrampur grid connectivity is envisaged. Over the longer-term, this could move up to
1000MW of power imports. Importantly, grid connectivity with India opens up possibility for
power trade with Nepal and Bhutan. Additionally, opening up of power trade will facilitate
new investments from India’s private sector into Bangladesh for power as well as primary
fuel.

° Power Sector Future Rolling Plan (draft), Power Division, MOEMR; Sixth Five Year Plan 2011-2015, Energy
and Mineral Resources Division, MOEMR.
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Given the acute shortage of primary energy owing to past neglect, the Sixth Plan will put
special emphasis on its development. In addition to trade with neighbors discussed above
efforts will be made to exploit all possible sources of primary energy (hydro-power, gas, coal
and solar energy). This will be pursued in some combination of public investment, PPP, and

Table 2.7: Hydro-Power Potential in Northeast South Asian Countries

Country Hydropower potential (MW) | Installed Capacity (MW) | Utilization (%0)
Bangladesh 1897 230 12.1
Bhutan 30,000 432 1.4
India 148,701 25,587 17.2
Nepal 42,130 527 1.2
Total 209,008 26,776 12.8

Source: South Asia Regional Initiative for Energy, United States Agency for International Development

pure private investment. Proper pricing of primary energy will be critical to attract foreign
private investment as well as to ensure efficient use of scarce primary fuel. Social needs for
primary fuel will be balanced through cross-subsidies and budgetary transfers with a view to
reconciling incentives for private investment and efficient use with social need for ensuring
access for the poor.

Transport Sector Reforms: Research shows that trade logistic costs are a key determinant of
export competitiveness. According to World Bank analysis, Bangladesh ranks 79 out of 155
countries in terms of the 2010 trade Logistics Performance Index (LPI). This index is a
combination of performance on six areas: customs, transport infrastructure, international
shipments, logistic competence, tracking and tracing, and timeliness. The 2010 ranking is an
improvement in performance over 2007, yet this performance is much lower than competitors
(China at 13, India at 47 and Vietnam at 53). Bangladesh scores particularly low on customs
procedures, on transport infrastructure and logistic competence. Other international research
show that transport cost could well pose a greater barrier to trade than tariffs.

The economic expansion and social development witnessed in Bangladesh since independence
was accompanied by rapid growth in transport demand, at 9 percent per year. Much of this
growth was met by road transport, which emerged as a dominant mode of transport over the
years (Table 2.8). The share of passenger transport demand provided by road transport
increased from 54 percent in 1975 to 88 percent in 2005, while rail declined from 30 to 4
percent and Inland Water Transport (IWT) from 16 to 8 percent. A similar change also
happened for freight transport demand.
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Table 2.8: Growth of Transport Output and Modal Shares

Passenger Freight
Year Total Share (%) Total Share (%)
Tgﬁflm Road | IWT | Rail (Tbolﬂl'grr:)‘ Road | IWT | Rail

FY76 17 54 16 30 2.6 35 37 28
FY86 35 64 16 20 4.8 48 35 17
FY90 57 68 15 17 6.3 53 30 17
FY98 90 72 17 11 12 65 28 7
FY06 112 88 08 04 20 80 16 4

Source: Ministry of Communications

Due to its comparative advantages in terms of speed, flexibility, and accessibility, road
transport has emerged as the most popular mode of transportation in Bangladesh. Reflecting
this demand, road development has continued to receive major attention of all successive
governments since independence. Other modes of transport, particularly rail lost ground
rapidly. Policy attention also weakened.

Since independence the road infrastructure has much improved including rural roads.
Strategic investments in key bridges such as the Jamuna Bridge have also served the country
well. Yet, it is clear that the modernization needs are large and involve all modes of
transport—road, rail, sea, inland water and air. Rough estimates suggest 3-4 percent of GDP
in additional investment will be required per year to modernize the transport sector. Given the
large resource needs, priorities will need to be set. Also strategic partnerships with the private
sector will be necessary to mobilize the additional resources. In addition to investments, a key
challenge is to improve management. This is a particular issue in urban areas, especially
Dhaka, where traffic difficulties have become a nightmare.

A number of principles would guide the strategic choice of which transport investments should
proceed first. The Government has already put priority on the construction of the Padma
Bridge, which is of high national importance. The implementation of this decision is already
on a fast track. Another top priority is to build those transport network corridors that provide
regional connectivity to the two national ports. Bangladesh’s open access to sea is a great
national asset and the conversion of this asset to secure concrete gains requires conversion of
the two national ports, Chittagong and Mongla, to regional hubs allowing access to all
countries who wish to use these ports for trade. In addition to serving the needs of the nation,
the traffic coming from India’s Northeast, West Bengal, Nepal and Bhutan could provide a
high rate of return to this strategic investment. Related to this, the capacity of both ports need
to be carefully assessed and expanded as necessary to handle the expected cargo flows from
the neighboring countries. A third priority is to break the traffic gridlock in Dhaka. Given the
importance of Dhaka for the overall investment and growth of the country, the high-cost
imposed by the present traffic gridlock cannot be sustained without choking off the growth
potential and dynamism of the city and the country’s economy. A fourth, priority is to
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modernize Bangladesh railway through proper investments in rolling stocks, modern traffic
and safety equipments and the conversion of narrow gauge to broad gauge system to
harmonize with neighboring countries and allow the regional rail connectivity. Establishing
proper rail connectivity to provide access to Bhutan, India and Nepal to the Chittagong and
Mongla ports will be a major investment priority. A final priority is to continue upgrading the
rural roads to provide better farm-to- market access roads.

Even with these guiding principles, the underlying investment needs will be beyond the reach
of the annual budgets during the plan period, given the low initial resource base and other
competing claims on the budget. International experience shows that it is very much possible
to mobilize private funding for road network, especially in terms of inter-city toll roads and
bridges. The experiences from India and Indonesia are of especial relevance in this regard. As
noted earlier, the Sixth Plan will put substantial emphasis on the PPP approach to
infrastructure financing including for transport (discussed in greater detail in Chapter 3).

Money alone will not solve Bangladesh’s transport problems. Proper management is a key
issue that will be pursued over the plan period. The four most challenged areas are: urban
transport management; management of the railways; port management; and management of
the airline industry. The traffic gridlock in Dhaka is not just an issue of pouring more money
in terms of building flyovers and new diversion roads. It requires a strategic overhaul of the
entire urban transport system. The opportunities for building flyovers and diversion roads are
many, but will ultimately be constrained by availability of land and the displacement of huge
number of people and existing facilities. So, a combination of strategic investments in choking
points, establishing time-of-day use restrictions, enforcing traffic laws, establishing school
busing system, investing in urban mass transit and proper pricing of fuel, especially CNG,
will be necessary. In the end, urban traffic management becomes a part of overall city
management and cannot be simply delinked. Railway reforms are well identified,
implementation has been a problem. This issue will be carefully reviewed to identify what has
held back progress. Based on this review, proper measures will be taken to speed up reform
implementation. In the area of port, the Government will look into the option of privatizing
port management. In airways, the deregulation of the industry has made some impact, but the
option of building a strategic partnership with a leading foreign commercial airline will be
examined to provide better scope for growth and dynamism. In Sri Lanka, the strategic
partnership between Air Lanka and Emirates has paid off very well.

Skills Challenge: The demographic dividend along with the scope for expanding the
participation of female labor force from its present low levels provides Bangladesh with a
great opportunity to convert these factors to its advantage by focusing on labor skills. In
general, average labor productivity is low in Bangladesh and investment in skill formation will
pay rich dividends in terms of growth acceleration. In technical terms, Bangladesh is way
inside its potential production frontier both due to low technology and also due to weak labor
skills. With proper policies, institutions and investments, Bangladesh can be pushed up to its
true production possibility frontier. For skills formation, a major challenge is to raise the
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quality of education at all levels as well as to increase enrollments at secondary and tertiary
levels. Improvements in education quality will also help address the chronic problem of school
dropout. In addition to investment, the education challenge requires improvements in public
service delivery through governance and other institutional reforms. Strengthening public-
private partnerships in education is important. Additionally, serious efforts are needed to
upgrade the capacity to deliver technical education and skills training. This is a major
deficiency that has not received much attention in the past and goes beyond public investment.
A true public-private partnership based on experiences in East Asian countries and India can
provide inputs to a successful training strategy. Education and training issues and the Sixth
Plan strategy are discussed in greater detail in Chapter 5.

MANAGING THE LAND CONSTRAINT

Being one of the most densely populated countries in the world, it is hardly surprising that
land has become the scarcest factor of production in Bangladesh. This is reflected in galloping
land prices throughout the country but especially in the metropolitan cities. Future growth
strategy must take this binding constraint into account in order to ensure its sustainability.
Efforts to reduce the growth of population will help, but better management of land is of
paramount importance for sustaining rapid growth in Bangladesh. Sound land management
also has a direct effect on people’s welfare and poverty reduction. Landless farmers are
amongst the poorest of the poor. Land is also essential for housing. The rapidly expanding
slum population and rising land prices in urban areas are indications of increasing difficulties
Bangladesh faces in providing people with proper shelter.

Past land use policy and management: Because of diversion of agricultural land to multiple
uses and river erosion, the per capita availability of land is declining and the loss of
agricultural land is going on at the rate of about 1 percent per year. The poor have very little
access to government land like char land, khas land, water bodies etc. There are land laws and
policies to allot such land to the poor and the landless, but in actual allocation the interest of
the poor is rarely preserved. The vested interest groups in both rural and urban areas are in de
facto and de jure possession of these lands with the help of money and muscle. The ethnic
people of the Chittagong Hill Tract (CHT) and other areas are losing their common property
rights in land. In the cities, the slum dwellers pay high rent for staying in the slums and they
remain under threat of eviction.

Land is being degraded by soil salinity, soil contamination, deforestation, water pollution,
falling water table and drainage congestion. Financial constraints, lack of awareness,
reluctance to obey rules and enforce laws, piece-meal efforts to deal with these issues,
implementation of contradictory and ineffective policies are the main reasons for such
degradation.

The Ministry of Land formulated a National Land Use Policy in 2001 to prevent land
degradation and to ensure its best utilization. The policy highlighted the need for carrying out

67



a National Land Zoning Program for integrated planning and management of the country’s
land resources. However, the institutional structure for implementation is lacking. Illegal
encroachment on rivers, canals and water bodies for housing, industries etc. is common in both
rural and urban areas. This leads to obstruction of the flow of water, reduction in flood plain
areas and increased flooding.

The Government is acutely aware of the poverty implications of landless farmers. To alleviate
this problem of landlessness, the Ministry of Land is implementing a program under which at
least 20 landless families are being given khas land in each upazila. A total of 6,397 landless
families in 436 Upazilas have been given nearly 2,185 acres of khas land till July 2009. In
addition, 71,032 landless families have been rehabilitated through providing khas land
including houses under Ideal Village I and II projects. Similar rehabilitation program has been
targeted for 10,650 landless households under Climate Victims Rehabilitation Project within
January 2009 to June 2012. In addition, rehabilitation of 9,500 households is in progress under
Char Development and Settlement-3 Project.

Strategies and policies for land management in the SFYP: The main goal of the
government’s land use policy and management is to ensure best possible use of land resources
and delivery of land related services to the people through modernized and efficient land
administration for sustainable development with accelerated poverty reduction. The lack of
coordination between different departments responsible for preparation and maintenance of
Record of Rights (ROR) often leads to confusion, conflicts and many instances of litigation
causing suffering of the people especially the small and marginal farmers. To mitigate this
problem, the Ministry of Land has already undertaken projects to conduct digital surveys and
introduce e-governance. Land records will be computerized and land mutation will be made
automatic.

Necessary measures would be initiated to ensure sound coordination of the activities
undertaken by department of registration, A.C. Land and DLRS. Through appropriate
delineation of supervisory responsibility of settlement activities, better coordination of the two
offices in dealing with the preparation and maintenance of land records at the upazila level
will be achieved. The Directorate of Registration will be directed to remove inconsistency in
land records management and also for immediate updating of land titles.

A database including all land resources, land zoning information and other resources in
selected areas such as Char land and other ecologically endangered areas will be developed.
The Ministry of Land is implementing a coastal land zoning project to ensure proper use of
land and mitigate land degradation. There will be provision for a participatory and joint
monitoring system with government employees and the local people for overseeing the
activities of land classification, and land record modernization for effective land management.
The participation of the poor in the whole process, from formulation to implementation of
laws and policies will be instituted.
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The land in CHT is administrated under the relevant Acts, Rules and Regulations of the
Manual of 1900. The customary common property rights of the ethnic people will be
protected. Laws and policies would be framed for the proper management of the land in the
CHT. The provisions of Rangamati/Khagrachari/Bandarban Hill District Local Government
Council Act 1989 have been amended according to the CHT Peace Accord. Laws and policies
will also be introduced to avoid environmental degradation, such as hill-cutting and tree-
felling, while using available land for the development of tea and rubber plantation.

The modification and simplification of all land-related laws are expected to remove many of
the land related disputes. A special committee will be set up to come up with
recommendations in this regard.

Planned use of land according to Land Zoning Maps prepared on the basis of present and
potential land uses will be ensured through enforcement of the provisions of relevant laws.
The provisions of the Town Improvement Act of 1953 will also be more strictly enforced. The
Government will take up projects for the development of rural townships where specific areas
are to be earmarked for housing, marketplaces, industries and infrastructure.

Land acquisition act and policy would be rationalized. Unused acquired land or acquired land
not used for the declared purposes would be resumed by the Deputy Commissioner. Unused
land of Bangladesh Railway may be given to Roads and Highways and Local Government
Engineering Department for construction of roads if needed. In the case of big public sector
projects like the Padma Bridge (for which the government has already approved the
resettlement plan) affected persons would be motivated to make their resettlement voluntary.
They would be compensated for their land at the price suggested by the National Involuntary
Resettlement Policy.

While building rural roads, highways, bridges and culverts, the government departments do
not keep enough space for the natural flow of water. In the big cities, the land grabbers are
filling up the water bodies, thus creating drainage problems. Provisions are to be made for free
flow of water. The natural flow of rivers and canals is to be restored by removing the land
grabbers. The water bodies and the flood plain areas in Dhaka and other big cities would be
freed from illegal occupants.

The rivers, canals, haors, etc. would be leased out to poor and genuine fishermen. This will be
ensured with the involvement of the MOFL, DOF and major stakeholders including NGOs.
The Jalmahal Management Policy 2009 has already been finalized and gazetted in June 2009.
Similarly, Balumahals and other Sairat Mahals would be managed in a way which will benefit
the poor.

Inspections of industries would be conducted more frequently to strictly enforce the
construction of ETPs and their due continuous operation. The relevant provisions of EBSATA
would be strictly enforced to stop degradation of crop land by industries. Projects would be
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taken to develop perennially inundated areas like Bhabadaha. The conflict between the
growers of shrimp and crops would be resolved by involving the Union Parishads, DOE, DOF,
DAE and stakeholders’ representative organizations including local NGOs.

The Ministry of Land would continue with its program of housing for the urban poor. Khas
land in urban areas (i.e. non-agricultural) would be utilized for housing the slum dwellers.
Non-agricultural khas land would be provided to the Ministry of Food and Disaster
Management and Ministry of Social Welfare for constructing (i) houses for women,
marginalized people and endangered communities, and (ii) vagrant homes and night shelters in
the cities for the uprooted population.

MANAGING THE SPATIAL DIMENSIONS OF GROWTH

Growth experiences in Bangladesh and elsewhere demonstrates both a tendency towards
urbanization as well as uneven regional growth. The urbanization problem has become
particularly acute in Bangladesh owing to the primacy of Dhaka. The unbalanced growth of
Dhaka shows both a large concentration of wealth and income as well as unsustainable
pressure on Dhaka’s already fragile infrastructure. Concerning regional disparities, the
divisions of Dhaka, Chittagong and Sylhet seem to do better in terms of both growth and
poverty reduction as compared with Rajshahi, Khulna and Barisal. The Sixth Plan will make
efforts to address both these spatial dimensions of growth.

The urbanization challenge: Bangladesh has been experiencing rapid increase in its urban
population ever since its independence in 1971. Urban population as a percentage of total
population increased from around 8 % to nearly 23 % during 1974-2001 periods. By the year
2015 nearly one-third or 33% of the population of Bangladesh will be living in urban areas.

The phenomenal rate of urbanization is posing a major development challenge. The cities and
towns of Bangladesh, numbering more than 525, suffer from acute problems of deteriorating
infrastructure in the form of poor housing, inadequate availability of drinking water, paucity of
drainage and sewerage facilities, logjam of urban transport, and pollution. Homeless
population in most cities is on the rise and the slums and squatter settlements have become
integral part of urban life in the country.

Chaotic urban development and the accompanying unemployment, environmental
degradation, lack of basic services, crime and the proliferation of slums are obviously major
obstacles to creating better cities and better urban living conditions. This does not necessarily
mean that urbanization is bad and the government has to adopt policies for reversing the
process of urbanization. What is important is to realize that urbanization is an unavoidable
element of economic development that requires careful planning and management. The
government needs to manage urbanization in such a way that beneficial aspects of

urbanization are strengthened and negative aspects of urbanization are minimized. Well-
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managed urban growth and development can contribute not only to economic advancement

but also to reduce poverty and improved quality of life for all citizens, including the poor.

Urbanization has now become a powerful force, especially in developing countries. The role
of urbanization in transforming traditional societies can hardly be over-emphasized. The
emerging socio-economic situations in developing countries like Bangladesh have made this
amply clear. In Bangladesh cities and town are playing a crucial role in the country’s socio-
economic development despite the adverse socio-economic and environmental consequences
resulting from rapid growth of these urban centers. At present urban dwellers constitute about
30 percent of the total populations of Bangladesh, but their contribution to GDP is more than
60 percent indicating that the productivity of labor in urban areas is much higher than in rural

arcas.

Building on past experience, the Sixth Plan will redouble efforts to institute a much better
management of the urbanization challenge. In particular, it will emphasize a more balanced
growth of urban centers across the entire country through proper institutional reforms that
involves the establishment of locally elected municipalities and city corporations. Property tax
base will be reformed to strengthen the financial autonomy of these entities along with block
grants from the budget based on principles of equity and population. A strong multi-
disciplinary urban planning system to cover all levels of national and local government
planning units will be introduced with planning, implementation and management functions so
that well coordinated project planning and urban management can be ensured. An effective
and efficient mechanism to achieve good governance and urban management with emphasis
on coordination of functions will also be established and measures will be taken for effective
decentralization of institutions and development activities away from the metropolitan cities.
The urbanization issues are reviewed in great detail in Part 2.

Managing regional disparities in growth--the lagging regions problem: International
research shows that divergences in spatial growth outcomes are inevitable in view of diverging
initial conditions including human development, infrastructure, and geography. However,
policy neglect has also contributed to spatial disparities. Low growing regions also tend to
have a higher incidence of poverty. So a meaningful poverty reduction strategy must also
address the lagging regions problem.

Policies can play a major role in offsetting some of the initial disadvantages by removing the
various growth constraints. Of particular importance are public expenditure policies that focus
on removing the infrastructure and human development constraints in the lagging regions. In
particular better infrastructure, especially transport, can contribute to raising the growth rates
in the lagging regions by linking these areas to the national and regional growth centers.

The Plan would strive to address the lagging regions problems, especially focused on Khulna,
Rajshahi, and Barisal Divisions, through a strategy that involves public expenditure in
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infrastructure and human development and also by facilitating more trade and investment in
the border districts with neighbors including India. The spatial distribution of poverty shows
that most of the border areas are poorer than the rest of Bangladesh. In addition to helping
with policies for better connectivity with growth centers within Bangladesh, steps will also be
taken to provide connectivity with regional growth centers in neighboring states of India.
Strategic investments, such as the Padma Bridge, will be a key instrument for reducing
regional growth disparities. Additionally, public expenditure will focus on human
development in these lagging areas to raise labor skills and productivity. Particular attention
will be given in the Sixth Plan to offset the geographical disadvantage of the coastal region of
Barisal, which has the highest incidence of poverty partly owing to the adverse effects of
natural disasters. Through programs in agriculture, environment, climate change and disaster
management, the Sixth Plan will seek to reduce the vulnerabilities of Barisal and other coastal
belt regions. Chapter 7 provides a detailed analysis of the regional disparity issues and
government policies and programs to tackle them holistically during the Sixth Plan.

Bangladesh faces daunting challenges in terms of reducing poverty and creating good jobs.
Nevertheless with proper strategies and policies these challenges can be addressed. Against the
backdrop of poverty reduction, employment and growth rate targets set in Vision 2021; the
Sixth Plan will endeavor to initiate the transition to the higher growth path. This growth path,
while ambitious, is achievable through a strategy that transforms Bangladesh from a rural
agro-based economy towards an urban manufacturing-based economy. The driving force for
the strategy will be the deepening of a labor-intensive export-oriented manufacturing sector,
and a much more diversified, commercially motivated agricultural sector. The resulting
transformation will create good jobs in manufacturing and organized services while raising
productivity and incomes for the remaining but substantially lower percentage of labor force
engaged in the farm sector. The strategy will be implemented through an array of reforms
encompassing macroeconomic management, tax and public expenditure policies, trade policy,
financial sector policies, policies for infrastructure development, and policies for the
development of a skilled labor force. Special attention will be given to removing the growth
constraints in the lagging regions in terms of human development, infrastructure, and finances
can help raise growth prospects in these areas. More and better regional cooperation with
neighbors, especially India, can also play a positive role in addressing the lagging regions
problem.
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CHAPTER 3: MEDIUM TERM
MACROECONOMIC FRAMEWORK

The macroeconomic framework underpinning the SFYP is consistent with the objectives of
Government’s Perspective Plan for 2021. In line with the Government’s objectives of
achieving 10% GDP growth by 2021 and reduction of the percent of population living below
the poverty line to 15%, the SFYP aims at increasing real GDP growth to 8% by FY15 and
reduces the level of poverty by around 10 percentage points to 22%. These projections are
based on a multi-sector Computable General Equilibrium (CGE) model to derive a broadly
consistent macroeconomic framework covering broad sectoral composition of growth, strategy
for savings and investment, medium-term fiscal strategy and projections of balance of
payments consistent with external viability.

PROJECTED GROWTH PATH OF THE SIXTH FIVE YEAR PLAN

Chapter 2 provides a strategy for achieving the planned growth and employment targets for the
SFYP along with the required structural transformation. It identifies a number of growth and
employment constraints and the Plan’s approach to addressing those constraints. A key
challenge is to raise the rate of investment from 24.4 percent of GDP to 32.5 percent by the
end of the SFYP. Much of this investment will need to be deployed to augmenting the supply
of infrastructure, especially power.

In this background, achieving the average growth target of 7.3 % for the SFYP period
(FY11-FY15) would involve accelerating GDP growth from 6.1% in FY'10, the base year for
the purpose of the Plan, to 8% by the end of the Plan period. The target is certainly ambitious
and would entail adopting bold strategies to break away from the recent moderate growth
outcomes. If the planned growth target is achieved, it would mean that per capita GDP would
grow at about 5.5% per annum during the SFYP, reaching a peak of 6.5% by the end of the
Plan period. The main macroeconomic outcomes associated with this growth path are
summarized in Table 3.1. Per capita consumption, growing by more than 5% per annum, will
bring about a broad-based improvement in living standards.

The higher growth rate in the SFYP is predicated upon a substantial increase in the investment
rate in the economy from the current level of 24.4% of GDP to 32.5% by the end of the Plan,
averaging 29.6% of GDP per year during the Plan period. Much of the increase in investment
could be financed through national savings, with the current account surplus steadily declining
to a small deficit by the end of the Plan. The incremental Capital Output Ratio (ICOR) is
expected to improve due to increased competitiveness and productivity engendered through
expected improvements in infrastructure and greater economic openness as well as through
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technological progress resulting from partnership with foreign investors in strategic areas and
the implementation of the ICT strategy (digital Bangladesh).

Table 3.1: Macroeconomic Scenario of Sixth Five Year Plan

FY10 FY11

Macro Indicator (Actual) (estimated) Fy12 FY13 Fyl4 FY15
Growth: Real GDP (%) 6.1 6.7 7.0 7.2 7.6 8.0
CPI Inflation (%) 7.3 8.0 7.5 7.0 6.5 6.0
Gross Domestic Investment (% of GDP) 244 24.1 268 296 31.0 32.5
Private Investment (% of GDP) 19.4 19.5 22.2 22.7 23.8 25.0
Infrastructure Investment (% of GDP) 2.0 2.0 33 45 >0 6.0
Public Investment (% of GDP) 30 >3 6.6 69 72 73
National Savings (% of GDP) 30.0 284 26.7 294 30.7 32.1
83.2 85.0 83.7 80.5 78.9 76.5

Consumption (% of GDP)

Source: Bangladesh Bureau of Statistics and Sixth Plan Projections
Sectoral Composition of Growth

Although detailed sectoral targets are only indicative, it provides a broad picture of sectoral
growth prospects consistent with the target of 8% growth for the economy as a whole by the
end of the Plan. Agriculture sector, accounting for about 19 percent of the economy, will
continue to play a very important role in the economy. Its growth rate is expected to average
around 4.5% per year, which is an exceptionally good performance compared with the past
(Table 3.1).

Table 3.2: Agricultural Growth Projection for SFYP

FY10 FY11 FY12 FY13 FY14 FY15

(As % of Change)
Agriculture 5.2 5.0 45 4.4 4.3 4.3
Of Which:
Cereal Crops 5.8 5.4 5.0 4.8 47 4.7
Commercial Crops 5.0 5.2 5.5 54 5.3 5.3
Livestock-Poultry-fishing 5.9 6.5 34 3.3 32 32
Forestry 5.0 53 4.4 43 4.2 4.2
Other Agriculture 2.4 2.3 1.7 1.7 1.7 1.7
Share as % of Total GDP
Agriculture 18.6 18.4 17.7 16.9 16.2 155
Of Which:
Cereal Crops 6.4 6.3 6.0 5.7 5.4 5.1
Commercial Crops 4.8 4.7 4.5 4.4 43 42
Livestock-Poultry-fishing 33 33 32 3.0 2.9 2.8
Forestry 1.4 1.4 1.4 1.3 1.2 1.1
Other Agriculture 2.7 2.7 2.6 2.5 2.4 2.3

Source: FY10-11, BBS and FY12-15 SFYP Projections
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The projected agriculture sector growth is predicated around continued emphasis on agricultural
productivity and diversification supported by public spending on input subsidies and rural
infrastructure development. The projections also assume that programs to support farm credit will
continue. The loss of arable land due to urbanization and industrialization would likely limit the
availability of land for the ‘cereal’ crop sub-sector over the medium and the long term. Under this
land constraint situation, much of the additional growth in agriculture must come from infusion of
new technology and rise in factor productivity. In order to increase the food production, enhance
access to food and ensure nutrition, the Government has formulated a Country Investment Plan
(CIP) for food security and agriculture development based on the National Food Policy and its
Plan of Action, to be implemented within the framework of the SFYP.

As envisaged in the growth strategy, in order to boost employment in the nonagricultural sector,
the manufacturing sector along with construction and organized services will be the engines of
high growth. Manufacturing sector performance has suffered in recent years due to domestic
supply constraints and the global economic recession. Manufacturing growth decelerated to only
6.5% percent in FY10, from the peak of 9.7% recorded in FY06. This slowdown must end and a
strong rebound must start beginning in the first year of this Plan and sustained throughout the Plan
period if the GDP growth target envisaged under the Plan is to be realized.

Table 3.3: Growth Projection of Industry and Services for SFYP

FY10 FY11 FY12 FY13 FY14 FY15
(Actual) (Estimate) (Projection)
(Annual growth rates)
I. Industries 6.6 9.2 9.6 9.9 10.5 115
--Manufacturing 6.5 9.5 9.8 10.1 10.7 11.7
Other Food 6.1 7.2 8.4 8.7 10.5 12.5
Leather Products 7.7 8.5 94 10.5 11.2 12.2
Textile and Clothing 7.6 14.4 13.5 13.8 14.2 15.1
Chemical-Fertilizer 53 6.1 6.7 6.8 7.0 7.4
Machinery 5.9 6.2 6.6 6.7 7.2 7.9
Petroleum Products 43 4.7 5.5 5.6 5.9 6.1
Other industries 8.2 8.4 8.9 9.1 9.2 9.3
--Other Industries 6.0 6.4 6.7 6.9 7.8 8.0
Construction 6.0 6.4 6.6 6.8 7.8 8.1
Others 6.0 6.4 6.9 7.2 7.6 8.0
I1. Services 6.5 6.6 6.8 7.1 7.3 7.8
Share as % of Total GDP
l. Industries 28.5 28.7 28.9 30.4 31.3 32.0
of which Manufacturing 17.9 18.2 18.7 19.6 20.4 21.1
Other Food 2.5 2.5 2.6 2.7 2.8 2.9
Leather Products 0.9 0.9 0.9 1.0 1.1 1.1
Textile and Clothing 6.6 6.8 7.0 7.4 7.8 8.2
Chemical-Fertilizer 2.0 2.0 2.1 2.2 2.3 24
Machinery 5.1 5.2 53 5.4 5.5 5.6
Petroleum Products 0.8 0.8 0.8 0.9 0.9 0.9
Other manufacturing 1.2 1.2 1.2 1.2 1.2 1.2
Other Industries 10.6 10.5 10.8 10.8 10.9 10.9
Construction 8.3 8.2 8.4 8.5 8.6 8.6
Others 2.3 2.3 2,3 2,3 2.3 2.3
I1. Services 52.9 52.9 52.9 52.7 52.5 52.5

Source: FY10-11, BBS and FY12-15 SFYP Projections
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A revival of manufacturing growth is a precondition of high quality employment generation in
the non-agricultural sector. The SFYP aims at an average of 9.7% annual growth in
manufacturing, rising from the depressed levels of 6.5% in FY10 to 11.7% by the end of the
Plan. Already there is a turn-around in the manufacturing sector in FY 11 with growth climbing
to 9.5%. Among the manufacturing activities sectors such as ‘food processing’; ‘leather and
footwear’, ‘textile and clothing’, ‘pharmaceutical’, ‘ship building’, toys, and furniture are
likely to be the main growth drivers. These labor-intensive activities are expected to
experience double digit growth rates toward the end of the plan period. Diversification of the
manufacturing base will be promoted by keeping import channels open and facilitating
Bangladeshi firms to vertically integrate within the global production chains. ‘Machinery’ and
‘other-manufacturing’ sectors are also projected to become more buoyant due to the expansion
of the economy and gradual diversification of exports. One of the thrusts of the industrial
policy during SYFP will be to create scope for emergence of new activities (in exports or
domestic production) and expansion of SMEs to take advantage of scale economies.

However, due to paucity of gas supplies as well as uncertainty with regard to the use of coal,
the growth performance of ‘chemical-fertilizer’ and ‘petroleum’ sub-sectors would likely to
remain moderate. Removal of critical infrastructure bottlenecks in power and transport sectors
through massive new investments will be critical for planned acceleration of manufacturing
sector expansion.

Growth performance of the construction sector during the Sixth Plan is likely to become
stronger driven by demographic developments and strong demand for housing and
infrastructure. Growth of construction sector is thus projected to rise from 6.5% in FY10 to
8.6% in FY15. Several factors will contribute to the growth of the construction sector. These
are: (i) construction associated with real estate activities will surge due to increase in per
capita income, growing work force and family formation, and continued investment of
remittance inflows into this sector; and (ii) the non-real estate construction would also likely to
grow rapidly due to the planned investments in mega infrastructure projects such as Padma
Bridge, Elevated Expressways, dual carriage highways, etc.

The service sector has grown at a respectable pace of 7% per year in the recent 5-year period.
However, despite huge potentials, IT sector performance has been a disappointment in terms
of generating high-end services and employment. Nevertheless service sector performance has
been fairly robust and still has the potential for opening up new and attractive employment
opportunities for the educated youth. Experience with other economies generally suggests that
growth in service sector usually follow the growth patterns of the manufacturing and primary
activities. Accordingly, the Plan targets a further improvement in the performance of this
sector, with emphasis on the expansion of modern services, such that this sector’s growth
accelerates to 7.8% by the end of the SFYP. Rapid growth in IT related services along with
expected expansion in tourism and hospitality sectors, as well as the projected expansion in
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health and education should provide additional jobs for doctors, health attendants and
technicians, and teachers.

JOB CREATION AND REBALANCING OF EMPLOYMENT

With labor force growing by 3.2% per year and the very high level of underemployment in the
farm and informal services sectors, creation of new jobs in the productive formal sectors of the
economy will be a major challenge under the Plan. The growth strategy and the underlying
sectoral shift projected in the Plan aim to address the employment issue by creating new jobs
in the nonfarm sector and by a rebalancing of the composition of employment away from
agriculture and into more productive sectors of the economy. This trend is already visible in
the recent Bangladesh Bureau of Statistics (BBS) survey of farm and nonfarm employment,
which shows that in the three-year period through 2009, more than 600,000 workers switched
from agriculture to nonfarm sectors, in addition to another 3.6 million workers who joined
various nonfarm activities during the same period (Table 3.4). The share of the farm sector in
the labor force has accordingly dropped by 4.5 percentage points during the 3-year period to
43.6% by 20009.

Table 3.4: Shift in the Structure of Employment, 2005/6-09

FY06 | FY10
Sectors (In Millions)
Agriculture 22.9 22.3
Manufacturing 53 6.0
Construction 1.5 2.0
Service 17.8 19.7
Total 47.4 51.0
Employment by Sector (In Percent)
Agriculture 48.1 43.6
Non agriculture 51.9 56.4

Source: Bangladesh Bureau of Statistics

Accelerated growth in manufacturing, construction and services sectors projected under the
Plan should help the creation of 10.4 million new jobs in these sectors of the economy, which
should be sufficient to absorb all new entrants in the job market (about 9.2 million) and also
enable a sizable numbers of workers to find jobs away from the agriculture sector (about 1.2
million). The changing pattern of projected employment is shown in Figure 3.1 and Table 3.5
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Figure 3.1: Comparison of Sectoral Employment
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Table 3.5: Projected Pattern of Employment in the SFYP (Millions
Sector FY10 FY11 | FY12 FY13 FY14 FY15
Agriculture 23.2 23.0 22.8 22.6 22.3 22.0
Manufacturing 6.1 6.7 7.4 8.0 8.7 9.7
Construction 1.9 2.1 23 2.5 2.7 29
Services 21.2 223 232 24.6 25.8 27.0
Total employment 52.4 54.1 55.8 57.6 59.5 61.6
Employment Growth (%) 4.0 3.2 3.1 33 3.2 3.2
Additional Employment 1.7 1.7 1.8 1.9 1.9
Unemployment Rate (%) 4.0 4.1 4.0 4.0 4.0 3.7
Labor Force 54.5 56.2 58.0 59.9 61.8 63.7

Source: SFYP Projections

This is going to be a major challenge, but the recent BBS data provides comfort that, with the
accelerated growth in the nonfarm sectors projected under the Plan, the economy should be
able to create the targeted level of new jobs in the nonfarm sector.
migration of labor force away from the agriculture sector and into more productive sectors of
the economy, the problem of underemployment will diminish significantly. The recent
migration of workers from the agriculture sector has already started to push up agricultural
wages leading to higher income levels for the landless workers. If the Plan succeeds in its
employment strategy outlined in Chapter 2 and incorporated in the projections above, there
will be a visible reduction in the level of underemployment and a steady increase in real wages

With the continued

of the workers, which are essential outcomes for any successful poverty reduction strategy.
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An additional comforting factor is the continued prospects for labor migration abroad in the
range of 400-500 thousand workers per year that translates into permanent labor absorption of
some 100 thousand workers.

INVESTMENT AND SAVINGS

One of the major problems Bangladesh economy is facing today is the stagnation of the
overall level of investment in the domestic economy (Figures 3.2 and 3.3). Aggregate
investment has stagnated in the 24%-25% of GDP range in recent years, despite a steady
increase in the national savings rate. Although private sector investment has been increasing
at a pace slightly above the rate of growth of GDP, a secular decline in public investment in
relation to GDP largely offsets that, keeping total investment broadly stagnant in relation to
GDP. This low level of investment significantly falls short of the investment rate needed to
support the 8% GDP growth target set for the end of the Plan period.

Figure 3.2: Pattern of Private Investment Growth
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Figure 3.3: Public Investment and ADP in relation to GDP
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Achieving the higher growth target will require total investment under the Plan to increase
steadily by 8.1 percentage points in relation to GDP to 32.5% of GDP by FY15. In addition to
the private sector, the public sector will play a catalytic role in raising the total investment rate
to the required levels during the SFYP period. Public investments and policies would create
the necessary investment climate and heighten investors’ (both national and foreign)
confidence to undertake the required investments. Some key areas of improvement in this
respect are: (i) energy supply including electricity and gas; (ii) infrastructure including roads,
railways, bridges, embankments and dykes; (iii) telecommunications; (iv) ports; (v) legal and
administrative systems including property rights issues; (vi) socioeconomic environment
including law and order situation; and (vii) sound monetary policy and sustainable
management of public finances.

As in the past, much of the additional increase in the growth of investment is projected to
come from the private sector. The secular increase in the relative share of private investment in
total investment is in part a reflection of reforms initiated in late 1980s and in 1990s by
removing restrictions, initiating privatization of public enterprises, and creating a more
favorable investment climate. The growing share of private sector investment reflects
favorable private sector response to the improved investment climate. However, the rate of
growth of private sector growth in investment has slowed down in recent years due to
infrastructure constraints which tended to intensify on account of declining public investment
and the inability of the public sector to undertake large infrastructure projects.

The declining trend in public investment in relation to GDP is a matter of concern. Past
difficulties in ADP implementation (Table 3.6) prevented the government from investing in
many critical areas such as infrastructure and agriculture. Over the years the infrastructure gap
has been widening and has become a binding constraint by choking Bangladesh’s economic
growth potential. It has also become clear that the past practice of relying solely on the

Table 3.6: Budget ADP Allocation and Actual Spending, FY05-FY11

% Increase over the
. Budget Actual Actual as % of Budget .
Fiscal Year previous year
(In billion taka) (%) (%)
FY05 227 194 85.3 1.8
FY06 246 175 71.0 -9.6
FYO7 260 176 67.5 0.5
FY08 250 184 73.8 4.8
FY09 256 193.7 75.7. 5.3
FY10 305 255.4 83.7 31.8
FY11(estimate) 385 358.3 93.1 40.2.

Source: Ministry of Finance

Annual Development Program (ADP) for providing the required infrastructure must give way
to the adoption of Public Private Partnership arrangements in delivering large infrastructure
projects. Thus in addition to launching a bigger ADP in relation to GDP during the plan
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period, the Plan also envisages bigger public sector investment in infrastructure programs
under the newly approved PPP framework. The Government has also announced a major
initiative for boosting power generation and expand power distribution network to alleviate the
ongoing energy crisis in the country.

Efforts to reverse the declining trend in ADP was launched with the FY10 budget and
intensified further in FY11 budget, the first year of SFYP. The Government established an
ambitious target for ADP in FY10 by setting the ADP target at Tk. 305 billion, which was
about 57% higher than the outturn of the preceding year. Although the actual increase was
lower (31.8%), this was a major improvement over the ADP implementation rate recorded in
recent years. After many years of steady decline, ADP spending in relation to GDP increased
by 0.5% in FY10. Building on this gain, the target for ADP in FY11 has been set at 0.8
percentage points higher at 4.9% of GDP. The Plan’s objective is to sustain this momentum
by increasing the ADP size by an additional 2.4 percentage points to 6.1 % of GDP. Special
emphasis has also been given to infrastructure and power sectors in the FY11 ADP.
Implementing this larger ADP, while maintaining the quality of spending, will certainly be a
major challenge. To ensure the quality of spending and better project implementation, all
ministries are being brought under the Medium Term Budget Framework (MTBF). The
planning and budgeting processes are being strengthened to improve the quality of public
investment.

As part of its strategy to allow the private sector a greater role, the Plan underscores the
importance of Public Private Partnership (PPP) in infrastructure projects and other areas.
Under the new PPP initiative and the associated investment guideline, the procedures for PPP
investment has been streamlined and a new PPP Office established to promote PPP projects in
Bangladesh based on transparent investment and approval criteria. PPP investment is now
being allowed in a wide range of projects under streamlined approval criteria. The SYFP
envisages a sizable increase in infrastructure investment under the PPP initiative during the
Plan period. Although infrastructural bottlenecks are severe, it will take time for the PPP
initiative to gain momentum and reach its full potential. A large number of infrastructure
projects are already in the pipeline, the Plan targets about 2% of GDP in PPP related
investment in the initial years, and reaching a peak of 6% of GDP by the end of the Plan
(Figure 3.4). It is envisaged that public sector investment under PPP initiatives will amount to
at least an additional one percent of GDP, increasing total public sector investment to 7.5 % of
GDP by FY15.
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Figure 3.4: Infrastructure and Total Investment in Bangladesh
(FY08-FY21)
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Power sector investment in electricity generation will be a central component of the PPP
investment initiative. The additional gross generation target of 11,457 MW of electricity by
2015 (Table 3.7), will require about $9.5 billion of investment in this sector'’. Sizable
investment will

Table 3.7: Projection for Electricity Generation

Electricity Generation Scenario FY10 | FY11 | FY12 | FY13 | FY14 | FY15
Target Electricity by FY15 11457
Incremental Target (FY10-FY15) 194 2166 1178 3176 | 2333 2410
Of Total Plants: (Total up to 2013)
Electricity from Diesel/Furnace oil 1450 620 1800 400 4270

Source: Bangladesh Power Development Board

also be made in the Rooppur Nuclear Power Project under a joint venture public sector
cooperation arrangement. Investment in gas exploration, extraction and distribution is
estimated to be around Taka 18,000 Crore ($2.6 billion) during the Plan period''.

In order to ensure financing of PPP projects by playing a catalyzing role, the Government has
established the Bangladesh Infrastructure Financing Facility (BIFF). As designed, BIIF will
help finance infrastructure projects by using its own resources, augmenting its resources by
issuing infrastructure bonds, allowing other institutional investors of international and
domestic origin to invest in BIIF as minority shareholders, and allowing the Government to
increase the capital base of BIIF through budgetary subventions in future.

1% Towards Revamping Power and Energy Sector: A Road Map, Finance Division, Ministry of Finance, June
2010.

' Sixth Five Year Plan (2011-2015), Energy and Mineral Resources Division, Ministry of Power, Energy and
Mineral Resources, November 2009.
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At its inception in 2010, BIIF was endowed with an initial capital of TK 16 billion (equivalent
to $230 million). The ultimate objective of BIIF will be to help finance PPP infrastructure
projects by taking direct equity participation in financially viable projects.

Aggregate Savings

The sharp rise in investment projected in the SFYP will be largely supported by a significant
increase in national savings. National savings, comprising domestic savings and inflow of
workers’ remittances, have been on a rising trend owing to increased domestic saving but also
because of rapid growth in the inflow of remittances (Figure 3.5). As the national savings rate
increased the domestic investment effort did not expand commensurately causing the external
current account balance to reach a record surplus of 3.7% of GDP in FY10.

Figure 3.5: Gross National Saving Rebound and its Key Drivers
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Building on the recent positive performance on the national savings front, the Plan aims to
increase national savings rate by 2.1 percentage points to 32.1% of GDP. The pace of increase
is about the same as recorded in recent years. The fall in the savings rate in FY11 was
primarily attributable to the slowdown in remittances and a marked increase in imports
associated with the global commodity price increase. The savings rate should revert back to
the level of the base year by FY13 as global prices stabilize and growth in the inflow of
remittances reverts back to its projected normal level. Unlike the recent past when the increase
in the savings rate was solely attributable to private savings, during the Plan period one third
of the projected increase should come from public sector savings. The projected increase in the
public sector savings, despite a sizable increase in recurrent outlays of the government, is
predicated upon the success in government’s revenue mobilization efforts. Inflow of workers’
remittance has been playing a very important role in the growth of national savings in
Bangladesh in recent years. Increased number of migration of workers abroad to traditional
Gulf countries and to newer destinations in East Asia, and Europe and North America has
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contributed to this sustained growth. New initiatives to make transfers through the formal
banking channels have also contributed to the buoyancy in remittance growth.

The increase in national savings projected under the Plan will depend on the continued growth
in remittances, albeit at a slower pace, as discussed in the balance of payments section below.
Improved investment climate and more attractive rates of return on domestic investment, in
part augmented by increased demand for investment, would also encourage transfer of savings
held by expatriate Bangladeshi workers abroad. A part of the increased national savings would
come from the public sector through increased revenue mobilization efforts.

BALANCE OF PAYMENTS AND EXCHANGE RATE MANAGEMENT

A comfortable balance of payments (BOP) situation, ensuring comfortable external reserve
position and buoyant growth in import payments and export receipts, is a precondition for the
success of the Plan. The favorable BOP situation enjoyed by Bangladesh in recent years with
record current account surplus (3.7 % of GDP) and a rapid buildup of foreign exchange
reserves in FY10 is certainly reassuring in this regard. Sound macroeconomic management
over the years has contributed to the strengthening of the BOP in such a manner that
Bangladesh is the only country in South Asia with consistent surplus in the external current
account position.

Merchandise exports have been growing at a respectable rate of 14.5% during the five-year
period preceding the global economic crisis (Table 3.8). Much of the export growth was
driven by the knitwear and garment sectors, which gained further momentum in the post-MFA
period (Table 3.9). Some nontraditional exports also showed promising signs, although

Table 3.8: Recent Export Performance from FY06 to FY10

Categories | FY06 | FYO7 | FY08 | FY09 | FY10
(Annual Growth Rate)

Woven garments 13.3 14.1 10.9 14.5 1.6
Knitwear 353 19.3 21.5 16.2 0.8
Raw Jute 54.2 -0.7 12.3 -21.9 52.3
Jute goods 17.6 -11.1 -0.8 -15.3 100.4
Leather 16.3 3.5 6.9 -37.8 27.8
Frozen food 9.0 12.2 3.7 -15.0 -2.0
Total exports 21.6 15.7 15.8 10.1 4.2

Source: Bangladesh Bank.

their export base still remains narrow. Bangladesh’s exports suffered significantly during the
global economic crisis although Bangladesh fared better than many of its global competitors.
Exports have rebounded very strongly in FY11 due to stronger demand from both traditional
(European Union and the USA) and non-traditional markets for Bangladeshi textile products.
Particularly notable is the surge in demand for raw jute and jute goods following years of steep
decline. However, the rebound in exports following global recovery would be sustainable only
if the government succeeds in alleviating domestic constraints like power crisis and reduces
trade logistic costs especially relating to domestic transport.
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Table 3.9: Recent Export Performance

Categories | FY06 | FYor | FYO8 | FY09 | FY10
(As % of Total Exports)

Woven garments 38.8 38.2 36.6 38.1 37.0
Knit wear 36.3 37.4 39.2 41.4 40.0
Raw jute 1.4 1.2 1.2 0.8 1.2
Jute goods 34 2.6 2.3 1.7 33
Leather 2.4 2.2 2.0 1.1 1.4
Frozen food 4.4 4.2 3.8 2.9 2.7
Others 13.3 14.1 14.9 13.9 20.4

Source: Bangladesh Bank

Based on the recent performance, export sector under the Plan is projected to grow by 19.4%
per annum in US dollar terms, which is higher than usual because of the sharp increase in
exports recorded in FY11. Excluding the strong performance of FY11, export growth during
the remainder of the Plan is projected to be about the same as in recent pre-global crisis years
(Annex Table 3). The projection entails an increase in the share of exports in relation to GDP
to rise by 7.7 percentage points to 23.9% of GDP by the end of the SFYP reflecting a leading
role that export sector is envisaged to play in increasing domestic activity. While clothing
exports would continue to dominate the export outlook, some important non-traditional
exports like footwear, other leather products and light engineering products (bicycle and
electronic products), pharmaceuticals, and ship building are likely to grow at a much faster
rate.

Import payments are also likely to grow at a buoyant pace of 20.4% on average during the
Plan period on account of an unusually strong growth in the first year of the Plan. Following a
marked slowdown in import payments in FY 10 due to the global recession induced decline in
global commodity prices and lower intermediate imports associated with much slower textile
exports, there has been a very strong rebound in imports in FY11. Imports are however
projected to come down to a more sustainable pace of 14.3% over the rest of the Plan period.
The projected high import growth will address critical capacity constraints in the power and
other infrastructure sectors along with capital machineries and raw materials for the industrial
sector expansion.

Trade account deficit will increase significantly due to higher imports associated with
increased domestic and export activity. Services and income account deficits are also projected
to grow wider over the years in line with their recent trends. However, the wider trade
account, services account and income account deficits will continue to be largely offset by the
surplus position on current transfers (mainly on account of workers’ remittances). The
widening of the trade account deficit is not a matter of concern since this is associated with
increased demand for imports related to the targeted increase in investment and exports and
will be largely financed through growing inflows of export earnings and remittances. The
external current account deficits hovering at less than one percent of GDP would be
sustainable and justifiable for a developing country like Bangladesh given the growing import
demand associated with the higher real economic growth objectives.
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The overall balance of the balance of payments should also continue to remain in surplus
during much of the plan period except FY 11, thereby helping Bangladesh Bank to maintain its
foreign exchange reserve at levels commensurate with the growing level of imports. The
surplus position in the overall balance despite moderate deficits in the external current account
balances would call for surpluses in the capital and financial accounts during FY12-15. In
addition to continued reliance official bilateral and multilateral assistance to finance
development projects, there will be need for foreign direct investment (FDI) and the
government may also consider non-concessional borrowing from private sources.
Bangladesh’s strong growth performance and favorable macroeconomic outlook envisaged
under the SFYP should help attract FDI in larger amounts envisaged under the Plan. Recent
reaffirmation of Bangladesh’s favorable sovereign credit rating with stable outlook would also
help in issuing sovereign bonds in international markets if the government decides to do so.
Gross official reserves is projected to increase to about US$16.1 billion by the end of the Plan,
which would be equivalent to 3.3 months of projected import payments.

Exchange Rate Policy

Bangladesh Bank has been following a flexible market-based exchange rate policy since the
adoption of the floating exchange rate regime in 2003. This policy has generally served the
economy very well by allowing the rate to be determined in the interbank foreign exchange
market with some interventions from Bangladesh Bank to minimize the exchange market
volatility. This policy has enabled Bangladesh Bank to ensure stability in the exchange rate,
primarily against the US dollar, while at the same time enabling it to build up foreign
exchange reserves to a very comfortable level (above $10 billion; see Figure 3.6). Bangladesh
Bank, as an active participant in the foreign exchange market, has been both buying and
selling in the market, with a view to smooth out unnecessary and avoidable
volatility/fluctuations in the exchange rate through injection or withdrawal of liquidity. In
FY10, Bangladesh Bank was a net buyer in the market in order to prevent a sharp appreciation
of the exchange rate which could have eroded the competitiveness of Bangladeshi exporters.
This policy supported the Bangladeshi exporters at a time exports had suffered greatly due to
the global economic crisis, while at the same time still allowing the taka to appreciate in real
effective terms through the inflation differential.

As the balance of payments situation changed markedly in FY11, with the current account
turning from a large surplus ($3.7 billion) in FY'10 to a small deficit ($0.2 billion), Bangladesh
Bank allowed the exchange rate to depreciate in the interbank market and also allowed the
interest rates to be largely determined by market forces to contain import growth. This policy
has helped restore balance of payments stability and protect reserves by containing import
payments and promoting export competitiveness.
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Figure 3.6: Developments in the Exchange Rate and External Reserves
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The policy of exchange rate flexibility with limited interventions to ensure market stability
will be continued during the Plan period. While maintaining the exchange market stability, the
rate will be allowed to be determined by economic fundamentals and taking into account the
objective of maintaining comfortable reserve levels throughout the Plan period. Given the
balance payments outlook, characterized by moderate external current account deficits and
surpluses in the overall balance, there should not be any major instability in the exchange
market. The current comfortable reserve position of Bangladesh Bank should help fending off
any speculative pressure in the exchange market. The comfortable external position will also
allow Bangladesh Bank to consider easing some of the capital accounts restrictions in a phased
manner. Such a phased liberalization of the capital account, in a stable macroeconomic and
strong external environment, would help boost investor confidence in the economy and
promote inflow of FDI.

MONETARY MANAGEMENT

Monetary management will play a central role in ensuring macroeconomic stability and
allocating adequate levels of credit for private sector economic activity/expansion. Despite the
recent increase in the size of the stock market and a surge in turnover, borrowing from the
banking system continues to dominate financing of private sector investment and other
economic activity. Monetary growth over the past two years has been generally supportive of
growth. However, to contain inflationary pressures in recent months mostly due to global food
and fuel price increases, the Government has taken steps to increase domestic production and
reduce the growth of money supply (Box 3.1).

87



Box 3.1: Explaining Inflation in Bangladesh

Inflation has become a major concern in Bangladesh. During the last two years the general price level in
Bangladesh has gone up due mainly to the exorbitant rise in food and fuel prices in the world markets and
accommodating monetary expansion.

Government has decided to tackle the inflation issue comprehensively both from the supply side and the demand
side. In order to raise food production, appropriate policies in the form of price support, input support and credit
support have been adopted. The impact of such measures has already been manifested in bumper harvests leading
to 5 percent growth in crop production during the last two fiscal years. As a result, there has been a reduction in
rice prices in recent months.

Demand side measures primarily relate to reducing the growth of money supply through a range of monetary
policy instruments. The measures include removing the cap on interest rate, lowering of credit expansion ratio
(i.e. credit/deposit ratio), and increasing CRR and LRR.

These measures are expected to reduce the growth of money supply and thereby lower inflationary pressures.
Lower rate of monetary expansion will also reduce the demand pressure on the balance of payments. The
Government intends to keep money supply growth broadly aligned to the Sixth Plan’s inflation targets and
support this through prudent fiscal management to avoid a credit crunch for the private sector.

Thus the key objective of the monetary policy during the Plan period will be to allow
monetary aggregates to expand in a manner consistent with the growth and inflation targets
envisaged under the Plan. Consistent with this strategy, broad money (M2) in nominal terms
is projected to increase on average at 16.8% percent per annum to Tk. 7.9 trillion by the end
of the Plan (Figure 3.7 and Annex Table 3.7). Demand for broad money will however vary
over the Plan period in line with GDP growth rates and inflation targets.

Figure 3.7: Selected Monetary Aggregates
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Ensuring adequate levels of domestic credit for the private sector over the Plan period, within
the aggregate limits of the targeted broad money expansion will require containing credit to
the government (ne