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PRIME MINISTER

GOVERNMENT OF THE PEOPLE’S REPUBLIC
OF BANGLADESH

Message

I am delighted that Bangladesh Planning Commission is publishing the 7t Five Year Plan
(2016-20).

The dream of Father of the Nation, Bangabandhu Sheikh Mujibur Rahman had always
been to see a prosperous Bangladesh “Sonar Bangla” - free of hunger, poverty and exploitation.
That is why he inspired the brave people of Bangladesh to make supreme sacrifice to liberate our
beloved motherland from the exploitation and deprivation that the Pakistani rulers inflicted on
us. In order to translate his dream into reality he realized the importance of effective planning
and created a very strong Planning Commission with eminent economists and development
personalists. The very First Plan (1973-78) of Bangladesh was formulated under his leadership.
It was a matter of great regret that, among other targets, his green revolution initiative under the
first plan suffered a serious blow due to his brutal assassination by the enemies of the countries
that were never in favour of the creation of Bangladesh.

The Bangladesh Awami League after returning to state power in 1996 following two
decades of autocratic rule revived the dream of Bangabandhu and raised the in-dominatable
spirit and aspiration of the people of Bangladesh to attain higher level of living standard. In order
to ensure people’s empowerment and economic advancement we espoused Fifth Five Year Plan
(1997-2002) combining sound economic management system and social development policies
that was a major step forward for fortifying economic growth, combating poverty and ensuring
social justice. In spite of the most devastating flood in the history of Bangladesh in 1998 during
this Plan period, we achieved a GDP growth rate of 5 percent and the annual average inflation
rate was contained at 4.5 percent. This Fifth FYP was also marked by a number of reform
measures including de-regularization of the telecom and transport industry and implementation
of large scale power generation projects and these have prepared the ground for the economy to
take off to move into the higher path of development.

The people of Bangladesh again voted us to power in December 2008. The landslide
victory in 2008 national election was the hallmark of overwhelming mandate in favour of our
development strategy embedded in the “Vision 2021” which is derived from our Election
Manifesto. I am glad that the Planning Commission has skillfully translated the political vision of
the Government of Bangladesh into a long term Perspective Plan (2010-2021). Our people-centric
vision aspired to adopt forward looking plan for transforming Bangladesh into a knowledge-
based and technology-driven Middle Income Country by 2021. In order to detail out the
Perspective Plan and chalk out corresponding medium term plans, our government was quick to



revive the five year plan process discarding the shorter term PRSP development strategy. The
Sixth Five Year Plan (2011-2015) was first of its kind and propelled Bangladesh to a new
trajectory of development gateway by accomplishing many feats in social and economic fronts
that the people of Bangladesh can boast of. The GDP growth averaged 6.3% despite global
economic down turn. Poverty has been reduced from 57% in 1991 to below 25% today and
extreme poverty to 12.9%. As an accolade of Government’s continued efforts, in July 2015,
Bangladesh was elevated (according to the World Bank’s classification) from a low income to a
lower middle income country (LMIC) status. The achievements in education, health, sanitation,
and gender have become exemplary in the world because of the sincere commitment of the
Government to create a just and equitable society.

I congratulate Planning Commission for completing the Plan in such a short period. I
would call upon all concerned to put their attention and devotion for realizing the goals and
targets of the 7th Plan so that we can achieve our development aspirations and establish a justand
prosperous country.

Joi Bangla, Joi Bangabandhu
May Bangladesh Live forever

o~ 2/

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



A HM Mustafa Kamal, FCA, MP
Minister
Ministry of Planning
Government of the People’s Republic of Bangladesh
&
Deputy Chairman, Bangladesh Planning Commission

Message

Bangladesh has been preparing and implementing Five Year Plans since almost its
independence in 1971. Father of the Nation, Bangabandhu Sheikh Mujibur Rahman was the
pioneer Chairman of Bangladesh Planning Commission to initiate this process in November’1973.
Three decades, with an exception of two years during martial law regime, Bangladesh
experienced five year planning process till 2002. The first decade of new millennium experienced
a path of Poverty Reduction Strategy Papers rather than comprehensive Five Year Plans.
Bangladesh Awami League under the leadership of Sheikh Hasina took the initiative to instigate
Five Year Plan once again in 2011, which was motivated by the “Vision 2021”, proposed by Awami
League prior to the 2008 election. The Government transformed the vision into a long term
Perspective Plan to be implemented by two consecutive Five Year Plans, the 6th and 7t. Having
successfully implemented the 6t Five Year Plan (2011-15), we have prepared the 7t Five Year
Plan (2016-20) to achieve the targets envisaged in the Perspective Plan of Bangladesh (2010-21).

In the last seven years of Awami League regime, which also includes the 6t Plan period,
Bangladesh has made commendable progress with a robust GDP growth rate of 6.3 percent, on
an average, which played a positive role in alleviating poverty despite the global economic
downturn. This impressive performance was possible due to our government’s pro-poor and
inclusive growth strategy, which eventually resulted in a poverty headcount ratio to be down to
24.8 percent in 2015 as estimated. The industry sector, creating higher wage employment, grew
at more than 9.6 percent rate per year on an average. At the same time agriculture sector, focusing
on food security, ensured self-sufficiency in food grains with a production surpassing 35 million
tonnes. Government was successful in curbing inflation rate from double digit to only 6.5 percent,
whereas foreign exchange reserve crossed 26 billion US dollar. Remittance flow surpassed all the
previous records and amounted to about 15 billion US dollar. Above all, per capita income
doubled in less than ten years and recorded 1,314 USD in the terminal year of 6% Plan, which
eventually helped us to graduate to a Lower Middle Income Country in 2015, six years ahead of
2021 (vision 2021).

In the arena of human development our achievements in education and health sector was
remarkable and applauded all over the world. We achieved gender parity in primary and
secondary education, with a Net Enrolment Rate of 97.7% in primary education. Maternal
mortality ratio and infant mortality rate reduced to 170 per 100,000 live births and 38 per 1,000
live births respectively. Life expectancy at birth increased up to 70.6 years, whereas total fertility



rate reduced to 2.3 with a population growth rate of 1.37 percent. We achieved almost all MDG
targets well ahead of the deadline. Furthermore, in the last few years the Awami League led
government showed its prudency to achieve the highest success in infrastructure development,
especially in power and energy sector. The electricity coverage enhanced from 48 percent to 72
percent in less than five years, with installed power generation capacity of 13,540 MW. In every
aspect of socio-economic development we have achieved several milestones, aspiring us to
improve Bangladesh attaining our vision to be a higher middle income country sooner.

Bangladesh’s overall performance in socio-economic development is well recognized by
the international and regional organizations like the World Bank, IMF, ADB etc. Bangladesh as
well as our Hon'ble Prime Minister Sheikh Hasina received several accolades from international
organizations. UN Secretary General praised our leadership regarding her role in world peace and
security on the occasion of 40t anniversary of Bangladesh’s joining in UN. Several research
institutes and economic think tanks found Bangladesh to be a potential economy in upcoming
days. Goldman Sachs enlisted Bangladesh in top 11 emerging economies, while Washington based
Pew Research found 71 percent Bangladeshi to be happy with the present socio-economic
condition. In addition, Pricewaterhouse Coopers (PwC) identified Bangladesh among three
countries to grow consistently over five percent in the next 35 years and will be 23rd largest
economy of the world by 2050. Noble laureate Amartya Sen applauded Bangladesh'’s respectable
achievements in social sector comparing to its neighbours, especially India and Pakistan.

In view of the future prospect of Bangladesh, the 7t FYP is formulated by taking the
achievements of 6t Plan into account as well as special focus on different dimensions of
development where we are still lagging behind. The core theme of the plan is “Accelerating
Growth, Empowering Citizens”. The plan will strive for job creating GDP growth while surpassing
the levels achieved during the 6t FYP and income distribution might be significantly improved
with a faster pace of poverty reduction. In this regard, the Plan emphasizes on policies,
institutions and programmes that will support lowering of income inequality and empowering
the citizens. Fortunately, the timeframe of 7th FYP coincides with the final year of MDGs and the
launch of UN’s post-2015 Sustainable Development Goals (SDGs) which ultimately provide us
opportunity to initiate implementation of SDGs, while addressing some unfinished agenda of
MDGs.

The 7t Plan enshrined for climate resilient and sustainable development where growth
will be driven by diversified export oriented manufacturing sector and enhanced labour
productivity with special focus on governance issues to grab the opportunity of enhancing total
factor productivity. A knowledge based economy will be developed through development of
human capital by investing more in education and health sectors. Infrastructure will be made
suitable for a middle income country which will include transformational mega projects for
energy and transport sectors. ICT based service sector along with migration will be priority for
exploiting the demographic dividend. The Plan will be implemented by mobilizing the private
investment, with focus on PPP initiative and FDI attracting, where public investment will create
the investment climate for a favourable pro-business growth.

In this instance of 7th FYP finalization, I would congratulate the officials of the General
Economics Division (GED) of the Planning Commission for their hard work in preparing the Plan
document within the least possible time. Our sincere appreciation goes to the technical experts



for completing the Technical Frameworks as well as the Background Studies of the Plan. I would
also like to acknowledge the contribution of the celebrated economists and social scientists, the
distinguished members of the 'Panel of Economists’ for their support and guidance.

I would like to remind every of us, who will be working to make the 7t Plan’s vision to be
a reality, the unforgettable words of our father of the nation, Bangabandhu Sheikh Mujibur
Rahman, which he put in the preface of the First Five Year Plan (1973-78). It says, "No plan,
however well-formulated, can be implemented unless there is a total commitment on the part of
the people of the country to work hard and make necessary sacrifices.” Should we are able to
follow the path showed by the greatest Bangalee of all time and work hand in hand, then the long
cherished dream of "Sonar Bangla” will definitely be a reality within our life time.

A B R B
(A HM Mustafa Kamal, FCA, MP)
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M. A. Mannan, MP
State Minister
Ministry of Finance and Ministry of Planning
Government of the People’s Republic of Bangladesh

Message

It gives me immense pleasure to present the Seventh Five Year Plan (FY2016-20) of
Bangladesh which has been prepared by the General Economics Division (GED) of Bangladesh
Planning Commission as a sequel to the Sixth Five Year Plan (FY2011-15) to complete the
remaining agenda of achieving the social and economic outcomes visualized in the ‘Perspective
Plan of Bangladesh'. We are aspiring to materialize the dream of the Father of the Nation,
Bangbandhu Sheikh Mujibur Rahman, of making Bangladesh ‘Sonar Bangla’, the ever cherished
Golden Bengal.

Seventh Five Year Plan (2016-20) of Bangladesh, which has been approved by the National
Economic Council (NEC) will help to support the political, social and economic philosophy of the
present Awami League Government led by the Hon’ble Prime Minister Sheikh Hasina. As such,
because the plan has emphasized on the development of strategies, policies and institutions to
accelerate inclusive growth and empower citizens. It is also expected to reduce poverty and
inequality which have been articulated in the election manifesto of the present Government.

Seventh Five Year Plan (2016-20) of Bangladesh is the culmination of a huge process that GED
of the Planning Commission has pursued with various stakeholders, development partners,
eminent economists, social scientists, researchers, academia, and civil society members etc. at
national and regional levels. I thank the GED officials for their hard labour which has made this
possible.

Lastly, I would like to express my sincere gratitude to Hon'ble Planning Minister for his efforts
in inspiring the GED, Planning Commission to prepare the Seventh Five Year Plan (2016-20) of
Bangladesh.

=

(M. A. Mannan, MP)



Professor Shamsul Alam
Ph.D. (Newcastle), M.A. Econs. (Thammasat)
M.Sc. Ag. Econ. (BAU)
Member (Senior Secretary)
General Economics Division
Planning Commission

Foreword

It is constitutional obligation for Bangladesh to pursue planned development pathway in
pursuit of development aspirations. In this backdrop General Economics Division (GED) of
Bangladesh Planning Commission, since independence, is formulating Five Year Plans with
exception to 2003-2011, when the country adopted three Poverty Reduction Strategy Papers
(PRSPs). In 2011, GED prepared a Perspective Plan for the first time in development history of
Bangladesh to articulate the Government’s Vision 2021 defining milestone economic and social
outcomes to be achieved by 2021. The targets of Vision 2021 and the associated ‘Perspective Plan
of Bangladesh (2010-2021)’ were decided to be achieved through the implementation of two five-
year plans, the Sixth Five Year Plan (2011-15) and the Seventh Five Year Plan (2016-2020).

The 6t FYP has already been implemented in the last five years (2011-2015). During the 6t
Plan regime, Bangladesh has made remarkable progress in raising incomes, reducing poverty and
improving social indicators compared to any other previously implemented Plans. This credible
accomplishment was made despite the follow on global economic downturn triggered in 2008-
09. The resiliency of hardworking people of Bangladesh and the political commitment, as well as
exemplary leadership, made it possible for Bangladesh to make significant strides and, in 2015,
Bangladesh was classified by the World Bank as a lower middle income country. The
implementation of the 6t Plan was reviewed after two years of its implementation followed by a
mid-term review of the Plan.

The process of preparing the 7th Plan was initiated at the end of 2014. The findings of the mid-
term review were fully taken into consideration in preparing the 7t Plan. The process kicked off
with preparation of a ‘Concept Paper’ approved by the ‘Steering Committee’ comprised of
Secretaries and Members of Planning Commission and chaired by the Hon'ble Planning Minister.
In addition, thirty different background studies covering different socio-economic sectors and
sub-sectors, and a technical framework for macroeconomic projection for FY16-20 were
prepared. The provided inputs from the Ministries’/Divisions’ enriched the quality and
established their ownership of the 7t FYP much more than ever before. The drafting of the Plan
was completed successfully by June 2015 based on which the budget for FY 2015-16 was
prepared.

The draft Plan document has been finalized after holding series of consultations with the
Ministries and Divisions and relevant government agencies who will ultimately implement the



rate reduced to 2.3 with a population growth rate of 1.37 percent. We achieved almost all MDG
targets well ahead of the deadline. Furthermore, in the last few years the Awami League led
government showed its prudency to achieve the highest success in infrastructure development,
especially in power and energy sector. The electricity coverage enhanced from 48 percent to 72
percent in less than five years, with installed power generation capacity of 13,540 MW. In every
aspect of socio-economic development we have achieved several milestones, aspiring us to
improve Bangladesh attaining our vision to be a higher middle income country sooner.

Bangladesh’s overall performance in socio-economic development is well recognized by
the international and regional organizations like the World Bank, IMF, ADB etc. Bangladesh as
well as our Hon’ble Prime Minister Sheikh Hasina received several accolades from international
organizations. UN Secretary General praised our leadership regarding her role in world peace and
security on the occasion of 40t anniversary of Bangladesh’s joining in UN. Several research
institutes and economic think tanks found Bangladesh to be a potential economy in upcoming
days. Goldman Sachs enlisted Bangladesh in top 11 emerging economies, while Washington based
Pew Research found 71 percent Bangladeshi to be happy with the present socio-economic
condition. In addition, Pricewaterhouse Coopers (PwC) identified Bangladesh among three
countries to grow consistently over five percent in the next 35 years and will be 23rd largest
economy of the world by 2050. Noble laureate Amartya Sen applauded Bangladesh'’s respectable
achievements in social sector comparing to its neighbours, especially India and Pakistan.

In view of the future prospect of Bangladesh, the 7t FYP is formulated by taking the
achievements of 6t Plan into account as well as special focus on different dimensions of
development where we are still lagging behind. The core theme of the plan is “Accelerating
Growth, Empowering Citizens”. The plan will strive for job creating GDP growth while surpassing
the levels achieved during the 6t FYP and income distribution might be significantly improved
with a faster pace of poverty reduction. In this regard, the Plan emphasizes on policies,
institutions and programmes that will support lowering of income inequality and empowering
the citizens. Fortunately, the timeframe of 7th FYP coincides with the final year of MDGs and the
launch of UN’s post-2015 Sustainable Development Goals (SDGs) which ultimately provide us
opportunity to initiate implementation of SDGs, while addressing some unfinished agenda of
MDGs.

The 7t Plan enshrined for climate resilient and sustainable development where growth
will be driven by diversified export oriented manufacturing sector and enhanced labour
productivity with special focus on governance issues to grab the opportunity of enhancing total
factor productivity. A knowledge based economy will be developed through development of
human capital by investing more in education and health sectors. Infrastructure will be made
suitable for a middle income country which will include transformational mega projects for
energy and transport sectors. ICT based service sector along with migration will be priority for
exploiting the demographic dividend. The Plan will be implemented by mobilizing the private
investment, with focus on PPP initiative and FDI attracting, where public investment will create
the investment climate for a favourable pro-business growth.

In this instance of 7t FYP finalization, I would congratulate the officials of the General
Economics Division (GED) of the Planning Commission for their hard work in preparing the Plan
document within the least possible time. Our sincere appreciation goes to the technical experts



Plan. In the formulation process, GED conducted dialogues with the development partners (DPs),
academia and researchers of the universities and think tanks, representatives from broad
spectrum civil societies and NGOs, different business associations as well as entrepreneurs both
at the national and regional levels. Furthermore, several sector specific consultations were also
organised with the experts/specialists. Discussions with the physically challenged person and
people of the lagging regions ensured plan’s intensely inclusive character.

Without deviating much from the 6t FYP policies, the 7t FYP adjusted the strategies and
policies, in order to achieve the social and economic outcomes of the Perspective Plan of
Bangladesh. The development approach underlying the 7t Plan is also consistent with the global
agenda for higher growth with appropriate measures for protection of the environment, as the
Plan integrated UN’s post-2015 Sustainable Development Goals (SDGs) in the medium term
document.

The core theme of the 7t FYP is “Accelerating Growth, Empowering Citizens”, where utmost
attention is given to more job creation in the economy, accelerating GDP growth to 8% while
ensuring equitable income distribution to significantly improve income inequality to fast track
poverty reduction and empowering the citizens. The 7t Plan recognizes strengthening of
inclusive institutions, ensuring pluralistic democracy, gender equality in access to education and
employment, social protection coverage, protecting labour rights etc. augmenting citizens’
empowerment. This is one area of major thrust as poor people’s choices are still limited because
of lack of adequate assets, income and capacity. Human capital development, especially education
and health is recognized as uniquely powerful forces of empowerment; and accordingly strategies
and programmes have been determined to make education and health services accessible to all.
Furthermore, the Plan emphasized a green and sustainable growth strategy to lay a roadmap
towards a prosperous, inclusive, and climate resilient Bangladesh.

The 7t Plan will pursue a strategy for capital formation by mobilizing higher domestic and
foreign investment and harnessing the labour force by utilizing demographic dividend for
achieving 7.4% annual average growth rates. The growth acceleration will be generated by a high-
performing service sector and export-oriented manufacturing sector. Moreover, the Plan strives
to raise the productivity of capital and labour by adopting new technologies and stimulating the
widespread application of digital technology and ICT, powered by the strength of macroeconomic
stability. Growth of total factor productivity will be a major vehicle of economic growth
enhancement under the 7t Plan regime. Improving the investment climate in favour of quality
infrastructure and manufacturing, expanding market opportunity through world trade,
improving efficiency of the financial sector, managing the land constraint and improvements of
governance are other critical areas that would receive increased attention for accelerating
growth, environmental sustainability and social advancement.

The Plan recognizes that in a market economy like Bangladesh, where the bulk of the economy
is privately owned and managed, the role of planning became indicative and strategic in nature,
and therefore, aimed at stimulating the private sector. Nevertheless, there is an important
complementary role for public investment programmes, particularly in areas where private
investment will not be forthcoming or less interested in. The planning process, therefore, involves
focus on policies and programmes to support the private sector and also to formulate a strong
medium-term public investment programme. Total investment requirement to implement the
Plan will amount to Tk.31.9 trillion. Of that, the private sector investment is estimated to be 24.6



trillion or 77.3% in total required investment. In contrary 7.3 trillion or 22.7% of total investment
will come from the public sector. The external financing is estimated to be Tk.3.05 trillion where
the inflow of FDI in Bangladesh is expected to increase to 3% of GDP from current levels of about
1%. So the 7t Plan is designed to make our economy less dependent on the external resources.
For that to happen, we will have our capacity for domestic resource mobilization further
strengthened. Overall implementation process of the Plan will be monitored by GED using a
Development Result Framework (DRF), comprising of a total of 88 indicators spreading over 14
thematic areas.

The Plan document has been sequenced into two parts. Part-I of the Plan provides the
strategic directions and policy framework, overall financing, and monitoring and evaluation
(M&E) framework within the macroeconomic purview of the Plan. The Part-II focuses on the
underlying sectoral strategies for the thirteen agreed sectors (except Defence) for programme
planning and financing for public investment programme (PIP/ADP), to ensure consistency with
overall resource envelope identified in macroeconomic framework. The mismatch between the
sectoral divide, followed by the Ministry of Finance and the Planning Commission, for Public
Investment Management (PIM) is synchronized for the first time in the planning history to ensure
efficient use of public resources for better development outcome. The Plan document analysed
13 sectors. In line with the 7th Five Year Plan, there will be Sector Strategy/Plan of these thirteen
development sectors. Sector Plans will deliver a comprehensive outlook of sectoral broad and
specific goals, its performances, opportunities and challenges, and above all policies and
strategies that support the Five Year Plans. Finally, it is expected that the concerned
Ministries/Divisions and implementing agencies will follow the sectoral strategies while
formulating project and programmes during the 7t FYP period to guarantee that
projects/programmes that are used as a tool to attain the objectives of the Plan.

The process of the 7th Plan formulation in GED, Planning Commission was led by Hon'ble
Planning Minister and the Deputy Chairman of Bangladesh Planning Commission. We were
fortunate to have the blessings of the Hon’ble Prime Minister of Bangladesh as the Chairperson of
Bangladesh Planning Commission. She provided strategic direction to and made prudent
suggestions to come up with a people centric and inclusive plan. The determinations showed by
the Ministries/Divisions to support GED in preparing a holistic plan were commendable and
much appreciated. The officials of GED put their best efforts and determinations in drafting the
Plan document on time. The logistics support from ‘Preparation and Monitoring of Medium Term
Development Plans (Seventh Five Year Plan)’ project of GED as well as technical inputs and
support from the UNDP financed ‘Support to Sustainable and Inclusive Planning’ project is
laudable. Lastly, the contribution of the celebrated economists and social scientists of the
distinguished members of the ‘Panel of Economists’ for their support and guidance in framing the

plan is deeply acknowledged and appreciated.

(Professor Shamsul Alam, PhD)
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TFP Total Factor Productivity

TFR Total Fertility Rate

THNPP Tribal Health, Nutrition and Population Plan
TICFA Trade and Investment Cooperation Forum Agreement
TPO Trade Promotion Organizations

TPS-OIC Trade Preferential System of the Organization of the Islamic Conference
TQM Total Quality Management

TS Technical School

TTRI Trade Restrictiveness Index

TVET Technical and Vocational Education Training
UDMCs Union Disaster Management Committees

UGC University Grants Commission

UHC Upazila Health Complex

UNCTAD United Nations Conference on Trade and Development
UNDP United Nations Development Programme
UNFCCC United Nations Framework Convention on Climate Change
UNICEF United Nations Children’s Fund

URC Upazila Resources Centre
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USAID
USF
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USGS
VAT
VAW
VDP
VGD
VGF
VTE
VTRT
VWB
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WASA
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WB
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WEF
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WHO
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WSIS
WSS
WTO
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United States Agency for International Development
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Village Development Party
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Vulnerable Group Feeding
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Village Tiger Response Team
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World Bank
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World Economic Forum

World Food Programme

World Health Organization

Water Management Organization
Women Development Policy

World Summit on Information Society
Water Supply and Sanitation

World Trade Organization
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“A plan is not merely a technical and an economical document but also a socio-
political document. It must be able to enthuse, mobilise and motivate people. It
must provide a vision and perspective for the nation.”

- The First Five Year Plan (1973-78) of Bangladesh
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EXECUTIVE SUMMARY

Introduction

Bangabandhu Sheikh Mujibur Rahman the father of the nation, dreamt of a 'Sonar Bangla' where the
common citizens of the country live in prosperity and have equitable access to quality education,
healthcare, rule of law and employment opportunities. The Awami League-led alliance resurrected that
dream in its election manifesto 'Charter for Change' in 2008 with the proclamation of Vision 2021 to
drive the country's sustainable development agenda by striking the right balance between equitable
national economic progress and human development. For the first time in the country's history, such a
comprehensive and audacious vision, steeped in self-reliance, to reach middle-income status by the
50Manniversary of the nation was presented to the people. This vision greatly resonated with the
aspirations of the people and received overwhelming support in the 2008 national elections.

The boldness of vision embodied by the dynamic leadership of Prime Minister Sheikh Hasina permeated
to different tiers of government and society, and galvanized widespread collaboration and
unprecedented innovation to fast track the country's rate of development. In the last 7 years, Bangladesh
has established a new development paradigm through its novel approach to socioeconomic development
which is high-growth and yet inclusive, self-dependent and yet collaborative, respectful of heritage and
yet opportunistic in its use of new technologies. The country has moved up to low middle income status
but, more importantly, by human development indicators, achieved a level of development commonly
predicted for twice its per capita income.

A Perspective Plan (2010-2021) and two five year plans, 61" (2011-2015) and 7" (2016- 2020), were to
implement Vision 2021. The 6" Five Year Plan (FYP) moved the nation from the somewhat investment-
driven and resource dependent framework to a broader socio-economic transformation vision, unifying
the various state and non-state actors with specific milestones and complementary roles. The ambitious
plan was anchored around courageous entrepreneurship by the government, complementary efforts of
the non-state actors, and innovation by the people. The goals that the government set for itself and the
people were far beyond those of any previous administration. Its implementation was characterized by
truly visionary top-down policy making, complemented by robust bottom-up development.
Contextualized R&D was introduced in critical sectors like agriculture, health, education, financial
inclusion, science and technology. The whole government machinery was mobilized and its psyche re-
engineered to be innovative in enlarging the resource envelop and co-creating strategic solutions to
national problems. Such 'out of the box thinking' supported by entrepreneurial initiatives have paid
handsome dividends in terms of social inclusion, human and infrastructural development.

The sheer audacity and inspirational leadership demonstrated by the government - embodied by bold
decisions such as continuing with the construction of the Padma Bridge despite myriad challenges - has
invigorated people's hopes, aspirations and self-belief and effectively raised the frontiers of the
country's growth. In 2015, as the 6" FYP draws to a close, Bangladesh has accelerated the pace of
socioeconomic transformation - in many instances surpassing its targets - even in the backdrop of a
global recession during this period. In that respect, Bangladesh is a 'development outlier' to its credit.
The 7" FYP has been formulated with full recognition that the ‘outlier' phenomenon is not merely a blip
on the development path but rather a sustainable occurrence chartering a new development trajectory.
Lauded as a 'Development Surprise' by prominent international media, Bangladesh has emerged as a
shining example for countries throughout the world as it continues to defy traditional, linear
development models and innovate a novel, alternative pathway for socioeconomic progress.
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Review of Progress under the Sixth Plan and Key Drivers

Growth and Development outcomes: One of the key ingredients of Bangladesh's impressive story of
progress is its resilient GDP growth which held steady at 6% for a number of years and recently moved
up to 6.5% which the country could attain amid a global recession and financial meltdown. Bangladesh's
success in achieving this commendable GDP growth is only matched by few countries in the Asia-
Pacific region. Also, this growth was balanced and broad based covering all the major sectors of the
economy. Compared with 2008, the per capita income increased from $619 to $1,314, inflation was
brought down from 8.9% to 6.2% and fiscal deficit maintained around 5% of GDP. It has already gone
past the MDG target for child mortality 48 per 1000 live births, Net enrolment in primary education is
almost 100% and the retention rate is 80% and consistently rising, female students outperforming their
male counterparts in primary and secondary education. On other socioeconomic indicators, Bangladesh
is performing equally well.

Even in the face of global recession, Bangladesh's exports maintained healthy growth and the current
account was mostly in surplus. Along with unfolding export diversification and moving up the value
chain of traditional exports, Bangladesh has emerged as the second largest readymade garments
exporting country in the world rising in value from $12 billion to over $25 billion, defying all
predictions of slowdown made by analysts. Remittances sent by nearly 10 million expatriate workers
have risen from $10 billion to more than $15 billion recently. These factors have contributed to
significantly increase of country's foreign reserve from $5.8 billion to a record $26 billion, second
highest among the SAARC countries and enough to meet the country's import bills for more than 8
months.

Unlike most countries, the GDP growth story has one important twist: the growth was so engineered
that it resulted in expansion of the much needed job market and promoted inclusion. According to the
Labour Force Survey 2013, total domestic employment increased from 54 million in 2010 to 58 million
in 2013. The number of male workers grew from 37.9 million in 2010 to 41.2 million in 2013 and the
female workers from 16.2 million to 16.8 million over the same period. Manpower exports abroad
averaged 0.5 million per year during this period. As a result, the total number of additional workers who
found employment in the domestic market or abroad exceeded the number actively seeking work in the
domestic economy making a significant dent on underemployment. Carried forward to 2015 this trend
would imply further improvement in reducing the number of those who are underemployed.

Visionary top-down policy making complemented by robust bottom-up development: The distinguishing
feature of this new evolving paradigm witnessed during the realization of the 6" FYP is a simultaneous
emphasis on top-down and bottom-up development paths that are convergent and rain forcing. For
instance, at macro level, economic growth was pursued while strengthening the macro balances;
infrastructure investments were broadened and deepened with private capital complementing public
resources and crowding-in investments in the exclusive domain of the private sector; labour intensive
manufacturing led the industrialization process boosting wage incomes; expansion of the rural economy
contributed to food security as well much needed jobs for rural labour force.

A major hallmark was policy led reforms influencing and augmenting the flow of budgetary resources.
One of the major challenges to economic growth was the acute shortage of power. Bold and innovative
policy not only pushed the resource envelop beyond traditional financial sources but also harnessed
private sector's potentials to jointly overcome the crisis-mobilizing over $ 8 billion and more than
doubling generation capacity to about 14,000 MW in 2015. Also, currently, Bangladesh has around 4
million solar home systems (SHS) covering 10% of all households-which is the largest SHS in the
world. During the 6" Plan period, breakthrough was made in establishing regional power connectivity,
Bangladesh importing first ever power, 500 MW from India. Another example is the Skills
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Development Policy which set the stage for planning and investing resources for increased productivity,
employability and mobility of the labour force to reap the benefits of demographic dividend and support
the economic transformation in the future. The Women Development Policy consolidated a national
vision for social, legal and economic empowerment of women and guided a set of actions and resources
for all stakeholders. Going beyond the traditional emphasis on boosting ICT related exports only, the
ICT policy, among others, focused on improved governance by increasing transparency, accountability
and efficiency of service delivery and ensuring better value for money.

At the same time, bottom-up interventions were designed and launched with an uncompromising focus
on the felt needs of the people, in particular, the poor and the marginalized - a distinguishing trait of the
present government. For instance, Digital Centres were established in all the 4500+ Union Parishads,
taking services to the door steps of millions of underserved citizens; more than 13,000 Community
Clinics deliver quality basic healthcare in close proximity of rural communities. Targeted and
affirmative programmes have been designed and implemented for promoting primary and secondary
education, in particular for girls who contributed to significant improvement in school retention with
the added benefits of reduced under-age marriage, maternal and child mortality and enhanced women
empowerment.

Agriculture is an example of policy convergence: top down and bottom up. Policy driven resources
were made available from the top to support availability of inputs, extension services, credit to farmers
and R&D to meet the challenges for increasing productivity and sustainability. At the same time, bottom
up reforms were put in place to ensure the rights of intended beneficiaries. Bank accounts were opened
for as small as Tk. 10, beneficiary cards were issued and beginning was made to leverage IT enabled
services for extension services, crop protection and technology diffusion. The outcomes are reassuring.
Bangladesh has tripled its rice production since its independence, from 10 million MT in 1971 to around
35 million MT today even in the face of declining arable land. Bangladesh is now world's sixth largest
producer of rice, on the threshold of exporting food grains. The impact is also seen in accelerated growth
of rural wage rates especially since 2010 which was a key driver of inclusive development in
Bangladesh.

Bold entrepreneurship by the government: Harnessing the broad based mandate and widespread
support, the present government could make bold decisions necessary to lead the nation towards the
extraordinary progress that Bangladesh achieved in the last plan period. It is this strength of extremely
enterprising decisions that enabled the country to expand the access to electricity from 45% in 2008 to
over 74% in 2015; move ahead to build the $3 billion Padma bridge through its own initiative, extend
the broadband network to remote countryside, etc. Embarking on such bold programmes needed careful
management of resources, proper planning and above all, a creative vision. In many ways, the powerful
signals coming from the government set the tone for mobilizing private investments, domestic and
foreign, in large volumes.

There has been a sea change in civil bureaucracy. Encouragement and policy support from senior
officers at the ministry and directorate levels to take risks coupled with a Service Innovation Fund to
incubate innovation in service delivery is recognizing, rewarding and catalysing new and promising
ideas from field level officers in re-engineering, decentralization and public-private partnerships.
Harnessing the near ubiquitous presence of the internet, flourishing mainstream and social media,
mechanisms have been created by the government, private sector and civil society that allow people to
come together for development.

This change in mind-set was crucial to establishing a culture of innovation within government that has
contributed immensely to breaking the mould and sharply increasing the gradient of the country's
development. The result has been an increasingly visible public service innovation ecosystem that has
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already seen 58% reduction in time taken for citizens to access certain services along with 32% cost
savings and 80% less visits. A new governance paradigm is emerging.

Investing in caring society: The Bangladesh government currently has over 140 social safety net
programmes, covered 25% households and 1.6 billion US$ disbursed to date. The incidence of poverty
and extreme poverty have both exhibited significant reduction, falling below 25% and around 12 %
respectively, achieving the MDG target of halving the incidence of poverty between 1990 and 2015.
'Ekti Bari Ekti Khamar', 'Food for All' and 'Shelter for all' are examples of a caring government focused
on identifying citizens and communities living on the margins and reaching out to them. Seasonal
starvation in northern region is now firmly a thing of the past. Large national workfare programmes like
the Food for Work Programme (FWP) and the Employment Generation Programme for the Poor
(EGPP) disburse as much as TK. 45 billion annually and help create employment in rural areas during
agricultural slack periods for those who need them, especially women. ICT has been leveraged for
financial disbursements under Ekti Bari Ekti Khamar to reach out to the beneficiaries, expand the
network cooperatives in all Union Parishads across the country and forced savings among members
which are matched by the government, ensuring not only credit but also promoting savings behaviour
among poor women.

Key institutions like Bangladesh Bank were empowered to take revolutionary steps in enhancing
financial inclusion. The number of mobile money clients in Bangladesh grew from zero to 25 million
users, with the number of daily transactions reaching 77 million. Nearly 10 million farmers, 110
thousand freedom fighters, and 2.6 million Social Safety Net Programme (SSNP) beneficiaries have
opened '10 Taka Accounts' across the country. Bangladesh Bank issued a guideline on 'Agent Banking'
aimed at creating the platform to take full service banking facilities to every corner of the country by
allowing public and private banks to leverage the established networks of Digital Centres and Post
Offices. Nobel Laureate in Economics, Prof Kenneth Arrow while defining a 'good society' identified
two critical aspects; "respect for others and concern for others". Bangladesh of today in a way
exemplifies this description.

Empowering women and reducing gender inequality: The mobilisation of the "active agency of women"
has been a distinctive feature of the vision that has moved Bangladesh forward in terms of their social,
economic and legal empowerment. Public services, such as school teaching, health care, and family
planning are directed towards and employ a much higher proportion of women than is the case in most
developing economies, including in Bangladesh's neighbours. Led by such industries as ready-made
garments, women have entered the economic work force in plentiful numbers. Indeed, recent trends
show more women have entered the labour force than men. Apart from marked improvements in
important health indicators like reduction in maternal mortality, the government has worked relentlessly
to ensure women's overall development, particularly by tackling gender disparity. Gender sensitive
budgets have been introduced in 40 ministries. Significant affirmative actions have pushed up women's
participation in political and administrative leadership.

Harnessing technology and innovation to fast track development: Service delivery processes have been
reengineered to provide greater access to common people, particularly those living in remote, rural
areas. Digital Centres - over 5000 ICT based one stop outlets run by ‘citizen entrepreneurs’, one within
4 km of every citizen in Bangladesh- provide 4.5 million citizens access to public information and
services (birth certificates, land records, passports, and application to various other government
services) as well as private services (mobile financial services, insurance, various types of computer
and vocational training, etc.) each month. 27,000 primary and secondary schools are now featured with
Multimedia Classrooms which are starting to revolutionize teaching-learning practices in
underprivileged classrooms and fundamentally changing the dynamics between teachers and students.
This new paradigm is disrupting traditional teacher training methods.
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The National Portal, the world's largest government portal with 2 million contents, has virtually
integrated nearly 42,000 offices of the government in one address bangladeh.gov.bd and has become
the boldest driver of progressive information disclosure by various government agencies. The Digital
Centres won ITU's World Summit on the Information Society (WSIS) Award in 2014 and the National
Portal in 2015 - a rare feat by the same country in consecutive years. Over a hundred e-Services have
sprung up through central planning or through field level execution. Each Ministry has signed an Annual
Performance Agreement (APA) with the Cabinet Division to launch a new electronic service every year
- this one initiative alone could significantly and rapidly change the service delivery paradigm from one
falling prey to unscrupulous middle-men to one that is driven by a culture of transparency,
accountability and responsiveness.

Championing environmental issues: Sustainability has been a conscious and overarching strategy of the
present government since 2009. Natural calamities such as storms, cyclones, floods, and droughts have
acted as a persistent drag on the country's progress. Bangladesh, being one of the most vulnerable
countries to the adverse effects of climate change, promoted innovation, designed and implemented its
own programmes spanning agriculture, energy, water resources etc. from its own resources. Prime
Minister Sheikh Hasina received the United Nation's highest environmental accolade 'Champions of the
Earth' in recognition of Bangladesh's far-reaching initiatives to address climate change during UNGA
2015.

Allowing ‘development space’ to non-state actors: Most orthodox, ideologically oriented frameworks
favour either exclusive reliance on private enterprise or exclusive use of state-based programmes. A
striking feature of Bangladesh's unique pathway for socio-economic progress has been the multiplicity
of actors and models engaged in the development space. NGOs and private enterprises have played an
important role in supplementing the efforts of the public sector. In particular, the intelligent use of
community-based approaches in the delivery of education, health, financial and various rights-based
services, extended the reach of the initiatives and their impact in a frugal yet remarkably effective
manner. This combination has allowed Bangladesh to benefit from the necessary variety and depth of
social advancement interventions.

Proactive international engagement promoting developing: From opening closed international markets
and initiating new ones for Bangladeshi manpower to creating an extremely honourable image of
Bangladesh-the proactive and productive international engagement during the 6" FYP was a key
highlight of Bangladesh's development journey in the last few years. Settlement of long standing
regional issues such as disputed land and marine boundaries with India and enclaves, activation of
platforms for dialogue such as with the US, India, China, Japan, Russia, Malaysia and several other
countries opened up unprecedented opportunities for concessional G2G loans and FI into power and
energy, transportation, telecommunications and ICT, economic zones amongst others.

With the Prime Minister Sheikh Hasina at the helm, Bangladesh has assumed global centre-stage
leadership presence through engagement with the UN and other international processes in myriad issues
such as sustainable development, climate change adaptation, women's empowerment, maternal and
child health improvement, mainstreaming of disability issues, poverty reduction, anti-terrorism, and
even cutting edge issues such as ICT-facilitated social and economic development. This recognition
clearly stemmed from the vision of an independent and self-respecting nation.

Development Approach of the 7t Plan

The solid development performance under the 6™ Plan suggests that the Government's development
strategy is on track and the challenge for the 7" Plan is to build on the successes while taking further
actions to address the areas of shortfalls. Importantly, the 7" FYP, spanning fiscal years 2016-2020,
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begins with the country having entered the ranks of middle income countries. The first year of the 71"
Plan also coincides with the launch of the UN post-2015 Sustainable Development Goals (SDGs). In
the backdrop of these factors, the 7" Plan centres on three themes:

e GDP growth acceleration, employment generation and rapid poverty reduction;

e A broad-based strategy of inclusiveness with a view to empowering every citizen to participate
full and benefit from the development process.

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

Accelerating growth with inclusion under the 7" FYP
The economic growth strategy of 7" FYP includes four pivotal themes:
» Break out of the sphere of 6% growth and raise the annual average growth rate to 7.4%.

» Growth will be inclusive, pro-poor, adapt well to the urban transition and be environmentally
sustainable.

By the end of the 7" FYP, poverty and extreme poverty will be substantially lowered.

> All the additional labour force will be gainfully employed, including much of the under-
employed.

High Growth and inclusiveness: The 7" Plan seeks to raise the GDP growth rate progressively from
6.5% in FY15 to 8% by FY20. The average growth rate is projected at 7.4% over the Seventh Plan
period. Along with strategies for rapid economic growth of 7% plus, the 7th FYP will ensure that
complimentary strategies and policies are in place to make the growth path inclusive, responsive and
adaptable to the ongoing transformations, is resilient to climate change and is sustainable over the long
term without damaging the natural environment. It therefore encapsulates a strategy for inclusive
growth which empowers people by creating employment opportunities, fostering the scope for greater
labour force participation, particularly of women, supporting skill development in response to market
demand, enabling access to credit for small and medium enterprises, and improving health and
education for people to be more productive. Thus, inclusiveness is meant to capture more than income,
to include opportunity, productive employment, and access to services for the marginalized and
physically challenged people.

Growth and poverty reduction: With about a quarter of the population of 160 million still living below
the poverty line, faster growth is a necessary condition for attacking poverty. While addressing the
poverty problem, special focus will be given to cutting back as much extreme poverty (defined as people
living below the lower poverty line) as possible. Specifically, the 7" Plan seeks to reduce poverty rate
to 18.6% and extreme poverty to around 8.9% by FY20. Along with growth, the 7" Plan will emphasize
human development, social protection and social inclusion as essential elements of a comprehensive
poverty reduction strategy.

Growth and employment challenge: Inclusive growth is defined here as growth that is both sustainable,
broad-based in terms of employment opportunities and reaches out to people on the margin. It is
estimated that some 12.9 million additional jobs will be available during the five years of the 7" FYP,
including some 2 million jobs abroad for migrant workers, for the 9.9 million labour that will join the
workforce during the same period. Thus job creation, both domestic and foreign, will exceed the
additional labour force that will be looking for work so that the backlog of under-employment will also
be dented significantly, if the targeted GDP growth materializes.
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Higher growth on aggregate and at the sectoral level will require higher investment in physical and
human capital. The financing of this investment will have to be done in a way that it does not create
problems for macroeconomic stability. The 7™ Plan will continue the emphasis on prudent
macroeconomic management. Thus, the objective of higher growth will be balanced with efforts to
further reduce inflation to 5.5% by FY20. The strong performance in the balance of payments will be
preserved by promoting a strong and diversified export base.

The experience of the Sixth Plan clearly highlights the importance of investment in realizing higher
growth and employment. The key challenge is to increase the rate of investment by about 5.5% of GDP
over the plan period (i.e. from 28.9% of GDP in FY 15 to 34.4% of GDP by the end of the Plan in FY20).
Both public and private investment rate will need to increase. Additionally, the efficiency of domestic
investment, particularly in the public sector, will be important for realizing the maximum benefits out
of the limited public sector investments. As in the past, much of the public sector investment needs to
be directed to major infrastructure projects including the 8 transformational projects identified by the
government and in realizing the Power Sector Master Plan.

As in the past, much of the investment in the economy could be financed through national savings,
although foreign investment (FI) is expected to play a bigger role under the Seventh Plan. Out of the
planned 7.5% of GDP increase in gross investment, about one-fourth would need to come in the form
of FI. Increased levels of FI would also be desirable from the point of view of improved management,
new technology, and greater market access for Bangladeshi exports. Overall, the 8% growth target by
the end of the 7" Plan, although challenging should be attainable, provided that necessary supportive
reforms and policies are put in place and external conditions are favourable for the private sector to
move forward and invest in the future of Bangladesh.

Development expenditure: Thrust on development expenditure to alleviate infrastructure constraints by
fast tracking nationally important projects will continue. In addition initiatives will be taken to broaden
and accelerate the implementation of other major highways and bridges, power sector projects, and
providing access to serviced land to foreign and domestic investors in the context of the Special
Economic Zones (SEZ) initiative. Budgetary allocations to the priority social sector programmes in the
health and education sectors will be increased to create better human capital through universal general
education, skill development programmes, and greater access to improved public healthcare systems.
Phased implementation of the recently adopted rational Social Security Strategy of the Government of
Bangladesh will provide comprehensive social protection to all poor and vulnerable citizens.

Annual Budgets: Taking these considerations into account, Annual Budgets will be formulated in a
manner consistent with the realization of the Seventh Plan objectives. Financing of this national Plan
will require increased private and public sector savings, rapid income growth for the private sector and
increased revenue mobilization through reform and modernization of tax policy and tax administration.
Prudent spending of public sector resources for better public service delivery and subsidy/transfer
programmes, and improved efficiency of public sector enterprises will be important for public sector
resource efficiency and productivity.

Resource Envelope: Total investment over the 5 year of the 7" Plan will amount to Tk. 32 trillion in
constant FY16 prices (the first year of the Plan). As during the 6™ Plan, private sector investment will
continue to play its dominant role, accounting for 77% of the total planned investment. Although
domestic private investment would take the lead, the role of FI would need to increase significantly.
Increasing the inflow of FI in Bangladesh to 3% of GDP would be critical for achieving the financing
of the investment target of the 7" Plan. Thus, the external financing for private investment, comprising
primarily private FDI and external borrowing in foreign currency by the private sector, will increase
markedly in the 7" Plan as compared with the 6" Plan.
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Public investment priorities: Public investment priorities will emerge from the key 7" Plan targets with
respect to real GDP growth, poverty reduction and social protection for the poor and the vulnerable.
Additionally, the public investment programme will emphasize human resource development,
enhancing social equity through inclusive growth and ensuring the sustainability of growth through
continued macroeconomic stability and protection of the natural environment.

Plan Goals and Targets

The 7" FYP reflects a continuation of the major goals articulated in the 6" FYP. The core targets set in
accordance with the vision and goals of the Perspective Plan under the 7" FYP include:

A.

Income and poverty

Attaining average real GDP growth rate of 7.4% per year over the Plan period

Reduction in the head-count poverty ratio by 6.2 percentage points

Reduction in extreme poverty by about 4.0 percentage points

Creating good jobs for the large pool of under-employed and new labour force entrants by
increasing the share of employment in the manufacturing sector from 15 percent to 20 percent

Sector Development

Significant growth of the agriculture, industry and service sectors

Increase the contribution of the manufacturing sector to 21% of GDP by FY20
Substantial improvement of exports to $54.1 billion by FY20

Achieving a Trade-GDP ratio of 50% by FY20

Macroeconomic Development

Total revenue to be raised from 10.7% of GDP to 16.1% by FY20
Maintain the current fiscal deficit of 5% of GDP

Government spending to be increased to 21.1% of GDP by FY20
FDI to be increased substantially to $9.6 billion by FY20

Urban Development

Infrastructural investment and civic facilities in peri-urban growth centres especially around
Special Economic Zones

Inclusive housing and other civic services for urban inhabitants including for people living in
informal settlements and slums

Inclusive urban planning based on sustainable land use planning and zoning

Increased productivity, access to finance, and policy support for urban micro-small and medium
enterprises

Human Resource Development (Education, Health and Population)

Achieving 100 percent net enrolment rate for primary and secondary education

Percentage of cohort reaching grade 5 to be increased to 100 from current 80 percent

Under 5 mortality rate to be reduced to 37 per 1000 live birth

Maternal Mortality Ratio to be reduced to 105 per 100,000 live births

Immunization, measles (percent of children under 12 months) to be increased to 100 percent
Reduce proportion of underweight children among under-five children to 20 percent

Births attended by skilled health staff to be increased to 65 percent
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Reduction of Total Fertility Rate to 2.0
Increasing Contraceptive Prevalence Rate to 75 percent

Water and Sanitation

Safe drinking water for all
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

Energy and Infrastructure

Installed Generation Capacity of electricity to be increased to 23,000 MW by 2020

Ensure energy mix for energy security

Electricity coverage to be increased to 96 percent with uninterrupted supply to industries
Reduce system loss from 13% to 9%, improve energy efficiency & conservation

Construction of 6.15 km. long Padma Multipurpose Bridge at Mawa-Janjira

Construction of about 26 km. long Dhaka Elevated Expressway

Construction of Dhaka-Chittagong expressway and upgradation of Dhaka-Chittagong highway
to 4-6 lane.

Improve the multimodal transport network with a significant increase in the share of rail and
waterways traffic

Reduce urban traffic congestion with focus on Dhaka and Chittagong cities

Reduce the incidence of road accidents

Completion of the following high Priority Mega Projects:

Padma Bridge, Deep Sea Port Project; MRT-6 project; LNG terminal project; Payra Port
Project; Rooppur Nuclear Power Plant Project; Rampal Coal Power Project; Matarbari Coal
Power Project

Gender equality, income inequality and social protection

Female to male ratio in tertiary education to be raised from current 70 percent to 100 percent
The ratio of literate female to male for age group 20-24 to be raised to 100 percent from the
current 86 percent

Encourage female enrolment in technical and vocational education

Reduce or maintain the current income inequality of 0.45

Spending on Social Protection as a share of GDP to be increased to 2.3% of GDP

Environmental Sustainability

Increase productive forest coverage to 20 percent

Improve air quality in Dhaka and other large cities and enact Clean Air Act

Promote Zero discharge of industrial effluents

Urban wetlands are restored and protected in line with Wetland Conservation Act

At least 15% of the wetland in peak dry season is protected as aquatic sanctuary

500 meter wide permanent green belt established and protected along the coast

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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J. ICT Development

e Improve tele density to 100%, internet penetration to 100% and broadband coverage to 50%

e All primary schools to have at least 1 and all secondary schools to have at least 3 multimedia
classrooms; 30% of primary schools and 100% of all secondary schools to have an ICT
laboratory

e 25% Community Health Clinics provide teleconsultation with specialists in urban areas

e All G2P cash transfers and most P2G and B2G payments done digitally

o Most vital government services are made available at all Digital Centres, through the national
portal and over mobile devices; 100% of citizens and residents have digital ID that is used in
service delivery

e Social media is regularly used for communication with various demand and supply side
stakeholders

e Open government data and big data analysis are regularly used in public decision support.
Increase domestic ICT earnings to $2 billion and export earnings to $2 billion; 1 million trained
HR for the ICT industry

e Spending on Research and Development to constitute 1 % of GDP

o Robust cyber security measures are institutionalized

Development Results Framework (DRF)

The 7" Plan emphasizes the need for adopting an effective results-based Monitoring & Evaluation
(M&E) strategy which can help monitor the implementation of the plan and associated programmes. In
this regard, the 7" Plan will build on the M&E results framework introduced during the 6™ Plan and
adopt much coherent and well-crafted development results framework (DRF) with measurable
indicators. Both core macro and sectoral quantitative results will be monitored to measure the effective
implementation of the 7" Plan. A total of 88 indicators, shaped by intensive consultations with all the
concerned, comprised the DRF to monitor implementation of the Plan.

Strategies for sectoral development

The chapters on the sectoral development strategies of the 7" FYP have been structured to align with
the recently adopted 14 uniform sectoral divisions. Previously, there was a lack of uniformity of sectoral
classification among the ministries - Planning Commission followed 17 sectors; Ministry of Finance
used 13 sectors for resource allocation while Sixth Five Year Plan focused on 10 thematic areas. This
recently adopted change of having the same sectoral classification for ministries will bring harmony
among planning, resource allocation, implementation and monitoring and with this spirit the sectoral
chapters of the Plan have been arranged.

Sector 1 and 2: General Public Services and Public Order and Safety

The government's scope to meet the desired milestones of Vision 2021 - articulated under the
"'Perspective Plan of Bangladesh 2010-2021" critically depends on meeting the governance challenges.
In the 7" Plan, the Government will adopt strategies and policies that are adequately tuned for meeting
contemporary challenges with special focus on reforms to improve overall development performance.
Important areas for intervention include: (i) judiciary; (ii) public administration capacity; (iii) financial
sector; and (iv) public order and safety.



Sector 3: Industrial and Economic Services

The advancement of the manufacturing sector will remain, for some time to come, the main driver of
growth in Bangladesh. To continue on a path of sustainable export growth with a diversified basket of
goods, trade and industrial policies have to be geared towards a dynamic and globally competitive
manufacturing sector of the future. For one, Bangladesh would have to restructure its tariff regime in
order to gradually reduce effective protection levels and consequent anti-export bias. This trend in the
structure of output-input tariffs seems to be the only way to go if Bangladesh is to undergo
transformative change in its structure of production, where production, jobs and income hinge on the
success of exports which, by FY2020, could reach $54.1 billion and constitute 30% of GDP, from 17%
in FY2015.

Seventh plan strategy for enhancing the role of the services sector in economic development includes:
i) Modernizing the service sector with emphasis on export of non-factor services; ii) Improve the
incentive policies for boosting private investment in services; iii) Increasing public investment in key
service sector infrastructure; iv) Strengthening the skills base for the service industry; v) Strengthening
implementation of prudential regulations to boost service quality, increase public safety, improve
compliance and ensure accountability of service providers; vi) Strengthen monitoring and enforcement
services on overseas employment related recruitment services and vii) Strengthening public institutions
to support the growth of services sector and improve service quality, safety and accountability.

The emphasis on non-factor service exports such as ICT, aviation, shipping and tourism is a critical
element of the service sector development strategy for the 7" Plan. These activities are high value-added
and will help generate high income jobs both directly and indirectly. The strategy will also continue to
support the development of banking and financial activities, education, health, transport and trading. A
modern transport sector is also important for the expansion of manufacturing and duly emphasized in
the 7" FYP.

Sector 4: Agriculture

Agriculture sector is overwhelmingly driven by private initiatives, and the overall strategy for 7" FYP
will be to accelerate the process of transformation from already existing semi-subsistence farming to
commercialization of agriculture. This strategy will require achieving productivity gains,
diversification, value addition and agro-processing commensurate with national environmental
protection and climate change adaptation strategies. The past growth in crop subsector was helped by
the new HYV (high yielding variety) technology, particularly in rice, in which both the state and the
market played important roles. So, for the crop sub-sector, encouraging agricultural growth through
various policy changes/adjustments ranging from applying new technology and extension services to
providing credit to small farmers will be intensified.

Livestock sub-sector development strategies and policies for 7" FYP includes support for dairy product
development, production of better beef breeds and the block Bengal goat for higher meat production,
and poultry development for both meat and egg production and finding export markets. On the other
hand, the key elements of the strategy for the Fisheries subsector include improvement and development
of open water fisheries management, inland aquaculture through maintaining purity of brood stock of
indigenous fish species, shrimp and coastal aquaculture, and that of marine fisheries. Adequate support
will be designed and implemented to increase export. A very important part of the strategy for the
agriculture sector as a whole will be strengthening extension and research capacity of different
Departments, Institutes, and Universities.

The Forestry sub-sector strategy will include continuing moratorium on felling in the natural forests,
increasing tree density of the existing forests and older plantations through ‘enrichment planting' and



‘assisted natural regeneration’, and intensification of plantation activities in coastal zones. Different
measures will be taken to conserve and protect wildlife with special attention to Royal Bengal Tiger.
Social forestry development will continue to be an important strategy.

Strategies have also been proposed for improvement of water resource management for supporting
agriculture growth. Water management will emphasize the sustained and balanced use of water
resources for irrigation, drinking water and water transport while reducing vulnerabilities from flooding,
water logging, salinity and river siltation. A comprehensive long term water resource management plan
is in the making under the umbrella of the Bangladesh Delta Plan.

Sector 5: Power and Energy

Accelerating GDP growth during the 7" FYP depends on assuaging the infrastructure constraint,
especially power and energy, by focusing priority attention to infrastructure development.

Power generation: The total power generation capacity in 2015 stands around 14000 MW which will
be increased to 23000 MW by 2020 at the end of the ill Plan, the increase is estimated to be shared at
60:40 ratio between public and private sector. The target is to provide electricity to almost all the
population with special emphasis on reliable power to productive sectors which will require major
expansion and up gradation of transmission and distribution networks. Energy mix will be a key to
ensuring security of supply. Most of the new generation would come from coal based power plants with
state of the art technology that minimizes impact on environment and ensures high efficiency.
Renewable energy is expected to provide 5-10% of total generation. Energy efficiency and conservation
will be enhanced across the industry from generation to the consumer end. Regional connectivity will
be expanded and strengthened. Rooppur Nuclear Power Project's first plant (1000 MW) will be
commissioned immediately after 2020.

Strategy for Primary Energy Sector: The important strategic issue relating to energy in the 7% Plan is
the strategy for supply of primary energy with domestic supply of gas likely to decline from existing
fields. The strategy during the 7% Plan will be to meet the shortfall in domestic gas with coal, particularly
imported and LNG while moving ahead with accelerated exploration of hydrocarbons in the offshore
and the deep sea. Industrial users of gas as well as captive generators will have to increase efficiency
through cogeneration/tri-generation. Regional cooperation will also be pursued, in particular, to harness
hydropower.

Sector 6: Transport and Communication

The 7" FYP recognizes importance of modern transportation and communication for achieving the
target growth of 8% at the end of plan period. The key elements of the transport sector strategy for the
Seventh Plan are as follows: i) Timely completion of all ongoing roads and bridges projects especially
related to inter-city highways; ii) A top priority is to focus on fast tracking a number transformational
infrastructure investment; iii) to promote regional connectivity and support for the Trans-Asian
Highway Project; iv) Address the anticipated Chittagong port capacity constraints owing to growing
income and international trade; v) Significantly expand the capacity of the civil aviation to handle
growing international and domestic air traffic through investments in new airports and other supportive
infrastructure; vi) Address the major institutional constraints that have hampered implementation of
infrastructure projects in the Sixth Plan; vii) Reform the PPP strategy with a view to achieving stronger
progress under this approach in the 7" Plan; viii) Address the urban transportation challenge of
increasing traffic congestion; ix) Strengthen the use of river and rail transport to provide a low cost and
more environment-friendly alternative to road transport; x) Coordinate the Roads, Railway and inland
water cargo linkages to strengthen the performance of Chittagong Port and the competitiveness of the
manufacturing sector; and xi) Address the broader governance and institutional challenges of the sector.



Sector 7: Local Government and Rural Development

The Government places special emphasis on strengthening the local government in order to bring the
public services closer to the people and also to make sure local people's preferences are well reflected
in the planning process. Thus the 7" FYP is committed to undertake a comprehensive set of actions,
including: i) A Local Government Legal Framework (LGFL) - This single legal instrument (LGFL) will
cover all units and tiers, irrespective of urban and rural, regarding their formation, function, jurisdiction,
taxation, finance, budget account, electoral process, and central-local and local-local relationships; ii)
Building the capacity of local governments through assignment of appropriate officials, technical
assistance and training programmes; iii) Developing planning and budgeting capacities at the local level
to help design and implement local level programmes; iv) Fostering initiatives to provide technical
assistance to link local level plan to the national medium to long term planning.

7" Five Year Plan also focuses on issues related to development of rural areas of Bangladesh and
identification of priority areas, such as increasing local production, solving energy problems, reducing
poverty through undertaking programmes on agriculture, employment generation and rural
infrastructure. The rural institutions will be strengthened to support the ongoing rural transformation
including support for non-farm job creation, rural mobility, and rural finance along with reducing
poverty through undertaking programmes on rural infrastructure, connectivity, water supply and
sanitation also with agriculture and employment generation.

Sector 8: Environment and Climate Change

The Plan has set national environmental targets and goals to move the country towards more sustainable
economy and society. The main objective of the Seventh Five Year Plan is to ensure environmental
sustainability through conservation of natural resources and reduce air and water pollution. The Seventh
Plan has stressed the need to take into account environment, climate change adaptation and mitigation
in a broader development context. In this regard, this Plan recognizes climate change as an added
challenge to reduce poverty and environmental degradation. Thus, the Seventh Plan focuses on key
strategic element for natural conservation with increased forest coverage with appropriate tree density,
water bodies and protected areas and maintenance of natural resource quality and wildlife at a desired
level. Creation of alternative livelihoods and building resilience for community to lessen anthropogenic
pressure on resources will be enhanced. Relevant programmes for environmental and climate change
capacity building at local and national level will be the main interventions of this Plan. Government
will offer greater attention to the areas in research for knowledge generation concerning environment
and climate change.

Sector 9: Housing and Community Amenities

Various projections estimate that the urban population in 2020 to be anywhere from 60 to 80 million.
Providing better urban services to this increased population would be the key challenge. In order to
achieve sustainable urbanization, policies and strategies are proposed keeping in view the multi-
dimensional nature of urbanization challenges. Creating an urban vision for the country is important.
Bangladesh will pursue towards compact, networked, resilient, competitive, inclusive and smart urban
development. The nature of urban governance is of crucial importance and should encompass better
transparency and accountability of institutions, institutional strengthening and capacity building,
decentralization, community participation, more efficient resource mobilization, and involvement of
the private sector in the development of the urban sector. As a part of improving availability of housing
facilities, the strategy will be one where the government's main role will be a regulator and facilitator
rather than a provider of low-cost housing.



Provision of adequate and affordable basic infrastructure and services, essential for safeguarding health,
safety, welfare and improved living environment of the people, will be an important strategic focus
under the 7" Plan. Basic infrastructure and services at the community level, including delivery of safe
water, sanitation, waste management, social welfare, transport and communications facilities, energy,
health and emergency services, schools, public safety etc., will primarily be the responsibility of the
central government agencies and the local government bodies with increasingly greater involvement of
the private sector.

Sector 10: Health

Health is one of the largest sectors of the government and its commitment to deliver quality health
services for all continues in the 7" FYP. The Plan places special emphasis on the following areas on
health: i) To improve service delivery and utilize the vast health network, innovative approaches will
be explored, including field-based service delivery, decentralization of the management of facilities,
providing autonomy to hospitals by protecting the interests of poor; ii) The health service delivery
system will ensure that the poor and marginalized population are able to access and utilize such services;
iii) Since a considerable portion of the population turn to the private sector for health services, proper
regulation to protect the people from malfeasant practices is considered very crucial in the Plan; iv) To
make better and effective use of government trained Community Skilled Birth Attendants (CSBAS),
proper technical mentoring and supervision will be introduced; iv) Recognizing the epidemiological
transition, massive health promotion and prevention efforts for impending non-communicable diseases
will be carried out; v) Gender and adolescent friendly services together with availability of proper
information for the adolescent will be ensured; v) special emphasis will be placed on tribal health,
autism, mental health, geriatric care, and health education; vi) In addition to addressing service delivery
issues, the 7" FYP will also take into account the deficiencies in governance and management of the
health sector. Issues related to the inadequacies in the health workforce, finance, surveillance, drugs
and equipment, information and research will be addressed.

A strategy for nutrition planning is outlined in the National Food Policy (2006) and the National Food
Policy Plan of Action - NFP PoA (2008-2015), which was developed by 11 line ministries. The main
objectives of the NFP PoA are to achieve adequate and stable supply of safe and nutritious food for
everyone, especially women and children. The Institute of Public Health and Nutrition (IPHN) of DGHS
has been assigned as the institutional home for nutrition. Nutrition Programme of the MoHFW has been
mainstreamed within the DGHS and DGFP through a new operational plan for National Nutrition
Services (NNS) will be used to provide regular nutritional services. The responsibilities of relevant
sectors and institutions will be expanded and capacity developed accordingly. Capacities of the
Community Clinics, Upazila health complexes and district hospitals will be further strengthened to
adequately manage severely malnourished cases.

Given the current scenario and projections of population growth, the population subsector of HNP is
particularly important for future development of Bangladesh. The Government has set a target to reduce
the fertility rate to 2.0 by the end of the plan implementation period which is achievable with diligent
actions on all fronts. Improved population and family planning services will primarily be ensured
through following interventions: i) Promoting delay in marriage and child bearing, use of post-partum
FP and FP for appropriate segments of population; ii) Strengthening FP awareness building efforts
through Information, Education and Communication (IEC) activities with special emphasis on mass
communication and considering local specificities; and iii) Strengthening advocacy for male
participation in permanent and other methods of contraception.

liv



Sector 11: Education and Technology

Under the 7% Plan, the human capital base will be prepared such that they are able to respond to the
anticipated needs generated by a growing and changing economy. Accordingly, greater emphasis is
being placed on secondary and higher education, as well as vocational and technical education, skill
development training for employment and life skills training programme. The importance of a well-
rounded scientific -education is also highlighted. To promote inclusive development, special attention
will be given to the disadvantaged groups, women, children and persons with disabilities. Enhancing
the quality of education at all levels, including madrasa, through expanding capacity of the teachers,
use of ICT and better infrastructure is also the core of the Plan. The Government's current education
vision is articulated in the 2010 National Education Policy (NEP). The Policy is derived from the
Government's commitment to the goals of Education for All and the just completed Millennium
Development Goals.

The strong progress with the implementation of the Digital Bangladesh Initiative during the Sixth Plan
provides a solid foundation on which the Seventh Plan can build forward. By transferring knowledge,
by facilitating financial transactions, by eliminating needless intermediation in transactions, and by
enhancing and speeding up access to a range of public and privately provided service, 7" FYP envisages
to contribute in, lowering production and selling costs of products and services for the poor. This in
turn is increasing their productivity and income, thereby contributing to poverty reduction and
improvement in mass welfare. Detail plan has been chalked out to enhance quality of education,
facilitate youth empowerment, and make efficient and transparent public service delivery through the
use of ICT. The Plan stresses on creating the enabling legal environment with the effective rules and
regulations for greater use of ICT in every sphere of life.

Sector 12: Recreation, Culture and Religion

The 7" FYP underscores the importance of the role of recreation, especially sports, culture and religion,
especially mental and physical health for human resource development and to inculcate human values.
The Government's commitment to this sector and goals as well as targets of 7" FYP are manifested
through the activities and broad goals of Ministry of Youth and Sports, Ministry of Religious Affairs,
Ministry of Cultural Affairs and Ministry of Information. Each Ministry provides services that tend to
help shape a balanced and well-informed citizen group. Department of Youth Development under the
Ministry of Youth and Sports has been assigned the task of transforming the disorganized and
unproductive youth into a disciplined and productive workforce. Efforts will be made under 7" FYP to
strengthen sports and physical education programme at the school stage in all districts. Religious
institution based literacy programmes will be emphasized under Ministry of Religious Affairs. In 71
FYP period, various activities will be undertaken that will promote the healthy growth of cultural
activities throughout the country under the Ministry of Cultural Affairs.

Sector 13: Social Protection

The main challenge for the Seventh Plan in the area of social protection is the successful implementation
of the National Social Security Strategy (NSSS). The successful implementation of NSSS will provide
a strong basis for Bangladesh to extend proper social protection to its poor and vulnerable population.
The Proposed reforms will be instrumental in eliminating leakages, improving targeting, increasing the
average value of the transfers, lower the risks faced by the poor and vulnerable population, reduce
poverty, help reduce income inequality and build social capital. Additionally, effort will be made to
increase public spending on social protection from 2.02% of GDP in FY15 to 2.3% of GDP by FY20.

Food security strategy under the 7" Five Year Plan will be in line with the three objectives of the
National Food Policy (NFP 2006) and the National Food Policy Plan of Action (2008-2015). Twenty
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six key areas of interventions have been identified with more than 300 action agenda of which some
were prioritized.

The overall objective of disaster management during 7" FYP is to build resilience of the poor and reduce
their exposure and vulnerability to geo-hydro-meteorological hazards, environmental shocks, man-
made disasters, emerging hazards and climate related extreme events to make our cities, human habitat
and resources safe, resilient and sustainable.

The objective of 7" FYP regarding gender is to ensure women's advancement as self-reliant human
beings and reduce discriminatory barriers by taking both developmental and institutional measures.
Gender equality and women's empowerment agenda for the 7" FYP is based on pursuing strategies and
actions that not only enhance women's capabilities and access to resources and opportunities but also
address the barriers in structures and institutions and aim at changing social norms and protecting their
rights are critical to integrate within the plan. Establishing monitoring, oversight and accountability
mechanisms is equally important.

The Seventh Plan strategy for inclusion is based on implementation of the Constitution of the People's
Republic of Bangladesh, which provides equal rights and opportunities to all citizens irrespective of
race, religion, caste, creed or profession. It will build on the positive lessons and experience of the Sixth
Plan and move forward for empowering citizens.
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CHAPTER 1

PROGRESS WITH IMPLEMENTATION OF THE SIXTH PLAN

1.1 SOCIO-POLITICAL CONTEXT

The present Awami League (AL) government led by Prime Minister Sheikh Hasina came to power in 2009
January with a sweeping mandate from the national elections of December 2008. The AL won this mandate
from the people based on its election manifesto Vision 2021. This Vision 2021 reflects the fundamental
socio-political philosophy that people are the source of all power and all development is for the well-being
of the people. This philosophy that people come first originated from the political platform developed by
the Father of the Nation Bangabandhu Sheikh Mujibur Rahman, which underlay the fight for Liberation in
1971. After independence, Bangabandhu converted this political philosophy into his vision for the people
of independent Bangladesh. He dreamt of a country that was prosperous, was free of poverty, provided
equal opportunities for all, where social justice prevailed and there was social protection for the poor and
vulnerable against downside risks. This vision was reflected in the National Constitution and the first
national plan of 1973. Vision 2021 is a continuation of the current AL government’s commitment to pursue
the dream of Bangabandhu.

When the government took office in January 2009, it faced daunting immediate challenges. Severe
electricity shortages threatened economic activities and disrupted social welfare. The global economic
depression of 2008-09 constrained the prospects for exports. A series of natural disasters lowered
agricultural production and increased food prices. While mindful of the need to address these immediate
concerns, the government decided that the underlying policy reforms should be linked to longer term
development goals defined under Vision 2021. Accordingly, the government developed a perspective plan
2010-2021. To implement the perspective plan the government decided to formulate two 5-year plans, the
Sixth Five Year Plan (FY2010-FY2015) and the Seventh Plan (FY2016-FY2020). The Sixth Plan was
completed in June 2015.

This chapter broads a brief review of the implementation experience of the Sixth Plan. The record shows
that Bangladesh achieved considerable development progress under the Sixth Plan. Growth has increased
substantially, the number of new jobs created exceeds the increase in the labour force, real wages have
increased, poverty has reduced and human development has improved. As a result of acceleration of income
growth, Bangladesh has attained lower middle income status as defined by the World Bank. It has also met
or exceeded all socio-economic MDG targets for 2015. This impressive record of development progress
has received international appreciation and recognition.

1.2 PROGRESS WITH ECONOMIC GROWTH, ECONOMIC TRANSFORMATION
AND JOB CREATION

The broad picture of performance of the Sixth Plan in terms of achieving major development targets relating
to economic growth, economic transformation and job creation is positive. The economy has made solid
progress in all these areas. Progress in transforming the economy from a rural-based agrarian economy



towards a more modern urban-based manufacturing and services based economy provides a sound basis for
further transformation during the Seventh Plan. Export performance is broadly on track, which has provided
the impetus for the expansion of the manufacturing sector.

1.2.1 GDP Growth

The rate of expansion of GDP and other socio-economic indicators over the different plan periods is
indicated in Table 1.1. The Table tells a remarkable story of a rapidly growing economy with lower poverty
rates and higher life expectancy. Foreign exchange reserve and per capita GNI also grew over the time. The
table clearly depicts that the most successful plan period was sixth plan period. The average GDP growth
was fairly stable at around 4 percent per year during the first 4 five year plans over the periods 1973-1995.
There was a substantial break from this slow-growing historical past as GDP growth took off during the
fifth plan (1997-2002), reaching 5 percent and then accelerated during the sixth plan in the 6 plus percent
range. Aided by a very successful population management policy, per capita GDP growth moved up in
every plan period, initially very slowly (1-2 percent range) but then accelerated to around 5% average rate
during the Sixth Plan. The implication of these very positive GDP growth and population management
outcomes for the expansion of per capita GDP is indicated in Figure 1.1. The GDP growth acceleration
achieved during the Sixth Plan has been instrumental in taking Bangladesh to the threshold of low middle-
income status.

Table 1.1: Achievements in Various 5-Year Plan Periods

Specific Plan Plan Average GDP Per Capita | Per Capita Life** Forex Headcount
Periods Growth Rate GDP GNI** Expectancy | Reserve Poverty
(FY) growth Ratio***
Plan Actual (%) usD Years Million (%)
(%) (%) usD*
First Plan 1973-1978 5.5 4.0 1.3 111 53.07 - 82.1
Second Plan 1980-1985 5.4 3.8 15 145 55.10 395 69.9
Third Plan 1985-1990 54 3.8 1.6 204 56.10 520 56.6
Fourth Plan 1990-1995 5.0 4.2 2.4 253 58.70 3070 50.1
Fifth Plan 1997-2002 7.1 51 3.5 431 64.90 1583 48.9
Sixth Plan 2011-2015 7.3 6.3 4.9 1314 70.70 24141 24.8

Source: GED, Bangladesh Bureau of Statistics (BBS) and Sixth Plan;
*Balance of last day of corresponding terminal year
**For the terminal year of Plan period
***Corresponding HES, HIES year’s figure and GED estimate for 2015

Figure 1.1: US Dollar Per Capita GDP over Various Plan Periods (end of period)

1400 - 1235
1200 -
1000 - 280
800 -
600 -
400 247 360
T 221

200 - 116 150 .

FY78 FY85 FY90 FY95 FY02 FY10 FY15

Source: Sixth Plan and BBS



As in previous Plans, the actual GDP growth rate fell below the target rate. The shortfall is particularly
noticeable during the later-half of the Sixth Plan (Figure 1.2). In addition to the constrained growth of the
services sector, the main contributing factors were the shortfall in the investment rate, both public and
private, and the inability to achieve the projected growth rate in agriculture. Nevertheless, the ratio of actual
GDP growth to the average planned GDP growth achieved in the Sixth Plan was the highest among all
Plans. Most importantly, the GDP growth performance in the Sixth Plan puts Bangladesh amongst the best
performing nations globally (Figure 1.3).

Figure 1.2: Actual Vs Target GDP Growth during Sixth Plan (%)
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Figure 1.3: 6" FYP Growth Performance in International Context
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Growing at an average pace of 7.8 percent per annum over the five years of 2011-2015, China remains the
global GDP growth leader. Remarkably, Bangladesh grew at 6.3 percent, ahead of India, Thailand,
Indonesia and the average for all developing countries. The performance is even more impressive when
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compared with average growth in sub-Saharan Africa, Latin America and the global average. There is much
to celebrate this strong growth performance. But the challenge ahead for the 7™ Plan is to sustain and
further accelerate the growth effort building on the areas of strength while also addressing the areas of
concern indicated by the implementation experience of the 6" Plan. In particular, utmost attention is needed
to increase both private and public investment rates.

1.2.2 Structural Change and Economic Transformation

The development strategy followed in the Sixth Plan emphasized two areas of structural change and
economic transformation. First, on the production side, the strategy was to strengthen the economic
transformation of Bangladesh from an agrarian economy towards a more manufacturing and modern service
economy. Second, on the rural-urban divide, the strategy was to diversify and strengthen the economic
activity base of the rural economy.

Accordingly, a major objective of the Sixth Plan was to substantially boost the manufacturing growth rate
to an average of 9.8 percent during FY2011-2015, but exceeding double digits in the latter two years of the
plan period. Additionally, the services sector was projected to blossom at an 8.2 percent average growth,
supported by substantial increases in the growth of modern services and service exports. Significant
progress was made in strengthening the production structure. As expected, the manufacturing sector grew
much faster than agriculture. Growing at an average pace of 9.4 percent per year, this was a record average
growth over any previous 5- year period. Expanding at an average rate of 6 percent, the services sector also
performed well.  Modern services such as banking, other financial services and information
communications technology did particularly well. As a result of these achievements noticeable progress
was made in improving the structure of the Bangladesh economy (Table 1.2). Thus, the GDP share of
industry increased from 26 to 28 percent, with the share of manufacturing growing to 20 percent from 17
percent.

Table 1.2: Structural Change in the Economy during the Sixth Plan (% of GDP)

Structure of the Economy FY2010 FY2015
Agriculture 17.81 15.59
Industry 26.14 27.98

-of which Manufacturing 16.89 20.17
Services 56.05 56.42
Source: BBS

Regarding the objective of narrowing the rural-urban divide by diversifying the economic activity base,
there was considerable progress. Already before the Sixth Plan, the rural economy was transforming from
a pre-dominantly agriculture based production structure towards more non-farm based production activities.
The Sixth Plan further pushed this transformation. Evidence shows that agriculture is no longer the pre-
dominant source of income. The expansion of non-farm rural enterprises and services has opened up new
sources of income and employment. The growth of income from non-farm sources and the rapid inflow of
foreign remittances have supported the increase in demand for a range of activities in construction, housing,
trade, transport, schooling, health and other services. The expansion of ICT network and related services
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along with growth of rural electricity and rural roads have reduced the transaction costs between the rural
and urban economies, thereby facilitating better trade and higher prices for the products of the rural
economy. The progress on rural transformation is very re-assuring and provides a strong base to move
forward further in the Seventh Plan.

1.2.3 Employment and Labour Productivity

Employment challenge of the Sixth Plan: There were two dimensions of the employment challenge of the
Sixth Plan.

First, there was the quantitative challenge. The combined effects of the ongoing demographic transition,
whereby the share of the working population is increasing, and the growing labour force participation of
women has contributed to a rapidly growing labour force (3.0 % per annum), much in excess of a slowing
population growth (1.37% per annum). While this presents a huge potential dividend, this also requires
the ability of the economy to create sufficient number of jobs to absorb this growing labour force (demand
for 1.5 million new jobs per year in the Sixth Plan period).

The second dimension is the quality aspects. The last available Labour force Survey (LFS 2013) showed
that some 47% of the total employment is in low productivity agriculture. Research shows that labour
productivity and real wages are higher in manufacturing and services sectors, especially organized services.
Accordingly, a major objective of the Sixth Plan was to create more jobs in manufacturing and organized
services relative to agriculture and informal economy.

Employment strategy: The employment strategy of the Sixth Plan was based on expanding the rate of the
growth of the economy, with special emphasis on the rate of growth of manufacturing and organized
services. Second, the Sixth Plan also took note of the fact that Bangladesh being a labour abundant economy
it will have a comparative advantage in producing and exporting labour intensive products. The experience
from RMG manufacturing provides a very strong foundation to this analytical basis of the Sixth Plan. And
third, the Sixth Plan sought to build on the successes achieved in export of labour services especially to the
Middle East.

Sixth Plan employment outcome: A major problem with assessing the employment outturn is the absence
of an updated employment database. The latest available labour force data refers to the Labour Force Survey
(LFS) conducted in 2013. In view of this knowledge gap, the approach used to estimate domestic
employment is to use the sectoral employment elasticities underlying the Sixth Plan employment
projections and apply them to the actual sectoral and total GDP growth rates. Data on overseas employment
are obtained directly from the Bureau of Manpower, Employment and Training (BMET). The estimated
results are shown in Table 1.3.



Table 1.3: Estimated Job Creation in the Sixth Plan (million workers)

FY2010 1 F\_(2015 (Z:;Jigtl: q
(Base Year) (Estimated) Plan Target)
Domestic Employment
-Agriculture 25.7 24.4 24.5
-Manufacturing 6.7 9.6 10.0
-Other industry 2.8 4.3 4.4
-Services & Others 18.9 23.1 24.4
Total Domestic Employment 54.1 61.4 63.3
Additional Domestic - 7.3 9.2
Employment
Additional Overseas - 2.2 1.2
Employment
Additional Employment - 9.5 104
Additional labour force - 7.7 9.2

Source: GED Estimates

The shortfall in the growth of total GDP as compared with the Sixth Plan targets has reduced the overall
additional job creation from domestic employment, especially in the services sector, but the shortfall has
been partially compensated by a much more impressive expansion of overseas employment than was
envisaged in the Sixth Plan. As a result, the total number of estimated job creation (9.5 million jobs) has
likely exceeded the addition to the labour force (7.7 million). This has lowered the rate of under-
employment. On the qualitative side, the growth of manufacturing employment has largely been on track.
Importantly, the total demand for labour in agriculture has exceeded the supply, as indicated by wage data
that shows that the agricultural labour market has tightened progressively with sharp increases in the real
wages of agricultural male and female workers.

Labour productivity: A major objective of the Sixth Plan was to create jobs in a way that average labour
productivity also expands economy wide and especially in agriculture. This is in recognition of the fact that
productivity increases are the only sustainable way of increasing real income of the workers. The changes
in average labour productivity are indicated in Figure 1.4. Based on the use of the estimated employment
pattern of the Sixth Plan, there is a noticeable increase in average labour productivity during the Sixth Plan.
Thus, labour productivity grew by a healthy 3.5 percent per year. Importantly, average labour productivity
in agriculture is also estimated to have increased by 3.6 percent per year. This is an important result and
provides the basis for sustained increases in real wages and income economy wide and in agriculture.

! Base year was updated using LFS 2010 data, which was not available when the Sixth Plan was drafted. All projections
are similarly adjusted to be consistent with the revised base year.
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Figure 1.4: Growth in Labour Productivity during the 6th Plan
(000 taka 2005-06 prices)
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1.3 PROGRESS WITH REDUCING POVERTY AND INCOME INEQUALITY

1.3.1 Poverty Reduction

The Sixth Plan sought to reduce head-count poverty from 31.5 percent in 2010 to 22.5 percent by 2015.
Unfortunately, the last Household Income and Expenditure Survey (HIES) was done in 2010. Since there
is no survey based evidence on what has happened to poverty since 2010, projections are made based on
relationship between GDP growth and poverty reduction during the two most recent years for which HIES
data are available: 2005-2010. This aggregative elasticity of poverty reduction with respect to GDP
assumes unchanged consumption-GDP relationship and unchanged income distribution. The projected
decline in poverty is shown in Table 1.4. The incidence of poverty and extreme poverty both exhibit
considerable reduction, with faster progress in the reduction of extreme poor. The incidence of poverty falls
to below 25 percent while that of extreme poverty declines to below 13 percent. Importantly, Bangladesh
achieves the MDG target of halving the incidence of poverty between 1990 and 2015. The 2015 estimated
headcount poverty is below the MDG target of 28.5 percent for 2015. The main strategic elements of the
Sixth Plan’s poverty reduction strategy are summarized in Table 1.5.

Table 1.4: Projected Reduction in Poverty during the Sixth Plan Period (%0)

Year Poor (Head Count Poverty with Extreme Poor (Head Count with
Upper Poverty Line (%0)) Lower Poverty Line (%))

2011 29.9 16.5

2012 28.4 15.4

2013 27.2 14.6

2014 26.0 13.7

2015 24.8 12.9

Source: GED estimates based on 2005-2010 GDP-Poverty Relationship



Table 1.5: Major Determinants of Poverty in the Sixth Plan

Performance Indicators Baseline Target Projected 2015
(2010) 2015

Poverty headcount rate CBN method (%) 315 22,5 24.8
Average growth of GDP (%) 6.1 7.3 6.3
Expansion of domestic employment (million) 9.2 75
Expansion of foreign employment (million) 1.2 2.2
Employment share of manufacturing (%) 12.0 15.8 154
Rate of growth of agricultural GDP (%) 6.15 4.3 35
Growth of Real Wages in Agriculture Real GDP

. 6 14.3
(kg of rice) (%) growth plus 0.4

Source: Sixth Five Year Plan; BBS.

Growth in employment, labour productivity and real wages: These three are the most important factors
for sustainable reduction in poverty. The strong growth in total employment, growing faster than labour
force growth, along with increases in labour productivity economy wide and especially in agriculture,
supported the rapid growth in real wages in agriculture throughout the country. Agricultural workers tend
to be amongst the poorest and an increase in productivity and real wages is the most sustainable way of
securing reduction in extreme poverty.

Figure 1.5 shows the trend in real agricultural wages measured in three ways: (1) real wages based on the
index of wages series published by the BBS; (2) real agricultural wages based on daily wage rate data in
taka terms in the districts of Bangladesh also published by BBS; and (3) real wages measured in terms of
the purchasing power of rice based on daily taka wages. The average periodic wage growth implied by the
three real wage series is summarized in Table 1.5. Agricultural wages have surged during FY2010 and
FY2014, ranging from annual real increases of 6.0% to an awesome 14.3%. The largest gains are registered
in terms of purchasing power of wages over rice.

Figure 1.5: Growth in Real Agricultural Wages, FY2010-FY2014 (% per year)
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Male-Female wage gap in agriculture: As a part of the rural transformation, an increasing proportion of
women are getting into wage employment in the rural economy including in agriculture. Women have



traditionally worked in their own farms and home-based enterprises. What is changing now is their growing
presence in the labour market. Data shows that while the absolute gap in wages continues to prevail, the
relative gap has narrowed significantly. Thus, the ratio of female to male wage rate has narrowed from
73% in FY2010 to 78% in FY2014 (Figure 1.6). This is yet another indication of a tightening of the labour
market in agriculture. The narrowing of the gender wage gap is also a welcome development and an
indicator of positive social change in the rural economy.

Spatial wage differential: Awvailability of district level wage data makes it possible to compare
developments in agricultural labour markets and wages across the country. This also provides evidence on
labour mobility and indications about possible pockets of rural areas that may be left out of the process of
development progress. Traditionally, the district of Rangpur exhibits among the highest level of rural
poverty and lowest daily agricultural wages. The wage gap between male agricultural workers in Rangpur
and the national average is indicated in Figure 1.7. The wage gap was as high as 30% in FY2010. This gap
has progressively narrowed and declined to 17% in FY2014. If this trend continues, the gap will narrow
further in the coming years. This is a very positive development as the Rangpur rural side has been the
subject of immense research and policy concern. High rural poverty and frequent episodes of seasonal
hunger presented a major policy challenge to Bangladesh. The evidence of rapidly rising agricultural wages
in Rangpur, faster than the national average which itself is rising, is welcome news and has contributed
positively to poverty reduction while eliminating the seasonal hunger issue.

Figure 1.6: Female/Male Wage Ratio in Agriculture (%)
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Figure 1.7: Rangpur Wages as Percent of National Average (%)
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Remittances: Remittance inflows from migrant workers have continued to perform outstandingly
throughout the Sixth Plan period. Government has supported this through a range of policies as envisaged
under the Sixth Plan. To facilitate remittance 27 microfinance institutions have been authorized along with
28 banks through mobile banking. The number of overseas jobs achieved in the Sixth Plan (2.2 million)
substantially exceeded the projected employment (1.2 million). The share of skilled and semi-skilled
migrant workers has increased from 28.42% in 2010 to 53.79% in 2014. Moreover, the share of migrant
workers in lagging regions has also increased from 13.43% in 2010 to 20.53% in 2014. The share of female
migrant workers has increased from 7.09% in 2010 to 17.86% in 2014. These have been the major
contributory factors to the growth of remittances that swelled from US$ 11 billion in FY2010 to US$ 15.2
billion in FY2015. Some 60 percent of these remittances accrue to the rural economy. Several research
investigations have indicated the highly positive impact of remittances on poverty reduction. Remittances
have lowered poverty through several channels. First, the migration of rural workers to international work
places is one important factor for the tightening of rural labour market, thereby supporting the growth of
real wages. Second, income transfers from remittances have directly supported poverty reduction by
increasing the income and consumption of the rural poor. Thirdly, and very importantly, the massive inflow
of remittance income into the rural economy has supported the expansion of housing, construction, trade
and other services. These in turn have provided a diversified employment base for rural workers. The
multiplier effects of remittance inflows are a major contributor to rural transformation and diversified
employment and income base for the rural poor.

Expansion of microcredit: Lots of rural and urban poor are self-employed. Access to credit is an important
determinant of income opportunities for these poor. Additionally, access to credit allows a smoothing of
consumption that supports poverty reduction. Bangladesh is justly famous globally for pioneering the
growth of the microcredit. These programmes have continued to improve access and services during the
Sixth Plan. The Bangladesh Bank has taken a strong pro-active role to improve the access of credit and
other financial services. New financial instruments based on ICT (mobile banking) are slowly changing the
landscape of financial service access to the poor in both rural and urban areas. In the area of micro-credit,
rules were developed for the Microcredit Regulatory Authority (MRA) in 2010 to properly supervise MFIs
and protect both the borrowers and the lenders. The number of registered MFlIs, as well as the number of
borrowers and saving per borrowers has been steadily increasing throughout the Plan’s time frame. Up to
2012, 673 MFIs were registered with the MRA, and in 2011, the savings per borrowers had increased by
19%. There are now about 1212 applications under process from microcredit related organizations for MRA
registration. The Government has provided microcredit financing through 272 partner organizations
(NGOs). So far through the PKSF programme about 8 million borrowers have received microcredit of
which 91% are women. The present outstanding loan from PKSF partner organizations is 35.64 billion
taka. Accumulated savings by the all MFIs was 27.5 billion taka in 2006 which has risen to 106.99 billion
taka in 2014, with a growth of 289% over this period. Policies and programmes for small and medium
enterprises (SMEs) were also formulated in 2010 to enhance financing services for SME entrepreneurs.
According to the Bangladesh Bank data, almost 700 billion taka was distributed to SMEs, 15% of which
went to women entrepreneurs.

1.3.2 Income Inequality

The Sixth Plan recognized that income inequality is a challenge for Bangladesh. While the access to credit,
the inflow of remittances and social safety nets have helped contain the inequality of consumption and even
lower it slightly over the longer term, the inequality of income has continued to rise from the early 1980s
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to FY2010. Notwithstanding the rapid growth in income and a substantial reduction in poverty, income
inequality is not a healthy sign for social stability and progress. Accordingly, the Sixth Plan sought to
tackle income inequality through a number of strategies and policies including increase in employment,
labour productivity and wages, the development of human capital with better access to poor, the expansion
of micro-credits and loans for SMEs, increase in spending on social protection and improving its
effectiveness, reform of public spending with greater emphasis on health, education, agriculture, rural
development, and reform of taxes with emphasis on progressive personal income taxation.

Data to measure income inequality will have to wait until BBS conducts and publishes the next round of
HIES. As such it is hard to say quantitatively what has happened to inequality during the Sixth Plan.
However some qualitative assessment can be made. On the positive side, the growth in employment,
agricultural labour productivity and real wages are the most promising factor that may have contributed to
an improvement in the income distribution. A second positive factor is the expansion of microcredit and
credit to the SMEs. As against these positive factors, the implementation of other policy interventions has
been less effective. The reform of income taxation into a modern system that taxes all income at progressive
rates is still in the making. Expenditure policies are broadly on the track but the planned expansion in public
expenditure as a percent of GDP on health, education, rural development and social protection has not
happened owing to tax revenue shortfalls, growing incidence of subsidies and the massive financing needs
in infrastructure. On balance, this area remains a major challenge for Bangladesh. The Seventh Plan will
need to take a fresh endeavour and provide renewed commitment to reversing the pattern of long-term
increase in income inequality in Bangladesh.

1.4 GENDER EMPOWERMENT, SOCIAL INCLUSION AND SOCIAL PROTECTION

1.4.1 Gender Equality

Bangladesh already stands out well on gender equality among comparable per capita income countries.
Further progress was achieved in most dimensions during the Sixth Plan. Bangladesh continues to perform
especially well in gender parity in education. Having eliminated the gender disparity in primary and
secondary education, solid progress has been made in reducing the large gap between male and female
students at the tertiary level. Bangladesh has also advanced well in providing the regulatory framework for
protection of women’s rights and privileges. The most important step has been to ratify the National
Women Development Policy (NWDP) in 2011. Its vision is to “create a society where men and women will
have equal opportunities and will enjoy all fundamental rights on an equal basis”. A list of 20 goals was
formulated in order to empower women in all aspect of life: socially, legally, economically and politically.
Political empowerment has been boosted through increased membership in the national parliament. In
recognition of this progress, Bangladesh was ranked 10" out of 136 countries for women political
empowerment according to the Gender Gap Report (GGR) of the World Economic Forum, 2014. In the
area of economic empowerment progress is ongoing in expanding labour force participation of women.
With progress in education, more and more women are entering the labour force, although there is still a
long way to go.

Notwithstanding strong progress on the gender agenda, there are few unfinished agenda which need most
attention concerning economic empowerment. The GGR shows that the Bangladesh ranking is low on this
count owing to a number of factors including: continued low female labour force participation, wage
discrimination against women, inadequate representation of women in senior civil service positions and
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inadequate female managerial jobs in the private sector. In social empowerment, laws are adequate but
implementation is weak. Stronger implementation of CEDAW and other gender related laws to prevent
social violence and eliminate all discriminations against female in social and economic spheres remains a
major challenge. These issues will be addressed in the Seventh Plan. Gender issues are discussed in greater
detail in sectoral Chapter 14 of Part 2.

1.4.2 Social Inclusion

Regarding social inclusion, the Sixth Plan’s strategy and programmes have been broadly on track. Particular
progress has been made in the area of child protection. Of particular note is the adoption of legislation,
Children Act of 2013, based on the Convention of the Rights of the Child. It provides legal instruments to
protect children with regards to a wide range of potential exploitation and abuse such as child marriage,
work, and issues with the justice system. The concept of Child Focused Budget has been introduced and
implemented as a pilot in the Ministry of Women and Children Affairs. The incidence of child malnutrition
has reduced significantly. However, progress in the area of children nutrition requires additional effort.
Implementation capacity for enforcement of the Children Act 2013 also needs considerable strengthening.

Regarding Ethnic population, the Government has been successfully implementing the 1997 Chittagong
Hill Tracts (CHT) accord. Efforts are ongoing to expand education, health, social protection and other basic
social services to the tribal population. Progress is generally satisfactory, although continued efforts are
needed. One particular concern that needs more attention is the issue of resolving land disputes emerging
from common-law and tradition based land use patterns. In the absence of well-defined property rights,
this is a sensitive matter and requires informed resolution.

Regarding persons with disability (PWD), Bangladesh has come a long way in terms of promoting and
protecting their rights. Both the UN Convention on Rights of Persons with Disabilities and the Beijing
Proclamation on the Full Participation and Equality with Disability in Asia and the Pacific Region have
been ratified. A 5 year National Disability Action Plan in 2006 was also implemented, making all relevant
ministries responsible for undertaking various initiatives to include and protect PWD. The Sixth Plan built
on these foundations to further consolidate the gains. In the FY2012, the Government conducted a
“Disability Detection Survey” to map out the location, number and type of PWD. The survey’s intention
was to allow for more informed policy, social protection programmes, health services and other projects
aiming at enhancing PWD’s well-being and social inclusion. In addition to this, many of the recent policies
and programmes aimed at improving Human Resource Development have made provisions for PWD, such
as the National Education Policy, the PEDP 3 and the HPNSDP. Furthermore, the Department of Social
Services (DSS) has introduced new projects and strengthened existing ones to improve the welfare of PWD.
These include the Integrated Education Programme for the Visually Impaired project, the establishment of
a hostel for visually impaired children, and the expansion of the PROYASH institute dedicated to the
wellbeing of persons and children with special needs. Finally, various centres were set up to provide one
stop services for PWD and mobile physiotherapy with necessary equipment centres have been made
available for PWD located in rural areas.

Another very important advancement was the ratification of the 2013 Disabled Persons Protection and
Rights Act to protect PWD’s rights. Amongst other things, this law bans educational institutions, enterprises
and other organizations from discriminating against PWD. Organizations and individual will face fines and
imprisonment if they discriminate against PWD, for instance by “creating obstacles to them in getting due
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share of inherited assets, giving negative impression of them in books, publications and media both directly
and indirectly and forgery of identity cards”. A national committee has been established as per the Act to
oversee and coordinate activities regarding PWD’s rights and protection.

Nevertheless, discrimination, exclusion and neglect of PWD and their household are still prevalent, as the
laws are not being sufficiently enforced. In terms of health, services are too costly for many households
with a PWD to afford treatment, driving them further into poverty. With regards to education, the support
given to students with disabilities and special needs is inadequate. Financial incentives for students with
disabilities to participate in the education system are low with limited coverage. Additional efforts will be
needed on these aspects during the Seventh Plan.

Finally, regarding the inclusion of socially marginalized population such as “dhopa (laundry man), muchi
(cabbler), napit (hair dresser), and other traditional low caste people”, the Sixth Plan aimed to include these
disadvantaged individuals in the socio-economic realm and protect their rights through different strategies.
The Government remains committed and highly sensitive to the needs of these marginalized groups. Legal
provisions are in place to protect them against social discrimination. Yet the weakness in public
administrative capacity and the absence of strong local governments have limited the implementation of
government policies. The focus on strengthening public administration and local governments will be a key
priority for the Seventh Plan.

1.4.3 Social Protection

In social protection, the Government has continued to implement ongoing programmes. Additionally, it has
prepared and adopted a new National Social Security Strategy (NSSS) with a view to strengthening the
poverty impact of the public spending on social protection and to modernize the social security system to
address the social security challenges of a middle income economy.

The NSSS provides a sound strategy that defines the various life-cycle risks faced by poor and vulnerable
population and seeks to mitigate those risks by instituting a well-designed income transfer system that
reaches the poorest and most vulnerable segment of the population (the young children, school going
children, vulnerable women, the elderly and the physically challenged). The NSSS is inclusive of all
population irrespective of race, religion, profession, location or ethnicity. It seeks to modernize the
Bangladesh social security by combining tax-funded safety net programmes with contributory social
insurance and employment regulations to protect the workers. It also seeks to considerably improve the
administrative arrangements for social protection programmes by consolidating complementary
programmes, by strengthening staffing and institutions, by instituting a modern MIS system, by gradually
replacing food-based transfer payments with cash-based payments using the financial sector based G2P
(government to people) system, by introducing a grievance redressing mechanism and by installing proper
results-based M&E system.

The NSSS is a major endeavour. The associated reforms will be instrumental in eliminating leakages,
improving targeting, increasing the average value of the transfers, lower the risks faced by the poor and
vulnerable population, reduce poverty, improve social inclusion, help reduce income inequality and build
social capital. The proper implementation of the NSSS will be a major task for the Seventh Plan.
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1.5 PROGRESS WITH MACROECONOMIC MANAGEMENT

Prudent macroeconomic management has been the hallmark of Bangladesh’s long-term development. This
was underscored in the Sixth Plan and the implementation record shows considerable success. The key
macroeconomic targets and actual performance are indicated in Table 1.6.

Table 1.6: Sixth Plan Key Targets of the Macroeconomic Framework

Policy Area Performance Indicators Baseline Plan Actual
(FY2010) (FY2015) (FY2015)
Fiscal Policy Tax to GDP ratio (%) 7.8 124 9.3
Fiscal Deficit (% of GDP) 3.4 5.0 5.0
Balance of Average growth rate of Exports (%) - 175 14.0
Payments Current account balance (% of GDP) 3.7 (-)04 0.8
Remittance (US$ billions) 10.9 17.8 15.2
Foreign Reserves (month of imports) 3.0 3.3 6.3
Inflation Management Rate of CPI inflation (%) 6.8 6.0 6.5
Growth of M2 (%) (end of year) 220 16.0 16.2

Source: Sixth Plan and GED Estimates

1.5.1 Inflation Management

One of the top priorities of the Sixth Plan’s macroeconomic management was to keep inflation under control
in the 6-7 percent range. More specifically, as shown in Table 1.6, the target was to reduce the average
inflation rate inflation from 6.8 percent in FY2010 to 6.0 percent by the end of the plan period. The trend
in actual inflation in relation to the Sixth Plan is shown in Figure 1.8. Following off-track performance
during the first two years of the plan, corrected measures restored the inflation reduction path. Inflation rate
surged to double digit in FY2012, owing to highly expansionary monetary policy. This was soon corrected
and monetary discipline was restored from the later-half of 2012. Successful implementation of prudent
monetary policy helped put inflation control policy on track with remarkable success. The inflation rate
has come down to 6.5 percent in FY2015. Although this is still higher than the 6.0 percent target in the
Sixth Plan, the midway correction is an important indicator of the flexible policy management in
Bangladesh. It also shows the commitment that the Government will take measures to restore prudent
macroeconomic management when there are temporary slippages.

Figure 1.8: Trend in Inflation in the Sixth Plan (%)
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1.5.2 Fiscal Management

In the area of fiscal policy, the performance is on track regarding fiscal prudence. The budget deficit has
been constantly below 5% of GDP and total debt to GDP ratio has been falling. This is a very strong fiscal
performance from the point of view of macroeconomic stability. This has supported private investment by
avoiding a crowding out impact of fiscal policy and has helped the implementation of monetary policy in
fighting inflation. However, there are a number of concerns. First, there is a major shortfall in tax
performance. Compared with the Sixth Plan target of increasing tax to GDP ratio by 4.6 percentage points
to 12.4 percent of GDP by FY 2015, the actual tax to GDP ratio increased to 9.3 percent of GDP only, which
is an increase of 1.5 percentage points. This is partly because of upward adjustment of GDP that has
compressed all ratios, but also due to fact that the implementation of the Tax Modernization Plan has been
much slower than expected. Second, fiscal discipline has often required either cutbacks or inability to meet
the Sixth Plan commitments in certain high priority areas of spending (e.g. in education, health, social
protection and environment). Third, procurement problems have slowed down the implementation of major
infrastructure projects. Fourth, the important policy initiative of public-private-partnership in infrastructure
did not gain momentum. The Seventh Plan will pay particular attention to these areas to strengthen the
implementation of fiscal policy.

1.5.3 External Sector Management

The performance of the Sixth Plan in the external sector is solid in terms of maintaining external stability.
The current account has been in surplus, the reserve level has accumulated at a very fast pace and external
debt to GDP ratio has been falling. Remittance inflows have also been very strong, although the end year
inflow is lower than planned. The stability aspects of the balance of payments’ outcome exceed the
respective targets in the Sixth Plan. This strong performance in the balance of payments has allowed the
maintenance of a stable exchange rate and provided great flexibility in managing foreign borrowing.
Bangladesh Bank has progressively liberalized the foreign exchange regime including private foreign
borrowing for investment. These steps constitute a positive factor for encouraging domestic and foreign
direct investment

As against these highly positive aspects of performance of the external sector, there are two areas where
further efforts will be needed in the Seventh Plan. First, the rate of growth of exports fell short of the Sixth
Plan target. The Plan aimed at securing an average growth in export earnings of 17.5% in nominal US
Dollars. The actual growth was 14%. This, however, is still a solid performance. A second concern is the
inability to broaden and diversify the export base away from excessive reliance on readymade garments
(RMG). On the contrary, the share of RMG exports has increased further, growing from 76% of total exports
in FY2010 to 78% in FY2015. Some other exports like leather and processed food have shown promise
but their individual contributions to export earnings are dwarfed by the earnings from RMG. Another
dimension of the diversification challenge is in the area of services exports. Bangladesh continues to
perform admirably in exporting labour services and benefitting from hefty inflows of remittances. But
other service export prospects like ICT, shipping and tourism have not shown dynamism. The
diversification of sources of export earnings will be a major challenge for the Seventh Plan.
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1.6 PROGRESS WITH INFRASTRUCTURE DEVELOPMENT

1.6.1 Power and Primary Energy

In the area of electricity, the Government adopted a strong and well-rounded reform Programme to increase
the supply of electricity involving substantial investment, sector reforms and regional trade. The
implementation review suggests that the most impressive performance has been the expansion of installed
grid-based power generation capacity to 13,540 MW (including captive power) of generation by FY2015,
out of this grid based total installed generation capacity is 11,532 MW. This success with the expansion of
generation capacity along with expansion of transmission and distribution networks helped achieve
considerable progress for power sector. The population’s access to electricity increased from the FY2010
baseline of 48% to 72% in FY2015. The other target indicator, per capita electricity generation, also
increased from 220 kWh to 371 kwWh. On the whole, these numbers suggest an impressive performance in
electricity production, distribution and consumption during the Sixth Plan. Progress was also made in
engaging on energy trade. Some 500MW of power was added to the national grid based on purchase from
India.

Petroleum storage capacity has been increased by 268,000 metric tons during 2009-10 to 2014-15 financial
year through implementation of 04(four) projects and other development works to strengthen energy
security and smooth supply of oil throughout the country. Modern hydrant system has been installed at
Hazrat Shah Amanat International Airport, Chittagong and Osmani International Airport, Sylhet to upgrade
refuelling facilities for the aircrafts.

There is an important need to address the fuel diversification challenge to restore the financial sustainability
of the power sector. The recent decline in international oil prices has provided an important break in the
economics of power production and supply during 2015. Yet future oil price trends are uncertain and the
Seventh Plan will have to put considerable emphasis on coal, possibility of new gas exploration, nuclear
power and imports from India, Nepal and Bhutan. The future power expansion Programme must also be
based on least-cost expansion path.

Meanwhile, after the settlement of demarcation of Maritime boundary with Myanmar and India, necessary
steps have been set to start a new biding round. Relevant documents, revised block map, revised Model
PSC etc. have been formulated for the new upcoming bidding round. As a part of this, Petrobangla has
initiated to conduct marine 2D Non-Exclusive Multi-Client Seismic Survey within the sovereign offshore
areas of Bangladesh. The objective of the survey is to provide the oil and gas industry with 2D Non-
Exclusive Multi-Client seismic data of the offshore areas of Bangladesh in order to help with basin
evaluation, prospect generation and robust future bid round participation.

Simultaneously, to cater the increasing gas demand of the country particularly in the Chittagong region
necessary steps have been taken to add about 4 million ton per annum (MMTPA) imported LNG by
installation of a Floating Storage and Re-gasification Unit (FSRU) at Moheshkhali on Build Own Operate
Transfer (BOOT) basis. In this regard, a term sheet for LNG terminal use agreement was signed with M/s.
Excelerate Energy Limited Partnership on February 25, 2015. It will be possible to supply 500 million cubic
feet per day (mmcfd) gas through this facility by end of 2017. Moreover, the Government is going to
undertake two land based LNG terminal in the country. The capacity of the proposed each land based LNG
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terminal is 6 MMTPA. The land based LNG terminal would be completed within 5-7 years. Location of
the terminal would be selected as per recommendation of an upcoming feasibility study.

Five coal fields in the country contain 3,300 million tons coal. Recently rate of coal production from
Barapukuria has been increased significantly due to application of modern coal extracting method. At
present daily 4,500-5,000 million ton of coal is being produced from this mine. Beside, feasibility study for
extension of existing underground mining operation of Barapukuria Coal Mine towards the southern and
the northern side of the basin without interruption of the present production is being undertaken. Moreover,
2-D seismic survey of Dighipara Coal Field has been completed with own fund of Petrobangla. From the
result of the survey the coal field is considered to be prospective for development.

In the world, the gas is being produced from many other sources other than the conventional sources. A
Coal Bed Methane (CBM) feasibility study project has been undertaken to evaluate the methane gas reserve
as well as to examine the commercial viability for extraction of CBM from Jamalganj coal field which is
about one kilometre deep. A foreign consulting firm has been engaged for this study. It is expected that the
drilling work will be started from November 2015.

Efficiency improvement can be one of the measures to save gas as well as energy conservation. Developed
countries have succeeded to save gas by increasing the efficiency of gas utilization. In view of this, TA to
Review the Approaches for Increasing the Efficiency of Gas Utilization in Certain Major Users (TAIEGU)
Project was successfully implemented by Petrobangla. Under the project, the efficiency of the existing
major gas users such as Fertilizer industries, Captive power plants, Glass industries, Re-rolling mills and
other industrial establishments that use boilers were reviewed and assessed. Three Pilot Programmes to
ensure effective utilization of natural gas by selecting three different inefficient units (captive power
generator, re-rolling mill and industrial boiler) were executed and some industrial norms and standards
which will be beneficial for the users were developed. Industrial and captive power consumption of Natural
Gas is almost 63% of the total non-bulk consumption of which mostly is consumed through boilers, captive
power generators and industrial furnaces/kilns. In line with the Government precedence to the promotion
of Energy Efficiency (EE) and Energy Conservation (EC) programmes, the different energy saving targets
has been set to improve efficiency of industrial Boiler, Captive Power Generator and industrial
furnaces/kilns in order to ensure energy conservation.

1.6.2 Transport Sector

Transport infrastructure needs are substantial and the Sixth Plan developed a strong programme in all areas
of transport: roads, bridges, railways and ports. The annual budget provided adequate resources, reflecting
the priority attached to transport. Some important road network projects, including projects to ease urban
congestion, were completed and many new projects initiated. The most notable is the initiation of the Padma
Bridge Project. The Chittagong seaport performance is excellent. The airport performance is also solid.

The government recognizes that the transport infrastructure challenge is enormous. Many road projects
were initiated but completion rates have been slow. Investments in railways and inland water have lagged
behind. Despite the completion of a number of projects, the urban transport issues in terms of congestion
and traffic management remain overwhelming in the capital city of Dhaka. Importantly, the PPP initiative
for infrastructure did not take off as expected. These issues will be tackled in the 7" Plan.
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1.7 PROGRESS WITH HUMAN RESOURCE DEVELOPMENT

The focus on human development has been a major strength of development policy in Bangladesh. The
Sixth Plan put considerable emphasis to further accelerate progress, especially in terms of increasing the
quality of education. Gender parity was a key objective at all levels of education. Improvement in health
and nutrition indicators, reduction in the rate of population growth and better equity in health and education
were major objectives of the Sixth Plan human development strategy.

The evaluation of performance shows progress in many areas. On the quantitative front, 100 percent net
enrolment in primary education has already been achieved. Net enrolment in secondary education has
continued to make progress and the Sixth Plan target is likely be met. In tertiary education, although there
was no quantitative target, there has been a big expansion based on both public and private institutions.
Regarding gender, Bangladesh has been a leader among developing countries in eliminating gender gap at
primary and secondary level. Indeed net female enrolments exceed male enrolments in both primary and
secondary education. Regarding efficiency of the education system, there has been encouraging progress in
reducing dropouts and increasing completion rates for both male and female in primary and secondary
education. Available evidence suggests that the related Sixth Plan targets will be met. In terms of quality
of education, some progress has been made as indicated by public exam results, but there is a long way to

go.

Regarding health, available evidence suggests there has been further progress in reducing rates of infant
and under-5 mortality, and maternal mortality ratio. Importantly, progress has been made in reducing the
incidence of child mal-nutrition, which has been a major concern in Bangladesh. Reduction in total fertility
rate and population growth rate are also broadly on track. These are important gains, especially in the areas
of child nutrition and maternal mortality, yet there are areas which need interventions to improve equity.

First, education quality remains a serious concern in terms of learning and relevance to markets. Technical
and scientific education continues to lag behind demand.

Second, stronger efforts are needed to implement the Sixth Plan’s recommendation to devolve service
responsibilities in health and education to the local governments. This agenda is high on the Government’s
list but actual implementation is slow.

Third, the coordination within the Government (between ministries, directorates and other levels) needs to
be improved. Greater decentralization, with responsibilities and budgets actually divided between the
different institutions and levels will help this coordination process considerably. This will avoid overlaps
of projects and programmes and ensure that the objectives and targets are aligned.

Fourth, a re-examination of budgetary priorities is needed to allocate greater resources for health and
education. The target should be to allocate at least 1.2% of GDP more resources to these activities by the
end of the Plan period. The implementation of the Government’s health insurance programme will also
help.

Fifth, the equity aspects of education spending can be improved by providing additional resources for
stipends for the children of the poor and vulnerable families as proposed under the National Social Security
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Strategy (NSSS). Partnership with NGOs could be strengthened to deliver health and education services in
the hard-to-reach areas as well as to reach out the socially-excluded groups.

Sixth, the nutrition programmes need additional efforts. Outreach programmes need to be strengthened.
Stronger partnership with international institutions such as UNICEF and with NGOs can provide greater
push and visibility to this effort.

Finally, the upgrading of skills for the workforce needs renewed attention. Greater efforts are needed to
learn from the East Asian experiences with training, including stronger partnership with private sector in
the design and implementation of training programmes including support for on-the-job training.
Consultations with the various chambers of business and commerce on a training strategy and associated
policies can be a useful first step.

1.8 PROGRESS WITH ENVIRONMENT, CLIMATE CHANGE AND DISASTER
MANAGEMENT

Bangladesh has shown success in developing national level scientific expertise and government level
actions on the environmental sustainability issues. The knowledge capacity in the country, compared to
many other LDCs is relatively high and policies and institutions are taking shape. The Sixth Plan has
continued to push ahead with its policies and programmes. The challenge remains to implement policies
in a more effective manner and make sure that lessons are learnt and acted upon in a timely manner.

In the area of environmental management and climate change, there is a large unfinished agenda. The M&E
effort is weak that makes it much more difficult to assess progress adequately. A more focused and results-
oriented strategy combining elements of policies, regulations, incentives, investment and capacity building
are needed. An integrated approach to climate proofing of Bangladesh development strategy is the way to
move forward.

The disaster management programmes have generally performed well in the recent years and the progress
continued under the Sixth Plan. The ability to sharply reduce the loss of lives and injuries based on a
combination of early warning system, construction and availability of shelters and timely provision of relief
and support measures are indicative of the good progress here. However, further efforts are needed to build
the resilience of the people and minimize the adverse impacts of natural disasters on people’s livelihood. A
major challenge is the management of the river system. The other challenges relate to managing the climate
change agenda. Long-term planning and substantial public investment will be necessary. The formulation
of the Bangladesh Delta Plan-2100 and its timely implementation during the Seventh Plan will be a major
long-term policy and institutional initiative for building resilience and reducing the effects of disaster.

1.9 PROGRESS WITH GOVERNANCE AND INSTITUTIONS

In recognition of the importance of good governance and institutions for the long-term development of
Bangladesh and for the timely delivery of results, the Sixth Plan adopted a long-term Programme for
governance improvement and institutional development. The Plan emphasized strengthening of judiciary,
law enforcing agencies, democratic institutions, economic policy making institutions, decentralization and
public administration. Important progress has been made in a number of areas but there are several
challenges.
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The Government has approved a National Integrity Strategy (NIS) in 2012 which identifies the contexts
and challenges faced by different state and non-state institutions and it sets goals for a large array of
intuitions to ensure integrity in their respective operations. In addition, given corruption is largely held
responsible for underperformance of the state, NIS document pinpoints a coordination strategy on
prevention of corruption and promotion of integrity based on the constitutional spirit, electoral
commitments of the government, UN Convention against Corruption and the experiences of the different
countries.

The Sixth Plan’s culture of introducing results-based monitoring and evaluation is itself a major step
forward in instituting better governance. Progress in areas relating to e-governance, the Right to
Information (RTI), elected local governments, and the medium-term budgetary framework (MTBF) are all
indicators of the Government’s commitment to improve governance over the longer term.

The priorities for the future include:

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

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

(iii)  Strengthening of civil services with the institution of merit based promotion and improved
incentives in terms of remuneration and training facilities with a view to attracting skills in a
number of areas that are deficient.

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

(v) Reform of public banks to reduce non-performing loans and bad lending decisions.

(vi) Stronger implementation of the Tax Modernization Project with a special focus on strengthening
income tax collections.

(vii)  Strengthening the Anti-Corruption Commission in securing better quality investigations and fair
resolutions.

Box 1.1: Commendation for Outstanding Leadership for Development Endeavours in
Bangladesh

Socio-economic development is a product of political commitment and leadership as much as of conducive policies.
The recent economic progression of Bangladesh from a lower income country to lower middle income country can
be attributed to the political commitment of the Government of Sheikh Hasina and her dedicated leadership. Aside
the economic sphere, under her dynamic and resolute leadership, the country has achieved an enviable level of
human development in key social indicators like reducing infant mortality and maternal mortality, achieving near
about 100 percent primary school enrolment rate, gender parity in education, seriously denting poverty level,
women empowerment, digitization, climate change adaptation etc. well ahead of its neighbours in South Asia and
some upper middle income countries. Bangladesh has accomplished these successes at a steady growth rate of about
6.3% without any deterioration in equity or inequality. Despite being one of the most densely populated country,
Bangladesh has achieved self-sufficiency in food grain production.

Bangladesh’s achievements are well recognized by the world community. There has been a general appreciation of
the achievements of Bangladesh in promoting socio-economic development. Bangladesh is well and truly on course
of achieving her development dream of poverty and hunger free Bangladesh under the dynamic leadership of
Bangladesh’s present Hon’ble Prime Minister Sheikh Hasina, daughter of Father of the Nation Bangabandhu
Sheikh Mujibur Rahman. International organizations like the United Nations and other organizations, recognized
achievements of Bangladesh and relentless efforts of the leadership. She was awarded with ‘UN MDG Awards
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2010 for reducing child mortality and ‘UNESCO Peace Tree Award’ for her commitment to women’s
empowerment and girls” education. That is not all; Bangladesh was awarded ‘South-South Award’ titled 'Digital
Health for Digital Development' award for using ICT for progress of the health of women and children which had
a huge impact on attainment of MDG targets.

She received an award titled ‘South-South Award’ for her prudent leadership in achieving the MDG targets of
alleviating poverty well ahead of the deadline. In this regard Bangladesh was honoured with the ‘special
recognition’ and received award from FAQ titled ‘Diploma Award’ for achieving the MDG target of halving the
poverty well ahead of the deadline. Recently Hon’ble Prime Minister of Bangladesh received the most prestigious
environment accolade from the UNEP named “Champions of the Earth” in recognition of Bangladesh’s pragmatic
initiatives to address climate change. Last but not least, Bangladesh received ‘ICTs in Sustainable Development
Award’ from ITU as a gratitude for digitizing Bangladesh.

The achievements of Bangladesh in the context of socio-economic development and her dream laid in the Vision
2021 is the dividend of the strong and determined leadership of the Prime Minister of Bangladesh, Sheikh Hasina.

1.10 IMPLICATIONS FOR THE SEVENTH PLAN

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

There are four areas where the Seventh Plan would probe deeper and take a more focused and
comprehensive approach than was possible in the Sixth Plan. The first concerns the need to build stronger
institutions. The Sixth plan’s efforts to build important institutions like the local government, the urban
institutions, land administration, strengthening of the National Board of Revenue and the Public-Private
Partnership require further efforts. The strengthening of the judiciary, the Elections Commission and other
democratic institutions are also long-term challenges that will be continued. Secondly, building
implementation capacity in public agencies and ministries requires further efforts. Thirdly, stronger policy
focus will be given to the area of income inequality. In particular, reform of public finances that increases
the equity of tax collection and public spending are of substantial importance. Especially, the equity aspects
of public spending on education and health require considerable effort. Also important is the need to
implement the newly approved National Social Security Strategy. This is a fundamental win-win reform
that will modernize the social security system of Bangladesh and provide a major impetus to reducing
income inequality by providing financial assistance to the poor and vulnerable population. Finally, the
programmes in environmental management and climate change will be strengthened and incorporated in
the mainstream economic policy management. Successful development of the Delta Plan strategy for water
management and management of other environmental hazards will be a major challenge for the Seventh
Plan. The integration of climate change and environmental management issues in growth and fiscal policy
management will be another high priority issue for the Seventh Plan.
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CHAPTER 2

STRATEGIES FOR PROMOTING PRO-POOR AND INCLUSIVE
GROWTH

21 OVERVIEW

As noted in Chapter 1, the 6™ Five Year Plan, which defined the first phase of implementation of the
Perspective Plan 2010-2021 and the Vision 2021 document, has laid the groundwork for achieving priority
national targets related to Bangladesh’s economic and social progress by the year 2021. The 6™ Plan’s
achievements show the enormous resilience of the Bangladesh economy against heavy odds, in light of the
global economic slowdown following the worst economic crisis since the Great Depression of the 1930s.
The 7™ Five Year Plan 2016-2020 marks the second phase in the attainment of our long-term vision for
accelerated but inclusive growth, and eradication of poverty, inequality, and human deprivation. In view of
this solid performance, the 7" FYP takes on board the basic strategies of growth, employment and poverty
reduction, while focusing on addressing the important gaps in performance under the 6" FYP.

The present chapter articulates the strategy of economic growth embedded in the various components of
this Plan with four pivotal underlying themes:

Break out of the sphere of 6% growth and raise the average annual growth rate to 7.4%
Growth will be inclusive, pro-poor, and environmentally sustainable

By the end of the 7" FYP, extreme poverty will be around 8.9%

All the additional labour force will be employed, including much of the under-employed

YV V VY

2.2 SEVENTH PLAN CORE TARGETS IN THE CONTEXT OF VISION 2021

The Perspective Plan sets the strategic directions and provides a broad outline for the course of actions for
making the Vision 2021 a reality. The broad development goals underlying the Perspective Plan include:

. building a secular tolerant liberal progressive democratic state
° promoting good governance and curbing corruption

° promoting sustainable human development

° reducing the growth of population

° instituting a prudent macroeconomic policy mix

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

. achieving food security

o making available adequate infrastructure

. pursuing environmental friendly development, and

. building a digital Bangladesh
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The Sixth Five Year Plan (FY11-FY15) was formulated within this broad framework and has left a solid
footprint of progress for the Seventh Five Year Plan (FY16-FY20) to pick up and carry out the remaining
agenda. The 7" FYP therefore reflects a continuation of the major policy goals articulated in the 6" FYP.
The core targets set in accordance with the vision and goals of the Perspective Plan that can be identified
for monitoring progress under the 7™ FYP may be divided into ten broad categories which arose from the
fourteen sectoral strategic sectors (Table 2.1):

A

Income and poverty

Attaining average real GDP growth rate of 7.4% per year over the Plan period

Reduction in the head-count poverty ratio by 6.2 percentage points

Reduction in extreme poverty by about 4.0 percentage points

Creating good jobs for the large pool of under-employed and new labour force entrants by
increasing the share of employment in the manufacturing sector from 15 percent to 20 percent

Sector Development

Significant growth of the agriculture, industry and service sectors

Increase the contribution of the manufacturing sector to 21% of GDP by FY20
Substantial improvement of exports to $54.1 billion by FY20

Achieving a Trade-GDP ratio of 50% by FY?20

Macroeconomic Development

Total revenue to be raised from 10.7% of GDP to 16.1% by FY20
Maintain the current fiscal deficit of 5% of GDP

Government spending to be increased to 21.1% of GDP by FY20
FDI to be increased substantially to $9.6 billion by FY20

Urban Development

Infrastructural investment and civic facilities in peri-urban growth centres especially around
Special Economic Zones

Inclusive housing and other civic services for urban inhabitants including for people living in
informal settlements and slums

Inclusive urban planning based on sustainable land use planning and zoning

Increased productivity, access to finance, and policy support for urban micro-small and medium
enterprises

Human Resource Development (Education, Health and Population)

Achieving 100 percent net enrolment rate for primary and secondary education

Percentage of cohort reaching grade 5 to be increased to 100 from current 80 percent

Under 5 mortality rate to be reduced to 37 per 1000 live birth

Maternal Mortality Ratio to be reduced to 105 per 100,000 live births

Immunization, measles (percent of children under 12 months) to be increased to 100 percent
Reduce proportion of underweight children among under-five children to 20 percent
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Births attended by skilled health staff to be increased to 65 percent
Reduction of Total Fertility Rate to 2.0
Increasing Contraceptive Prevalence Rate to 75 percent

Water and Sanitation

Safe drinking water for all
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

Energy and Infrastructure

Installed Generation Capacity of electricity to be increased to 23,000 MW by 2020

Ensure energy mix for energy security

Electricity coverage to be increased to 96 percent with uninterrupted supply to industries

Reduce system loss from 13% to 9%, improve energy efficiency & conservation

Construction of 6.15 km. long Padma Multipurpose Bridge at Mawa-Janjira

Construction of about 26 km. long Dhaka Elevated Expressway

Construction of Dhaka-Chittagong expressway and upgradation of Dhaka-Chittagong highway to
4-6 lane.

Improve the multimodal transport network with a significant increase in the share of rail and
waterways traffic

Reduce urban traffic congestion with focus on Dhaka and Chittagong cities

Reduce the incidence of road accidents

Completion of the following high Priority Mega Projects:

Padma Bridge, Deep Sea Port Project; MRT-6 project; LNG terminal project; Payra Port Project;
Rooppur Nuclear Power Plant Project; Rampal Coal Power Project; Matarbari Coal Power Project

Gender equality, income inequality and social protection

Female to male ratio in tertiary education to be raised from current 70 percent to 100 percent

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

Encourage female enrolment in technical and vocational education

Reduce or maintain the current income inequality of 0.45

Spending on Social Protection as a share of GDP to be increased to 2.3% of GDP

Environmental Sustainability

Increase productive forest coverage to 20 percent

Improve air quality in Dhaka and other large cities and enact Clean Air Act
Promote Zero discharge of industrial effluents

Urban wetlands are restored and protected in line with Wetland Conservation Act
At least 15% of the wetland in peak dry season is protected as aquatic sanctuary
500 meter wide permanent green belt established and protected along the coast
Land zoning for sustainable land/water use completed
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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

ICT Development

Improve tele density to 100%, internet penetration to 100% and broadband coverage to 50%

All primary schools to have at least 1 and all secondary schools to have at least 3 multimedia
classrooms; 30% of primary schools and 100% of all secondary schools to have an ICT laboratory
25% Community Health Clinics provide teleconsultation with specialists in urban areas

All G2P cash transfers and most P2G and B2G payments done digitally

Most vital government services are made available at all Digital Centres, through the national portal
and over mobile devices; 100% of citizens and residents have digital ID that is used in service
delivery

Social media is regularly used for communication with various demand and supply side
stakeholders

Open government data and big data analysis are regularly used in public decision support. Increase
domestic ICT earnings to $2 billion and export earnings to $2 billion; 1 million trained HR for the
ICT industry

Spending on Research and Development to constitute 1 % of GDP

Robust cyber security measures are institutionalized

Table 2.1: 7' Five Year Plan Targets in Context

Base Year . Progress under 6% 7T FYP

Targets >010 Vision 2021 gFYP oo 2020
A Production, Income Generation and Poverty
1 Real GDP Growth (%) 6.1 10 6.5 8
2 Head Count Poverty (%) 315 135 24.8 18.6
3 Reduction of extreme poverty (%) 17.6 12.9 8.9
4 Share of manufacturing in GDP 16.89 27 17.78 25.1
5 Share of manufacturing employment (%) 12.4 20 15.4 20
6 Gross National income per capita (in US $) 843 2000 1314 2009
B. Sector Development
7 Growth in agriculture (%) 6.15 3.04 3.34f
8 Growth in industry (%) 7.03 9.6 10.9°
9 Growth in services (%) 5.53 5.83 6.49"
10 Rice production (millions MT) 33.54 349 36.81
12 Exports (US$ billions) 16.2 82 317 54.1
13 Trade-GDP ratio (%) 34.65 42.97 50
C. Macroeconomic Development
14 Total Revenue (% of GDP) 9.98 10.7 16.1
15 NBR Tax Revenue (% of GDP) 8.03 9.0 13.7
16 Fiscal Deficit (% of GDP) 33 4.7 4.7
17 Remittances ($ billions) 10.9 15.6 25.4
18 Total Government Spending (% of GDP) 13.88 25 15.7 211
19 National Savings (% of GDP) 29.44 29.01 32
20 Gross Domestic Investment (% of GDP) 26.25 28.97 344
21 FDI ($ billions) 0.913 1.60 9.56
22 CPI Inflation (average) 6.82 52 6.5 55
D. Urban Development
23 % of urban population with access improved water source 85 100 86 100
24 Coverage of drainage system in Dhaka (%) 60 80
25 Sanitation facilities for city dwellers (%) 40 60
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Base Year . Progress under 6% 7 FYP

Targets 2010 Vision 2021 gFYP 2015 2020

E Human Resource Development (Education, Health and
' Population)
26 Net Enrolment at Primary Level (%) 91 97.3 100
27 Net Enrolment at Secondary Level (%) 43 57 100
28 Net Enrolment at Tertiary Level (%) 9 12 20
29 Percentage of cohort reaching grade 5 (%) 55 80.5 100
30 Total Fertility Rate 2.7 1.8 211 2.0
il Increase Contraceptive Prevalence Rate (%) 60 80 62 75
32 Under 5 Mortality Rate (per 1000) 62 46 37
33 Immunization, measles (% children under 12 months) 87 84 95
34 Population Growth Rate (% per annum) 14 1 1.37 1
35 Maternal Mortality Ratio (per 100,000 live births) 194 170 105
36 Births attended by skilled health personnel (% of total staff) 24 421 65
37 Literacy Rate (7+) 100 57.2 100
F. Water and Sanitation
38 Access to improved sanitation facilities (% of population) 53 100 57 100
39 % of rural population with access to improved water source 83 100 84 100
G. Energy and Infrastructure
40 Installed Generation Capacity (MW) 5823 24000 13,540 23000*
41 Electricity Coverage (%) 48 100 74 96
42. Per Capita Electricity Consumption 220 kWh 371 kWh 514 kWh
43. Transmission and Distribution Loss 16% 13% 9%
44 RHD National Highway in ‘Good and fair’ condition (% of 66% 85% 76% 85%
network)
H. Gender Equality and Social Protection
45 Ratio of girls to boys in tertiary education (%) 32 70 100
46 Ratio of literate females to males (percent of ages 20- 24) 85 86 100
47 Female enrolment in technical and vocational education 97 40
(%)

48 Income Inequality (Gini coefficient) 0.458 0.450
49 Spending on Social Protection (% of GDP) 2.02 2.3
l. Environmental Sustainability
50 Productive Forest Coverage (%) (70 % tree density) 13 20 13.14 20
51 Dry season water availability (% of total flow) 15 25
52 Average flood extent (% of total area) 30 25+
53 Flood vulnerable people (in millions) 88 60*
54 Cyclone damage extent (% of total area) 10 4%
55 Water logging extent (% of total coastal area) 25 0.5+
J. ICT Development
56 Research and Development Spending/GDP (%) 0.6 14 1
57 Increase tele density (%) 90 78 100
58 Expansion of Broad Band Coverage (%) 40 30 35
59 Earnings from ICT, travel and tourism ($ billions) 15 6

Note: (*) set in the Power Sector Master Plan. (f) represents average of the five years in the respective Plans
(1) set in the Delta Plan 2100 for 2021

In addition, since the start of the 7" FYP coincides with the final year of MDGs and the launch of UN’s
post-2015 Sustainable Development Goals (SDGs), the development approach underlying the 7 Plan is
consistent with the global agenda for higher growth in developing countries with appropriate measures for
protection of the environment. The 7" FYP embraces the goals proposed by the Open Working Group
(OWG) as the post-2015 SDGs (Box 2.1) and endorsed the Rio+20 outcome document, The future we want,
which encourages nations to forge compacts for sustainable and inclusive development in line with the UN
post-2015 development agenda. Indeed, growth, and its acceleration, with a broad-based strategy of
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inclusiveness to reach the benefits of progress to all citizens on a sustainable basis, is the pivot around
which the 7" Plan has been formulated.

Accordingly, eradication of extreme poverty will be a cardinal principle of the strategies laid out in the
7"FYP document. Drawing from the lessons of economic development across countries, the 7" FYP
endorses the notion that it is not enough to look only at the growth of GDP or some other indicators of over-
all economic expansion. It is just as important to ensure that the benefits of growth is equitably shared by
the widest possible group of citizens whose lives and capabilities are improved through the fruits of
democracy along with economic progress.

Box 2.1: Post-2015 Sustainable Development Goals (SDGs)
as proposed by the Open Working Group (OWG)

SDG 1 End poverty in all its forms everywhere

SDG 2 End hunger, achieve food security and improved nutrition, and promote sustainable agriculture
SDG 3 Ensure healthy lives and promote well-being for all at all ages

SDG 4 Ensure inclusive and equitable quality education and promote life-long learning opportunities for all
SDG 5 Achieve gender equality and empower all women and girls

SDG 6 Ensure availability and sustainable management of water and sanitation for all

SDG 7 Ensure access to affordable, reliable, sustainable, and modern energy for all

SDG 8 Promote sustained, inclusive and sustainable economic growth, full and productive employment and decent
work for all

SDG 9 Build resilient infrastructure, promote inclusive and sustainable industrialization and foster innovation
SDG 10 Reduce inequality within and among countries

SDG 11 Make cities and human settlements inclusive, safe, resilient and sustainable

SDG 12 Ensure sustainable consumption and production patterns

SDG 13 Take urgent action to combat climate change and its impacts*

SDG 14 Conserve and sustainably use the oceans, seas and marine resources for sustainable development

SDG 15 Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss

SDG 16 Promote peaceful and inclusive societies for sustainable development, provide access to justice for all and
build effective, accountable and inclusive institutions at all levels

SDG 17 Strengthen the means of implementation and revitalize the global partnership for sustainable development

*Acknowledging that the UNFCCC is the primary international, intergovernmental forum for negotiating the global response to
climate change

2.3 GROWTH AND STRUCTURAL TRANSFORMATION

History shows that high sustained growth has a significant transformative impact on economies. Poor
countries could become rich or middle income countries in the span of 20-25 years, if they experience
sustained high growth. A number of countries that were initially poor were transformed into highly
industrialized economies as a result of 20-25 years of 7% plus growth, during the post-WW]I period. These

28




countries include Brazil, China, Hong Kong (China), Indonesia, Japan, South Korea, Malaysia, Singapore,
Taiwan (China), and Thailand.

There is evidence that countries that experienced growth for long periods have also undergone structural
transformation of their economies and societies. Leading economists who studied structural change over
centuries have described structural transformation (ST) as consisting of:

1) declining share of agriculture in Gross Domestic Product (GDP),

2) declining share of agriculture in employment,

3) rural-urban migration,

4) growth of the service and manufacturing sectors,

5) steady growth of overseas employment and international remittances, and
6) Demographic transition with reduction in the population growth rates.

All of these facets of transformation are in motion in the Bangladesh economy, perhaps at a slower rate
than those witnessed in countries noted above.

Figure 2.1: Structural Transformation over time
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Structural transformation in the economy has been in keeping with the stylized facts (1) to (5) in developing
economies (Figure 2.1). The share of agriculture in GDP declined from over 60% in 1972 to 16% in 2014,
with a decline in employment from about 75% to 45% today. Nevertheless, in its structural transformation,
there are two distinctive features when compared to the average for Lower Middle Income countries
(LMIC), a country group in which Bangladesh now belongs. Since 1980, while the share of manufacturing
has been on the rise, approaching 20% of GDP in 2014, compared to 15% for LMICs, the average share of
services in LICs have happened as manufacturing and broad industry augmented their share to 19% and
30%, respectively. Services, mostly informal, continued to make up the bulk of economic activity, holding
at about 56% in 2014 compared to about 45% in 1972.
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Figure 2.2: Trend in Services and Manufacturing compared to LMIC
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That seems to indicate that Bangladesh has a more dynamic manufacturing sector than the average LMIC,
though the transformation in services has not taken place just yet. The good news is that a more dynamic
manufacturing sector is a pre-requisite for higher growth that is expected to propel Bangladesh into the
Upper Middle Income Country (UMIC) group in the coming years.

24 GROWTH PERFORMANCE IN HISTORICAL CONTEXT

Bangladesh economy has been experiencing steady acceleration in economic growth over the last several
decades (Figure 2.3). Starting at a slow pace in the 1970s growth picked up speed in the 1990s and beyond.
Thus, the average growth rate of GDP rose from less than 4% per year during 1970-90 to 4.8% in 1990-
2000; to 5.8% in 2001-2010, and then crossed the 6% threshold during the Sixth Five Year Plan period.
GDP growth averaged 6.3% for the five-year period of the Sixth Plan.

Figure 2.3: Average Real GDP Growth Rate
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The performance is just as good in per capita terms (Figure 2.4). The increase in GDP growth combined
with a successful population management policy allowed Bangladesh to secure a fairly rapid expansion in
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the rate of growth of per capita GDP, contributing to a rising trend in Gross National Income (GNI) per
capita (Figure 2.5).

Figure 2.4: Growth Rate of Per Capita GDP
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Figure 2.5: Trend in Per Capita GNI, 1980-2014 (Nominal US Dollars)
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Whereas it took more than 20 years for per capita income to double, from $200 in 1980 to US$400 in 2002,
it took only seven years to double from $600 (in 2007) close to $1200 in 2014. It was the outcome of a
combination of growth acceleration and declining rate of population growth. Having averaged a respectable
6% annual GDP growth during the first 15 years of the 21% century, the Bangladesh economy is now well
poised to move to a trajectory of high sustained growth, at rates of 7%+ over the next few decades. The
strategy of the 7" FYP is to ensure that the growth acceleration does occur by putting place the right
combination of investment in human and physical capital supported by the right package of policies.
Moreover, in keeping with the Vision 2021 and the Perspective Plan, the goal is to make this growth
inclusive and employment generating, with the maximum possible poverty reduction impact. The 7" FYP
articulates the road map towards fulfilment of that vision.
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25  SOURCES OF GROWTH, GROWTH DRIVERS, CAPITAL EFFICIENCY

To formulate an effective strategy for growth acceleration, the 7" FYP takes on board the analytical
evidence regarding sources of growth and its key drivers. Theory and empirical evidence suggest that
among the most important growth drivers are: the accumulation of capital, the growth of labour force,
quality of labour force, and the contribution of the growth of total factor productivity (TFP). Several
researches have investigated quantitatively the contribution of these factors to the growth outcome in
Bangladesh. Empirical evidence from these researches decisively concludes that the most important
determinant of growth in Bangladesh has been capital accumulation. This is hardly surprising and pretty
much consistent with the experience of most developing economies in the early stages of development.
Results of growth accounting show as expected that the expansion of labour force and investment in human
capital have contributed to growth. While the contribution of TFP growth appears not to be significant yet,
there are signs that TFP contribution has improved appreciably during 2001-12.

2.5.1 Role of Capital Accumulation

Driven by a rising rate of national savings, the rate of investment as a percent of GDP has been on the
increase, at a rapid pace in the past two decades as shown in Figure 2.6. The investment rate expanded
from a low of 10% of GDP in the 1970s to 28.9% in FY2015. This accumulation of capital (capital
deepening) has been the key driver of growth in Bangladesh so far. The accumulation of capital has allowed
the expansion of production capacities in agriculture, in manufacturing, especially in the export-oriented
garments sector, in infrastructure and in human development. These in turn have fuelled the expansion of
economic activities in Bangladesh.

Figure 2.6: Saving, Investment Rates (% of GDP)
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Several factors have contributed to the rapid expansion of investment and saving. These include:

e The positive role of a stable macroeconomic environment, which has been a hallmark of long-term
macroeconomic management in Bangladesh. By and large, fiscal policies have maintained low
fiscal deficits and kept public debt — domestic and external -- under control. Monetary policy has
been generally prudent keeping inflation under control. Exchange rate management has been sound,
avoiding long periods of appreciation of the real exchange rate. All these have helped preserve the
confidence of private investors.
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e Good progress has been made in banking and other financial sector reforms, especially since 2000.
As aresult, there has been considerable increase in financial deepening (reflected in M2/GDP ratio)
that has contributed to investment financing. Real interest rates have been generally within
manageable range.

e Progressive investment deregulation has provided incentives to private domestic and foreign
investment. Domestic private investment in particular has benefitted from this deregulation drive.

e The expansion of national savings has benefited tremendously from the rapid inflow of remittances,
which now account for over 8% of GDP.

Whereas in the early years since independence (1974-1990) the expansion of investment was facilitated by
foreign saving mostly in the form of concessional aid, since the early 1990s much of the investment has
been financed by national saving. This is a remarkable result and somewhat different from the experience
of many developing countries that have faced a saving constraint for a fairly long time. Indeed, the
expansion of national saving (which includes factor income from abroad) in recent years has exceeded the
investment rate thereby contributing to current account surpluses, which is very unusual for a developing
country. This is suggestive of an incentive problem and other demand side constraints on investment which
if removed would allow a greater pace of capital accumulation. These barriers to investment will have to
be addressed in order to get the most out of this traditional source of growth.

2.5.2 Role of Labour force

Supported by progressive capital deepening and the demographic transition that has lowered the
dependency ratio, growth in the labour force and increases in its productivity have been the other drivers
of growth in the Bangladesh economy. The trend in labour force is shown in Figure 2.7. On average the
labour force has grown by 2.9% per year between 1974 and 2010, as compared with a population growth
rate of 2.1%. The faster expansion of the labour force is caused by two factors. First, there is a rising share
of population in the working age group of 15 plus. Second, overall labour force participation has been
increasing owing to the growing participation of female workforce (Figure 2.8).

Figure 2.7: Trend in Labour force, 1974-2010 (millions)
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Because of the growing female participation, the share of female labour in total labour force is rising,
expanding from a low base of only 12% in 1989 to 30% in 2013. Yet, the level of female participation (only
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33.5% in 2013) remains low by international standards. This is another important area where greater policy
efforts would contribute to higher growth.

Figure 2.8: Labour force Participation Rates, 1974-2010
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Alongside the contribution of the expansion of labour force, investments in human capital have helped
improve the skill of the workforce thereby contributing to higher growth. Bangladesh has put strong
emphasis on the expansion of education with impressive progress in primary and secondary education
enrolments as well as vocational and technical education. With progress in literacy and education, some
improvement has happened in the quality of the labour force. Yet, the facts that 40% of the workforce had
no education and 23% had only primary level education in 2010 are indicative of a very low skilled
workforce. Clearly, addressing the skills gap presents a fundamental policy challenge that has to be met in
the 7" FYP.

2.5.3 Role of Total Factor Productivity (TFP)

TFP growth measures the improved efficiency with which all inputs, capital, labour, and technology, are
applied in the production process. Evidence based on recent research shows an increased contribution of
TFP growth to Bangladesh’s GDP growth, particularly since the onset of broad-based economic reforms
since 1990. This is indicative of the potential of raising TFP growth through a whole host of factors that
could improve growth prospects in Bangladesh. TFP is an endogenous variable and can be influenced by
government policies. The most important policy is the investment in technology that contributes to
improvement in capital efficiency. Spending on research and development (R&D) is a major determinant
of technology development, innovation and adoption of technological change. Technology can also be
imported from abroad through foreign direct investment which brings the latest equipment, management
skills, and technical know-how. There has been notable progress in all these areas. R&D spending has been
especially beneficial for agricultural production and has contributed tremendously to increase rice yields
that have been instrumental in helping Bangladesh achieve rice self-sufficiency. In manufacturing much of
the technological progress has happened from new brand of entrepreneurs trained in foreign universities
who have helped transfer new technology and from foreign direct investment in EPZ. A particular example
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is the technology transfer in the garment industry from partnership with foreign investors. Since much of
the growth in garment industry so far has come from indigenous entrepreneurship, there is potential for
substantial productivity gains through the infusion of FDI in RMG outside of EPZ, a process that could be
effective in pushing garment exports up the value chain.

One important factor that is likely to have contributed to TFP growth is the increase in competition resulting
from broad-based market-oriented economic reforms involving investment deregulation and trade
openness. The rapid decline in the share of inefficient nationalized enterprises in manufacturing since the
mid-1980s and the emergence of competitive private manufacturing in textiles, readymade garments
(RMG), pharmaceuticals, food processing and leather products based on trade and investment deregulation
are an indication of the increased efficiency of production in manufacturing. The expansion in
manufacturing exports, mainly in RMG, has been a major source of GDP growth and employment during
1990-2015. Greater trade openness, sound exchange rate management, and import liberalization stimulated
exports by reducing anti-export bias while infusing greater competition into the import-substitution regime
that largely dominated the domestic market. The combined effect of market orientation, deregulation, and
trade liberalization was to set in motion forces that has surely raised production quality and standards on
the one hand, and lessened the gap between potential and actual output.

2.5.4 Progress with Institutions

When it comes to the matter of institutions, Bangladesh is regarded by many as a development surprise
because good development outcomes, including higher GDP growth, human development and poverty
reduction, have happened despite the fact that economic institutions are not effectively strong. While it is
true that some standard indicators of governance as developed by international agencies show Bangladesh
in poor light, it cannot be ignored that there are also strong underlying social and economic forces that help
generate higher growth and reduce poverty over time. Some of these institutions include a resilient
population and hard-working labour force quick in learning skills (e.g. garment, footwear workers), social
and ethnic cohesion, family values, world class micro-credit institutions, world-renowned NGOs, Export
Processing Zones, to name a few. Notwithstanding all these, it is generally accepted by most independent
observers that weakness in economic institutions are major challenges for Bangladesh as it strives for
accelerating growth and reducing poverty. There is also sufficient international evidence that stronger
institutions improve total factor productivity. So, the 7" FYP strategies are geared to pay greater attention
to the establishment of stronger institutions to support and sustain higher growth over the longer term.

26 SEVENTH PLAN GROWTH STRATEGY: ACCELERATING GROWTH BY
STIMULATING GROWTH DRIVERS

What rate of growth should Bangladesh strive for? In the post-World War 11 era, only thirteen economies
have achieved an average annual growth rate of seven percent or higher for 25 years or more. The UN
Growth Commission, headed by Nobel Laureate Michael Spence, concluded that high growth that is
transformative in impact for economies would have to be 7% or higher annually for consecutive twenty
years or more. This is also the minimum growth rate for LDCs proposed by the Open Working Group
(OWG) of the post-2015 UN Development Agenda. The Bangladesh Government has ample reason to
believe, quite rightly so, that given past performance and future outlook, average annual growth rate of
7.4% during the five years, FY2016-20, is realistic and feasible. The 7" FYP will strive to achieve this
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target rate of growth on a sustainable basis. The projected growth path for the 7% Plan is illustrated in Figure
2.9.

Figure 2.9: GDP Growth Targets in 7th FYP
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The underlying strategy for achieving this growth path is grounded on the external environment facing
Bangladesh, the lessons of past experience and the growth drivers for the 7% Plan.

2.6.1 Global External Environment

External environment is less likely to improve in a dramatic fashion; it may take few more years for the
world economy to rebound. The prognosis is so far sombre with the medium-term outlook for trade and
output growth in developed countries — the two critical growth enablers for Bangladesh economy — is for
modest improvement at best (Table 2.2). Prospects for the emerging market economies like China, India,
and Brazil, also look challenging. A less than optimistic global scenario has been characterized by leading
experts as the “new normal”. That is the sobering context in which the 7" FYP has to articulate its strategies
for accelerating growth — a formidable challenge indeed.

Table 2.2: Global Economic Outlook and Bangladesh
2013 2014 2015 2016 2017 2018 2019 2020

GDP at constant prices (% change)

World 3.3 3.3 3.8 4 41 4 4 NA
Advanced Economies 1.4 1.8 2.3 2.4 2.4 2.3 2.3 NA
Euro Zone -0.4 0.8 13 17 1.7 1.6 1.6 NA
Emerging /Developing Economies 4.7 44 5 5.2 5.2 5.2 5.2 NA
Developing Asia 6.6 6.5 6.6 6.5 6.5 6.4 6.3 NA

Memorandum item
GDP at constant prices (% change)

Bangladesh 6.0 6.1 6.5 7.0 7.2 74 7.6 8.0
India 5.0 5.9 75 8.1 8.5 9 9.5 10.0
China 7.7 74 7.1 6.8 6.6 6.4 6.3 NA
Investment/GDP ratio (%) NA
Bangladesh 28.4 28.3 28.9 30.1 30.9 31.8 32.7 344
India 314 32.2 326 34.0 35.0 36.0 37.0 NA
China 47.8 47.7 47.4 47 46.6 46.2 45.8 NA

Source: IMF WEO; India Economic Survey 2015; 7th Plan projections
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2.6.2 Lessons from Past Experience

The growth and employment experience of Bangladesh and related international experiences provide a
number of important lessons that could guide the formulation of the strategy to move from the current 6
percent growth path to the 8 percent growth rate by the close of the 7" FYP. The important lessons are:

o The rising growth path in Bangladesh has been underpinned by growing rates of national savings and
investment. Accelerating this rate of growth will require even higher saving and investment rates to
support capital formation.

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

° In addition to factor accumulation, growth would also benefit from improvements in total factor
productivity. The productivity of both labour and capital can be raised through adoption of better
technology and efficiency improvements.

o The sectoral composition of growth has to change in favour of a much higher share of modern
manufacturing and organized services to create a more rapid expansion of good jobs. The
employment responsiveness of growth in manufacturing needs to increase to absorb more labour.

. The average productivity of all sectors, but especially agriculture, has to grow to provide better
returns to labour and capital.

° Economic growth, employment and investment respond to policy and institutional reforms. The
Bangladesh government’s past strategy to increasingly rely on private sector and export-led growth
has paid off. Many good policies have helped increase private saving, investment and exports and
supported economic growth. These include: good macroeconomic management; trade liberalization;
export processing zones; investment deregulation; and financial sector improvements.

2.6.3 Growth Drivers for the Seventh Plan
Building on a better understanding of growth drivers and what strategies and policies worked in the past,
the 7" FYP formulates strategies for growth acceleration based on effective policies of the past while
adopting pragmatic approaches to address emerging constraints and new challenges. Accordingly, the key
growth drivers during the 7" FYP would include:

Higher rates of savings and investment: There is general consensus based on historical evidence that high
growth requires a stable investment environment, and investment rates of 30% of GDP or above, with a
public sector component of 7-8% of GDP, much of it going into infrastructure, education and health. This
presents an immediate challenge for Bangladesh which has to be addressed.

Despite rising saving and investment rates in Bangladesh, they are much below those found in the faster
growing economies of East Asia and in India. While there is tremendous scope for productivity
improvements, Bangladesh needs much faster rate of investment to achieve the 7-8 percent GDP growth
rate. A simple rule of thumb is to look at the overall incremental-capital output ratio (ICOR). Bangladesh’s
6.3 percent growth is underpinned by an average investment rate of 28 percent, implying an ICOR of around
4.4. Consistent with the experience of dynamic East Asian economies, the ICOR in Bangladesh has been
growing over time, as development proceeds. To secure the GDP growth rates projected for the Seventh
Plan (Figure 2.10), the investment rate will need to expand from 28.9% in FY2015 to around 34.4% by FY
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2020. Much of this investment will need to go to enhance infrastructure, improve labour skills and boost
manufacturing production. The projected investment requirements for the Seventh Plan are indicated in
Figure 2.10. These indicative investment rates have been cross-checked and consistency ensured through
the detailed sectoral General Equilibrium Model (GEM) used for simulating growth, investment and
employment outlook of the Seventh Plan.

Figure 2.10: Seventh Plan Investment Requirements
(As % of GDP)
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Taking advantage of a growing labour force. As a result of the demographic transition, the share of
working population in total population has increased. This, combined with the increasing participation of
female labour force is a positive factor for growth prospects. However, at 33.5 percent, the female
participation rate is still very low by international standards and there is much scope for increasing the
growth of the labour force.

Improving composition of investment in favour of infrastructure and manufacturing. Presently an
increasingly larger share of saving and investment is going to speculative activities in land holdings, real
estate and stocks with limited investments in power and transport. The growth rate can be raised by
changing the composition of investment in favour of infrastructure and manufacturing. The massive
demand for infrastructure investment will also have to be met from FDI, which calls for a radical
improvement in the investment climate.

Increasing total factor productivity. The average labour productivity in Bangladesh is very low by
international standards. With higher investment, especially in human development, the average labour
productivity will rise but the challenge for raising total factor productivity will remain? Adoption of
improved technology can be a major factor for improving total factor productivity and increasing the rate
of growth.

2 Total factor productivity measures the efficiency of all inputs going into a production process.
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Expanding market opportunity through greater reliance on world trade. While trade openness stimulates
competition it also creates access to global markets. Trade restrictions on the other hand cause growth and
employment to be dependent relatively more on the demand created within the domestic economy. No
matter how large the size of the domestic economy, it is no match to the global economy of about $75
trillion. It is for this reason that even large economies like China and India are eager to access world markets
to sell their products and services which is the best way to create jobs and sustain growth at home. Thus
trade openness frees countries from the constraints of their local economies of limited size when compared
to the size of the global economy, adding economies of scale to production, promoting greater efficiency
through competition, bringing more consumer and producer choice, and faster technology transfer. The
linking of domestic production to export markets also creates the scope for employing vast reserves of
unemployed or under-employed labour force.

Enhancing the quality of the workforce. Bangladesh has made rapid progress with increasing the adult
literacy rate and primary and secondary school enrolments. Yet, the average quality of the labour force is
very low. A little over half of the work force has an educational level beyond primary education. Technical
skilled labour is relatively scarce. Investment in education and skills development will raise the growth
rate.

Finally, the 7" FYP will have to address emerging challenges and constraints to growth in the coming years.
Some of these challenges include:

Maintaining Macroeconomic Stability. There is adequate empirical evidence that high performing
economies over the longer term maintain overall prudent macroeconomic management through an
appropriate mix of fiscal, monetary and exchange rate policies. The outcomes are reflected in low average
rate of inflation, a competitive and stable exchange rate, prudent debt to GDP ratios and low fiscal and
current account deficits. On balance, Bangladesh has hitherto maintained sound macroeconomic
management. Much of the fiscal, monetary, and exchange rate policies are in place to sustain the record of
prudent yet growth-friendly macroeconomic policies during the 7" FYP.

Strengthening the Export Base and its Growth. A strategy of growth acceleration for the Bangladesh
economy must be predicated upon export orientation because export markets are unlimited and offer
economies of scale. For all its population size, the domestic market is too limited owing to low per capita
income to generate the jobs and income growth that is required. 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 and rationalization of tariffs,
and the implementation of a flexible exchange rate policy. As a result the trade to GDP ratio has more than
doubled since FY91, reaching about 45% percent of GDP in FY15. This progress with trade liberalization
has served Bangladesh well in terms of growth and poverty reduction. However, the trade liberalization
effort needs to be accentuated. The dominance of RMG exports has grown from 78% in 2010 to 80% in
2015. The average tariff protection in Bangladesh is still high and inhibits the broadening of the export base
by creating an inherent anti-export bias for non-RMG exports. Further trade reforms are essential to
eliminate the bias against an export-led growth strategy.

Improving the Efficiency of the Financial Sector. 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
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between a competitive and non-competitive firm. Bank loans remain the dominant mode of business finance
and access of the poor to organized finance is highly constrained. The spread between average borrowing
and lending rates is high, the public banks remain infected with a high share of non-performing assets, and
corporate governance is a challenge. Micro-credit schemes have grown in size but are unable to meet the
demand for graduation. The efficiency and financial health of the banking sector must be strengthened by
easing controls over the interest rate, through better banking supervision and oversight by the Bangladesh
Bank, and through corporatization of public banks. The stock market management is being improved by
establishing a strong regulatory authority, and providing a better enabling environment for new entrants to
the stock market.

Improving the Investment Climate. For a private sector led growth strategy to succeed the overall
investment climate must be conducive to the expansion of domestic and foreign private investment. Private
investment in Bangladesh has grown substantially owing to improvements in the economic and social
environment, yet foreign direct investment (FDI) is very limited. FDI is not only an important source of
financing but more importantly it is an excellent source of importing technology and modern management,
critical instruments for improving total factor productivity. Indicators of investment climate for Bangladesh
suggest that the cost of doing business is substantially higher than in competing countries. The flow of FDI
is very competitive and highly sensitive to the investment climate as well as social stability of a country.
As such the performance standards required to attract FDI are higher than for domestic private investment.
The latter also has better connectivity with the political elements and is able to often bypass constraints that
are not possible for FDI. The need for improving the investment climate is obvious and requires concerted
actions involving further business deregulation, financial sector reforms, tax reforms, legal reforms and
better governance.

Easing the Infrastructure Constraint. The infrastructure constraint remains a challenge for the 71" Plan.
Addressing the energy constraint is of the highest priority to achieve higher growth. The strategy needs to
provide a balanced approach that looks at both supply increases through new investments and demand
management. Energy options from domestic sources needs to be complemented with possible options for
energy trade. The strategy needs to explore options for enhancing the supply of gas and power, and look at
options for diversification of fuels for generation. The strategy also needs to explore alternative solutions
such as increased electricity imports from neighbouring countries and liquefied natural gas (LNG) trade.
The supply side options will need to be balanced with policies for demand management that conserve
energy and discourage inefficient use. In transport, along with new investments in transport infrastructure
based on a careful review of priorities, especially in the neglected area of rail transport, proper management
of transport assets and sound urban traffic management will be necessary.

Infrastructure financing poses a major challenge, estimated at an additional 5-6 percent of GDP. Such
financing cannot easily come from public sector and requires strong public-private partnerships. Improving
the investment climate and developing appropriate policy and regulatory framework will be critical to
attract private investment, both domestic and foreign, in infrastructure.

Addressing concerns on trade logistics. 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 Logistic Performance Index (LPI). This index is a combination of performance on
Six areas: customs, transport infrastructure, international shipments, logistic competence, tracking and
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tracing, and timeliness. 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.

Massive investment in transport infrastructure will be needed over the next decade. Cost recovery schemes
in transport infrastructure are highly inadequate. Instituting a proper cost recovery of transport
infrastructure will need to be a major element of a sustainable strategy for financing transport infrastructure
and proper maintenance.

Addressing climate change challenges and water constraint: The low lying delta of Bangladesh is highly
vulnerable, both to the normal and tidally enhanced monsoon floods as well to regular impact from tropical
cyclones. In addition, salt water intrusion affects drinking water quality and limits food production in the
coastal zone while drainage congestion and water logging also have great impact, e.g. in urban areas. Floods
intensify the contamination of drinking water, causing outbreaks of contagious diseases. These problems
are likely to become worse due to climate change, land subsidence and population growth. Climate change
is expected to result in sea level rise, salinity intrusion and more frequent droughts and floods. Climate
change and water constraints are thus threatening the economic growth process by increased flood
vulnerability especially in the coastal zone, loss of valuable assets, pressures on land use for agriculture
and food security as well as for industrial and urban purposes. These problems stand in the way of economic
development and improvement of livelihood of many people. A long term vision has been developed and
comprehensive measures have to be taken with the development and implementation of a long term
Bangladesh Delta Plan to adapt to climate change and manage the water challenges.

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 areas. Future growth strategy
must take this binding constraint into account in order to ensure its sustainability. The price of land is
discouraging the private sector to set up industrial zones. It is a major obstacle as it may induce foreign
investors to invest in other countries with better managed land markets. 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 functioning of an effective land market is constrained by a large number of factors including antiquated
land records, complex and less effective land registration policies, high land transaction costs and poor
land/property taxation policy that has a built-in bias to stimulate speculative investments in land. Measures
will have to be taken to correct these problems on a priority basis in order to accelerate the growth effort.

Addressing the Skills Challenge. In general, average labour productivity is low in Bangladesh and
investment in skill formation will pay rich dividends in terms of growth acceleration by enhancing labour
productivity. Similarly, increasing female participation in labour force will increase growth by expanding
the supply of labour. Encouraging greater female labour force participation will benefit most from pushing
girls’ education and female literacy rates. In both these areas Bangladesh has made commendable progress
and this effort will continue. For skills formation, a major challenge is to raise the quality of education at
all levels as well as to increase enrolments at secondary and tertiary levels. Improvements in education
quality will also help address the chronic problem of school dropout. Additionally, serious efforts are
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needed to upgrade the capacity to deliver technical and vocational education and skills training. This is a
major deficiency that has not received much attention in the past and goes beyond public investment. A
substantial amount of training must come from private sector sponsored training. A true public-private
partnership will be built based on experiences in East Asian countries and India as part of a successful
training strategy.

Leveraging South Asian Regional Economic Integration. Regional economic integration could fuel
accelerated growth and poverty reduction in South Asian countries by harnessing the region’s human and
natural resources. Unshackling regional trade and investment opportunities could be one of the main sources
of sustainable economic growth in the region. The region has all the ingredients needed to emerge as a
successful example of regional integration: one of the world’s largest consumer markets with 1.65 billion
people, geographical proximity, 6% annual GDP growth for the last two decades, and significant economic
complementarities among regional economies.

Yet, South Asia has been recognized as one of the least integrated regions of the world. Despite various
efforts under the auspices of SAARC since 1985, intra-regional trade remains at 5% of total trade while
investment is well below 1%. Fragmented road and rail infrastructure between India, Bangladesh, Nepal,
and Bhutan, with cumbersome customs procedures have served as a major barrier to trade and investment
in the North-Eastern sub-region of the Indian sub-continent. Recognizing the immense potentialities in this
sub-region, the four governments (Bangladesh, Bhutan, Nepal and India) have signed the Motor Vehicle
Agreement (MVVA), paving the way for closer economic integration of a region that has hitherto remained
disintegrated with fragmented road and rail infrastructure defined by political boundaries rather than
economic necessities. With this agreement, it is expected that there will be free movement of goods and
passengers among these four countries that will not only facilitate trade but also foster better economic and
political relations. With India’s economy on the rise, Bangladesh, Bhutan and Nepal are all expected to be
beneficiaries of the spill over effects provided trade and investment regimes are effectively integrated with
seamless movement of goods and people.

While Governments will set the rules that determine the investment climate, it is expected that the private
sector will be the key driver for successful economic integrations as in the case of EU, NAFTA and ASEAN.
The government and private sector are key allies when it comes to any successful economic integration.
Like the successful regions, South Asia needs to foster a conducive environment to build a private sector
led growth model inclusive of SMEs.

Unlocking the Potential of Blue Economy: Blue economy concept has ushered in a new horizon for
economic development of the coastal countries through utilising the sea and marine resources at national
and international level. Blue Economy comprises of activities that directly or indirectly takes place in the
seas, oceans and coasts using oceanic resources and eventually contributing to sustainable, inclusive
economic growth, employment, well-being, while preserving the health of ocean. It includes activities such
as exploration and development of marine resources, appropriate use of ocean and coastal space, use of
ocean products, provision of goods and services to support ocean activities and protection of ocean
environment. The Blue economy approach emphasised that ideas, principles, norms of Blue Economy lend
significant contribution towards eradication of poverty, contributing to food and nutrition security,
mitigation and adaptation of climate change and generation of sustainable and inclusive livelihoods. It is
needless to say that for most developing States particularly for Bangladesh, making transition to Blue
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Economy would entail fundamental and systemic changes in their policy-regulatory—-management—
governance framework(s) and identification of various maritime economic functions.

Maritime functions in the context of Blue economy are not just economic sectors; they cover the relevant
maritime value chains — including backward and forward linkages. This is important since large parts of
the economic activities take place not in core sectors themselves, but in adjacent economic activities.
Twenty seven blue economic functions can be identified from among the following six major broad area,
such as, i) Maritime traded and shipping; ii) Food and Livelihood,; iii) Energy; iv) Tourism; v) Coastal
protection/Artificial islands/Greening coastal belts; vi) Human resource, maritime surveillance and spatial
planning.

The recent verdict given by the International Tribunal for the Law of the Sea (ITLOS) and International
Avrbitration Tribunal over dispute of maritime boundary with Myanmar and India legitimately settles the
EEZ of Bangladesh up to 200 nautical miles from the baseline comprising 118,813 sg. km of maritime
waters. The newly opened development window of Blue Economy can significantly contribute in the socio-
economic development of Bangladesh as a growth driver during 7" Plan. Research shows that economic
development utilizing ocean resources appears promising for Bangladesh. Nonetheless, this is contingent
on maintaining good health of the ocean, its ecosystem and biodiversity. Available evidence suggests that
while there are some prospects for oil and gas resources, the potential is most promising for marine fishing,
transportation and tourism.

The following would be the appropriate actions/programmes that Bangladesh can undertake to create and
maintain prosperous and sustainable blue economy bases during the 7" Plan period.
(i)  protecting and managing the fisheries for the present and the future generations,
(if)  developing a strong renewable energy sector using ocean and atmospheric forces,
(iii) maintaining existing (e.g., ship building) and developing new maritime industries;
(iv) extending fishing areas using new technologies and methods even beyond EEZ in the
international waters,
(v) developing a strong human resource base for domestic utilization, and export to foreign job
markets,
(vi) substantially increasing fisheries production and export earnings through improved aquaculture
and introduction of mariculture,
(vii) creating a competitive tourism industry, including ecotourism and marine cruises,
(viii) further increasing revenue from shipping and commerce by the expansion of domestic fleet and
destinations, transhipment and transit provisions, linking neighbouring states to the sea-ports, etc.
(ix) give special priority to anticipated Climate Change impacts on all relevant matters, and adjust
policies and plans,
(x) maintain the inland river systems and ecosystems for fishery, sediment transport, and inland
shipping,
(xi) building a solid science, research and education base and
(xii) along with other coastal areas, establishment of marine academy in Khulna may be considered.
Above all, for maintaining seamless and coordinated planning and actions, an integrated Coastal and Ocean
Management Policy would be put in place.
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2.7 INCLUSIVE AND SUSTAINABLE GROWTH

2.7.1 Growth and inclusiveness

Great economic thinkers have stressed that the concerns of economics are closely related to the concerns
of justice and fairness. Therefore, central objective of the underlying economic strategies of the 7" FYP is
to make the benefits of progress broadly shared by the citizenry. For this to happen, inclusiveness of the
growth process is essential. Inclusiveness means equity, equality of opportunity, and protection in market
and employment transitions in course of the growth process. If not addressed, systemic inequality of
opportunity has the potential to derail the growth process.

While the 7" FYP stipulates average yearly rapid economic growth of 7.4%, complimentary strategies and
policies are in place to make that growth inclusive and sustainable for a long period without damaging the
environment. It therefore encapsulates a strategy for inclusive growth which empowers people by creating
employment opportunities, fostering the scope for greater labour force participation, particularly of women,
supporting skill development in response to market demand, enabling access to credit for small and medium
enterprises, and many other ways for people to be more productive. Thus inclusiveness is meant to capture
more than income, to include opportunity, productive employment, and access to services. Inclusiveness
should not be seen as a restriction on growth to make it morally palatable. Actually, experience suggests
that, in the long term, a strategy of inclusiveness enhances growth.

An addendum to the strategy of inclusiveness is the underlying principle of equitable growth which can be
achieved by ensuring that the fruits of this growth process are enjoyed more equitably by abroad spectrum
of the population. In this goal, we are not deterred by the possibility that in the early stages of growth
acceleration there might be a tendency towards growing income inequality. To counteract such a tendency,
a two-pronged approach will be employed. First, an effective social protection system will be put in place
to help those who may be bypassed or even impoverished by the growth process. Second, conditions will
be created so that people from the currently disadvantaged segments of society are able to seize the
opportunities opened up by the growth process—just as much if not more than those coming from the
privileged background. An essential precondition for creating such equality of opportunity is to ensure
equality in the distribution of human capital. The first prong of this strategy would help mitigate the current
inequities that are emerging as a consequence of the growth process, while the second prong would improve
future equity by enabling the children of the disadvantaged segments of the population to participate more
fully in the growth process. Thus the 7th FYP takes on board the research finding that in equality can
constrain future poverty reduction in two distinct ways- by reducing the rate of growth and by lowering the
growth elasticity of poverty reduction i.e., by reducing the pace of poverty reduction for any given level of
growth. That is why reduction of inequality through broad-based participation in productive employment
is one of the pillars on which the growth strategy of the 7th FYP rests.

2.7.2 Growth, employment and poverty reduction
Accelerated poverty reduction is a key objective of the 7" FYP. Growth is a necessary condition for poverty
reduction in developing countries like Bangladesh. Employment generating growth happens to be both
inclusive and poverty reducing. There is clear evidence that high growth countries all exhibit rapid poverty
reduction. That is because sustained high growth requires rapid incremental productive employment which
tends to be inclusive and contributes to poverty reduction.
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2.7.3 Growth must be environment friendly

Grow first and deal with the environment later is a bad strategy. Bangladesh, which is a signatory to the
Agreement based on the outcome document of Rio+20% titled The Future We Want, is committed to
establish a ‘green economy’ of the future in the context of sustainable development goals as the economy
strives towards growth acceleration and eradication of extreme poverty. One of the main outcomes of the
Rio+20 Conference was the agreement by member States to launch a process to develop a set of Sustainable
Development Goals (SDGs), which will build upon the Millennium Development Goals and converge with
the post 2015 development agenda. The Government endorses the proposal of the Open Working Group on
Sustainable Development Goals (OWG) forwarded to the UN General Assembly. The proposal contained
17 goals with 169 targets covering a broad range of sustainable development issues. These included ending
poverty and hunger, improving health and education, making cities more sustainable, combating climate
change, and protecting oceans and forests.

In its pursuit of sustainable development in the context of growth acceleration and poverty reduction, the
Government is mindful of the unique country context and the need for flexibility in policies so as not to be
bound by any rigid set of rules. To address the challenge of mainstreaming sustainable development across
sectors and integrate economic, social and environmental objectives across sectors the Government has
adopted the National Sustainable Development Strategy (NSDS). The growth strategies of the 7" FYP
therefore are broad-based enough to emphasize eradicating poverty as well as sustained economic growth,
enhancing social inclusion, improving human welfare and creating opportunities for employment and
decent work for all, while maintaining the healthy functioning of the Earth’s ecosystems.

2.8 EMPOWERING CITIZENS TO PARTICIPATE AND SHARE IN PROGRESS

Economic empowerment is all about freedom, dignity, and opportunity. These are some of the basic
conditions for inclusive development. In its pursuit of economic progress, the underlying mission of Vision
2021 displays heartfelt concern for the poor and marginalized with a strong commitment to ensure that
justice and fairness remain the cardinal principles governing the distribution of the fruits of growth.
Accordingly, the 7" FYP endorses the notion of citizens’ empowerment as the creation of economic
opportunity, the ability to freely choose one’s own path in life in accordance with one’s distinctive talents
and abilities. In its formulation, the Plan embraces the idea that development to be meaningful its benefits
have to be widely shared by all citizens through their empowerment stemming from the strengthening of
inclusive institutions — pluralistic democracy being one, but many more institutions spread across various
sectors such as gender equality in access to education and employment opportunity, social protection
schemes for the elderly and disabled, protecting labour rights to organize and strive for decent wages and
safe working conditions.

Furthermore, it is recognized that poor people’s choices are extremely limited, both by their lack of assets
and by their powerlessness to negotiate better terms for themselves with a range of institutions, both formal
and informal. In this context, empowerment requires the expansion of assets and capabilities of poor people
to participate in, influence, and hold accountable institutions that affect their lives. Accordingly, growth
accompanied with poverty reduction, two priority goals of the 7" FYP which contributes to income growth

3 United Nations Conference on Sustainable Development, Rio+20 held on 20 Jun 2012 - 22 Jun 2012 Rio de Janeiro,
Brazil
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of the poor, are recognized as the means to create assets and capabilities of poor people to facilitate their
empowerment.

Among the other avenues of empowerment endorsed by the 7" FYP is the reduction of income inequality
which facilitates growth acceleration on the one hand while raising the income of the poor and marginalized
population. This approach takes on board the argument that excessive inequality can hinder individual
empowerment because in more unequal societies, too many people lack the basic tools to get ahead—
decent nutrition, healthcare, education, skills, and finance. This can create a vicious cycle of poverty,
whereby economic insecurity causes people to invest too little in skills and education. The strategies for
human capital development are outlined in detail in sectoral Chapters of 10, 11, 12 and 13 of Part 2 in this
Plan document. In particular, education is recognized as a uniquely powerful agent of empowerment and
therefore programmes formulated by the Ministry of Education and the Ministry of Primary and Mass
Education articulate strategies to make education accessible to all.

This approach is not just a matter of justice and fairness but one of good economics because research has
shown that rising income inequality hinders sustainable growth. Therefore taming persistent inequality and
thwarting its menacing rise are essential components of the 7" FYP growth strategy — a win-win for the
economy and its citizens as this will spur both empowerment and economic advancement. Supporting
policies for this avenue of empowerment include policies to boost spending on health, education, gender
equality, and worker safety and wellbeing.

One other obstacle to empowerment lies in the persistence of gender disparities — in higher education,
access to work, and in wages. It is a fact that women in Bangladesh are under-utilized, underpaid, and
under-appreciated. This needs to change and programmes underlying the strategy for removal of gender
disparities are articulated in Chapter 11 of Part 2. Again, this is not just a matter of justice and fairness, but
it makes good economic sense. One of the major sources of Bangladesh’s growth is labour force growth
bolstered by rising participation of women which, though rising in the past decade, still falls well short of
the participation rate of men. Women’s empowerment in this context again boils down to education, skill
development, and increased access to employment. Empirical evidence from recent research on growth
drivers shows that eliminating gender gaps could lead to a big jump in Bangladesh’s income per capita.

Finally, institutions matter; and empowerment of institutions is critical. Since powerlessness of the poor is
embedded in the nature of institutional relations, in the context of poverty reduction an institutional
definition of empowerment is appropriate. Depending on how they are designed, they can help or hinder,
sometimes even serve as hindrance to the flourishing of human abilities. Good institutions are founded on
the principles of accountability, transparency, and impartiality. They facilitate empowerment by letting
success depend on competence rather than connections, participation rather than patronage. Nobel Laureate
Economist Amartya Sen said it famously: if we want better capability, then we need better capacity. And
creating capacity for the poor and marginalized should be the utmost priority of public and private
institutions which include schools, colleges and universities, the Public Service Commission, the
Bangladesh Bank with the support of state-owned and private financial institutions, Palli Karma Sahayak
Foundation (PKSF), and so on.
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29 EMPLOYMENT AND POVERTY REDUCTION - STRATEGY AND TARGETS

Chapter 1 showed that employment and real wages are the best means for securing sustainable reduction in
moderate and extreme poverty. Average labour productivity and real incomes tend to be higher in
manufacturing and services sector relative to agriculture. Accordingly, the Sixth Plan employment strategy
emphasized the structural change in production whereby the GDP and employment shares of manufacturing
and services increase and the relative share of agriculture falls. The Seventh Plan will continue this
emphasis on structural transformation of the production and employment structures as the fundamental
basis for poverty reduction, while complementing this with focused programmes for the poor and extreme
poor through facilitating the greater inflow of international remittances, through microcredits, through
social security and through better access to health, nutrition, water supply and education services. Poverty
issues are discussed in detail in Chapter 4 of Part 1.

2.9.1 Changing Structure of Production

Sectoral growth projections resulting from the GDP growth targets and the structure of GDP are provided
in Tables 2.3-2.4. The principal driver of growth acceleration will be the manufacturing sector, with double
digit growth, rising progressively to 12.6% in 2020. Agricultural growth is expected to rise only moderately
to 3.5% in 2020 as its major component, cereal and commercial crops, appears to have reached a plateau of
1.4% growth for several years. Services, the largest component of GDP, will be growing slightly below
overall GDP growth (5.8% to 6.7% in 2020).

Table 2.3: GDP Growth Targets in 7" Five Year Plan 2016-20
Growth rates (%)

Sectors FY15 FY16 FY17 FY18 FY19 FY20
Agriculture 3.0 3.2 3.3 3.3 34 3.5
o/w Crops 1.3 1.4 1.4 1.4 1.4 14
Industry 9.6 10.2 10.5 10.8 11.2 11.9
o/w Mfg. 10.3 10.5 11.0 11.3 12.0 12.6
Services 5.8 6.3 6.4 6.5 6.6 6.7
GDP 6.5 7 7.2 7.4 7.6 8

Source: 7™ Plan Projections

Table 2.4: Sectoral Shares in 7" Five Year Plan 2016-20
Shares in GDP (%)

FY15 FY16 FY17 FY18 FY19 FY20

Agriculture 15.6 15.1 14.5 14.0 13.4 12.9
o/w Crops 7.5 7.6 7.3 6.9 6.5 6.1
Industry 28.0 28.9 29.8 30.8 31.8 33.0
o/w Mfg. 17.8 184 19.1 19.8 20.6 215
Services 56.4 56.0 55.7 55.2 54.8 54.1
Total 100 100 100 100 100 100

Source: 7™ Plan Projections

The projected pattern of sectoral growth will continue the ongoing transformation of the production
structure observed in the Sixth Plan. The share of manufacturing will increase from 17.8% in FY2015 to
21.5% by the end of the Seventh Plan, while the relative share of agriculture will further decline, falling to
12.9% by FY2020.
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2.9.2 Employment Expansion

Although the population growth is falling (1.37% according to the 2011 Census), the labour force continues
to grow at around 3.1 over the last ten years owing to the growing share of working age population and
rising female labour force participation. An additional labour force of 9.9 million will be available during
2015-20 or about 2.0 million per year. Assuming that the trend in migrant worker departures remain
unchanged, it would be reasonable to expect about 400,000 workers to find employment abroad, still
leaving some 1.6 million to find jobs at home. That, in quantitative terms, is the employment challenge
during the 7"" FYP.

Using the same employment elasticity as in the Sixth Plan (0.45 on aggregate based on specific sectoral
elasticities), and a projected average annual GDP growth rate of 7.4% during 2016-2020 (and underlying
production structure), varying from 7% (FY16) through 8.0% (FY?2020), the economy will be creating
additional jobs ranging from 2.3 million in FY16 to 2.9 million in FY20 (Table 2.5). What this means is
that if the projected GDP growth materializes, employment generated in the economy will exceed additions
to the labour force each year, so that many of the workforce currently unemployed or under-employed will
have the opportunity to move into productive jobs, primarily in the formal manufacturing sector of the
economy.

Table 2.5: Employment Generation during 7" FYP
FY2016 FY2017 FY2018 FY2019 FY2020

GDP growth (g) (% per Year) 7.0 7.2 7.4 7.6 8.0
Employment generation (million) 1.9 2.0 2.2 2.3 25
Migrant work (million) 0.4 0.4 0.4 0.4 0.4
Additional employment (million) 2.3 24 2.6 2.7 2.9
Additional Labour force (million) 19 1.9 2.0 2.0 2.1
Excess employment (million) 04 0.5 0.6 0.7 0.8

Source: Seventh Plan Projections

It is estimated that 12.9 million additional jobs will be available during the five years of the 7" FYP,
including some 2 million jobs abroad for migrant workers, for the 9.9 million labour that will join the
workforce during the same period. Thus job creation, both domestic and foreign, will exceed the additional
labour force that will be looking for work so that the backlog of under-employment will also be dented
significantly, if the targeted GDP growth materializes.

2.9.3 Poverty Reduction: Greater Focus on Extreme Poor

Bangladesh has a solid history of poverty reduction. As income has grown, poverty has fallen (Figure
2.11). However, with a quarter of the population of 160 million still living below the poverty line, a strategy
of poverty reduction is central to any medium-term development plan in Bangladesh. Because growth alone
cannot overcome poverty, though growth is a necessary condition for attacking poverty. While addressing
the poverty problem, one of the goals of the 7" FYP is to substantially reduce extreme poverty, defined as
people living below the lower poverty line, which, at the start of the Seventh Plan, afflicts 12.9% of the
population, or about 20 million people.
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Figure 2.11: Poverty Reduction Trends: Poverty and Extreme Poverty

60
50
40
30
20
10

56.7
51.0

1991/92 1995/96 2000 2005 2010 2015 (est)

Poverty rate (%) == Extreme poverty rate (%)

Source: Various HES and HIES, BBS

Trends in Poverty and Extreme Poverty

First, poverty and extreme poverty have both declined substantially over the longer term. In particular,
extreme poverty decreased quite dramatically in both rural and urban areas since 1990.The proportion
of rural population living in extreme poverty has halved, having dropped from 44% in 1991/92 to 21% in
2010. The extreme poverty decreased at a faster rate in urban areas during this period, having dropped by
two-third, from 24% to 7% (Table 2.6).

Second, the rate of extreme poverty reduction has been faster in the decade of 2000s compared to the 1990s
in both rural and urban areas. In the 1990s the extreme poverty reduced by 6.8 percentage points, compared
to 16.7 percentage points in the 2000s.

Third, not only is there a declining trend in extreme poverty but also the “structure of poverty” has
undergone evolution from the perspective of chronic poverty. The proportionate share of extreme poor in
total poor (ratio) at the national level has diminished with the passage of time, especially in the second half

of the 2000s (Table 2.7).
Table 2.6: Poverty Head-Count Rates (%)
Upper Poverty Line Lower Poverty Line
1991/92 1995/96 2000 2005 2010 1991/92 1995/96 2000 2005 2010
National 56.7 51 48.9 40 315 411 34.4 34.3 25.1 17.6
Urban 428 29.4 35.2 28.4 213 24 13.7 199 | 146 | 77
Rural 58.8 55.2 52.3 43.8 35.2 43.8 38.5 379 28.6 211
Source: HIES various issues, Bangladesh Bureau of Statistics (BBS)
Table 2.7: Ratio of Poverties as per Lower and Upper Poverty Lines
Lower PL/Upper PI

1991/92 1995 2000 2005 2010

National 0.725 0.675 0.701 0.628 0.559

Urban 0.561 0.466 0.565 0.514 0.362

Rural 0.745 0.697 0.725 0.653 0.599

Source: Calculated from HIES Reports (Various Years), BBS
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Drivers of improvements in extreme poverty: Several factors have contributed to the reduction of poverty
and extreme poverty.

@ Role of Rising Rural Wages in Reducing Extreme Poverty

A significant share of the extreme poor households is dependent on the agricultural wage work for their
livelihoods. Consequently, they benefit when real agricultural wage rate increases. Owing to rapid growth
of manufacturing and services and supported by foreign migration of Bangladeshi workers, there has been
a substantial exodus of labour from agriculture. As a result, the agricultural labour market has tightened
significantly in the recent decade of 2000s. This has led to an increase in real agricultural wage rate. The
rice wage per day remained stagnant for the most part in the 1980s and increased only modestly in the
1990s (from 3.5 kg in 1990/91 to 4.5 kg in 1999/2000). The real breakthrough came in the second half of
the 2000s: rice wage per day was at 8-10 kg in the 2008-13 periods. This pattern is also reflected by the
real wage trends using general consumer price index in both rural and urban areas.

(b) Role of Urban Jobs in Reducing Extreme Poverty

The tightening of the agricultural wage labour market witnessed in the 2000s has been contributed
principally by three channels: (a) relocation of farm labour to rural non-farm sectors; (b) relocation of rural
labour to urban activities through the “pull effects” of urbanization, creating employment opportunities for
the extreme poor in labour-intensive construction and transport activities; and (c) by creating jobs for the
poor and the extreme poor in the manufacturing sector.

First, the share of farm income in total rural income has dropped from 40% to 36% over 2000-2010 with
concomitant rise in the share of non-farm income from 34% to 40%, and that of remittance (domestic and
foreign) income from 8% to 11%. With the expansion of non-farm income, demand for a range of rural
services has created substantial non-farm employment.

Second, between the two censuses of 2001 and 2011, the share of population residing in urban areas has
increased from 20% to 28%. The 2013 Economic Census indicates much greater diversity and depth of
economic activities in urban areas, with indication of significant growth of business and industrial
establishments in peri-urban areas and secondary towns beyond just the Metropolitan areas. Economic
growth unleashed demand for real estate sector/construction and transport activities, which, in turn,
generated demand for domestic (migrant) labour, benefiting the extreme and chronic poor. In short,
urbanization has already played an important role in overall fast decline in rural incidence of poverty,
including rural extreme poverty.

Third, the rural-urban relocation of labour also benefitted from the growth of export-oriented manufacturing
such as the ready-made garments which currently employ about 4 million workers (75% of which are first-
generation women workers mostly from poor families). Studies have shown that RMG work has reduced
poverty in the parental households almost by half in just 4 years. Thus, export-led industrialization has a
very important role to play in rural poverty reduction, including extreme poverty reduction, an aspect that
has remained inadequately studied in the literature.
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(c) Migration and Extreme Poverty Reduction

Creation of additional non-farm employment opportunities, via non-farm diversification in rural areas and
rapid urban growth sustained by robust flows of overseas remittance and manufacturing export growth, led
to increased out-migration (seasonal and permanent) of labour. Migration contributed to the rise in
agricultural/rural wages for workers who remained behind in agriculture/rural areas. The effects of
migration on the extreme and chronic poor may have been different for domestic as opposed to international
migration.

However, while casual agricultural labourers have limited resources for financing international migration,
indirect effects of international migration through the labour market are of greater significance for this
group. Therefore, high agricultural wage growth has been cited more frequently in the household responses
in villages experiencing high remittance growth compared with villages experiencing low remittance
growth (40% vs. 26%) and vice versa. For the casual agricultural labourers who have limited resources for
financing international migration, it is the indirect effects of international migration through the channel of
labour market that are of greater significance. The wage growth tends to be faster in villages experiencing
high growth in overseas remittances.

(d) Institutionally Transformative Growth and Extreme Poverty Reduction

One of the key factors behind successes in extreme poverty reduction has been the overlooked fact that
Bangladesh experienced not just any growth, but institutionally transformative growth which not only
accelerate growth of income per capita but also magnify the poverty reducing effects of economic growth.
The most significant growth-induced transformation that has taken place in the countryside relates to the
“progressive” emergence of labour market institution for the rural poor and the poorest. The share of casual
wage dependent agricultural labour has gone down in times of peak agricultural activities. The latter has
increasingly given away to the contractual labour in farm activities. Contractual work results in higher wage
income compared to daily wage and perhaps even contribute to higher productivity. Contractual work is
likely to be more voice-enhancing for the workers. All these changes augur well with the maintained
hypothesis of faster extreme poverty reduction under institutionally transformative growth.

(e) Expansion of microcredits

The microcredit revolution of Bangladesh is well known internationally. Evidence shows that the
expansion of microcredits has played an important role in reducing poverty by enabling consumption
smoothing, by helping mitigate the adverse effects of shocks and by helping accumulate assets. These
programmes will be strengthened and expanded during the Seventh Plan with special focus to less served
areas.

() Social security programmes

Bangladesh has instituted a large number of social safety programmes to help the poor with particular
attention to the extreme poor. Evidence shows that these programmes have been helpful in reducing
poverty. Yet, the effectiveness of the safety net schemes is considerably lower than possible. Accordingly,
the Government has adopted a new and strengthened National Social Security Strategy (NSSS) with a view
to lower poverty and vulnerability. The implementation of the NSSS will be a major initiative for reducing
extreme poverty. In addition, it will lead to future restructuring of social security system in Bangladesh.
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2.9.4 Poverty projections for the Seventh Plan

Based on a continuation and strengthening of the above strategy there will be considerable reduction in
poverty and extreme poverty (Table 2.8). These poverty estimates are based on applying the aggregative
poverty elasticities of poverty and extreme poverty to GDP growth for the 2 latest available HIES (2005
and 2010). The projected figures suggest Bangladesh would significantly reduce its extreme poverty to
about 8.9 percent by 2020 given the GDP growth scenario of the 7" FYP.

Table 2.8: Poverty Reduction during the 7" FYP
FY2015 FY2016 FY2017 FY2018 FY2019 FY2020

GDP growth 6.5 7.0 7.2 7.4 7.6 8.0
Reduction of Moderate Poverty

Poverty elasticity to GDP -0.93 -0.93 -0.93 -0.93 -0.93 -0.93

Upper poverty line

(% of population below) 24.8 23.5 22.3 21.0 19.8 18.6
Reduction of Extreme Poverty

Poverty elasticity to GDP -1.19 -1.19 -1.19 -1.19 -1.19

Lower poverty line 12.9 12.1 11.2 10.4 9.7 8.9

(% of population below)

Source: GED estimation for 71" Plan
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CHAPTER 3

MEDIUM TERM MACROECONOMIC FRAMEWORK

The macroeconomic framework underpinning the Seventh Five Year Plan (7™ Plan) has been formulated
taking into account the developments under the Sixth Five Year Plan and the lessons learned from the
review of performance—in terms of policy implementation and outcomes-- under the Sixth Plan. In
particular, while significant progress has been made in social indicators including reduction of poverty and
towards food security through increased agricultural output, the objective of realizing higher private sector
investment in relation to GDP remained largely unfulfilled with consequent impact on real economic
growth. Creating the improved environment for higher private sector investment of both domestic and
foreign origins still remains a major challenge.

Against this background, the 7" Plan aims at increasing the real GDP growth to 8% by FY 20, containing
inflation further to 5.5%, and reducing the level of poverty by 6.2 percentage points to 18.6%. These
projections are based on multi-sector Computable General Equilibrium (CGE) model and a consistent
macroeconomic framework covering broad sectoral composition of growth, strategy for increasing savings
and investment, medium-term fiscal strategy and balance of payments projections consistent with debt
sustainability and external sector viability.

31 PROJECTED GROWTH PATH UNDER THE 7™ PLAN

The strategy for achieving the 7! Plan targets--in terms of achieving planned growth and employment--
have been discussed in Chapter 2 — along with the underlying policies and reforms and structural
transformation of the economy. The planned approaches to addressing the identified growth and
employment constraints have also been discussed in that chapter. The key challenge once again is to
increase the rate of investment from 28.9 percent of GDP in FY15 to 34.4 % of GDP by the end of the Plan
in FY20. Efficiency of domestic investment, particularly in the public sector, will be important for realizing
the maximum benefits out of the public sector investment plan. As in the past, much of the public sector
investment needs to be directed to major infrastructure projects including the 8 priority projects identified
by the government and in the realizing the Power Sector Master Plan. The details of the power and energy
sector strategy are provided in Chapter 5 of Part 2.

The 7" Plan aims to achieve an average growth rate of 7.4% of GDP from the average level of growth at
6.3% recorded under the 6™ Plan. The experience of the 6" Plan clearly shows that the task is challenging
and will certainly require adoption of bold strategies to break away from the 6% plus growth rates recorded
almost every year by Bangladesh since FY02. If the planned growth targets are achieved, it would mean
that per capita GDP would increase by an average of about 6.0% per annum during the 7" Plan period,
reaching a peak of 6.7% by the end of the Plan. Even after allowing for higher savings rates to support the
envisaged investment Plan, the planned income growth would allow per capita real consumption to grow
by more than 25% over the 5-year period. This increased consumption in real terms and the potential income
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flow from the envisaged increased national savings will sustain a further acceleration of the ongoing broad-
based improvements in the living standards, asset/wealth accumulation, and poverty alleviation.

The experience of the Sixth Plan clearly highlights the importance of investment in realizing higher growth
and employment. In developing countries like Bangladesh it is through capital deepening that most of real
economic growth is realized. The experience of China, emerging economies in East Asia, and India all
points to the deepening of capital through higher investment in relation to GDP. All these high performing
economies have demonstrated two stylized facts: First, they all experienced higher incremental capital
output ratios (ICOR); and second, higher growth rates have been associated with higher investment/GDP
ratio. Thus, higher growth in the 7" Plan is also predicated upon a substantial increase in the investment
rate in the economy from the current level of about 28.9% of GDP to more than 34.4% by the end of the
Plan, averaging 32% of GDP per year during the Plan period.

As in the past, much of the investment in the economy could be financed through national savings, although
foreign direct investment is expected to play a bigger role under this Plan. Out of the planned 5.5 percentage
points in gross investment, about one-fourth would need to come in the form of FDI, since the growth in
national savings alone will not be sufficient to meet the required investment level. Increased levels of FDI
would also be desirable from the point of view of improved management, new technology, and greater
market access for Bangladeshi exports. The ICOR is expected to remain unchanged at the average level of
the Sixth Plan, which would only be possible if Plan period is relatively free from economic disruptions
allowing the entrepreneurs/investors to utilize their capital stock.

Table 3.1; Macroeconomic Scenario of the Seventh Five Year Plan

. FY14 FY15
Macro Indicator . FY16 FY17 FY18 FY19 FY20
(Actual) (estimated)

Growth: Real GDP (%) 6.1 6.5 7.0 7.2 7.4 7.6 8.0
CPI Inflation (%) 7.4 6.5 6.2 6 5.8 5.7 55
gg’;i Domestic Investment (as % of -, 28.9 301 310 318 327 344
Private investment (as % of GDP) 22.0 22.1 23.7 23.9 24.4 25.1 26.6
Public Investment (as % of GDP) 6.5 6.9 6.4 7.1 7.4 7.6 7.8
National Savings (as % of GDP) 29.2 29.0 29.1 29.7 30.2 30.7 32.1
Consumption (as% of GDP) 77.9 1.7 775 76.7 75.9 75.1 735

Source: Bangladesh Bureau of Statistics and Seventh Plan projections
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Table 3.2: Sectoral Growth Projection for Seventh Five Year Plan
Sectors 2014(Actual) 2015(Estimated) 2016 2017 2018 2019 2020
Growth Rate

Agriculture 4.4 3.0 3.2 3.3 3.3 3.4 35
Industry 8.2 9.6 10.2 10.5 10.8 11.2 11.9

o/w Mfg. 8.7 10.3 10.5 11.0 11.3 12.0 12.6
Services 5.6 5.8 6.3 6.4 6.5 6.6 6.7
GDP 6.1 6.5 7.0 7.2 7.4 7.6 8.0

Share as % of GDP (FY 2015Prices)

Agriculture 16.1 15.6 15.1 14.5 14.0 13.4 12.9
Industry 27.6 28.0 28.9 29.8 30.8 31.8 33.0

o/w Mfg. 17.4 17.8 18.4 19.1 19.8 20.6 21.5
Services 56.3 56.4 56.1 55.7 55.3 54.8 54.1

Source: BBS and 7t Plan Projections

3.2 INVESTMENT AND SAVINGS

One of the major macroeconomic problems for Bangladesh under the Sixth Plan was the continued
stagnation of domestic private sector investment, failure on the part of the government to launch major
projects under the Public Private Partnership (PPP), and inability to attract foreign direct investment into
the country. The modest increase in gross investment was entirely attributable to growth in public
investment which increased by almost 2.23 percentage points since FY10 to 6.9% of GDP in FY15. The
entire increase in public sector investment was on account of the sustained expansion of the Annual
Development Programme (ADP). Despite the recorded upturn, public investment could not crowd in private
investment and FDI.

The lesson from the Sixth Plan is that, if the accelerated growth target of 8% by the end of the 7" Plan is to
be realized, the level of domestic investment must go up by 5.5 percentage points to 34.4% of GDP by
FY20. The investment target is somewhat higher than what was targeted under the Sixth Plan, but
considered necessary because of the increased capital intensity of output in Bangladesh under the Sixth
Plan due to adoption of new and better technologies across all sectors be it agriculture and industry.
Furthermore, significant increase in real wages across Bangladesh in recent years lead to increased
mechanization in agriculture and construction sectors.

Much of the growth of additional investment in relation to GDP is projected to come from the private sector.
Certainly public sector investment would need to play a better catalytic role under the 71" Plan in raising the
total investment with respect to GDP to the required levels during the Plan period. Public investment in
nationally important mega projects and national policies to improve the overall environment for investment
will be critical in boosting investors’ confidence (both national and foreign). A review of past experience
indicates that, the secular increase in the share of private investment in total investment was the result of
reforms initiated in 1980s and 1990s by liberalizing trade and domestic investment, initiating privatization
of public enterprises, financial sector reform and liberalization, and access to power and gas at cheaper
prices. The slow growth of private investment in the economy in the post-2000 period can be attributed to
infrastructure constraints including acute power shortage due to cuts in public investment spending and the
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inability of the government to implement large infrastructure projects. Although the power situation has
significantly improved during the Sixth Plan, problems with transportation and availability of serviced land
for industrial projects have worsened the investment climate over time. Improving these key binding
constraints will be the major challenge under the 7% Plan.

During the Sixth Plan the government has been successful in reversing the declining trend in public sector
investment, despite the fact that actual ADP allocations/utilization have been below the targets set under
the Sixth Plan (Figure 3.1).

Figure 3.1: ADP Allocation-SFYP Targets & Actual
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However, the government has been successful in increasing the size of ADP by allocating most of the
increased budgetary resources (in terms of GDP) to the expansion of project spending.

Figure 3.2: Total Expenditure and Components
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ADP implementation rate also increased markedly over the Plan period. In particular, the size of the ADP
has increased steadily from 3.2% of GDP in FY10 to 5.0% of GDP in FY15, the final year of Sixth Plan.
Notwithstanding this higher spending on ADP and significant improvements in improving the power
supplies, the infrastructure gaps in most areas would require massive amounts of investment. The
Government has already identified and put on a Fast Track list a number of important projects for speedy
implementation. The list will be expanded, as needed, to make sure that the infrastructure constraints,
including in power, will be greatly alleviated under the 7" Plan. The Government expects that the Public
Private Partnership (PPP) in infrastructure investment will gain momentum, particularly in power
generation, as the PPP office under the Prime Minister’s Office are putting effort to build up a larger
pipeline for PPP projects. Joint venture initiatives in the power sector along with import of electricity from
India will also help contain public sector domestic investment requirement. These efforts notwithstanding
the size of the ADP would need to be increased by almost 2 percentage points to 6.9% of GDP by FY20 in
order to address the growing infrastructure needs.

Consistent with the growing demand for infrastructure to support accelerated growth, most emphasis will
be given to Transport and energy under the 7" Plan through ADPs. The share of ADP allocation for
transport already exceeded 20% of total ADP in FY15 and allocations for energy also exceeded 15% of
total ADP in recent years. The planned massive expansion in electricity generation under the Power Sector
Master Plan to meet the rapidly growing power sector needs of a growing economy will require large
investments in power generation alone.

Figure 3.3: ADP Transport and Energy Allocation-SFYP vs. Actual
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Although private sector will continue to invest in power generation through Power Purchase Agreements
with the government or Power Development Board (PDB), direct government investment in the sector will
be sizable over the Plan period. Electricity generation capacity has increased significantly under the Sixth
Plan, largely through capacity expansion in the form of quick rental power plants. Under the 7" Plan larger
projects, including several large coal-based power plants will come into effect with a view to expand
generation capacity to 23,000 MW by FY20.
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Major infrastructure projects like construction of Padma Bridge, completion of Dhaka- Chittagong 4-lane
highway and broadening it further to at least six lanes, making all national highways to at least 4-lane
highways, construction of elevated roads in major cities, linking Bangladesh Railway system with
destinations in India and Myanmar and further to the Asian Railway system, directly linking Khulnha and
Mongla with Dhaka and Chittagong directly by rail using the Padma Bridge, construction of a deep sea port
for handling of coal and other imports at Sonadia, Cox’s Bazar are some of the important transportation
initiatives to be implemented under the 7" Plan.

Despite the lack of visible progress under the Sixth Plan in implementing projects under the PPP initiative,
the 7" Plan envisages a greater role for PPP. The government is in a better position in terms of setting up
the institutional structure, including the PPP office and the regulations and guidelines for such investment.
The government has also established the Bangladesh Infrastructure Financing Facility (BIFF) to ensure co-
financing of PPP projects. As designed, BIFF should help catalyse financing of infrastructure projects by
using its own resources, issuing infrastructure bonds to increase access to financing, and allowing other
institutional investors of domestic and foreign origins to invest in BIFF as minority shareholders. The
government has already allocated sizable amount of resources from the unutilized budgetary allocations for
PPP projects and will be ready to contribute more to increase its capital base through additional budgetary
subventions in future. The ultimate objective of BIFF is to help finance PPP infrastructure projects by taking
direct equity participation in financially viable and socially/economically desirable projects.

The Plan recognizes that public sector investment alone cannot bring about the increase in gross investment
needed for achieving the 8% GDP growth target by FY20. About 77.3 percent of investment comes from
the private sector and without a significant increase in private investment of domestic and foreign origins
the planned increase in investment to more than 34% of GDP by the end of the Plan would not materialize
if the overall political and economic environment is not conducive for the investors.

Aggregate Savings

Bangladesh enjoys a respectable level of national savings rate in relation to GDP. This higher national
savings rate of 29% of GDP is primarily attributable to higher inflow of workers’ remittances averaging
more than 8% of GDP during the Sixth Plan period. Although the national savings rates sometimes fluctuate
with the volatility in the inflow of workers’ remittances, it is interesting to observe that in years when inflow
of remittances is high, domestic savings rate goes down acting as a built in stabilizer and thereby moderating
the volatility of remittances on the overall gross national savings rate. This phenomenon is however not
surprising because increase inflow of remittances allows the recipient households to increase domestic
consumption thereby reducing gross domestic savings rate. At times of lower remittance income,
households reduce their domestic consumption, thereby increasing the gross domestic savings rate. It is
also true that, overall higher remittances tend to contribute to higher national savings even after allowing
for consumption induced lower domestic savings.
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Figure 3.4: Developments in Gross National Savings and Its Outlook under the 7™ Plan
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It will be a challenging task for national savings to increase by 2.9 percentage points over the Plan period,
given the lower than expected savings rate of about 29% of GDP in recent years. Both the key components
of national savings—i.e., growth in remittances and growth in domestic savings—would need to grow at
rates higher than the GDP growth rate over the 7" Plan period. Improved investment climate leading to
higher rate of return on domestic investment, in part supported by increased demand for investment, would
help increase domestic savings and encourage Bangladeshi expatriates to send more money for investment
in Bangladesh.

A part of the increased national savings would also come from the public sector through increased revenue
mobilization efforts. A review of developments in government budgetary/fiscal savings indicates that from
an average government savings rate of about 1.4% of GDP, the 7™ Plan calls for increasing the government
savings rate to about 2.2% of GDP by FY20.

Taking into account Bangladesh’s respectable national savings level, the outlook for continued respectable
growth in inflow of remittances, the supporting domestic policies to offer real positive interest rates to the
savers, and the planned increase in government sector savings, the target for increasing the national savings
rate to 32.0% of GDP should be attainable. The improved national savings rate together with the planned
increase in FDI into Bangladesh should enable Bangladesh to reach the investment target of 34.4% of GDP
by FY20.

3.3 BALANCE OF PAYMENTS AND EXCHANGE RATE MANAGEMENT

Bangladesh’s bedrock macroeconomic stability is underpinned by its strong external balance of payments
position. It has recorded external current account surpluses during most of the Sixth Plan period and that
was also reflected in a rapid build-up of foreign exchange reserves of Bangladesh Bank. The strength of the
BOP was underpinned by buoyant export and remittance receipts over the Sixth Plan period, despite some
exogenous factors and externally induced volatility. In particular, export growth to the European Union—
accounting for more than half of Bangladesh’s exports--suffered in FY12 and FY15, due to the European
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Debt Crisis and the ongoing weakness of the Euro against the US dollar and Bangladesh Taka. These
fluctuations notwithstanding, foreign exchange reserves of Bangladesh Bank exceeded the Sixth Plan target
of US$16.1 billion by end-FY15 by almost 50%. Gross foreign exchange reserves have already exceeded
US$25 billion by June FY15, which is equivalent to more than 7 months of imports.

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

Jute & Frozen Non- Total
Jute Leather Footwear ICT Others RMG RMG
Food Exports
goods Total
FY 10 736.4 226.1 204.1 4452 354 22940 3701.7 12496.8 16176.2
Fy 11 1114.9 297.8 297.8 625.0 453 2669.5 5005.0 17914.3 22919.3
FY 12 939.3 329.8 350.6 637.6 70.8 2940.8 5198.0 19089.8 24287.7
FY 13 1030.6 399.7 419.3 543.8 101.6 3016.5 5502.4 21515.8 27027.4
FY14 824.5 505.5 550.1 638.2 124.7 3051.1 5694.1 24491.9 30186.0
FY15 868.5 397.5 673.3 568.0 1325 3077.6 57175 254914 31208.9
Growth (in percent)
FY 11 514 31.7 45.9 404 28.0 16.4 35.2 43.4 41.7
FY 12 -15.8 10.7 17.7 20 56.3 10.2 3.9 6.6 6.0
FY 13 9.7 21.2 19.6 -14.7 435 2.6 5.9 12.7 11.3
FY 14 -20.0 26.5 31.2 174 227 1.1 35 13.8 11.7
FY15 53 -21.4 22.4 -11.0 6.3 0.9 0.4 4.1 34

Source: Export Promotion Bureau

Building on this solid track record on the external front, the 71" Plan aims to reach the export target of
US$54.1 billion with export growth averaging about 12% per annum over the Plan period. This projection
is also broadly consistent with the RMG export target of US$50 billion by FY21, the 50" anniversary of
the independence of Bangladesh, as announced by the Bangladesh Garments Manufacturers and Exporters
Association (BGMEA) and also endorsed by the Government. The faster growth of the manufacturing
sector would only be attainable under this export-led growth strategy, if exports grow at a much faster rate
than the overall GDP growth.

As in the past, RMG sector will continue to lead the export growth strategy under the Plan. The envisaged
US$20 billion increase in the RMG sector exports over the Plan period will require massive amounts of
investment in this sector along with investment in growth supporting infrastructure like power/electricity,
land for setting up industries, transport, port etc. The other potential export sector is footwear and leather
products, which is growing at a healthy pace and the growth rate is expected accelerate with new factories
likely to coming into operation, and growing interest of foreign investors in the footwear sector. Given its
low base, this sector has the potential to record higher than average export growth rate during the Plan
period. Both leather and RMG (wet processing washing and dyeing) sectors—considered to be two most
important industrial polluters-- would also need to ensure environmental sustainability for their continued
growth over the medium and long term. These industries must meet global industrial standards in terms of
chemical use and discharge and efficient water use for their growth to be sustainable both from Bangladesh
and importing countries’ perspectives.

Despite some disappointments some non-traditional exports like light engineering (bicycle and electronic
products), Information Technology (IT), home textiles, agricultural and food processing, pharmaceuticals
and shipbuilding have good potentials and expected to expand rapidly under the 7" Plan. The government
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is also providing financial incentives to these sectors and will be ready to provide duty free access to
industrial inputs and capital machineries along the lines offered to the RMG sector. FDI in these sectors
will be critical for increased investment, greater and easier market access, and transfer of technology and
management practices. FDI will also allow Bangladesh to enter into the intermediate goods export market
and link Bangladesh with Asian value chain. In order to facilitate FDI in the traditional and new sectors,
the government is accelerating the process of setting up Special Economic Zones under both public and
private sector initiatives. It also plans to hand over SEZs to investors exclusively from Japan, China, India
and other countries in order to accelerate investment from those countries.

Import payments are projected to rise in line with the growth in real GDP and the envisaged export growth.
Overall import elasticity is expected to be about 1.1 with respect to GDP, broadly in line with past pattern,
and taking into account the higher imports under back-to-back arrangements in line with continued buoyant
RMG and other exports. The massive increase in investment envisaged under the Plan—supported by FDI
and public sector infrastructure investment—would certainly tend to increase import payments. The sharp
drop in petroleum prices in FY15, and the outlook for petroleum prices to remain below US$60 per barrel,
would lead to significant savings for Bangladesh economy over the Plan period. The softening of non-fuel
commodity prices globally would also help contain import payments in the initial years of the Plan when
investment related imports are expected to surge. The projected high real import growth will address critical
capacity constraints in the power and transport sectors, along with capital machineries and industrial raw
materials for industrial sector expansion.

Although exports and imports are projected to grow at similar rates on average, because of the higher base
for imports (relative to exports) in dollar terms, the external trade balance will continue to widen in dollar
terms over the Plan period. However, the trade balance will remain fairly stable in the range of 5-6% of
GDP and sustainable given the level of remittance inflows at about 8% of GDP throughout the Plan period.
In fact, a part of the increased import demand is attributable to the increased demand from household
receiving such transfers. The current account balance however is likely to become negative (that is turn to
deficit) due to projected increases in services account and income account deficits. The services and income
account deficits will widen due to growing payments associated with shipping, air travels, health care and
educational expenses incurred by Bangladeshis, and debt service and other transfers associated with foreign
debt (public and private) and remitting of income from FDI and portfolio investment. Reflecting these
developments the external current account will turn into deficit and reach a peak of 2.5% of GDP by FY20.
Such a level of current account deficit is justifiable for a developing country like Bangladesh given its
growing import intensive investment needs and general import demand associated with the higher real
economic growth objectives.

The deficit in the current account balance notwithstanding the overall BOP balance should continue to
record sizable surpluses throughout the Plan period. The growing overall surplus would materialize
primarily because of projected larger surpluses in the Financial Accounts of the BOP. It must be noted that
the growing current account deficits and the growing financial accounts surplus will be primarily driven by
the projected increase in FDI in major export oriented sectors and in infrastructure projects. The
composition between the net long-term concessional foreign borrowing (foreign aid) and other long-term
borrowing may change depending on government’s ability to utilize the new aid commitments and the
existing pipeline and its willingness to borrow from the international capital market by issuing sovereign
bonds. Bangladesh’s current sovereign credit ratings with stable outlook should help the government to
access international capital market if it decides to do so. The level of gross official reserves of Bangladesh
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Bank is projected to increase to US$49 billion by the end of the Plan, which would be equivalent to more
than 7 months of projected import payments for goods and services.

Table 3.4: Summary of Balance of Payments

SEYP Average of
FY16 FY17 FY18 FY19 FY20 Projected
Average
Years
Actual Projected
Components: ( In million US dollars)
Trade balance -8073.6 -11615.1 | -12983.6 | -14693.1 | -16489.8 | -18670.5 -14890.4
Export f.0.b. (including EPZ) 26821.8 33785.1 | 37501.4 | 42001.6 | 47461.8 | 54106.4 42971.3
Import f.0.b (including EPZ) -34895.4 | -45400.2 | -50485.0 | -56694.7 | -63951.6 | -72776.9 -57861.7
Services -3457.6 -5436.8 | -6062.0 | -6789.5 | -7672.1 | -8746.2 -6941.3
Income -2180.4 -3421.0 | -4313.1 | -5294.4 | -6373.9 | -7561.2 -5392.7
Current transfers 14251.0 17945.6 | 19878.5 | 21936.4 | 24185.0 | 26693.5 22127.8
Of which : Workers'
Remittances 13601.6 17265.6 | 19078.5 | 20986.4 | 23085.0 | 25393.5 21161.8
Current Account Balance 539.4 -2527.3 -3480.2 -4840.6 -6350.7 -8284.4 -5096.6
Financial and Capital Account 3155.2 6323.1 8092.6 9985.2 11810.0 | 14603.0 10162.8
Capital account 560.0 750.0 750.0 800.0 850.0 900.0 810.0
Financial Account 2135.6 5573.1 7342.6 9185.2 10960.0 | 13703.0 9352.8
Foreign Direct Investment
(FDI) 1363.4 2589.6 4315.6 5871.2 7440.1 9993.4 6042.0
Net Aid Loans 1032.2 3053.5 2937.0 3069.0 31249 3164.6 3069.8
Commercial Banks (net) 108.6 80.0 90.0 95.0 95.0 95.0 91.0
Errors and Omissions -324.4 0.0 0.0 0.0 0.0 0.0 0.0
Overall Balance 2910.6 3795.8 4612.4 5144.6 5459.3 6318.6 5066.2
Growth Rates (%)

Export growth 14.4 9.8 11.0 12.0 13.0 14.0 12.0
Import growth 14.5 11.6 11.2 12.3 12.8 13.8 12.3
Remittance growth 6.8 13.8 105 10.0 10.0 10.0 10.9
FDI growth 17.2 52.3 66.7 36.0 26.7 34.3 43.2

Source: Bangladesh Bank

3.4 EXCHANGE RATE POLICY

Prudent management of exchange rate and ensuring exchange rate stability are critical for BOP
sustainability and macroeconomic stability. Accordingly, Bangladesh Bank in its recent Monetary Policy
Statements aimed to use exchange rate and monetary policies for the purpose of preserving external sector
stability, maintaining satisfactory building up reserves and avoiding excessive volatility of the exchange
rate. Improved external balances are reflected in the accumulation of international reserves of about US$6.2
billion in FY14 with gross reserves increasing to US$25.0 billion at the end of June 2015, sufficient to
cover more than seven months of projected imports of goods and services.

However, large surpluses in the external current accounts and the overall balance of the BOP in recent years
have led to an oversupply of dollars in the foreign exchange market and the exchange rate would have
appreciated significantly in nominal terms against the US dollar unless Bangladesh Bank continued to
absorb the excess dollars from the market to maintain exchange rate stability in nominal terms.
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In order to adhere to the inflation objective under the MPS and the underlying monetary targets, BB had to
mop up the excess liquidity by issuing Bangladesh Bank bonds at appropriate market interest rates. This
mopping up operation helped contain expansion of monetary targets and all key monetary indicators were
within the targets set under the MPS of BB. The restrained monetary policy has helped BB to bring down
inflation significantly in recent months, although it missed the inflation target by a relatively modest margin.
At the same time the quasi-fiscal cost associated with the sterilization operation eroded BB’s profitability
since it earns much less on its foreign assets compared with what it pays on its domestic liabilities (such as
interest payments on BB bonds).

This tension between the exchange rate management and monetary management is a short-term
phenomenon and should continue until domestic demand remains subdued causing slower growth in import
payments. Once domestic economic activity and investment start to rebound, as envisaged under the 7%
Plan, growth in import payments will accelerate and there will be no need for monetary intervention or
sterilization.

Bangladesh Bank is also aware of another emerging issue potentially further complicating exchange rate
management. While Bangladesh Bank has been successful in keeping the exchange rate of the Taka very
stable against the dollar and did not allow the Taka to appreciate against the dollar in nominal terms, the
Real Effective Exchange Rate (REER) of Taka still appreciated significantly, eroding the competitiveness
of Bangladeshi exporters. A sharp appreciation of the US dollar against the Euro and other major currencies,
and the relatively high domestic rate of inflation compared with the inflation rates of Bangladesh’s trading
partners, have contributed to the appreciation of the REER of Bangladesh Taka and erosion of export
competitiveness. Bangladesh Bank’s own calculation indicates that the REER index of Taka appreciated
from below 89 in FY11 to more than 106 in FY 14, entailing more than 19% erosion of export
competitiveness. The Taka have appreciated further in real effective terms since then as the appreciation
of the dollar has gained further momentum with the US economy regaining growth momentum relative to
other industrial countries. Certainly, this situation is not sustainable and something must change with: (i)
domestic demand and import payments picking up through higher investment and consumption to
depreciate the Taka in the interbank market; (ii) the rate of inflation coming down further to levels closer
to Bangladesh’s trading partners; and (iii) Euro zone and Japanese growth picking up leading to a
weakening of the US dollar vis-a-vis other major currencies. Certainly, the nominal exchange rate will also
be managed flexibly taking into account export competitiveness and Bangladesh’s inflation rate differential
with its trading partners.

Bangladesh Bank has already increased the level of retention of export proceeds by the exporters as part of
its ongoing exchange market liberalization. Bangladesh Bank will consider further increases in the
percentage of export proceeds that could be retained by the exporters in order to reduce cost of inputs and
make manufacturing and exports more competitive. Such enhanced competitiveness may also be used to
reduce the cost to the budget on account of cash incentive.
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Figure 3.5: Nominal Exchange Rate and Real Effective Exchange Rate Trend of Bangladesh Taka

85.00 140
80.00 . 130
75.00

70.00 r 120
65.00 110
60.00 . 100
55.00

50.00 r 90
45.00 80

FYO3 FYO4 FYO5 FYO6 FYO7 FYO8 FYOS9 FY10 FY11 FY12 FY13 FY14
e Exchange rate (Taka/US) es===»REER (FY01=100)

Source: Bangladesh Bank. Note: For REER, rise in index implies appreciation.

3.5 FINANCIAL SERVICE SECTOR PERFORMANCE AND MONETARY
MANAGEMENT BY BANGLADESH BANK

3.5.1 Some Important Indicators of Financial Service Sector Performance

In terms of its banking sector performance Bangladesh has done well overall despite some setbacks in the
area of public banking. Banking reforms which started in early 1980s, but gathered momentum in the 1990s
and 2000s, have brought about positive changes in most of the indicators of banking performance. Much
of the serious reforms that impacted on the quality and health of the banking sector happened after 1999.
Indicators like the broad money (M2) to GDP ratio, which is often used as an indicator of the depth of the
financial sector, has risen from 12% in 1980 to 57% in June 2012, along with total bank credit as a share of
GDP has grown from 14% to 55% over the same period. In the absence of a well-developed capital market,
the growth in private credit has played a major role in supporting the expansion of the private sector in
Bangladesh.

Figure 3.6: Indicators of Growth of Banking Activities

S
o

m M2/GDP
M Bank Credit/GDP

N
o

in percentage
w
o

[y
o
I

o
L

1980 2011 2014

Source: Bangladesh Bank

64



The positive gains in financial deepening notwithstanding, a comparison with the regional comparator
countries clearly indicates that Bangladesh is still behind most regional comparators, except Pakistan.
Bangladesh lags behind India in terms of financial deepening and well behind countries like China and
Vietnam.

Table 3.5: Indicators of Banking Activities for selected countries (2013)

M2/GDP Bank Credit/GDP
China 194.5 140.0
India 77.4 51.8
Pakistan 40.2 15.6
Vietnam 117.0 96.8
Bangladesh 70.8 48.0

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

One of the most important indicators of the health of the banking sector is the Non-Performing Loan (NPL).
Table 3.6 shows that there was a sharp decline in the share of non-performing loans (NPLs) from a high of
41% in 1999 to the lowest point of 6.1% in June 2011 but it has increased since then. Both SCBs and PCBs
recorded impressive improvements in terms of addressing the NPL problem. In particular, the NPL ratio of
private banks declined to less than 3 percent in 2011, compared with more than 27% in 1999 but increasing
to 5.7% in 2014.

Improvements have also been made in meeting capital adequacy requirements with the industry-wide risk-
weighted capital adequacy ratio exceeding 11% as of June 2011. The risk weighted capital adequacy ratio
of SCBs also increased to 11.7% in 2011 from only 5.3% in 1999, in part supported by recapitalization of
these banks by the government to meet the capital adequacy requirement stipulated under the Banking Act.
The year 2011 was of significance given the favourable outcomes of the banking sector indicators in the
post-reform scenario.

Table 3.6: Indicators of Health of the Banking Sector (Percent)

_ 1999 (Pre- 2011 (the 2014 (Latest
Indicators Reform comparator . P
- Available
Baseline) best year)
Share of Non-Performing Loans: Overall 411 6.12 10.75
Share of Non-Performing Loans: Private Banks 271 2.95 5.7
Share of Non-Performing Loans: Foreign Banks 3.8 2.96 6.19
Share of Non-Performing Loans: State Commercial Banks 156 11.27 2323
Share of Non-Performing Loans: Public DFIs 65.0 25.55 33.12
Risk-weighted Capital Ratio: Overall 7.4 11.35 10.68
Risk-weighted Capital Ratio: Private Banks 11.0 11.49 12.05
Risk-weighted Capital Ratio: Foreign Banks 15.8 20.97 20.61
Risk-weighted Capital Ratio: State Commercial Banks 53 11.68 8.65
Risk-weighted Capital Ratio: Public DFIs 5.8 -4.49 -13.68

Source: Bangladesh Bank

4 The figures given are till June 2014.
65



Table 3.7: Performance Indicators of the Banking Sector in Selected Countries (2013)
Share of Non-

. Risk-Weighted . Liquid Assets

Country Perl_fggrr?sl ng Capital Ratio Return on Assets Return on Equity to Total Assets
China 1.0 12.2 1.30 19.2 21.2
India 4.0 12.3 0.7 10.8 8.1
Pakistan 31 14.9 11 12.4 47.3
Vietnam 3.61 13.25 0.49 5.18 13.4
Bangladesh 2.01 11.52 0.9 10.7 25.6

Source: Reports of various Central Banks & Financial Soundness Indicators, IMF

The coverage of the banking sector also compares favourably with comparator countries given the size of
Bangladesh economy (less than one-tenth of India and one-thirtieth of China).

Table 3.8: Banking Sector Coverage Indicators for Selected Countries (2013)

Country Number of Commercial Number of Commercial Number of _Automated
Banks Bank Branches Teller Machines (ATMs)
China 204 86708 519996
India 157 105933 115849
Pakistan 38 10943 7634
Vietnam 47 2497 15265
Bangladesh 56 8342 6797

Source: Financial Access Survey, IMF

The three main factors that contributed to the improvement in the coverage of the banking sector of
Bangladesh are greater competition for market share, better regulations and improved supervision. The
opening up of the banking sector to private enterprises was perhaps the most determining factor. As a result
of this competition the share of private banks in total assets has grown from 42% in 2001 to 72% in June
2012; commensurately, its share of total deposit has expanded from 43% to 69% over the same period
(Figure 3.7).

Figure 3.7: Growth of Private Banking, 2001-12
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Banking regulations have been progressively tightened in the context of implementation of BASEL | and
Il guidelines. Efforts have also been made to improve the supervision capacity of the regulator, the
Bangladesh Bank, through a range of technical assistance. Bangladesh has started preparation to implement
the BASEL-I11 framework for bank companies from 2014 in line with the global standard. BASEL Il1l, once
implemented effectively, should have a tremendous impact on the financial system and economy of
Bangladesh. On the one hand, stronger capital and liquidity requirements should make Bangladesh’s
banking sector much safer, while on the other hand, extra safety would also mean extra costs for the bank.
Loans and other services provided by banks will become somewhat more expensive and harder to obtain.
Bangladesh Bank is aware that there will be challenges in implementing the BASEL Il framework—
especially in areas such as augmentation of capital resources, growth versus financial stability, challenges
for enhanced profitability, deposit pricing, cost of credit, maintenance of liquidity standards and

strengthening the risk architecture—but fully committed to implement this structural transformation during
the 7" Plan period.

3.5.2 Bangladesh Bank and Monetary Policy Management

BB recognizes the imperative for prudent monetary policy and accordingly established quantitative targets
for key monetary aggregates in each and every MPS in recent years. Accordingly, a cautious and restrained
monetary stance was pursued in FY12 to curb inflationary and external sector pressures.

Figure 3.8: Monetary Policy Targets Vs Actual, in Recent Years
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Figure 3.9: Point to Point Inflation (FY 06 Base Year)
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In particular, Bangladesh Bank took a series of monetary tightening measures and allowed the exchange
rate to move freely. The objective of monetary tightening was to restore both internal and external
imbalances by taming inflation and thereby also stabilizing the exchange rate. Inflation has been trending
downward and steadily came down through FY14.

3.5.3 Challenges for Monetary Management under the Plan

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

There is widespread allegation from the business community that bank interest rates and charges in
Bangladesh are too high. They also feel that high interest rates have adversely impacted investment and
domestic economic activity. This an important national policy issue and will require addressing some
structural issues facing the banking sector. The structural issues impacting the interest rate structure
generally include: efficiency of the banking system (administrative cost, efficiency in managing
loan/investment portfolio with proper balance between risk and return, return on capital etc.); openness of
the financial market (capital account openness); state of development of the financial system including bond
market; etc.

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

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

(i)  Provisioning requirements associated with classified/bad loans always significantly affect the interest
rate spread. Bangladesh’s Gross and Net NPL ratios have always been quite high relative comparator
countries.

(iii) Corporate tax rate applied on pre-tax profits of commercial banks also impact interest rates.
Bangladesh’s corporate tax rate on banks at 42.5% is the highest in the region and adds to the wider
spread.

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

3.5.4 Strategies to Improve Financial Service Sector

The financial sector- the life blood of the economy- has had an important role for the progress of
Bangladesh. Despite the achievements and improvement in the recent past, much more needs to be done to
ensure that financial resources reach all sectors of the economy. In order to establish stable financial
markets and service systems, continuous reforms ranging across financial sector policies, financial
infrastructure, regulatory and supervisory institutions will be undertaken. Some of the important strategies
and future plans are mentioned below.

The government will strive for expanding access to financial services to the underserved including micro
and household enterprises now operating in the informal market and deepen the financial markets with
introducing relevant products. Core Banking Solution (CBS) will be introduced in all state owned
commercial and specialized banks within 2006. Real Time Gross Settlement (RTGS) system will
established for the banking sector very soon. The government will formulate strategy and implement
identified measures for better supervision of state owned banks. The Bangladesh Securities Exchange
Commission will establish a separate clearing corporation for the speedy settlement after trade. The capacity
of the Insurance Development and Regulatory Authority will be strengthened through providing manpower
and promulgating relevant rules and regulations. A separate Credit Information Bureau (CIB) for
microfinance will be established.

3.6 RISKS AND UNCERTAINITIES

The macroeconomic outlook presented in this Chapter has significant downside risks associated with
developments and factors of domestic and external origins. On the domestic front, the key challenge is
realization of the investment target and mobilizing public sector resources for implementing the important
infrastructure projects and undertaking necessary social programmes. Bangladesh has huge potentials to
attract FDI from a wide range of countries and particularly in the context of China plus one policy that most
multinational investors are now contemplating. Bangladesh also must make itself attractive to benefit from
the massive relocation away from China that is currently underway. If the government fails to provide
necessary infrastructure support as envisaged under the 7™ Plan--in the form of power, and serviced land
by establishing SEZs rapidly, and improved transport facilities through better connectivity and ports--much
of these new opportunities may be lost.

While the size of public investment is planned to expand rapidly, ensuring the efficiency gains through
guality of investment will be a major challenge in the face of continuing governance problems.
Transparency in tendering process and ensuring quality at different phases of project implementation, and
making contractors responsible even after the delivery of projects will be key to ensuring quality of project
implementation. Resource mobilization by the public sector will continue to remain a major challenge and
will require steadfast implementation of tax policy reforms (in both VAT and direct tax fronts),
modernization of tax administration, and reform of the NBR tax administration. There are also other
exogenous risks like cyclone and flood, which may set back the progress on the Plan by diverting resources
and attention of the policymakers away from Plan implementation.
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As in the past, external factors will also continue to influence the overall macroeconomic outlook in
Bangladesh over the Plan period. Some relevant external risk factors include:

e The pace of recovery of the European Union economies, the primary destination of Bangladeshi
exports, following the European Debt Crisis.

e Further deterioration in the currency realignment—entailing further appreciation of the US
currency against other major currencies—in the global currency markets.

e Uncertainties about petroleum prices in the global economy. The recent decline may become short-
lived if the conflicts in the oil producing Arab countries (Libya, Irag, Yemen, Saudi Arabia and
other Gulf oil exporting countries).

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

e The pace of tapering off of the Quantitative Easing by US Federal Reserve, and its impact on the
dollar interest rates in the international capital market making cost of fund expensive for future
investment in Bangladesh.

e Recent currency depreciation of emerging economies including China is likely to weaken our
export competitiveness.

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

The macroeconomic framework outlined above is appropriately challenging but at the same time attainable.
Actual outcomes will depend on various developments of economic and noneconomic nature, and not all
future developments are within the control of the Government. Important lessons have been learned through
the implementation of the Sixth Plan, including the fact that the inability to realize the 8% growth target
under the Sixth Plan was primarily attributable to the shortfall in private investment of both domestic and
foreign origins. Accordingly, special emphasis will be given to the alleviation of the infrastructural
bottlenecks through establishment of SEZs in various parts of Bangladesh, implementation of the Power
Sector Master Plan to ensure sustainable power supply at competitive prices, and speedy implementation
of other priority projects which are in the list of Fast Track projects of the Government. As the size of the
public investment grows over the Plan period, the importance of quality of spending will become all the
more important for economic efficiency. Mobilization of resources, particularly with greater focus on
sustainable increase in NBR tax revenue, will be essential for financing the Plan as discussed in Chapter 5
of this part of plan document. Overall, the 8% growth target by the end of the 7" Plan, although challenging
should be attainable, provided necessary supportive reforms and policies are put in place for the private
sector to come forward and invest in the future of Bangladesh.
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CHAPTER 3: ANNEX TABLES

Annex Table 3.1: Bangladesh: Key Economic Indicators, FY15 to FY20

Average
Components: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Est. Projection

Real GDP Growth 6.5 7.0 7.2 7.4 7.6 8.0 7.4

Nominal GDP Growth 12.6 135 13.6 13.6 13.7 13.9 13.7

CPlI Inflation (Average) 6.5 6.2 6.0 5.8 5.7 55 5.8

Gross Investment 28.9 30.1 31.0 318 32.7 344 32.0

Public 6.9 6.4 7.1 7.4 7.6 7.8 7.3
Private 22.0 237 23.9 244 25.1 26.6 24.7

National Savings 29.0 289 29.5 30.0 30.5 31.9 30.2

Total Revenue and Grants (% of GDP)

Total Revenue 10.8 12.1 135 14.3 15.1 16.1 14.2
Tax Revenue 9.3 10.6 115 12.3 13.1 141 12.3
Non-Tax Revenue 15 15 2.0 2.0 2.0 2.0 1.9

Grants 0.4 0.3 0.4 0.4 0.4 0.4 0.4

Total Expenditures 15.8 17.2 18.5 19.3 20.1 211 19.2

Current Expenditures 10.5 11.2 12.0 125 13.1 13.9 12,5
ADP Expenditure 5.0 5.7 6.2 6.5 6.7 6.9 6.4
Other Expenditures 0.4 0.3 0.3 0.3 0.3 0.3 0.3

Overall Balance (Incl. grants) -4.7 -4.7 -4.6 -4.7 4.7 -4.7 -4.7

Overall Balance (excl. grants) -5.0 -5.0 -5.0 -5.0 -5.0 -5.0 -5.0

Primary Balance -2.7 -2.7 -2.4 -2.4 -2.3 -2.2 2.4

Financing (Net) 4.7 4.7 4.6 4.7 4.7 4.7 4.7

External 11 14 1.2 1.2 11 1.0 1.2
Domestic 3.6 3.3 34 35 3.6 3.7 35
Total Debt 34.2 349 35.3 35.7 36.1 36.3 35.7
External 12.9 12.8 125 12.1 11.7 11.2 12.1
Domestic 21.3 22.1 228 23.6 24.3 25.1 23.6
Money and Credit (End of Fiscal Year in Billion Taka), percentage change)
Net Foreign Assets 1800 2102 2478 2905 3368 3913 2053
(% Change) 125 16.8 17.9 17.3 15.9 16.2 16.8
Credit to Private Sector 5660 6452 7388 8478 9749 11212 8656
(% Change) 11.5 14.0 14.5 14.8 15.0 15.0 14.7
Broad Money (M2) 8146 9407 10878 12578 14557 16877 12859
(% Change) 16.3 155 15.6 15.6 15.7 15.9 15.7
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Annex Table 3.1: Bangladesh: Key Economic Indicators, FY15 to FY20

Average
Components: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Balance of Payments
Exports (In Billions USD) 30.7 33.8 375 420 475 54.1 43.0
(annual percentage change) 3.0 10.2 11.0 120 13.0 140 12.0
Imports (In Billions USD) 40.7 454 50.5 56.7 64.0 72.8 57.9
(annual percentage change) 12.1 10.6 11.2 12.3 12.8 13.8 121
Current Account Balance (in Billions USD) -1.64 -2.5 -3.5 -4.8 -6.4 -8.3 -5.1
(percent of GDP) -0.82 -1.2 -1.5 -1.8 -2.1 -2.5 -1.8
Capital Account Balance (in Billions USD) 0.491 0.8 0.8 0.8 0.9 0.9 0.8
Overall balance 4.37 3.8 4.6 51 55 6.3 5.1
Gross Official Reserves in Billions USD 24.1 279 326 37.7 43.2 495 38.2
In months of imports 6.3 6.6 6.9 7.1 7.2 7.3 7.0
Memorandum:
Nominal GDP (In Billions Taka) 15136 17176 19517 22177 25223 28739 22567
Gross Investments (In Billion Taka) 4384 5170 6043 7057 8243 9886 7280
Gross National Savings (In Billion Taka) 4390 4969 5759 6655 7705 9172 6852
Sources: BBS, Bangladesh Bank, Ministry of Finance and Seventh Plan Projections, GED
Annex Table 3.2: Bangladesh: Central Government Operations, FY15 to FY20
Average
Components: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Est. Projection
(In billions of Taka)
Total Revenue and Grants 1690 2143 2708 3249 3897 4728 3344.9
Total Revenue 1633 2084 2635 3171 3809 4627 3265.2
Tax Revenue 1406 1822 2244 2728 3304 4052 2830.2
NBR Tax Revenue 1350 1764 2166 2639 3203 3937 2741.9
Non-Tax Revenue 227 262 390 444 504 575 435.0
Foreign Grants 57 58 73 78 88 101 79.6
Total Expenditure 2397 2951 3611 4280 5070 6064 4395.1
Current Expenditure 1592 1925 2342 2772 3304 3995 2867.7
Wages and allowances 302 544 664 732 858 1063 772.0
Goods and services 220 223 254 310 378 460 325.1
Interest payments 299 351 425 500 594 708 515.8
Subsidy and net transfers 585 739 990 1218 1462 1749 1231.5
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Annex Table 3.2: Bangladesh: Central Government Operations, FY15 to FY20

Average
Components: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Est. Projection
(In billions of Taka)

Block allocations 5 9 10 11 13 14 11.3
ADP Expenditure 750 970 1210 1442 1690 1983 1459.0
Non-ADP Development Spending 55 55 59 67 76 86 68.4
Others (Including Net Lending) 182 60 0 0 0 0 12.0

Overall Balance (Incl. grants) -582 -796 -908 -1038 -1186 -1359 -1057.6

Primary Balance -408 -457 -477 -531 -579 -628 -534.5

Overall Balance (excl. grants)

Net Financing 707 808 903 1031 1173 1336 1050.3
External 159 243 239 255 265 273 255.0
Domestic 548 565 664 776 908 1063 795.3

Bank 337 367 429 510 605 718 526.1

Non-Bank 211 198 234 266 303 345 269.2

(In Percent of GDP)
Total Revenue and Grants 11.2 125 13.9 14.7 15.5 16.5 14.6
Total Revenue 10.8 12.1 135 14.3 15.1 16.1 14.2
Tax Revenue 9.3 10.6 115 12.3 131 14.1 12.3
NBR Tax Revenue 8.9 10.3 111 11.9 12.7 13.7 11.9
Non-Tax Revenue 1.5 15 2.0 2.0 2.0 2.0 19

Foreign Grants 0.4 0.3 0.4 0.4 0.4 0.4 0.4

Total Expenditure 15.8 17.2 18.5 19.3 20.1 211 19.2
Current Expenditure 105 121 13.2 13.7 14.3 15.1 13.7

Wages and allowances 2.0 3.2 34 3.3 34 3.7 3.4

Goods and services 15 13 1.3 14 15 1.6 1.4

Interest payments 2.0 2.0 22 2.3 24 2.5 2.3

Subsidy and net transfers 3.9 4.3 51 5.5 5.8 6.1 5.3

Block allocations 0.03 0.1 0.1 0.1 0.1 0.1 0.1
ADP Expenditure 5.0 4.8 5.0 5.3 55 5.7 5.3
Non-ADP Development Spending 0.4 0.3 0.3 0.3 0.3 0.3 0.3
Others (Including Net Lending) 1.2 1.2 1.2 1.2 1.2 1.2 1.2

Overall Balance (Incl. grants) -4.7 -4.7 -4.6 -4.7 -4.7 -4.7 -4.7

Primary Balance -2.7 -2.7 -2.4 -2.4 -2.3 -2.2 -2.4

Overall Balance (excl. grants) -5.0 -5.0 -5.0 -5.0 -5.0 -5.0 -5.0

Net Financing 4.7 4.7 4.6 4.7 4.7 4.7 4.7
External 11 14 1.2 1.2 11 1.0 12
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Annex Table 3.2: Bangladesh: Central Government Operations, FY15 to FY20

Average
Components: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Est. Projection
(In billions of Taka)

Domestic 3.6 3.3 3.4 35 3.6 3.7 3.5
Bank 2.2 2.1 2.2 2.3 24 25 2.3
Non-Bank 1.4 1.2 1.2 1.2 1.2 1.2 1.2

Memorandum:
Nominal GDP (In Billions Taka) 15136 17167 19517 22177 25223 28739 22565
Sources: Ministry of Finance and Seventh Plan Projections
Annex Table 3.3: Bangladesh: Balance of Payments, FY15 to FY20
(In millions of US$ or otherwise indicated)
Average
(FY16-
Items FY15 FY16 FY17 FY18 FY19 FY20 FY20)
Actual Projection
Trade balance -9917 -11615.1  -12983.6  -14693.1 -16489.8  -18670.5 -14890.4
Export f.0.b.(including EPZ) 30768 33785.1 37501.4 42001.6 47461.8 54106.4 42971.3
Import f.0.b (including EPZ) -40685  -45400.2 -50485.0 -56694.7 -63951.6 -72776.9  -57861.7
Services -4628 -5436.8 -6062.0 -6789.5 -7672.1 -8746.2 -6941.3
Receipts 3017 3209.8 3466.5 3743.9 4043.4 4366.8 3766.1
Payments -7645 -8646.5 -9528.6 -10533.3  -117155  -13113.0 -10707.4
Income -2995 -3421.0 -4313.1 -5294.4 -6373.9 -7561.2 -5392.7
Receipts 74 212.8 238.3 266.9 299.0 334.8 270.4
Payments -3069 -3633.8 -4551.4 -5561.3 -6672.8 -7896.1 -5663.1
Current transfers 15895 17945.6 19878.5 21936.4 24185.0 26693.5 221278
Official transfers 75 130.0 150.0 200.0 250.0 350.0 216.0
Private transfers 15820 17815.6 19728.5 21736.4 23935.0 26343.5 21911.8
Of which : Workers' remittances 15170 17265.6 19078.5 20986.4 23085.0 25393.5 21161.8
Current Account Balance -1645 -2527.3 -3480.2 -4840.6 -6350.7 -8284.4 -5096.6
Financial and Capital Account 5641 6323.1 8092.6 9985.2 11810.0 14603.0 10162.8
Capital account 491 750.0 750.0 800.0 850.0 900.0 810.0
Capital transfers 491 750.0 750.0 800.0 850.0 900.0 810.0
Financial account 5150 5573.1 7342.6 9185.2 10960.0 13703.0 9352.8
Foreign direct investment (net) 1700 2589.6 4315.6 5871.2 7440.1 9993.4 6042.0
Portfolio investment 618 750.0 800.0 850.0 900.0 950.0 850.0
Net Aid Loans 1534 3053.5 2937.0 3069.0 3124.9 3164.6 3069.8
Loan Disbursement 2444 4048.4 4255.7 4670.2 5208.1 5496.4 4735.8
Debt Amortization -910 -994.8 -1318.7 -1601.2 -2083.2 -2331.8 -1666.0
Other Long term loans -33.0 150.0 200.0 250.0 300.0 400.0 260.0
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(In millions of US$ or otherwise indicated)

Average
(FY16-
Items FY15 FY16 FY17 FY18 FY19 FY20 FY20)
Actual Projection
Other Short term loans -161.0 300.0 350.0 400.0 450.0 450.0 390.0
Trade Credit (net) 690.0 -1350.0 -1350.0 -1350.0 -1350.0 -1350.0 -1350.0
Commercial Banks (net) 802.0 80.0 90.0 95.0 95.0 95.0 91.0
Errors and Omissions 377.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall Balance 4373.0 3795.8 4612.4 5144.6 5459.3 6318.6 5066.2
Reserve Assets -4373.0  27945.0 32557.4 37702.0 43161.3 49480.0 38169.1
Bangladesh Bank -4373.0  27945.0 32557.4 37702.0 43161.3 49480.0 38169.1
Exports as (%) of GDP 15.8 15.7 15.6 15.7 15.9 16.2 15.8
Imports as (%) of GDP 20.9 21.0 211 21.2 215 21.8 21.3
Remittance as (%) of GDP 7.8 8.0 8.0 7.9 7.8 7.6 7.8
Current Account Balance as (%)
of GDP 0.8 -1.2 -15 -1.8 -2.1 -2.5 -1.8
FDI as (%) of GDP 0.9 1.2 1.8 2.2 25 3.0 2.1
MLT as (%) of GDP 1.3 1.9 1.8 1.8 1.8 1.7 1.8
Sources: Bangladesh Bank and Seventh Plan Projections
Annex Table 3.4: Monetary Survey FY14-FY?20
Monetary Survey (Stock)(Taka in Billions)
Components FY14 FY15 FY16 FY17 FY18 FY19 FY20
Actual Est. Projection
Broad Money 7006 8146 9407 10878 12578 14557 16877
Net Foreign Assets 1601 1800 2102 2478 2905 3368 3913
Net Domestic Assets 5406 6346 7249 8364 9714 11343 13280
Domestic Credit (a+b+c) 6379 7372 8582 9997 11647 13574 15804
Claims on Public Sector (a+b) 1303 1712 2129 2609 3169 3824 4593
a. Claims on Govt. (net) 1175 1512 1879 2309 2819 3424 4143
b. Claims on Other Public 127 200 250 300 350 400 450
c. Claims on Private Sector 5076 5660 6452 7388 8478 9749 11212
Net Other Assets -973 -1026 -1333 -1633 -1933 -2231 -2524
Monetary Survey (Flow) FY14 to FY20 (Taka in Billions)
Broad Money 971 1140 1261 1471 1700 1979 2320
Net Foreign Assets 467 199 302 375 428 463 545
Net Domestic Assets 504 941 902 1115 1350 1629 1938
Domestic Credit (a+b+c) 496 993 1209 1415 1650 1927 2231
Claims on Public Sector (a+b) -51 410 417 479 560 655 768
a. Claims on Govt. (net) 72 337 367 429 510 605 718
b. Claims on Other Public -123 73 50 50 50 50 50
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Annex Table 3.4: Monetary Survey FY14-FY20

Monetary Survey (Stock)(Taka in Billions)

Components FY14 FY15 FY16 FY17 FY18 FY19 FY20
Actual Est. Projection
¢. Claims on Private Sector 547 584 792 936 1090 1272 1462
Net Other Assets 8 -53 -307 -300 -300 -298 -293
Monetary Survey (Growth based On initial Broad money) (% change)

Broad Money 16.1 16.5 16.0 16.2 16.5 16.8 17.2
Net Foreign Assets 3.7 3.6 3.6 3.7 3.8 3.9 4.0
Net Domestic Assets 124 12.9 12.3 125 12.7 131 135
Domestic Credit (a+b+c) 14.7 14.9 14.6 14.9 15.3 15.7 16.1
Claims on Public Sector (a+b) 3.0 35 3.6 3.9 4.2 4.4 4.7
a. Claims on Govt. (net) 2.7 31 3.2 3.4 3.7 4.0 4.2
b. Claims on Other Public 0.3 0.4 0.4 0.4 0.5 0.5 0.5
c. Claims on Private Sector 11.7 115 11.0 11.0 111 11.3 11.4
Net Other Assets -2.2 2.1 -2.3 -2.4 -2.5 -2.6 -2.6

Monetary Survey (% change)

Broad Money 16.1 16.3 155 15.6 15.6 15.7 15.9
Net Foreign Assets 41.2 125 16.8 17.9 17.3 15.9 16.2
Net Domestic Assets 10.3 17.4 14.2 154 16.1 16.8 171
Domestic Credit (a+b+c) 8.4 15.6 16.4 16.5 16.5 16.5 16.4
Claims on Public Sector (a+b) -3.8 314 244 225 215 20.7 20.1
a. Claims on Govt. (net) 6.5 28.7 24.3 22.8 221 215 21.0
b. Claims on Other Public -49.1 57.0 25.0 20.0 16.7 14.3 12.5
c. Claims on Private Sector 12.1 115 14.0 145 14.8 15.0 15.0
Net Other Assets -0.8 5.4 29.9 225 18.4 15.4 13.1

Sources: Bangladesh Bank and Seventh Plan Projections
Annex Table 3.5: Bangladesh: Debt Sustainability, FY15 to FY20

Average

Debt Indicators: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-

FY20)

Est. Projection

GDP Growth (real) 6.5 7.0 7.2 7.4 7.6 8.0 7.4

GDP Growth (nominal) 12.6 135 13.6 13.6 13.7 139 137

CPI Inflation (Average) 6.5 6.2 6.0 5.8 5.7 55 58

Fiscal Accounts (In billion Taka)

Govt. Budget Deficit including grant 707 808 903 1031 1173 1336 1050.3
Govt. Budget Deficit, as % of GDP (including grants) 4.7 4.7 4.6 4.7 4.7 4.7 4.7
(In billion USD)

Foreign Debt 25.1 27.6 29.9 324 349 374 324
Gross borrowing 31 4.0 4.3 4.7 5.2 55 4.7
Amortization/Repayment -1.0 -1.0 -1.3 -1.6 -2.1 -2.3 -1.7

Net borrowing 41 5.0 5.6 6.3 7.3 7.8 6.4
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Annex Table 3.5: Bangladesh: Debt Sustainability, FY15 to FY20

Average
Debt Indicators: FY15 FY16 FY17 FY18 FY19 FY20 (FY16-
FY20)
Est. Projection
Interest payment on foreign debt 0.2 0.2 0.3 0.4 0.4 0.5 0.4
Interest rate on foreign debt 0.9 0.8 1.0 11 1.2 14 11
(In billion Taka)

Foreign Debt 1954 2197 2437 2692 2956 3229 2702
Gross borrowing 239 322 346 388 441 474 394
Amortization/Repayment -80 -79 -107 -133 -177 -201  -139

Net borrowing 159 243 239 255 265 273 255
Interest payment on foreign debt 16.8 17.1 244 29.6 355 45.2 30.0
interest rate on foreign debt 0.9 0.8 1.0 11 1.2 14 1.0

(In billion Taka)

Domestic Debt 3227 3792 4455 5232 6140 7203 5364.2
Gross financing 548 565 664 776 908 1063  795.3
Interest Payment on domestic debt 282 334 401 471 559 663 485.4
Average interest rate on domestic debt 8.7 8.8 9.0 9.0 9.1 9.2 9.0

Total Govt. Debt Outstanding 5181 5989 6892 7923 9096 10432 8066.5

Total Debt Services (in billion taka) 378 430 533 634 771 909 655.3
External 96 96 132 163 212 246 169.8
Domestic 282 334 401 471 559 663 485.4

(% of GDP)

Total Debt outstanding 34.2 34.9 353 35.7 36.1 36.3 357
External Debt 12.9 12.8 125 12.1 11.7 112 121
Domestic Debt 21.3 22.1 228 23.6 24.3 251 236

Total Debt Services 25 25 2.7 29 31 3.2 29
External 0.6 0.6 0.7 0.7 0.8 0.9 0.7
Domestic 1.9 1.9 2.1 2.1 2.2 2.3 2.1

External debt as% export& remittance 54.3 54.1 52.9 51.4 49.4 47.1 51.0

External debt services as% export& remittance 2.7 2.4 2.9 3.1 3.5 3.6 3.1

Memorandum:

Nominal GDP (In Billions Taka) 15136 17176 19517 22177 25223 28739 22567

Exports and Remittances (In Billion Taka) 3600 4063 4606 5234 5979 6859 5348

Inflation Rate (Trading Partners) % 3.6 3.6 3.6 3.6 3.6 3.6 4

Exchange rate (TK/US$) 77.8 79.6 81.4 83.1 84.8 86.3 83

Sources: Bangladesh Bank and Seventh Plan Projections
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CHAPTER 4

POVERTY AND INEQUALITY REDUCTION STRATEGY

41 INTRODUCTION

Bangladesh is justifiably proud of its progress in reducing poverty. This progress has accelerated since
2000. In the 1970s the poverty incidence was hovering in the 80 percent range. By 2010, the poverty
incidence had fallen to 31.5 percent. Further progress during the Sixth Plan is expected to have lowered this
to 24.8 percent. Along with poverty reduction the Government is also mindful of the need to pay attention
to income inequality. To protect the incomes of the poor and vulnerable, the Government is placing greater
attention to inclusive development and social protection. In addition to personal income inequality, the
Government is also concerned about spatial income disparity. Some districts of Bangladesh are lagging
behind other relatively better-off districts in terms of per capita income. Districts with lower than average
per capita income tend to contribute to personal income inequality by having less opportunities for higher
income and employment options.

This Chapter reviews the progress with poverty reduction, income inequality and lagging regions during
the Sixth Plan and develops the respective targets and strategies for the Seventh Plan. Issues relating to
social protection and social inclusion that are also key elements of poverty reduction and income inequality
strategy are discussed in the chapter under the Social Protection sector.

42 PROGRESS WITH POVERTY REDUCTION

4.2.1 PastProgress with Poverty and Inequality

Bangladesh experienced a uniform and steady decline in poverty rates from 2000 to 2010. Poverty rates
demonstrated an impressive improvement with an average decline of 1.74 percentage points per year. In
2000, 48.9 percent of the population was poor; by 2010, this dropped to 31.5 percent notwithstanding the
series of internal and external shocks that affected Bangladesh in 2007-2008. Remarkably, the incidence of
extreme poverty fell faster (Table 4.1)

While the rate of poverty reduction was comparable across urban and rural areas, significant gap between
urban and rural poverty prevails. In 2010, 35.2 percent of the rural population was poor, compared to 21.3
percent urban poverty rate. Importantly, extreme poverty continues to be a rural phenomenon. In 2010,
21.1 percent of the rural population was extremely poor, compared to only 7.7 percent in urban areas.

Table 4.1: Past Progress with Poverty Reduction 2000-2010

Poverty (upper poverty line) Extreme Poverty (lower poverty line)
2000 2005 2010 2000 2005 2010
National 48.9 40.0 315 34.3 25.1 17.6
Urban 35.2 28.4 21.3 19.9 14.6 7.7
Rural 52.3 43.8 35.2 37.9 28.6 21.1

Source: BBS, HIES (2000, 2005, 2010)
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Over the decade, there was a persistent decline in the number of poor people, from nearly 62 million in
2000, to about 56 million in 2005 and 47 million in 2010. Not only that the number of people below the
poverty line fell, the severity of poverty among the poor narrowed significantly primarily due to a
decreasing number of individuals that are extremely poor.

Regarding consumption inequality, as measured by the Gini index of per-capita real consumption,
Bangladesh experienced a modest decline in inequality at the national level. According to the Gini index,
inequality in rural areas, where more than 70 percent of the population resides, increased in the first part of
the decade and then decreased in the latter part of the decade. The net inequality change in rural areas during
the 2000-2010 period was slightly positive, indicating an increase in inequality.

In urban areas, inequality remained higher throughout the decade relative to rural areas. However, it also
trended downwards, even as the proportion of the population residing in urban areas increased. Over the
2000-2010 decade, the net change in inequality in urban areas indicates decrease in inequality. This
reduction in urban consumption inequality influenced the result at the national level showing a modest
reduction in national consumption inequality.

4.2.2 Regional Distribution of Poverty

An important objective of the Government is to ensure that poverty progress happens throughout the
country so that no region/district is left behind. This also has important implications for income inequality.
Data from HIES show that progress with poverty reduction by regions has been uneven (Figure 4.1). The
Eastern regions of Bangladesh (Dhaka, Chittagong, and Sylhet Divisions) tend to have lower incidence of
poverty than the Western regions (Khulna, Barisal and Rajshahi). A comparison between 2000 and 2005
would reveal that poverty in Eastern divisions declined at a faster rate than the Western divisions. A
combination of factors contributed to this divergence. Among these, the important factors were the relative
lack of remittance income, inadequate public infrastructure like electricity and access roads to markets, and
deficiencies in assets and endowments among households in the West relative to their counterparts in the
East.

Figure 4.1: Poverty Headcount across Regions

60.0% m2000 m2005 =2010 56.7%

53.1% 5, 095 51.2%

50.0% 46.7% 45.1% 45.7%
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Barisal Chittagong Dhaka Khulna Rajshahi Sylhet

Source: HIES 2000, 2005 and 2010
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The latest round of HIES (2010) describes a changed Bangladesh. Comparing the new poverty headcount
figures from 2010 to those from 2005 reveals a reversal of the poverty patterns. Moreover, not only did the
Western divisions experience larger reductions in poverty but they also managed to reach levels of poverty
that are closer to those of their Eastern counterparts. Dhaka, the division with the lowest poverty rate in
2005, did not see much change in its poverty headcount. An important exception to this pattern is the
Northern part of the country, specifically Rangpur, which has over 42 percent of its population living below
the upper poverty line. Even so, the estimates show that while the first half of the decade was characterized
by uneven poverty reduction and growth, the second half provided the lagging regions with an opportunity
to catch up.

4.2.3 Progress during the Sixth Plan

Poverty Reduction Targets: The Sixth Plan sought to reduce head-count poverty from 31.5 percent in 2010
to 22.5 percent by 2015. The last Household Income and Expenditure Survey (HIES) was done in 2010.
Since there is no further survey based evidence on what has happened to poverty, projections are made
based on relationship between GDP growth and poverty reduction during the two most recent years for
which HIES data are available: 2005-2010. This aggregative elasticity of poverty reduction with respect to
GDP assumes unchanged consumption-GDP relationship and unchanged income distribution. The
projected decline in poverty is shown in Table 4.2. The incidence of poverty and extreme poverty both
exhibit considerable reduction. The incidence of poverty falls to below 25 percent while that of extreme
poverty declines to below 13 percent.

Table 4.2: Projected Reduction in Poverty during the Sixth Plan Period (%0)

Year Poor (Head Count Poverty with Extreme Poor (Head Count with Lower
Upper Poverty Line (%)) Poverty Line (%0))

2011 29.9 16.5

2012 28.4 15.4

2013 27.2 14.6

2014 26.0 13.7

2015 24.8 12.9

Source: GED estimates based on 2005-2010 HIES using growth elasticity of poverty

Importantly, these projections suggest that Bangladesh is on track for reaching the poverty and extreme
poverty MDG targets for 2015. The 2015 estimated poverty headcount is below the MDG target of 28.5
percent for 2015. At the national level, poverty depth was nearly halved over the 2000-2010 period,
allowing Bangladesh to attain the MDG target of halving the depth of poverty by 2015 from 16 to 8 percent
at least five years earlier than expected.

Sixth Plan strategy: The main elements of the strategy adopted by the Sixth Plan for poverty reduction were
discussed in Chapter 1. The analysis showed that the rapid rate of expansion of GDP based on strong
performance of labour-intensive manufacturing and exports growth helped create substantial income and
employment opportunities outside agriculture. Outward migration performed even better than projected,
which in turn absorbed a significant part of the new entrants to labour force. Within agriculture, although
the GDP growth was lower than planned, agricultural labour productivity increased as non-farm
employment in rural and urban areas as well as abroad allowed agriculture to shed its under-employed
workers. The tightening of the agricultural labour market pushed up labour productivity and real wages.
This is a remarkable result that has helped lower extreme poverty in particular as wage-earning farm labour
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tends to be among the poorest of the poor. The tightening of the agricultural market has been an economy-
wide phenomenon and real wages increased for female workers faster than for male workers, thereby
reducing the gender wage gap in agriculture. Additionally, agricultural wages grew rapidly in Rangpur
region where seasonal variation in prices was much pronounced previously. Rising wage incomes even
during the lean periods have virtually eliminated this chronic problem. This is yet another factor for the
rapid reduction in extreme poverty during the Sixth Plan. The evidence also supports the hypothesis that
the regional pattern of poverty reduction observed during 2010 is likely to have continued with important
gains for the newly created Division of Rangpur that exhibits the largest incidence of poverty. Other factors
are the diversification non-farm rural employment supported by the inflow of foreign remittances, the
expansion of micro-credits and the ICT revolution. In addition, non-farm income now is the dominant
source of income for the rural poor which led to the faster reduction in rural poverty. Transfers from
government spending on social security have made some contribution as well.

4.2.4 Seventh Plan Strategy for Reduction of Poverty and Income Inequality

The solid progress in poverty reduction achieved during the Sixth Plan suggests that the underlying poverty
reduction strategy is robust. The Seventh Plan poverty reduction strategy will accordingly build on this
strategy while further sharpening the emphasis on extreme poverty. As Bangladesh attains middle income
status it must free itself from the incidence of extreme poverty. While it may not be possible to completely
eliminate the incidence of extreme poverty during the next five years, it is certainly possible to accelerate
the pace of reduction by complementing the broad-based poverty reduction strategy of the Sixth Plan with
many more targeted programmes for the extreme poor. Of particular importance is the need to reform and
strengthen the social protection programmes in favour of the extreme poor. A strong inclusion strategy will
also help reduce extreme poverty at a faster pace than before.

Regarding inequality, in the absence of quantitative evidence, it is difficult to say with certainty how much
progress was possible with the reduction of inequality during the Sixth Plan. Available HIES data show
that although Bangladesh has made progress in stabilizing consumption inequality, income inequality has
increased in Bangladesh slightly. The Sixth Plan was cognizant of this problem and suggested a number
of policies to address this including emphasis on employment and labour productivity, investments in
education and training, development of lagging regions and increase in spending on social protection.
Implementation, however, has been mixed. As noted earlier, although the success on the employment and
wage front has been considerable, progress on social protection and human development has not been as
planned. Spending on social protection and human development is low by international standards and there
are considerable inequities and inefficiencies in spending in both areas. It is therefore reasonable to assume
that while inequality may not have been reduced but it is likely that it did not worsen.

4.2.5 Targets for Poverty and Inequality

The poverty reduction and inequality targets for the Seventh Plan are shown in Table 4.3. The poverty
reduction targets depend upon both the growth rate of GDP and the pattern of consumption/income
distribution. The average growth rate projected for the Seventh Plan is 7.4 percent per year. The projected
poverty rates assume that consumption/income distribution will not worsen and remain unchanged. In the
event that income distribution actually improves during the Seventh Plan, a faster progress with poverty
reduction than the rate projected in Table 4.3 will be possible. The underlying strategies and policies are
discussed below.
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Table 4.3: Poverty and Inequality Targets for the Seventh Plan

Indicators FY2010 FY2015 FY2020
Incidence of Poverty 315 24.8 18.6
Incidence of Extreme Poverty 17.6 12.9 8.9
Consumption inequality (Gini coefficient) 0.32 - 0.31
Income inequality (Gini coefficient) 0.458 - 0.450

Source: Seventh Plan Projections

4.2.6 Poverty Reduction Strategy
The main elements of the Seventh Plan poverty reduction strategy will be as follows:

Job creation through growth and structural change. The progress achieved with GDP growth, economic
transformation and employment growth suggests that the emphasis on these factors will remain critical for
poverty reduction during the Seventh Plan. As noted earlier, emphasis will be placed to break out of the 6
percent growth GDP growth path of the Sixth Plan and move on to the 7 percent plus growth path with a
view to achieving the 8 percent growth by the end of the Seventh Plan. The focus on food productivity and
food security will remain unchanged. Additionally, emphasis will be placed on agricultural diversification,
an area where the performance of the Sixth Plan was lagging. These will help achieve further improvement
in average labour productivity in farming. In manufacturing the effort will concentrate on labour intensive
manufacturing with focus on export diversification. It will be the lead source of higher GDP growth,
expanding at double digits on average during the Seventh Plan. Exports to GDP ratio will also grow with
non-RMG exports growing faster than RMG. The services sector is projected to grow faster than GDP
based on emphasis to formal services including exports of non-factor services (tourism, shipping and ICT).
These will create the basis for higher income job creation in manufacturing and formal services as in the
Sixth Plan but with more intensity.

Continued emphasis on worker service exports in order to increase the inflow of remittances with efforts to
expand the opportunities to less served areas. Remittance has played a major role in reducing poverty
directly through increased consumption and indirectly through the financing of a range of services and
business enterprises in rural areas that have created non-farm jobs. This strategy will be continued in the
Seventh Plan period.

The further expansion of micro-credit will be yet another priority. The importance of microcredit for
expansion of consumption and asset base of the extreme poor is well established through empirical research.
Bangladesh also has a rich experience in administering micro credit programmes. The Government has
supported extensively these programmes in the past through enabling regulations and financial assistance.
The efforts will be intensified further during the Seventh Plan.

ICT penetration in rural Bangladesh is helping transform the rural economy by reducing transaction costs
of trading with the urban economy, bringing farm production closer to consumption centres, and helping
bring financial services to the doorsteps of the vast majority of unbanked rural population. This ICT
revolution will be strengthened further during the Seventh Plan with positive benefits for the rural poor.

The combination of continued emphasis on food productivity, agricultural diversification, remittances,
microcredits and ICT services will create the basis for growth of non-farm rural jobs in trading,
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construction, transport and other services as in the Sixth Plan. This will further increase labour productivity
and .real wages in agriculture with strong beneficial effects on the extreme poor.

A major long-term determinant of poverty is access to education. Historically, Bangladesh has made
considerable progress with human development and eliminated the gender gap in primary and secondary
education. Progress has also been made in reducing the gender gap in health services. HIES data also
suggest that the gap between the rich and poor in accessing education and health services has progressively
declined between 2000 and 2010. Addressing the remaining gap is a fundamental development challenge
and holds an important key to reducing inequality over the longer term. Accordingly, the Seventh Plan will
pay special attention to further closing the gap between the rich and the poor in accessing these basic
services with special focus on the bottom 20 percent where the gap is the highest.

The extreme poor are particularly prone to shocks, particularly heath shocks. Time has come for Bangladesh
to start on a pilot basis some type of a health insurance scheme. The Government has already developed a
long-term strategy for health financing that includes health insurance. The implementation of this health
financing strategy will be a major priority during the Seventh Plan.

A well thought out social protection strategy is extremely important for supporting poverty reduction based
on the above strategies and policies. While Bangladesh has a strong commitment and rich experience with
implementing a wide range of social safety nets involving some 2.0 percent of GDP, there are many
concerns with the effectiveness and poverty focus of the safety net system. Accordingly, the Government
has developed a new broad-based strategy for social protection known as the National Social Security
Strategy (NSSS). The elimination of extreme poverty, reduction of vulnerability and inequality will all
benefit from the implementation of the NSSS. Accordingly, this will be a top priority for poverty and
inequality reduction in the Seventh Plan.

4.2,7 Strategies to Address Extreme Poverty - Additional Measures

Replication of the Micro Successes in Eradicating Extreme Poverty: Micro successes have been many
and they are marked by diversity in approaches. There have been quite a few targeted livelihood
programmes (e.g., EEP, CLP, TUP, etc.) that have been quite effective in combating more difficult case of
extreme poverty. A defining marker of many of these programmes is that they aimed to provide
consequential transfer of resources (assets or financial) to the extreme poor clients. These interventions help
develop/support asset management, savings habit, organizational, financial and marketing skills, which are
“non-tradable” and cannot be overnight developed by transfer of money alone. The aim should now be to
replicate on a wider scale - and suitably modified where applicable - these programmes to cover most
extreme poor groups in the country so as to reduce extreme poverty significantly by the 7" Five Year Plan
Period.

Undertaking Measures for Preventing and Mitigating Shocks: Shocks play a decisive role in shaping
the pace of extreme poverty reduction. So, equal emphasis should be given to asset generation as well as
preventing asset erosion. Shocks make poor people poorer, and turn the extreme poor into destitute. If there
were no slippages into poverty due to preventable shocks, Bangladesh would have experienced much faster
decline in poverty and extreme poverty. Shock prevention and risk reduction for the poor and the poorest
in particular will, therefore, be given top policy priority in the Seventh Plan.
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It is important to mention here that accelerated economic growth over the past years has been a powerful
tool for extreme poverty reduction. Extreme poverty reducing effects can be magnified if the growth itself
becomes more transformative in both rural and urban areas. However, only growth will not automatically
trigger processes that will eradicate extreme poverty. Some consequential support package, as mentioned
above, is needed. They include the following: (a) Replication of successful targeted livelihoods
programmes; (b) Support for human capital development for the extreme poor; and (c) Expanded and
inclusive social protection programmes for the extreme poor. In addition, promoting market development
and facilitating extreme poor’s access to the markets for employment and income generation, and
empowering the extreme poor will also be given due priority.

4.2.8 Strategy for Reduction of Inequality

Implementation of the above poverty reduction strategy will be the most important element for containing
and eventually reducing income inequality. Bangladesh has already stabilized consumption inequality. The
reduction of income inequality is a tough challenge and a long term endeavour. Growing economies like
China and India are all experiencing rising income inequality. Since assets and human capabilities are
unequally distributed historically, the benefits of growth in the context of a market economy tend to favour
those who have a better endowment of assets and human capabilities to start with. The long-term income
inequality reduction strategy must therefore focus on reducing this initial gap. Human development strategy
with emphasis on alleviating the access gap for the poor is one powerful instrument. Facilitating asset
accumulation through better access to credit for the poor can be helpful for reducing income inequality.
Better strategy for social inclusion by eliminating physical and social barriers is another important
instrument. The experience of Western Europe suggests that fiscal policy can be a very powerful instrument
for reduction of income inequality. This calls for both increased public spending on social sectors (health,
education, sanitation, water supply and social protection) and very importantly a well-designed personal
income taxation system that taxes all sources of income at a progressive rate.

4.2.9 Strategy for Better Income Distribution

@ Land redistribution

There are some proponents who believe that the income inequality problem can only be addressed through
policies that seek to change the initial unequal distribution of wealth and assets. At one extreme, the
economic philosophies of communism and socialism are based on the premise of redistributing income
directly through public rather than individual ownership of wealth and assets. In market economies of the
type prevailing in Bangladesh, a radical Programme of redistribution of existing wealth and assets to
address the problem of income inequality is not a realistic option.

Even the more limited effort of trying to redistribute land is not a pragmatic policy option. International
experience of land redistribution in market economies is fraught with disappointing performance. The
success of the oft-quoted experiences of Japan and Korea are really special cases. Furthermore, in
Bangladesh, the average size of land-holdings is very small. Individual ownership of large land holdings is
very limited. The government is the biggest land-holder and some redistribution has been attempted from
time to time with limited success owing to governance problems due to land grabbers.

More importantly, there is an important need to strengthen the land administration regime and related land
market through a range of institutional, regulatory and fiscal policy reforms. These reforms include

85



computerization of land records; simplification of land transactions and land registration. Market price of
land/real estate should be the basis of determining registration fees. This will raise the total non-NBR
revenue of the government substantially. Such reforms will protect the poor farmers from the clutches of
the predatory land grabbers and will be an important deterrent to accumulation of windfall gains from land
transactions. A proper capital gain tax on land transactions will be another important way to reduce windfall
capital gains; it will also help to stabilize land prices by discouraging land speculation and provide important
revenue earnings to the government for spending on social services.

(b) Fiscal Policies

The dynamic redistribution of wealth, assets and income through policies, regulations and institutions that
seek to increase human capital and earnings capabilities of the poor citizens hold much better promise and
prospects. Access to better education and healthcare is a fundamental right of the Bangladeshi citizen and
requires utmost attention of the government. A strong social protection system is another instrument for
improving income distribution. These policies have worked in some advance countries in the world to
contain and lower income inequality.

Clearly, a major way that the government can help improve income distribution is by making faster progress
in building up the human capital of the poor. This will equip the poor to get better and higher paying
employment. An educated and healthy labour force can also help increase the rate of growth of GDP while
improving income distribution. The policy implication of this strategy is illustrated in Table 4.4.

Table 4.4: Seventh Plan Fiscal Reforms for Lowering Income Inequality (% of GDP)

Reform measures Base year Increase over 5 End year values
Values FY2015 year FY2020

Increase spending on education 2.2 0.8 3.0
Increase spending on health 0.8 0.4 1.2
Increase spending on social protection 2.0 0.3 2.3
Increase spending on rural infrastructure 2.0 1.0 3.0
Total increase in social spending 2.5
Financed by: Cutback on energy subsidy 2.0 (1.0 1.0

: increase in personal income tax 1.0 2.5 35

> increase in value added tax 4.2 1.8 6.0

- increase in local government revenues 0.2 0.5 0.7
Total financing 5.8

Source: Seventh Plan Strategy

The top most policy priority is to raise the share of public spending on education and health to at least 3.0
and 1.2 percent of GDP respectively. This will also require major improvements in the delivery of public
education and health services through education policies, governance and institutional reforms.

Another area where public spending has to increase concerns rural infrastructure--rural roads, rural
electricity, irrigation and flood control. As analysed in Part 2, Chapter 4 and 7, past government spending
in this area has helped increase farm productivity and food production. The near food self-sufficiency of
Bangladesh despite rapid population growth is a testimony to the success of this policy. Yet, much of the
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labour force remains engaged in low productivity and low earnings agriculture. There is a need both to
diversify agriculture into higher value-added activities and to help transfer surplus labour from agriculture
to non-farm activities in rural and urban areas. This transformation will support both growth and income
distribution by helping increase average labour productivity in the economy. An additional spending of 1
percent of GDP on rural infrastructure will be helpful.

In addition to public spending on rural infrastructure, availability of rural credit is an important determinant
of this transformation. The micro-credit revolution has helped the poor to build up assets and also protect
their consumption, thereby contributing to lower poverty. Nevertheless, the scaling up of formal credit to
the rural economy remains a huge challenge.

A third area where public spending has to grow concerns social protection. Presently the government spends
2.0 % of GDP on social protection. Preferably this should grow to 2.3 percent of GDP over the next 5 years.

Higher public spending on education, health, rural infrastructure and social protection by an estimated
additional 2.5 percent of GDP is a seemingly tall order in the present environment of public resource
constraint. A closer look will suggest that a strategy to mobilize this additional funding is certainly within
the reach of public policy.

In the first place, the government spends some 3 percent of GDP on subsidies, of which 2 percent of GDP
is on energy. The energy subsidy can be cut by a half through price increases and better targeting of energy
subsidies to the poor. The saved resources can be diverted to the social service spending in the above-
mentioned priority areas. Additionally, in the current environment of a severe energy constraint price
increases to better reflect the scarcity value will help conserve energy.

Secondly, a major reason for the resource constraint is low tax collection, especially from personal income
taxes®. As noted earlier, the effective income tax rate of 3 percent is very low. Increasing the effective
income tax rate to even 10 percent in the next 3-5 years to the top 10 percentile who own 35 percent of the
national income will yield 3.5 percent of GDP instead of 1 percent of GDP now.

This will require closing of loopholes that lets capital gains escape the tax net, treating all sources of
personal income equally for taxation purpose, and improving tax administration and compliance. The
modernization of VAT and improving its productivity can yield an additional 1.8% of GDP. Additionally,
the introduction of a modern property taxes and assigning this to the local governments can be a substantial
boost for their fiscal autonomy while providing fiscal resources. This combination of expenditure
reallocation (1% of GDP) and additional tax effort focused on personal income, VAT and local government
revenues (4.8% of GDP) can finance the additional 4% of GDP required to fund critical social programmes,
while also leaving a surplus of 1.8% of GDP for additional investment in infrastructure. This fiscal policy
package can be a powerful instrument for improving income distribution as the incidence of this tax and
expenditure package is likely to be highly progressive. In addition to a more effective fiscal policy, the
government can also help improve income distribution through better governance.

5 Details of possible tax reforms in Bangladesh are discussed in Chapter 5.
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4.3 ADDRESSING THE CHALLENGE OF LAGGING REGIONS

Over the past four decades since independence in 1971, Bangladesh has increased its real per capita income
by more than twelve times, reduced head count poverty by more than half, and is well set to attain most of
the millennium development goals. However, the underlying growth and development model could not
ensure balanced progress across regions; and communities. As a result and in the absence of special
programmes, two distinct regions emerged in Bangladesh — lagging region and relatively well-off region.
Whatever may be methodology, 15 to 20 districts in Bangladesh can easily be classified as lagging districts.
According to HIES 2010, almost 23% of total households and 22% of total population live in these lagging
regions in Bangladesh. Head count poverty rate of deprived region was 47.3% in 2010 which is 18
percentage-point higher than head count poverty rate reported for the relatively well-off districts in
Bangladesh. Incidence of extreme poverty is almost 16 percentage-points higher in the deprived districts
compared to their well off counterpart.

Progress with respect to key Socio-Economic Indicators

In the Sixth Five Year Plan, targets have been set against some key indicators namely poverty, health and
education based on the observed trends for 2005 and 2000. Since when the Sixth Plan document was
prepared, data for 2010 were not available and projections were made for 2010 on the basis of the observed
trends and projections, and targets were set for 2015. However, since data for 2015 for most of these key
indicators are still not available we have used the latest available information to assess the progress.

Table 4.5 below captures trends in poverty rates by upper poverty line as well as lower poverty lines. The
actual data for 2010 suggests that the rates of poverty reduction were higher in lagging divisions (i.e.
Barisal, Khulna and Rajshahi) compared to the relatively well-off divisions (i.e. Dhaka, Chittagong and
Sylhet).

Table 4.5: Distribution of Poverty by Divisions

Division 2000 2005 2010 (projected) 2010 (actual)
Upper poverty line
National 48.9 40 32.7 315
Barisal 53.1 52 42.5 39.5
Chittagong 45.7 34 27.8 26.2
Dhaka 46.7 32 26.2 30.5
Khulna 45.1 457 37.4 32.1
Rajshahi 56.7 51.2 41.9 35.7
Sylhet 42.4 33.8 27.6 28.1
Lower poverty line
National 34.3 25.1 18.4 17.6
Barisal 34.7 35.6 26.1 26.7
Chittagong 27.5 16.1 11.8 13.1
Dhaka 34.5 19.9 14.6 15.6
Khulna 32.3 31.60 23.1 154
Rajshahi 42.7 34.50 25.2 21.6
Sylhet T 20.80 15.2 20.7
Source: BBS
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Table 4.6 captures trends in key health indicators by divisions. The actual data for 2010 suggests that the
rates of progress were higher in Barisal and Rajshahi divisions (i.e. two of the three lagging divisions-
Barisal, Khulna and Rajshahi) compared to their relatively well-off counterparts. However, rate of progress
was not satisfactory for Khulna Division.

Table 4.6: Human Development Indicators by Divisions

Division 2007 2010 (projected) 2010 (actual)
Maternal Mortality Rate (Per 1000 Live Birth)
Barisal 5.4 5.2 25
Chittagong 3.0 2.9 25
Dhaka 2.7 2.6 2.1
Khulna 4.9 4.7 2.2
Rajshahi 35 34 1.8
Sylhet 5.6 5.3 29
National 35 34 2.2
Infant Mortality Rate (Per 1000 Live Birth)
Barisal 37 37.9 34
Chittagong 42 34.2 38
Dhaka 46 40.3 36
Khulna 27 30.8 33
Rajshahi 48 41.1 37
Sylhet 46 40.8 38
National 43 38.0 36
Under Five Mortality Rate (Per 1000 Live Birth)
Barisal 63.3 53.6 46
Chittagong 66.5 56.3 52
Dhaka 59.4 50.3 45
Khulna 40.1 34.0 41
Rajshahi 65.0 55.1 49
Sylhet 57.6 48.8 50
National 60.1 50.9 47

4.4 REVIEW OF DISPARITY BY DISTRICT LEVEL

The review of district level disparity is based entirely on secondary data sources reported by various
agencies in Bangladesh including Bangladesh Bureau of Statistics; Ministry of Planning and Ministry of
Finance; and Bangladesh Bank. The methodology® has three aspects:

Firstly, in order to assess the degree of deprivation by the selected development indicators, the comparisons
have been conducted at the district level rather than at divisional levels or broader regional level as was
found in the previous studies.

6 The detail of the analysis is in the relevant background study of Seventh Five Year Plan.
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Secondly, in additions to poverty rate (the most common measures of deprivation), a large numbers of other
economic and non-economic indicators have been used to identify the relatively lagged districts in
Bangladesh (Table 4.7).

Thirdly, econometric analyses have also been carried out to examine whether districts are converging or
diverging in terms of per capita consumption.

Table 4.7: Regional Disparity Indicators

Economic Indicators Source of data Non-Economic Source of data
Indicators
1. Per capita monthly income e HIES, BBS 12. Poverty rate e BBS
2. Per capita monthly e HIES, BBS 13. Density per square e Population Census
consumption expenditure KM 2011 population
3. Advances e Bangladesh Bank 14. Infant Mortality Rate | e Bangladesh Sample Vital
(IMR) Registration System.
BBS.
4. Deposit ¢ Bangladesh Bank 15. Under Five Mortality | e Bangladesh Sample Vital
Rate (USMR) Registration System.
BBS.
5. Loan disbursement e Bangladesh Bank 16. Literacy rate e Ministry of Primary and
Mass Education
6. Net cultivated area in Hectare | o Yearbook of 17. Number of primary e Bangladesh Bureau of
Agricultural Statistics school Educational Information
of Bangladesh. and Statistics
7. Intensity of cropping (%) e Yearbook of 18. Number of secondary | e Bangladesh Bureau of
Agricultural Statistics school Educational Information
of Bangladesh. and Statistics
8. Yield per Acre (Maunds) e Yearbook of 19. Percentage of Paved e Statistical Year Book of
Agricultural Statistics road to total road Bangladesh, BBS
of Bangladesh.
9. Rice Production (M. ton) e Yearbook of 20. Percentage o Statistical Year Book of
Agricultural Statistics distribution of Bangladesh, BBS
of Bangladesh. Household Electricity
10. Percentage of Population e Labour Force Survey, 21. Tube well/ deep tube | e Statistical Year Book of
engaged in agriculture work in BBS well (000) Bangladesh, BBS
total population
11. Overseas employment e Labour Force Survey,
BBS

Spatial Poverty Status

In a recent report prepared by Bangladesh Bureau of Statistics (BBS) and other development partners, the
district level poverty mapping has been updated for 2010. The following table identifies the fifteen districts
with highest rates of head count poverty measured in terms of the upper poverty line. This has been done
by using small area estimation technique. The poverty mapping has been calculated using the income-
consumption data of Household Income Expenditure Survey (HIES) 2010 and Population Census 2011.
According to the estimate, half of the districts have poverty rates greater than the national average of 31.5%
suggesting a high degree of disparity among districts in terms of poverty measures (i.e. as many as 32
districts out of 64 districts have higher poverty rate than that of the national poverty rate).Although higher
poverty incidence has been found in the districts of Rajshahi and Rangpur divisions, there are also districts
from the east region which have poverty rates higher than the national level.
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Table 4.8: Bottom Fifteen Districts with Highest Poverty Rates

Districts Poverty-rate-upper (%)

Kurigram 63.7
Barisal 54.8
Shariatpur 52.6
Jamalpur 51.1
Chandpur 51

Mymensingh 50.5
Sherpur 48.4
Gaibandha 48

Satkhira 46.3
Rangpur 46.2
Magura 45.4
Pirojpur 441
Bagerhat 42.8
Gopalgonj 42.7
Rajbari 41.9

Source: HIES, 2010, BBS
Per Capita Income and Per Capita Expenditure

The average monthly per capita income and monthly per capita expenditure of the 64 districts have been
calculated. The average per capita monthly income of bottom 15 districts is Taka 2,326 compared to the
average per capita income of top 15 districts i.e. Taka 3,736. This implies that average monthly per capita
income of top 15 districts is more than 60 percent higher than the average monthly income of bottom15
districts. Monthly average per capita income of all districts is Taka 3,134.

The average monthly per capita consumption expenditure of bottom15 districts is Taka 1,891 compared to
the average monthly per capita consumption expenditure of top 15 districts i.e. Taka 3,089. This implies
that average per capita consumption expenditure of top 15 districts is more than 63 percent higher than the
average per capita consumption expenditure of bottom 15 districts. Average monthly per capita
consumption expenditure of all districts is Taka 2,383.

It reveals that although there is high correlation between poverty incidence and the average income or
expenditure-the relationship is certainly not one to one. Couple of important factors needed to be mentioned
here. First, the estimation is based on 2010 household and income expenditure survey (HIES), and that
survey is essentially representative of divisional characteristics, implying that it is not a true representative
of district level indicators. So the results need to be viewed considering this aspect in mind. Secondly,
income is certainly not captured with much precision in HIES due to misreporting and understatement. As
a result consumption estimates of HIES — which has been considered relatively more robust (than income)
— are used while representing the districts.

Demography and Health

Two important health indicators such as infant mortality rate (IMR) and under five mortality rate (USMR)
have been estimated for 64 districts based on latest available data. Moderate to high disparities have been
observed between the top 15 districts and the bottom 15 districts. More specifically, the IMR for top 15
districts was 29 (per 1000 live births) compared to 47 (per 1000 live births) for bottom 15 districts. IMR
for Bangladesh was 36 (per 1000 live births). Even higher disparity has been observed for USMR between
the bottom 15 districts and the top 15 districts. More specifically, the USMR for top 15 districts was 49 (per
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1000 live births) compared to 83 (per 1000 live births) for bottom 15 districts. IMR for Bangladesh was 64
(per 1000 live births).

Human Capital

In the past few years, Bangladesh has achieved substantial progress in the education sector. The literacy
rate has increased by 6 percentage points to 57.9 % in 2010 from 2005. The enrolment rate in primary
education is 98.5% and the ratio is higher in favour of girls in both urban and rural areas.

However, there is serious persistence of spatial differences in the achievement of education when it comes
to literacy rate. The range in literacy rate among the 64 districts is 35.5 and the standard deviation is almost
8, suggesting high level of disparity among the districts. In addition to literacy rate, number of primary and
secondary schools have been assessed to study disparity in the education sector.

The literacy rate of bottom 15 districts is 40.6 percent compared to the literacy rate of top 15 districts (i.e.
60.8). This implies more than 20 percentage-points difference in the literacy rate between the bottom and
top 15 districts.

The average number of primary schools for the bottom 15 districts are 461 compared to that of the top 15
districts which having 2,189 schools implying five times more schools in the top 15 districts in Bangladesh.
Number of primary school in each district on average is 1,180. Similarly, the average number of secondary
schools for the bottom 15 districts are 135 compared to an average of 532 schools for the top 15 districts
implying more than three times more secondary schools in the top 15 districts in Bangladesh. Number of
secondary school in each district on average is 298.

For the primary education, a comprehensive index has been developed for all the upazilas (sub-districts) of
Bangladesh. The education development index (EDI) takes into account a number of influential factors
which are important for primary education at the upazila level. Using the information of Upazila EDIs,
EDIs for the 64 districts have been generated. The following table shows the rank according to the EDI for
primary education for the districts. It is important to note that district level EDIs vindicates the observations
of literacy rate reported above.

Table 4.9: Bottom Fifteen Districts with Least EDI Scores

District Name Overall EDI Score Overall EDI Rank
Rangamati 0.14230 1
Bandarban 0.23086 2
Sunamgonj 0.24540 3
Khagrachhari 0.27613 4
Netrokona 0.35470 5
Bhola 0.35800 6
Kishorgonj 0.36300 7
Cox's bazaar 0.37133 8
Hobigon;j 0.37800 9
Kurigram 0.39700 10
Patuakhali 0.41100 11
Brahmonbaria 0.41938 12
Luxmipur 0.42625 13
Satkhira 0.44371 14
Pabna 0.44378 15
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Infrastructure and Water Supply

Infrastructure is crucial to promote socio-economic progress of a district. Two important infrastructure
indicators namely: (i) percentage of paved road to total road; and (ii) percent of households with electricity
connection have been used to assess the status of infrastructure across the district of Bangladesh.

The average paved road in the bottom 15 districts is 161 km compared to the average 417 km paved road
in the top 15 districts implying more than three times more paved road in the top 15 districts in Bangladesh.
The average paved road in Bangladesh is 182 km. On other hand, percent of distribution of households with
electricity connection have been found to be half in bottom 15 districts compared to the top15 districts.
More specifically, percent of distribution of households with electricity on average is 34 in bottom 15
districts. While the percent of distribution of households with electricity on average is 72 in top 15 districts.

A very important pre-requisite for a decent living is supply of clean water. Disparity with respect to supply
of clean water is large in Bangladesh. In order to assess disparity in clean water supply, tube well or deep
tube well has been used as indicators.

The average number of installed tube well or deep tube well in the bottom 15 districts is 196,000 compared
to the average number of installed tube well or deep tube well of 810,000 in the top 15 districts implying
more than 300 percent higher clean water supply connection in the top 15 districts in Bangladesh. The
average number of installed tube well or deep tube well in Bangladesh is 464,000.

Agriculture and Rice Production

The average rice production in the bottom 15 districts is only 216,718 tonnes compared the average rice
production of 1,046,072 tonnes in the top 15 districts implying almost 5 times higher production of rice in
the top 15 well off districts.

Overseas Employment

Overseas employment and foreign remittance has been an important source of decent employment as well
as earning in Bangladesh. Large disparity has been observed between lagging and well off regions in
Bangladesh with regard to overseas employment. More specifically, the average number of person went for
overseas employment in the bottom 15 districts was only 1,372 in 2010 compared to the average number
of person went for overseas employment from the top 15 districts i.e. 33,896. This implies that almost 25
times higher overseas workers are from the top 15 comparatively well off districts.

Financial Inclusion

Access to finance is of utmost important pre-condition to promote economic activities, creating
employment opportunities and thereby helps alleviate poverty. Two widely used indicators of the formal
financial sector —advance and deposit have been applied here to determine the extent of financial inclusion
among the districts in Bangladesh. Large disparities have been observed between the lagging districts and
relatively well-off districts with respect of deposits and advances.
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ADP Allocation

There is a systematic pattern that generally the “lagging” districts are low ADP expenditure recipients and
the “advanced” districts are high ADP expenditure recipients. Therefore public investment component in
the annual budget to some extent is tilted towards the more advanced regions, and this might aggravate the
growth of the lagging district as well as regional disparity in the country.

(a) Convergence of Regional Disparity over time

Bangladesh economy has been growing at an average rate of 6% for the last decade. During 1990s the
economy experienced an average growth rate of 5%. The important question is whether all the districts
have equally benefitted from these sustained growth rates of 5% or 6%. The analysis of divergence versus
convergence give a clear indication on the extent of district level inequality and whether the extent of
inequality would be increasing in the future in the absence of intervention. These are crucial factors to
understand before pursuing macro policies for the development of the lagging districts. The analysis
suggests that regional disparity has increased over time and they are diverging instead of converging.

(b) Long-run analysis of convergence

The following graph depicts the extent of inequality among districts. The blue line and the red line show
the monthly per capita consumption expenditure for the top 15 and bottom 15 districts respectively. Both
groups are showing an increasing trend from 1995 in their respective monthly per capita consumption
expenditure. However, it is noted that the gap between this two groups are widening overtime and became
wider in the latest years e.g. in 2010. Following figure shows the divergence dynamics with regard to the
per capita monthly consumption expenditure between the top 15 and bottom 15 districts. The extent of
divergence has found to be widened between 2005 and 2010 compared to previous two five years’ time
periods. This observation suggests that without effective interventions, regional (represented by districts)
may increase in Bangladesh.

Figure 4.4: Per Capita Consumption Comparison between Top 15 and Bottom 15 Districts
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(c) Further Evidence of Divergence

Using the information of HIES 2005 and 2010, an exercise has been carried out to assess situation of the
deprived and non-deprived regions. The extent of change over the five year period has also been calculated.
For this purpose and as information of HIES allow, nine indicators have been used. The results suggest
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significantly better situation for the non-deprived region as compared to the deprived region. Differences
are more prominent for the poverty, sanitation and the education indicators.

Table 4.10: Comparison between Deprived and Non-Deprived Region by Indicators

Deprived region (districts) Non-deprived region (Districts)
Indicators 2005 2010 Change* 2005 2010 Change*
Per capita consumption (BDT) 1,110 2,015 81.5 1,268 2,557 101.7
Percent of total Households 22.81 23.04 0.23 77.19 76.96 -0.23
Percent of total Population 22.29 22.39 0.10 77.71 77.61 -0.10
Poverty Head Count data (%) 47.32 47.27 -0.05 37.76 26.82 -10.94
Extreme Poverty (%) 30.14 29.5 -0.64 20.42 13.63 -6.79
Literacy rate (%) 9.97 11.05 1.08 35.06 39.56 4.50
Child Immunization Rate (%0) 2.7 2.4 -0.30 9.35 8.92 -0.43
Access to clean water (%) 96.39 96.06 -0.33 96.86 96.56 -0.30
Sanitation (%) 55.94 50.96 -4.98 52.98 53.27 0.29

Source: GED estimates based on HIES 2005 and HIES 2010.
Note: *Change in per capita consumption refers to percent change. All other changes denote percentage-point change.

45 REVIEW OF PROGRESS IN LAGGING REGIONS UNDER THE SIXTH PLAN

The Sixth Plan took several measures to address the lagging regions problem based on the analysis of past
developments. Firstly, it laid emphasis on the development of infrastructure in the lagging regions. This
included development of roads, bridges, irrigation and electricity facilities. Secondly, it emphasized the
availability of credit to the lagging regions. Third, emphasis was placed on addressing disaster and climate
change related vulnerabilities that adversely affected the livelihood of the poor. Fourth, agriculture
extension services were strengthened for the lagging regions. Finally, the better availability of health and
education services for the population residing in the lagging regions was emphasized. Although district
level data after 2010 are not available, real wages data show that the economic prosperity in the lagging
regions is improving. Thus, the real agricultural wages in the lagging districts of Rangpur Division show
considerable increase in response to growing demand for labour based on higher economic activities.
Higher real wages in turn suggest that the implications for poverty reduction in these districts is positive.

A particularly notable example of the government’s concern to address the lagging regions problem during
the 6™ Plan is reflected in the top priority placed by the government in implementing the Padma Bridge.
Inadequate infrastructure has been identified as one of the major reason for regional disparity or inequality.
Construction of the Padma Multi-purpose Bridge is expected to benefit large number of people living in
some of the lagging districts in Bangladesh. The 6.15 km bridge will connect 21 Southern (mostly lagging)
districts with the capital city Dhaka. The mega project is expected to be completed by the end of 2017 or
early 2018. Construction of Padma Bridge is expected to generate welfare to the people of Bangladesh in
general and the people of Southern part in particular. The benefits are expected to arise from the greater
integration of regional markets within the Bangladeshi national economy. Moreover, given the
interdependence of economic activities/sectors, the direct impacts of the Padma Bridge on individual sector
and factor markets are likely to induce a chain of changes in the rest of the sectors of the economy. More
specifically, completion of Padma Bridge will invoke salutary effects on income generation, trade
facilitation and poverty reduction. The Padma Bridge would boost the regional GDP by around 1 percent
expected to revive the fortune of Mongla Port and cut poverty in the southern region of the country.
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46 STRATEGY FOR LAGGING REGIONS IN THE SEVENTH PLAN
(a) Creation of a Lagging Region Fund:

A separate fund would have to be kept in the Annual Development Programme (ADP) for infrastructure
development, emphasizing technical education and giving greater accessibility to the lagging regions in
wider economy which will address regional disparity issues. The additional fund is expected to be some
reasonable percentage of overall ADP expenditure but this would be in addition to the other regular ADP
components. Lagging regions can be supported with skill development, such as, establishing technical and
vocational institutes. Regions like Rangpur, Rajshahi, Khulna, and Barisal may be preferred destination for
such investments by the proposed fund.

(b) Narrowing Infrastructure Gap:

Improvement of infrastructural facilities is one of the key interventions that can open the door of economic
opportunities in the lagging districts. Following measures are to be taken:

o Transport system between the better off districts (i.e. with Dhaka and Chittagong) and lagging districts
would be improved in order to increase economic activities in the lagging districts. One of the major
transport projects, construction of Padma Bridge is expected to be completed by early 2018 and this
will open a new door of opportunities for south-west region of the country.

o Both inter district and intra district road transport system would be developed to increase economic
mobility within the lagging districts.

e Appropriate measures would be adopted for intensive utilization of Mongla port. Creating export
oriented industrial zone near to Mongla port will be considered along with its international usage
opportunities.

e Supply of electricity would be increased in the lagging districts in priority basis since development of
manufacturing sector demands access to electricity supply.

e Storage facilities for agricultural and fisheries would be increased according to the demand of such
facilities in lagging districts where economic activities are mostly agricultural in nature. Such facilities
would be enhanced in the remote areas so that farmer gets most benefit from such facilities.

(c) Manufacturing Opportunities in Lagging Districts

Manufacturing activity needs to be promoted in the lagging districts. Since private investment has less of
an incentive to locate itself in the lagging districts, this process has to be implemented with the help of
government support at least in the initial stage.

e Industrial policy would incorporate enough flexibility for incentivizing investment in lagging districts
with the help of tax breaks, lower interest rate and similar other policy interventions.

e Lagging region would get priority while setting up special economic zones. Such zones should be
established in lagging districts with all adequate infrastructural facilities so that entrepreneurs can get
benefit from economies of scale.
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¢ Promulgation of special incentive for prospective investors would proceed simultaneously to encourage
faster investment in this industrial park.

e Small and medium enterprises would be encouraged with low cost financing facilities.

(d) Expanding Agriculture and Rural Economic Activities

Even though the share of agriculture in GDP is declining over time, still this is the focal point of the rural
economy. Special emphasis has to be given to development of agro-processing, non-farm economic
activities in the laggard districts. Following steps would be taken during plan period:

o Rural areas of lagging districts would get special priority in agricultural credit disbursement and
agricultural subsidy Programme.

o Microfinance institutions would be encourage to operate in poverty prone areas by providing special
incentives, e.g. providing fund to MFIs at low rate of interest if they disburse this fund in poor districts.

e Policy measures be taken to attract microfinance in environmentally vulnerable areas such as cyclone
prone coastal areas, land locked and other flood prone areas and disaster prone areas.

e Non-farm economic activities would be promoted in the lagging districts through providing training
and financing facilities. Partnership building between the government and MFIS/NGOs can play an
important role in this regard.

e Local government institutions such as Union Parishads and Upazila Parishads should be strengthened
to conduct development activities of the government through these institutions.

(e) Creating Opportunities for International Migration

The flow of remittance earnings is emerging as a crucial source of resources to improve local economy. It
has been noted that flow of remittance earnings is low towards the lagging districts, which is causing further
backwardness of these districts. Following measures need to be taken:

o Number of migrants working abroad should be increased from the lagging districts which receive
meagre share of foreign remittances.

e Technical and vocational training institutions would be established in the lagging districts to create
opportunities for the people to be semi-skilled and get employment by internal migration to industrial
districts of Bangladesh.

e Special financing scheme should be directed towards prospective migrants form lagging districts.

() Building up resilience of adverse environmental and climate change shocks

It is a known fact that Bangladesh is one of the most exposed and vulnerable countries in the World in terms
of climate change impact. The country is also exposed to natural disasters in terms of Floods, Cyclones,
and Droughts etc. regularly. According to a research on the effects of climate change, Bangladesh might be
losing 0.11% of its GDP, equivalent to Taka 29.9 billion, by 2030 given the impact of the climate change.
Of course, the impact of such environmental calamities will not be uniform throughout all the districts.
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Both the ecological and environmental impact will vary according to the geographical locations of the
districts. The following steps may be undertaken to lessen the impact of such natural disasters and build up
resilience to minimize the damages that might be brought by those disasters.

o There are twelve southern districts: Satkhira, Khulna, Bagerhat, Pirojpur, Barguna, Patuakhali, Bhola,
Lakhipur, Noakhali, Feni, Chittagong and Cox’s Bazar, which are situated on the coast of the Bay of
Bengal. Due to climate change there may be a sea level rise in the future. It is predicted that due to
climate change there would be an increase in peak monsoon river flows and coastal flooding due to
storm surges, according to the Bangladesh Integrated Water Resources Assessment. As a result all these
districts would be among the most vulnerable ones. The agricultural production will hit hard due to the
saline intrusion and water level rise. To minimize the impact, investment has to be made on the
development of new agricultural seeds that would be stress tolerant and be able to grow in such
inclement conditions.

e This region is exposed to high level arsenic contamination. More arsenic free tube-wells have to be
made available in these areas for ensuring safe health of the people of those districts.

e Besides the impact on agricultural production due to floods, short-term measures are needed to help the
victims of those disasters immediately. It is necessary to invest and build more centres where the victims
can take shelters. This will in turn help any relief activity that would be taken after the disaster.

e North Western districts of Bangladesh are exposed to drought. Especially, districts like Rajshahi,
Chapai Nawabganj, Rangpur, Natore, Meherpur, Jessore and Satkhira. So these districts should be
prioritized to get help in terms of inputs (e.g. irrigation, etc.) for agriculture that would help them to
tackle droughts.

4.6.1 Mainstreaming the Development of Newly Integrated Enclaves

Bangladesh has recently, as an outcome of land boundary agreement signed with India in 1974, taken over
the possession of a total of 111 Chitmahals (enclaves). After a long time the chitmahal people have got
their long cherished right on their lands. It is recognized by the government that the inhabitants of the
integrated enclaves were not enjoying any citizen rights and privileges. These people need to be
mainstreamed with the national wider economy by developing physical infrastructures including
educational and health facilities. In the 7" Plan, special social protection programmes would be taken to
alleviate sufferings these people and thereby improve their living status. The relevant implementing
ministries/division will take special measures specifically directed for improving the welfare of the people
of these erstwhile enclaves during 7" plan period.

4.6.1 Indicators for Measuring Progress in Lagging Regions

Regular monitoring of progress is important to assess the degree of convergence between lagging districts
and relatively well-off districts in Bangladesh. In addition to reviewing progress by the indicators listed
below, trends in government allocation need to be assessed as well. However, timely availability of data by
21 indicators for 64 districts will be a major challenge and special efforts are required to overcome the data
availability issue.
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Table 4.11: List of Monitoring Indicators for Lagging Regions

A. Economic Indicators

. Per capita monthly income

. Per capita monthly consumption expenditure
o Bank Advances

. Bank Deposit

o Loan disbursement

o Net cultivated area in Hectare

. Total irrigated area

. Yield per Acre (Maunds)

. Rice Production (M. ton)

. Employment Rate

. Composition of Employment

o Overseas employment

° Budget allocation

. ADP allocation

° Local Government (Upazilas) budget allocation
° Implementation and utilization of the funds
B. Non-Economic Indicators

° Poverty rate

° Density per square KM 2011 population

° Infant Mortality Rate (IMR)

° Under Five Mortality Rate (USMR)

° Maternal Mortality Rate (MMR)

° Number of Clinics/Hospitals

° Literacy rate

° Number of primary school

° Number of secondary school

° Rate of internal migration

° Percentage of Paved road to total road

° Percentage distribution of Household Electricity
° Sources of Electricity (i.e. Power grid, Solar)
° Tube well/ deep tube well (000)

° Salinity

. Number of deaths in a natural disaster
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CHAPTER 5

PUBLIC INVESTMENT PROGRAMME AND ITS FINANCING

The indicative Financing Plan within the overall planning exercise is estimated on the assumption that
private sector dominates Bangladesh economy and would need to drive the process. Realization of the Plan
objectives would require engagement with both the private and public sector. Accelerated private sector
investment—both domestic and foreign—will be the key to the success of the Plan and the government’s
role will be to create the investment friendly environment and ease infrastructure constraints for the private
sector to come forward with the desired levels of investment. Through public sector investment in
infrastructure and social development and through regulatory reforms conducive for private savings and
investment, the Government will try to achieve the economic and social development objectives established
under the Plan. As in the past and consistent with the social objectives, public sector will continue to play
the crucial role of making the growth more inclusive through fiscal and other interventions by making the
tax system more equitable and undertaking expenditure programmes aimed at strengthening social
protection by improving quality of living for the underprivileged segments of the society.

Thrust on development expenditure will be to alleviate infrastructure constraints by fast tracking nationally
important projects. In addition major initiatives will be taken to broaden and accelerate the implementation
of other major highways and bridges, power sector projects, and providing access to serviced land to foreign
and domestic investors in the context of the Special Economic Zones (SEZ) initiative. Budgetary allocations
to the priority social sector programmes in the health and education sectors will be increased to create better
human capital through universal general education, skill development programmes, and greater access to
improved public healthcare systems. Phased implementation of the recently adopted National Social
Security Strategy of the Government of Bangladesh will provide comprehensive social protection to all
poor and vulnerable citizens based on a modern Life Cycle based approach.

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

5.1 OVERALL RESOURCE ENVELOPE FOR THE INVESTMENT PROGRAMME

Total investment under the Plan will amount to Tk.31.9 trillion in constant FY16 prices (the first year of
the Plan). As before, private sector investment will continue to play its dominant role under the Plan,
accounting for 77.3% of the total investment in the economy under the Plan. Although domestic private
investment would still play a major role, the role of FDI/PPP in the domestic economy would need to
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increase significantly as part of the Plan financing strategy. As underscored in Chapter 3 on Medium Term
Macroeconomic Framework, increasing the inflow of FDI in Bangladesh to 3% of GDP from current levels
of about 1% would be critical for achieving the financing of the investment target under the Seventh Plan.
Thus external financing for private investment, comprising primarily private FDI in Bangladesh and
external borrowing in foreign currency by the private sector will increase markedly to 8.9%, compared with
4% level targeted under the Sixth Plan.

Table 5.1: Financing of Seventh Five Year Plan Investment (FY 2016 prices)

Item: BDT in Billions Total Share (%) Public  Share (%) Private (Share %)
Total Investment 31,902.8 100.0 7,252.3 100.0 24,650.5 100.0
Domestic Resources 28,851.0 90.4 6,384.6 88.0 22,466.4 91.1
External Resources 3,051.8 9.6 867.6 12.0 2,184.1 8.9

As in the past, domestic resources in the form of domestic savings will continue to play a dominant role in
financing of the Seventh Plan. Bangladesh’s respectable national savings rates of about 28% to 29% of
GDP provide a solid starting point in this respect.

The Annual Development Programme (ADP) constituting much of the public sector investment in
Bangladesh has increased by 1.7 percentage points in relation to GDP to 4.9% during the Sixth Five Year
Plan. The increase in ADP reversed the declining trend observed in the past decade and was attributable to
government’s efforts to reduce the wide infrastructure gap in Bangladesh through accelerated ADP
implementation. This increase in ADP spending happened despite slower than expected progress in
implementing some major public sector and PPP-based projects during the Sixth Plan.

The Seventh Plan will build on the gains made so far with a view to allocating Tk.7.25 trillion in constant
FY16 prices, accounting for 22.7% public investment of total investment in the economy. Of the total public
sector investment, Tk. 6.38 trillion will be funded by domestic resources (88%). A major part of the ADP
will be financed from domestic sources comprising fiscal savings and borrowing from the domestic banking
and nonbank sources. External financing, primarily in the form of concessional loans from official
multilateral and bilateral sources will continue to supplement the public sector development spending.
Access to international capital market to finance large infrastructure projects by issuing sovereign bonds
may also be considered as a source of external financing for domestic public investment.

5.2 FINANCING OF TOTAL PUBLIC SECTOR OUTLAYS DURING THE 7™ PLAN

As outlined in the fiscal accounts of the macroeconomic framework, total public sector spending under the
Seventh Plan, including spending on account of provision of public services and transfer payments and
subsidies, is projected to be Tk. 21.98 trillion in total, which will be 19.5% of yearly GDP on an average
during plan period. In line with the Government’s commitment to broaden and improve quality of public
services and to alleviate the infrastructure constraint, the Plan envisages a significant increase in the size of
the government spending in relation to GDP. The size of the public sector in Bangladesh is relatively small,
despite some 3 percentage point increase under the Sixth Plan, with the Government budget accounting for
only about 16% of GDP. With this small resource base it is extremely difficult to meet the growing demand
for public services, including in the areas of health and education and provide adequate infrastructure
support for acceleration of economic growth.
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5.2.1 Social Sector Spending

Bangladesh has to acknowledge the reality that despite significant gains on the poverty reduction front, a
vast number of its citizens are below the poverty level and the country must prepare itself for the renewed
fight against poverty with a broader and stronger social protection/security programme. The government
has approved a National Social Security Strategy (NSSS), which outlines the new direction that the
government needs to move in the coming years based on a Life Cycle Approach to Social
Protection/Security. The hallmarks of the NSSS will be the introduction of a rights based publicly funded
Old Age Pension Plan for the Poor; all poor pregnant mothers receiving Pre- and Post-Natal Child Care for
up to 4 years in order to ensure healthy future generation (free from stunting and mal-nutrition); all poor
school going children receiving education stipend for attending primary and high school; training facility
for the poor and abandoned women and widows; and financial support for the poor elderly citizens. A
phased implementation of this strategy or something similar will require massive transformation of
Bangladesh’s social protection programmes and increased budgetary resource allocation.

Expenditure on other major social programmes like education and health would require significantly higher
allocations in the longer run if Bangladesh wants to achieve 100% literacy rate with proper education up to
the high school level (12 grades) for most of its children who will be joining the work force by 2021 and
beyond. The 2.2% of GDP that Bangladesh currently spends on education is not enough for the kind of
quality shifts that the Government aims to achieve. It also needs to inject increased amounts of resources
for public health care and skill development of the growing labour force.

All these spending plans will essentially entail that the budget size would probably need to increase to about
21.1% of GDP, a 5 percentage point increase in relation to GDP at the terminal year of the Seventh Five
Year Plan. The increase in spending in terms of GDP would need to be about one percentage point per
annum. Such an increase in the size of the budget would allow for increasing the education budget by 0.8
percentage points to 3.0% of GDP, increase the public spending on health care by at least 0.4 percentage
points to 1.2% of GDP, and spending on social welfare by 0.3 percentage points to 2.3% of GDP. The social
welfare spending target is broadly in line with the targets set during the same period in the National Social
Security Strategy. Altogether the additional demand from social spending side on the national budget
would be about 1.5% of GDP and that would be a major challenge since there will be pressures from other
sources like public investment, public administration, and interest payments.

5.2.2 Investment Programme

A study shows that Bangladesh needs about $9 billion (more than 5% of current GDP) in additional
investment in major infrastructure projects per year to sustain growth at a higher level. Although
government currently spends about 5% of GDP on ADP, one third of which is allocated for communications
and power. This means current major infrastructure investment amounts to about $3-3.5 billion. Certainly,
it would not be possible for the government to undertake such a major investment plan in infrastructure
based entirely on budgetary resources. However, government resources need not cover the whole possible
investment plan for today’s fiscal strategy. The government would need to start its PPP initiative in full
force to leverage public resources with private investment. With proper blending, public sector resource
use could be limited to about 6% to 7% of GDP and still contribute to significantly improving the quality
of infrastructure of Bangladesh. With the type of structural transformations outlined above, expenditure
side of the government budget would look more like the Figure 5.1 below.
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Figure 5.1: Key Drivers of Expenditure Growth: Projection FY16-FY20

FY 14 FY 15 FY 16 FY 17 FY 18 FY 19 FY 20

B Capital Investment B General Services etc ™ Education M Social Protection ™ others

Source: Ministry of Finance and Seventh Plan Projections

The Seventh Plan aims to increase the size of the Government spending by about 5 percentage points to
21% of GDP by FY20. More than 20% of the increase will be on account of the larger ADP. However,
much of the expanded spending will be directed to expanded coverage and better quality of public service
delivery. Efforts will also be intensified to increase public sector savings to finance the expanding public
investment plan. Accordingly, even after allowing for about 4 percentage points increase in non-ADP
spending, government sector savings is projected to increase by 0.6 percentage point to 2.2% of GDP by
FY20. As planned, government savings is projected to finance about 33% of the projected government
investment by the end of the Plan period compared with 29% of development spending funded by public
sector saving in FY15. This positive turnaround both in terms of non-ADP spending and financing of a
larger proportion of ADP by own savings will only be possible if the strategy for revenue mobilization is
realized as Planned.

Table 5.2: Fiscal Savings Trends

Sixth Plan Period Seventh Plan Period
1 2 3 4 5 1 2 3 4 5
FY15

BDT in Billions FY10 FY11 FY12 FY13 FY14 Est. FY16 FYl7 FY18 FY19 FY20
Total Revenue 759 930 1138 1281 1403 1633 2084 2635 3171 3809 4627
Total Revenue

Expenditure 734 926 1105 1208 1290 1592 1925 2342 2772 3304 3995
Fiscal Savings 24.9 4.4 32.9 72.8 113.1 411 158.9 292.8 399.2 5045 6323
Nominal GDP 7975 9158 10552 11989 13437 15136 17176 19517 22177 25223 28739

As % of GDP

Total Revenue 9.5 10.2 10.8 10.7 104 10.8 121 135 14.3 15.1 16.1
Total Revenue

Expenditure 9.2 10.1 105 10.1 9.6 105 11.2 12.0 125 131 139
Fiscal Savings 0.3 0.0 0.3 0.6 0.8 0.3 0.9 15 1.8 2.0 2.2

Source: Ministry of Finance and Seventh Plan Projections

104



5.3 REVENUE MOBILIZATION UNDER THE PLAN

The revenue targets set under the Sixth Five Year Plan were not achieved despite strong performance in the

first two years of the Sixth Plan. A comparison of the actual performance with targets set in the Sixth Plan
is shown in the Table 5.3 below.

Table 5.3: Revenue-SFYP Targets and Actual
FY11 FY12 FY13 FY14 FY15 Average(FY11-15)

As % of GDP SFYP Actual SFYP Actual SFYP Actual SFYP Actual SFYP Budget SFYP Actual

Total revenue 12.1 102 132 108 134 10.7 14 104 146 108 135 10.6
Tax revenue 10 8.7 106 9 112 9 118 86 124 93 112 8.9
NBR taxes 9.6 8.3 10 8.7 11 8.6 11 8.3 12 8.9 11 8.6
Non-tax revenue 2 15 2.5 1.8 22 1.7 2.2 1.8 22 15 2.2 1.7

Source: SFYP Documents and NBR

The total revenue targets in terms of percentage of GDP were not achieved during the last three years,
although the revenue targets under the budget in Taka terms were surpassed during the first two years of
the Plan period. The major shortfall in terms of GDP ratio was to a large extent attributable to a significant
upward revision of the GDP series with the rebasing of GDP to FY05 from FY95 base. The upward revision
of the GDP series in general contributed to a reduction of the revenue to GDP ratio by about 1.2 percentage
points. Thus while the average annual revenue shortfall appears to be 3.3% of GDP, the actual shortfall was
about 2.1% of GDP after taking into account the upward revision of the GDP series due to rebasing to FY05
the whole national accounts series. The shortfall was mainly from the tax components, mainly NBR taxes,
rather than the non-tax sources which were mostly in line with their targets, except for the GDP revision
induced effect. A closer look at the NBR revenue growth during the plan period shows that revenue
collection was achieved or slightly exceeded the targets in initial years of the plan period; however the
growth momentum was lost in the subsequent years (Figure 5.2).

Figure 5.2: NBR Revenue Growth under the Sixth Plan
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Figure 5.3: Growth in Tax Components under the Sixth Plan

FY11 FY12 FY13 FY14 FY15RB
b VVAT-Domestic-SFYP e VAT-Domestic-Actual e=gmmIncome Tax SFYP esigss|ncome Tax Actual

Source: SFYP Documents and NBR

NBR revenue, income tax and VAT-domestic growth performance in comparison to SFYP targets has been
erratic with actual growth exceeding and meeting target in alternate years, and falling short of targets in
others (Figure 5.3). Growth of domestic VAT has been on a persistent decline since exceeding growth
targets in FY 11, which was partly due to non-implementation of necessary reforms. In the past, high growth
years (in terms of revenue collection) such as FY08 and FY11-FY12, have coincided with years in which
some tax reforms and tax measures were implemented. However, since the reform process was not
sustained, the positive impacts have started to diminish in the years that followed. In FY11, some VAT and
income tax reforms were implemented which led to the increase in tax collections surpassing the set targets.
While the positive effects of these reforms continued until FY12 and some up to FY13, because the new
package of reforms was delayed the tax buoyancy started to diminish eventually leading to the slump in
revenue collection experienced in FY14. The tax revenue growth rates from FY06-FY 15 are shown in Table
5.4 below.
Table 5.4: Growth in Tax Revenue in Recent Years
FY06 | FY07 | FY08 | FY09 | FY10 | FY11 FY12 | FY13 | FY14 | FY15
Tax Revenue | 134 10.0 26.6 11.5 17.4 27.5 194 14.8 10.7 12.8
Growth (%)
Average 15.8 17.1
Source: National Board of Revenue

Box 5.1: Tax Reform Programmes Completed During the Sixth FYP

Tax Policy Reforms

Enactment of VAT and Supplementary Duty Act 2012

Incorporating transfer pricing in the Income Tax Ordinance, 1984

Incorporating Alternative Dispute Resolution (ADR) in Income Tax, VAT and Custom Acts
Drafting of a new Direct Tax Code

Drafting of a new Customs Act
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Tax Administration Reforms: Income Tax

Establishing 13 new Income Tax Zones, 2 Tax Appeal Zones and 85 Circle Offices

Automation of TIN registration and linking TIN with National ID

Tax calculator installed on the NBR website (www.nbr-bd.org)

Payment of taxes using the Q-Cash network under the platform of e-payment of NBR
Establishing taxpayer information and service centres at all divisions.

Providing enhanced taxpayer services through spot assessment, income tax fair etc.

E-filing of income tax returns on a pilot basis (LTU)

Introducing incentive based taxation system through tax cards, certificates etc. for tax compliance
Strengthening the Central Intelligence Cell (CIC) for combating tax evasion

Tax Administration Reforms: VAT and Custom

. Establishing 4 new VAT Commissionerates and 3 VAT Appeal Commissionerates,

Setting up of 1 new Custom House (ICD), merger of Import and Export Wings of Chittagong Custom House, setting
up of a full-blown Bond Commissionerate at Chittagong

Installing ASYCUDA World System in all Custom Houses and 4 Land Custom Stations

Online connectivity between the customs database and Bangladesh Bank database for combating money laundering
Developing customs database

E-filing of VAT returns on a pilot basis at Large Taxpayers Units (LTUs)

In light of these considerations, achieving the tax revenue target under the Plan will be a major challenge.
The required growth rate would need to be about 24% per annum over whole Plan period. Such a high
growth rate could not be achieved in the past, mainly because the NBR reform efforts could not be sustained
over the whole Plan period. Past experience indicates that NBR can achieve high revenue growth if it
continues with its reform agenda, as recently demonstrated during the beginning years of the Sixth Plan.

Figure 5.4: Growth in Tax Revenues under 7" Plan Compared with the Sixth Plan
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In line with the growth scenario under the Plan, the tax-GDP scenario is presented in Figure 5.5 below.
These scenarios build a strong case for the need for tax reforms, particularly in the collection of domestic
taxes which would constitute bulk of the revenue collection effort. If there are no major reforms during the
five year plan period, it would be quite possible that tax revenue performance will fall back to the pre-SFYP
(FY06-FY10) levels and thereby would result in a tax/ GDP ratio of 11.4% by FY20.
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Figure 5.5: Tax-GDP Ratios under Various Scenarios
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Based on the analysis presented above, the revenue targets can be set under the Seventh Five Year Plan as
presented in Tables 5.5 and 5.6 below. In the last five years, NBR revenue constituted 96.5% of the total
tax revenue which is expected to continue into the Seventh Plan period since, Non-NBR taxes has been
stable accounting for about 3.5% of total tax revenue. Different fees under Non-NBR taxes, i.e. land
registration fees should reflect the market price and Government will ensure policy reform for increasing
the revenue earnings from land transactions. The NBR revenue target should be set at 13.7% of GDP against
a total tax revenue target of 14.1% of GDP at the end of the seventh five year plan period. The resultant
total revenue target will be 16.1% of GDP, which is four percentage points higher than the 12% rate that
has been achieved in FY14.

Table 5.5: Revenue Structure in the 7" FYP Period (FY16-FY20)

As % of GDP FY14 FY15 FY16 FY17 FY18 FY19 FY20
Actual Revised Budget 7" FYP Period

Total Revenue 10.4 10.8 12.1 135 14.3 15.1 16.1

Total Tax Revenue 8.6 9.3 10.6 115 12.3 131 141

NBR Tax Revenue 8.3 8.9 10.3 111 11.9 12.7 13.7

Table 5.6: Major Components of Revenue in the 7" FYP Period (FY16-FY20)

As % of GDP Fy14 FY15 FY16 FY17 FY18 FY19 FY20
Actual Revised Budget 7" FYP Period
Customs Duty 1.0 1.0 11 1.2 12 12 13
VAT+SD 45 4.6 5.4 5.7 6.4 6.6 7.0
Income Tax 2.6 3.2 3.7 4.1 4.3 4.9 54
Others 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Non-NBR Tax 0.3 0.4 0.3 0.4 0.4 0.4 0.4
Non-Tax Revenue 1.8 15 15 2.0 2.0 2.0 2.0

Source: National Board of Revenue and Seventh Plan Projections

The Seventh Five Year Plan revenue projection presents an opportunity for Bangladesh to break out of the
10-12% of GDP level that it has been stuck in recent years. The 4 percentage point increase in revenue in
relation to GDP over a 5 year period is quite possible if the revenue performance of other developing
countries are reviewed. Many developing and most middle income countries have already done it and
certainly Bangladesh can do it, despite its unimpressive track record on this front.
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Complicating the task will be the other structural shift, which is already underway, entailing steady
reduction in the share of customs duty with diminishing importance of trade-based taxes in line with global
trend. The share of customs duty in total NBR taxes has already come down to about 12% of total NBR
revenue, and this will probably decline further to about 9% of total NBR revenue by FY20. Accordingly,
reliance of Direct Taxes and VAT would need to increase much more in relative terms. Every year the
combined revenue collection from these two sources would need to increase by 0.8 percentage point of
GDP, shared roughly equally between the two major sources. The specific reform strategies are discussed
in Box 5.2

The need for strengthening of the tax administration, its computerization and improvement in efficiency is
integral to achieving these targets. This is mainly because the crux of the growth would be derived from
domestic sources, mainly income tax and VAT. Expansion of the income tax base and bringing more
individuals and companies under the tax net and under the withholding mechanism would be necessary to
drive the revenue growth and to achieve levels enjoyed by our neighbouring countries. Since a major section
of the Bangladesh economy still falls under the informal sector it is one of the main reasons behind the slow
increase in the number of income taxpayers as well as limiting the potential VAT collection. Initiatives and
incentives by the government to formalize these activities would greatly enhance the tax potential on the
domestic side while making it possible to achieve the targets set under the Seventh Five Year Plan.

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

NBR has prepared a NBR Modernization Plan and presented that to Parliament at the time of FY 12 budget
presentation. The Modernization Plan has all the key ingredients of making the organization modern,
efficient and capable of delivering the challenging the revenue targets that it needs to achieve.

The NBR tax reform programmes required to achieve the targets set out in the Seventh Plan are summarized
in Box 5.2:

Box 5.2: NBR Tax Reform Required for Attaining Tax Targets in Seventh Plan

Tax Policy Reforms

Effective Implementation of VAT and Supplementary Duty Act 2012

Incorporating transfer pricing in the Income Tax Ordinance, 1984

Incorporating Alternative Dispute Resolution (ADR) in Income Tax, VAT and Custom Acts
Drafting of a new Direct Tax Code

Drafting of a new Customs Act

Tax Administration Reforms: Income Tax

e Broadening of the taxpayers’ base- This will require monitoring of the ownership of all sizable physical and financial
assets of taxpayers and determining the income generation out of those assets.
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Tax Administration Reforms: VAT and Custom

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

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

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

Automation of TIN registration and linking TIN with National 1.D.

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

Integrated Revenue Management Programme: Digitalization Programme This programme will seek to set up a
country-wide integrated ICT platform to capture all tax payment information from tax returns, banks, TDS deductors, third
party collection agencies etc. The integrated revenue management system will also receive third party returns i.e. TDS
returns, Annual Information Returns (AIR) etc. and generate MIS reports, exception reports etc. Under this programme, a
Central Processing Centre is to be set up for processing all Income-tax and VAT returns, whether e-filed or paper filed at
one integrated processing centre.

E-Filing of income tax returns.

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

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

Implementation of the new VAT Act.

Expanding VAT base especially on businesses and organization.

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

Reform of the VAT administration along functional lines

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

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

As indicated in Box 5.2, significant progress is being made on the VAT front in terms of the new VAT
Law, which is already enacted in December 2012, and administrative restructuring and modernization of
VAT administration. Much of these initiatives should be in place before the introduction of the new VAT
Law effective from July 2016.

With more manufacturing facilities in EPZs and particularly with growing number of SEZs coming into
operation, Bond Administration under the NBR will need to be refocused keeping in mind the different
goals behavioural orientations of Tax Officials and Bond Administration. In this regard the government
will consider bond administration can be separated from full customs administration and also lined its
performance with investment, industrialization and trade.
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In order to increase revenue collection, efforts will be made to strengthen the link between better statistical
and research analysis and policy formulation and tax administration. NBR has already completed the
diagnostics for strengthening the Statistics and Research Department and efforts will be made to implement
the recommendations of the diagnostic report. Efforts will also be made to enhance tax compliance through
social recognition programme. Researchers suggest that exposing information about all firms’ tax payment
behaviour to their peers can increase tax compliance and payment. It may also induce additional incentives
for firms to become tax compliant since publicly available information about tax compliance may affect
consumer behaviour, perhaps steering customers towards tax compliant businesses.

5.3.1 Fiscal Deficit and Financing

(a) Deficit Financing and Its Composition

The government’s fiscal deficit level should still remain at about 5% of GDP so that with 7%-8% GDP
growth over the medium run there would be no question about debt sustainability. However, the government
would need to diversify its sources of financing with proper mix of domestic and external financing, and
on both fronts identify market based additional sources of financing. On the domestic borrowing front,
dependence on National Savings Schemes and short-term treasury bills should give way to long-term
treasury bills and bonds, infrastructure bonds, etc. with proper secondary market and a well-developed yield
curve.

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

Table 5.7: Fiscal Deficit and Financing under Seventh Five Year Plan

As % of GDP FY14 FY15 FY16 FY17 FY18 FY19 FY20
Actual Revised Budget 7% FYP Period
Fiscal Deficit (including Grants) -3.1 -4.7 -4.7 -4.6 -4.7 -4.7 -4.7
Financing 3.1 4.7 4.7 4.6 4.7 4.7 4.7
Domestic Borrowing 2.8 3.6 3.3 3.4 35 3.6 3.7
-Bank 14 2.2 2.1 2.2 2.3 24 25
-Non-Bank 15 14 1.2 1.2 1.2 12 12
External Borrowing (net) 1.15 11 1.4 1.2 1.2 11 1.0

Source: Seventh Plan Projections based on Budget FY 16 data

While aggregate financing of the budget and its composition does not appear to change much in terms of
broad outlooks, there may be substantial shifts within both domestic and external financing components of
the budget. While the external financing outlook does not appear to change much, after taking into account
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the international developments in access to concessional financing and Bangladesh’s economic progress,
the composition of external financing in the budget for Bangladesh is likely to change to some extent over
the period. In particular, access to concessional official multilateral and bilateral financing on a gross basis
is likely to go down from existing proportion of GDP. To meet up the short-fall, the non-concessional
windows of both multilateral agencies and international capital market through issuance of sovereign bonds
may play significant role. Similarly, the Government would make efforts to develop the long-term domestic
bond market by issuing longer maturity Government bonds and bills, and thereby reduce its dependence on
borrowing through the National Savings Schemes.

Figure 5.6: Refocusing on Financing of the Deficit
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There is an issue of presenting the fiscal deficit on a “cash basis” as it is done currently, or on an “accrual
basis” which better indicates the government fiscal balance and more consistent with international. For
example cash collected on preliminary assessment and pending final disposal by the assessment authority
or court should be shown separately from tax receipts, and only that amount which is collected on final
assessment or court disposal may be taken into Consolidated Fund on a cash basis.

54 DEBT MANAGEMENT STRATEGY UNDER THE SEVENTH PLAN

The Government of Bangladesh has the solid track record of managing prudently its public debt and debt
service payments. At about 35% of GDP, the level of government debt is not high by any international
standards and it has been declining in relation to GDP in recent years. During the Sixth Plan period the
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debt/GDP ratio declined by 5 percentage points to about 35% of GDP in FY15. The decline has been
entirely on account of external debt, which declined by 5.5 percentage point to 13% of GDP in FY15.
Dependence on domestic debt however has increased by more than one percentage point to 21.3% of GDP
in FY15, as expected, during the Sixth Plan. In relation to total government fiscal revenue, the decline in
the debt burden was even more impressive, declining from more than 397.2% in FY10 to 317.3% of total
government revenue in FY15. External public debt as percent of receipts from exports and remittances also
declined markedly during the Sixth Plan—from more than 68.6% to about 53.6% of exports and remittances
in FY15.

Figure 5.7: Total Debt and Its Components as % of GDP
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The positive developments in debt level was also largely reflected in the corresponding reduction in total
and external debt service indicators, pointing to Bangladesh’s strengthened capacity to service its debt
service obligations. Total debt service as percent of total government revenue declined by almost 1
percentage point during the Sixth Plan period to 20.6% in FY15. External debt service as percent of exports
and remittances remained fairly stable at a very low level of 2.7% throughout the Sixth Plan period. Total
debt service as percentage of GDP however increased marginally (0.3 percentage point) to 2.5% of GDP in
FY15, but still considered to be low by international standards

Figure 5.8: Indicators of Debt Service Payments, FY10-FY20
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Debt Management under the Seventh Plan

Government’s public debt management strategy under the Seventh Plan will continue to be guided by
prudent fiscal management, with the overall fiscal deficit limited to no more than 5% of GDP, with average
targeted GDP growth of 7.4% for the plan period and fiscal deficit averaging 5% of GDP over the same
period would essentially contain the debt/GDP ratio broadly unchanged over the Plan period. As in the past,
because of the deliberate government policy to continue increasing its dependence on domestic borrowing
to finance the fiscal deficit level of domestic debt in relation to GDP will increase by more than 4 percentage
points to 25.1% of GDP by FY20. At the same time, due to declining dependence on external financing,
the burden of external debt will further decline by about 3 percentage points to 11.2% of GDP.

External Debt Management

The external financing strategy under the Plan will essentially maintain the current strategy of prudent
external borrowing on best possible terms with maximum utilization of concessional official bilateral and
multilateral borrowing. Many of the infrastructure projects in the transport and energy sector (like Matarbari
Power Hub; Dhaka Metro Rail; Karnaphuli River Tunnel etc.) can be financed from concessional
borrowing. Bangladesh can also implement projects to mitigate the adverse effects of climate change which
can be funded under relevant multilateral initiatives. There is also scope for accelerating the pace of donor
funded project implementation and reduce the very large aid pipeline which currently stands at more than
$19 billion (about 6 years of aid utilization).

The external financing strategy under the Plan would also entail broadening of the sources of external
financing, creating greater scope for private investors to secure external financing on better terms through
reduced country/sovereign risk, and continued reliance on official bilateral and multilateral sources for
financing large public sector projects or achieving social sector objectives under the Plan. As shown in
Charts 4.10 and 4.11 above, continued reliance on this strategy would lead to a lower external debt and debt
service burden over the Plan period. Sustaining this strategy will also help reduce Bangladesh’s
vulnerability to external shocks and help broaden access to international capital market by domestic
borrowers and also reduce financing cost for domestic borrowers.

Domestic Debt Management

With the planned reduction in the reliance on external financing of the budget, reliance on domestic
financing will increase and the level of outstanding domestic public debt would continue to increase. Since
domestic borrowing may sometimes lead to crowding out of private sector investment, the amount of
domestic borrowing will continue to synchronized with the stance of monetary policy and the expected
rapidly growing private sector credit demand so that there will be no conflict with the private sector leading
to crowding out of the private sector. If properly planned, there will be enough flexibility on the part of the
Government to increase its access to foreign financing—including issuance of sovereign bonds—to avoid
emergence of any situation leading to crowding out of private sector credit from the banking sector. Efforts
will also be made to reduce the high cost of domestic public borrowing in Bangladesh. The excessive
dependence on non-bank borrowing in the form of issuing non-tradable old fashioned national Savings
Certificates at very high cost should give way to market-based instruments and interest rate savings. Interest
payments on domestic debt are already the largest single budgetary expenditure item and it is also the fastest
growing budgetary component. While domestic debt is at 60% of total public debt in FY15, the interest
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payments on domestic debt already account for more than 73% of estimated total interest payments in
FY15. This trend is not healthy and should not continue for long; efforts will be made under the Seventh
Plan to slow down the growth of domestic interest payments by reducing dependence on high cost
borrowing.

Figure 5.9: Domestic Debt Indicators
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Although the high cost of domestic debt servicing does not pose any major debt sustainability issue over
the medium term, still it limits budgetary discretionary spending or primary (non-interest) budgetary
spending and thereby constrains the fiscal space for undertaking priority programmes in the public sector.
Accordingly, debt management reforms will be undertaken to make public borrowing cheaper and also help
develop domestic bond market. The Government will also continue to keep rationalizing the interest rate
structure of national savings instruments in line with interest rate developments in the money/bond market.

5.5 PUBLIC INVESTMENT PRIORITIES

The Government of Bangladesh has a strong track record of expenditure control and prioritization, given
the limited public sector resource mobilization and the need to maintain macroeconomic stability. Using
the available resources effectively to ensure realization of the Seventh Plan social and economic objectives
will be most important. Ensuring quality of public spending will be the key to ensure appropriate economic
and social return on investment and also to invigorate private sector investment in the economy.
Accordingly, the Government will be paying enhanced attention to implementation capacity, governance
and result-based monitoring and evaluation (M&E) under the Plan. Issues related to the plan
implementation are discussed in Chapter 6.

Public investment priorities will be determined on the basis of realization of key Seventh Plan targets with
respect to real GDP growth, poverty reduction and social protection for the poor and vulnerable, human
resource development, enhancing social equity through inclusive growth and ensuring the sustainability of
growth through continued macroeconomic stability. In addition, annually around 2% of GDP will be
allocated to the investment programmes which will be related to ‘Bangladesh Delta Plan 2100°.
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Government will form a Delta Fund for mobilising necessary resources to implement Delta Plan. The detail
of total public investment and the amount of ADP in current prices and constant prices are summarized in
table 5.8. A sector wise summary of the proposed sectoral allocations of planned public investment in
constant (FY16) and in current prices are shown in Tables 5.9 and 5.10, respectively. The ministry wide
mapping of these allocations in current and constant prices is shown in Annex Tables 5.1 and 5.2. These
are indicative allocations and will be reviewed in the context of annual budget cycles after taking into
account actual availability of resources, programme implementation by the line ministries, and changing
national priorities. Detailed sectoral objectives, Plan targets, strategies and policies to achieve the targets
are discussed in sectoral chapters in Part 2 of the Seventh Plan document.

Table 5.8: Public Investment Breakdown

Public Investment (Taka billions) FY16 FY17 FY18 FY19 FY20
Current Prices
Total Public Investment 1101 1388 1643 1920 2245
ADP 970 1210 1442 1690 1983
FY2016 Prices
Total Public Investment 1101 1,309 1480 1,641 1,840
ADP 970 1141 1288 1431 1601
Nominal GDP 17167 19517 22177 25223 28739
Total Public Investment/GDP (%) 6.4 7.1 7.4 7.6 7.8
Source: FY 16 data and Seventh Plan Projections
Table 5.9: Seventh Plan Sectoral ADP Allocations (Taka billion)
ADP by Broad Categories in Current Prices
7th Five Year Plan Projections
SI. No. Sector FY16 FY17 FY18 FY19 FY20
1 General Public Services 41.8 32.8 39.0 45.8 53.7
2 Defence 4.2 3.2 3.8 44 5.2
3 Public Order and Safety 15.3 19.1 22.7 26.6 31.2
4 Industrial and Economic Services 21.0 31.7 39.5 48.5 59.0
5 Agriculture 59.0 79.7 94.9 111.3 130.8
6 Power and Energy 184.8 203.0 212.6 249.2 292.5
7 Transport and Communication 234.3 294.9 347.6 405.4 4775
8 Local Government and Rural Development 181.8 225.3 268.2 314.4 368.9
9 Environment and Climate Change 4.8 7.3 8.6 10.1 11.9
10 Housing and Community Amenities 18.9 17.6 20.9 24.5 28.8
11 Health 53.3 67.9 80.9 96.3 115.0
12 Recreation, Culture and Religion 8.3 10.7 12.4 14.5 17.1
13 Education and Technology 121.1 184.1 231.7 272.4 320.0
14 Social Protection 37.5 50.0 59.7 70.1 82.5
TOTAL 970.4 1210.1 14415 1689.9 1983.0

Source: FY16 Budget and MTBF Data and Seventh Plan Projections
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Table 5.10: Seventh Plan Sectoral Public Investment Allocation (Taka billion)

ADP by Broad Categories in Constant FY16 Prices

7th Five Year Plan Projections

SI. No. Sector FY16 FY17 FY18 FY19 FY20
1 General Public Services 41.8 30.9 349 38.8 434
2 Defence 4.2 3.0 34 3.8 4.2
3 Public Order and Safety 15.3 18.0 20.3 225 25.2
4 Industrial and Economic Services 21.0 29.9 35.2 41.0 47.7
5 Agriculture 59.0 75.2 84.8 94.2 105.6
6 Power and Energy 184.8 1915 189.9 211.1 236.1
7 Transport and Communication 234.3 278.2 310.5 343.3 385.5
8 Local Government and Rural Development 181.8 212.6 239.6 266.2 297.8
9 Environment and Climate Change 4.8 6.8 7.7 8.6 9.6
10 Housing and Community Amenities 18.9 16.6 18.7 20.8 23.2
11 Health 53.3 64.0 72.2 81.6 92.8
12 Recreation, Culture and Religion 8.3 10.1 111 12.3 13.8
13 Education and Technology 121.1 173.7 207.0 230.6 258.3
14 Social Protection 375 47.1 53.3 59.4 66.6

TOTAL 970.4 1141.6 1287.8 1431.0 1600.7

Source: Seventh Plan Projections

5.6 TOWARDS A SYNERGISTIC DEVELOPMENT PARTNERSHIP

Bangladesh’s target of becoming a middle-income country calls for huge investments from both internal
and external sources. Assistance from different development partners in the form of loan and grant is one
of the major sources of the country’s resource base. Though foreign assistance as percentage of GDP is
declining, the volume is on steady rise in absolute terms. ODA is accounted for 33% of Annual
Development Programme (ADP) expenditure in 2013-14. Thus, one of the key strategies of the Seventh
Five Year Plan will be to ensure effective partnership with development partners to ensure better use and
results of foreign assistance.

Understanding the problems of aid utilization for sustained development and ways of effective utilization
of aid the world community endorsed the Paris Declaration on Aid Effectiveness (2005), the Accra Agenda
for Action (2008) and the Busan Partnership (2011) which underscore that development assistance need to
be fully aligned with national priorities and spell out a number of measures for its effective utilization.
These international agreements provide a practical and an action oriented roadmap to achieve sustainable
development through effective utilization of development assistance. The Global Partnership for Effective
Development Cooperation (GPEDC) created after the Busan high level meeting in 2011 is the dedicated
multi-stakeholder platform to promote the global development effectiveness agenda and oversee its
implementation. Bangladesh is a member of the steering committee of the GPEDC. Effective use of
development cooperation has been important for some other important reasons. Both aid providing and
receiving governments at times face criticisms from the public of the countries for failure of foreign aid.
On the other hand, economic meltdown in many donor countries of the West may result in less chance of
getting aid continued and guaranteed basis.

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

In order to ensure that foreign aid delivers result, Bangladesh has established a formal mechanism of
partnership with development partners working in Bangladesh through the signing of a Joint Cooperation
Strategy (JCS) in 2010. Premised on the Paris Principles of aid effectiveness, the JCS primarily aims to
translate the international commitments on aid effectiveness at the country level. Anchored in the JCS,
Local Consultative Group (LCG) is the main platform for coordination between the government and DPs
is Bangladesh.

Bangladesh holds its dialogue with its DPs through the Bangladesh Development Forum (BDF) and the
Local Consultative Group (LCG) Mechanism. The BDF is a high level political forum which takes places
every few years and includes not only government and DPs, but also parliament, civil society, academia
and private sector. The LCGs under different thematic areas are Co-chaired by the Secretary/Member of
the Ministries/Division/Planning Commission and one DP. Government and DP high level leadership in
strengthening the coordination mechanism has allowed to firmly institutionalize the coordination system
over the past years. The LCG now includes 18 working groups, each comprised of a GoB chair and a DP
co-chair and focused on a specific national development priority. Each group is a forum to facilitate
discussion and collaboration, to take decisions and move results in the priority sectors. The regular LCG
meetings have led to a more regular constructive development dialogue and have significantly improved
the relations between DPs and GoB. An LCG review in 2014 found that after the signing of the Joint
Cooperation Strategy, GoB participation in LCG WGs has noticeably increased. During the 7" Five Year
Plan period, government will continue its efforts to strengthen the JCS and the LCG, keeping up with the
evolving partnership needs.

To maximize the impact of development activities, the effective management of development assistance is
essential. Governments with a robust capacity to manage development finance are better able to allocate
resources where they are needed most and according to their national strategies and public investment
programmes. To achieve the global goals and ensure effective utilization of aid, GoB should have highly
trained, efficient and dynamic in house coordination officers, who will be capable to set forth the
implementation of the ERD capacity development strategy which was recently initiated, run the Aid
Information Management System and house the LCG secretariat.

The 7" FYP aims at more vibrant and synergistic partnership by addressing the current challenges that
inhibit the effectiveness of development cooperation. However, a synergistic partnership requires a number
of things to be implemented by the government. A national Policy on Development Cooperation is being
prepared to guide development cooperation in Bangladesh from a wider, strategic perspective. The 7" FYP
envisages that all DPs align their country assistance strategies with the goals and sectoral targets of the
Government. Leadership of government line Ministries in the LCG sectoral working group is key to ensure
development partners’ policy alignment and system harmonization. Economic Relations Division (ERD)
as the principal gateway to development assistance issues should map comprehensive work plan to reach
out to all government line Ministries to ensure that they all are on the same wavelength when dealing with
foreign assistance.

The government is proactively creating enabling environment for disclosure of public documents with the
enactment of Right to Information Act and establishment of the independent Information Commission; it
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is important that public has the access to aid data and project documents to ensure aid transparency and
accountability. This 7"" FYP stipulates that all aid data be made public and the Aid Information Management
System (AIMS) should be the principal means of data sharing by DPs in Bangladesh.

5.7 RISK AND CHALLENGES

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

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

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

Annex Table 5.1: Ministry- Wise Annual Development Programme Allocation in

the Seventh Plan: ADP by Ministry (FY16-FY?20)

ADP in Current Prices

No. Sector Ministry/Division FY16 FY17 FY18 FY19 FY20
1. Parliament 0.1 0.4 0.4 0.5 0.6
2. Prime Minister’s Office 5.0 6.6 7.8 9.2 10.8
3. Cabinet Division 0.1 0.1 0.1 0.2 0.2
4. Election Commission 9.7 4.0 4.8 5.6 6.5
5. Ministry of Public Administration 1.6 1.9 2.3 2.7 3.2
6. Public Service Commission 0.4 0.4 0.5 0.6
7. Finance Division 4.3 4.0 4.8 5.6 6.6
1 General Public 8. Internal Resources Division (IRD) 4.6 6.8 8.1 9.5 111
Services 9. Bank and Financial Institution
Division 11 0.5 0.6 0.7 0.8
10. Economic Relations Division 0.6 0.6 0.7 0.8 1.0
11. Planning Division 10.3 1.2 15 1.7 2.0
12. Implementation, Monitoring and
Evaluation Division 1.2 1.7 2.0 2.3 2.7
13. Statistics and Informatics Division 2.2 31 3.7 44 5.2
14. Ministry of Foreign Affairs 1.2 15 1.7 2.0 2.4
TOTAL 41.8 328 39.0 45.8 53.7
1. Local Government Division 166.5 203.4 242.1 283.8 333.0
Local Government | 2. Rural Development and Co-
2 and Rural operatives Division 10.2 145 17.3 20.3 23.8
Development 3. Ministry of Chittagong Hill Tracts
Affairs 51 7.4 8.8 10.3 12.1
TOTAL 181.8 225.3 268.2 314.4 368.9
3 Defence | Ministry of Defence 4.2 3.2 3.8 44 5.2
TOTAL 4.2 3.2 3.8 44 5.2
1. Law and Justice Division 3.3 4.6 55 6.5 7.6
2. Supreme Court 0.0 0.2 0.3 0.3 0.4
4 Public Order and | 3. Ministry of Home Affairs 119 14.0 16.7 19.6 23.0
Safety 4. Anti-Corruption Commission 0.1 0.0 0.0 0.0 0.0
5. Legislative and  Parliamentary
Affairs Division 0.1 0.1 0.2 0.2 0.2
TOTAL 15.3 19.1 227 26.6 31.2
1. Ministry of Primary and Mass
Education 55.4 87.0 104.1 1224 144.0
Education and 2. Ministry of Education 42.0 59.6 71.0 83.7 98.2
S Technology 3. Ministry of Science and Technology | 13.0 239 40.3 47.3 55.5
4. Information and Communication
Technology Division 10.7 13.7 16.3 19.1 224
TOTAL 121.1 184.1 231.7 272.4 320.0
6 Health (TOTAL) | Ministry of Health and Family Welfare | 53.3 67.9 80.9 96.3 115.0
1. Ministry of Social Welfare 2.0 6.9 8.4 10.0 11.9
2. Ministry of Women and Children
7 Social Protection | Affairs 15 4.0 4.7 55 6.5
3. Ministry of Liberation War Affairs 4.4 4.6 55 6.4 7.5
4. Ministry of Food 6.3 9.1 10.8 12.7 14.9
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5. Ministry of Disaster Management

and Relief 233 254 30.3 355 41.6
TOTAL 375 50.0 59.7 70.1 82.5
Housing & Ministry of Housing and Public Works
8 Community
Amenities
(TOTAL) 18.9 17.6 20.9 24.5 28.8
. 1. Ministry of Information 1.3 1.8 2.1 2.5 2.9
Recreation, 2. Ministry of Cultural Affairs 13 14 16 19 22
o Cgsl‘i;oan”d 3. Ministry of Religious Affairs 25 27 32 38 44
4. Ministry of Youth and Sports 3.3 4.8 5.5 6.4 7.5
TOTAL 8.3 10.7 12.4 145 17.1
1. Energy and Mineral Resources
10 | Power and Energy | Division 19.9 345 41.1 48.2 56.6
2. Power Division 164.9 168.5 1715 201.0 235.9
TOTAL 184.8 203.0 212.6 249.2 292.5
1. Ministry of Agriculture 18.4 275 32.8 384 45.1
. 2. Ministry of Fisheries and Livestock 8.0 8.7 10.4 122 14.3
1 Agriculture sty of Land 20 24 2.9 34 42
5. Ministry of Water Resources 30.6 41.0 489 57.3 67.3
TOTAL 59.0 79.7 94.9 111.3 130.8
1. Ministry of Industries 12.3 18.4 21.9 25.7 30.2
2. Ministry of Textiles and Jute 1.8 2.3 2.8 3.2 3.8
12 Industrial and 3. Ministry of Commerce 2.2 1.9 2.2 2.6 3.1
Economic Services | 4. Ministry of Labour and Employment 21 3.6 5.8 8.4 11.9
5. Ministry of Expatriates’ Welfare and
Overseas Employment 25 54 6.8 8.4 10.1
TOTAL 21.0 31.7 39.5 48.5 59.0
1.Road Transport and Highways
Division (RTHD) 56.8 69.2 82.3 96.5 113.2
2. Ministry of Railways 56.5 63.8 76.0 89.1 104.5
3. Ministry of Shipping 10.8 11.3 135 15.8 18.5
13 ;)r;rrﬁﬁﬂ:z;[?:n 4. Ministry of Civil Aviation and
Tourism 3.3 4.2 5.3 6.4 7.7
5.Posts and Telecommunications
Division 17.7 18.7 19.1 20.2 25.3
6. Bridges Division 89.2 127.7 1514 1775 208.3
TOTAL 234.3 294.9 347.6 405.4 477.5
Environment and | 1. Ministry of Environment and Forests
14 Climate Change
(TOTAL) 4.8 7.3 8.6 10.1 11.9
TOTAL DEVELOPMENT EXPENDITURE 970.4 | 1210.1 14415 1689.9 1983.0

121




Annex Table 5.2: Ministry- Wise Annual Development Programme Allocation in the Seventh Plan

ADP by Ministry (FY16-FY20)

ADP in Constant FY16 Prices

No. Sector Ministry/Division FY16 FY17 FY18 FY19 FY20
1. Parliament 0.1 0.3 0.4 0.4 0.5
2. Prime Minister’s Office 5.0 6.2 7.0 7.8 8.7
3. Cabinet Division 0.1 0.1 0.1 0.1 0.2
4. Election Commission 9.7 3.8 4.2 4.7 5.3
5. Ministry of Public Administration 1.6 1.8 2.1 2.3 2.6
6. Public Service Commission 0.0 0.3 0.4 0.4 0.5
General Public 7. Finance Division 4.3 3.8 4.3 4.8 5.3
1 Services 8. Internal Resources Division (IRD) 4.6 6.4 7.2 8.0 9.0
9.Bank and Financial Institution
Division 1.1 0.5 0.5 0.6 0.6
10. Economic Relations Division 0.6 0.6 0.6 0.7 0.8
11. Planning Division 10.3 1.2 13 14 1.6
12. Implementation, Monitoring and
Evaluation Division 1.2 1.6 1.8 2.0 2.2
13. Statistics and Informatics Division 2.2 3.0 33 3.7 4.2
14. Ministry of Foreign Affairs 1.2 14 15 1.7 1.9
TOTAL 41.8 30.9 34.9 38.8 434
1. Local Government Division 166.5 | 191.9 216.2 240.3 268.8
Local Government | 2. Rural Development and Co-
2 and Rural operatives Division 10.2 13.7 155 17.2 19.2
Development 3. Ministry of Chittagong Hill Tracts
Affairs 51 7.0 7.9 8.7 9.8
TOTAL 181.8 | 2126 239.6 266.2 297.8
3 Defence (TOTAL) | Ministry of Defence 4.2 3.0 3.4 3.8 4.2
1. Law and Justice Division 33 4.4 49 55 6.1
2. Supreme Court 0.0 0.2 0.3 0.3 0.3
4 Public Order and | 3. Ministry of Home Affairs 11.9 13.3 14.9 16.6 18.6
Safety 4. Anti-Corruption Commission 0.1 0.0 0.0 0.0 0.0
5. Legislative  and  Parliamentary
Affairs Division 0.1 0.1 0.1 0.2 0.2
TOTAL 15.3 18.0 20.3 225 25.2
1. Ministry of Primary and Mass
Education Ministry 55.4 82.0 93.0 103.6 116.2
Education and 2. Ministry of Education 420 56.2 63.4 70.8 79.2
S Technology 3. Ministry of Science and Technology 13.0 225 36.0 40.0 448
4. Information and Communication
Technology Division 10.7 12.9 145 16.1 18.1
TOTAL 1211 | 1737 207.0 230.6 258.3
6 Health (TOTAL) | Ministry of Health and Family Welfare 53.3 64.0 72.2 81.6 92.8
1. Ministry of Social Welfare 2.0 6.5 7.5 8.4 9.6
2. Ministry of Women and Children
Affairs 15 3.7 4.2 4.7 5.2
7 Social Protection | 3. Ministry of Liberation War Affairs 4.4 4.3 4.9 5.4 6.1
4. Ministry of Food 6.3 8.6 9.7 10.7 12.0
5. Ministry of Disaster Management
and Relief 23.3 24.0 27.0 30.1 33.6
TOTAL 37.5 47.1 53.3 59.4 66.6
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Housing & Ministry of Housing and Public Works
8 Community
Amenities
(TOTAL) 18.9 16.6 18.7 20.8 23.2
. 1. Ministry of Information 1.3 1.7 1.9 2.1 2.4
Recreation, 2. Ministry of Cultural Affairs 13| 13 14 16 18
o Clggl‘i;‘?oan”d 3. Ministry of Religious Affairs 25| 25 29 32 36
4. Ministry of Youth and Sports 3.3 4.6 4.9 5.4 6.1
TOTAL 8.3 10.1 111 12.3 13.8
1.Energy and Mineral Resources
10 | Power and Energy | Division 19.9 32.6 36.7 40.8 457
2. Power Division 164.9 | 159.0 153.2 170.2 190.4
TOTAL 184.8 | 1915 189.9 211.1 236.1
1. Ministry of Agriculture 184 26.0 29.3 325 36.4
. 2. Ministry of Fisheries and Livestock 8.0 8.2 9.3 10.3 115
1 Agriculture Sty of Land 20| 23 26 2.9 34
5. Ministry of Water Resources 30.6 38.7 43.7 485 54.3
TOTAL 59.0 75.2 84.8 94.2 105.6
1. Ministry of Industries 12.3 17.4 19.6 21.8 244
2. Ministry of Textiles and Jute 1.8 2.2 25 2.7 31
12 Industrial and 3. Ministry of Commerce 2.2 1.8 2.0 2.2 2.5
Economic Services | 4. Ministry of Labour and Employment 21 34 52 7.2 9.6
5. Ministry of Expatriates’ Welfare and
Overseas Employment 25 5.1 6.1 7.2 8.2
TOTAL 21.0 29.9 35.2 41.0 47.7
1.Road Transport and Highways
Division (RTHD) 56.8 65.3 735 81.7 914
2. Ministry of Railways 56.5 60.2 67.9 75.4 84.4
Transport and 3. M?n?stry of Shipr_)ir_1g _ 10.8 10.7 12.0 13.4 15.0
13 Communication 4. Ml_nlstry of Civil Aviation and
Tourism 3.3 4.0 4.8 5.4 6.2
5.Posts and Telecommunications
Division 17.7 17.6 17.1 17.1 20.4
6. Bridges Division 89.2 | 1204 135.3 150.3 168.1
TOTAL 2343 | 2782 310.5 343.3 385.5
14 Environment and | 1. Ministry of Environment and Forests
Climate Change 4.8 6.8 7.7 8.6 9.6
TOTAL DEVELOPMENT EXPENDITURE 970.4 | 11416 1287.8 1431.0 1600.7
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CHAPTER 6

MONITORING AND EVALUATION

The Sixth Five Year Plan marked a decisive shift from the earlier approach of undertaking monitoring and
evaluation (M&E) of the plan and associated programmes by tracking spending to a more results based
M&E system which jointly assesses public spending and achievement of objectives. In particular, a results-
based M&E exercise at the macro-level is important for understanding the socio-economic direction of the
country. The central motivation underlying this move is to promote greater transparency and accountability
in public spending as the GoB recognizes that an effective M&E system necessitates the use of a results
oriented mind-set that facilitates greater use of information for evidence based decision making. Without a
solid M&E capability, there is a risk that resources might get locked in over the medium-term into
programmes that are not working or relevant in the changing economic environment. A strong M&E
capacity is therefore an urgent national priority. Moreover, while previous M&E system only focused on
financial and physical implementation of projects and polices, the results based M&E system introduced a
Development Results Framework (DRF) to monitor the core set of development outcomes under the Sixth
Plan so that policymakers can evaluate if targets and outcomes are being achieved or not. In other words, it
helps policymakers examine if ground-zero realities are changing due to their efforts.

Nonetheless, while the GoB acknowledges that the introduction of the results-based M&E is a notable step
forward in assessing the overall performance of the country, the First Implementation Review identified
some important gaps in the previous results framework. First, the review noted that the results framework
was put together without an adequate back ground work as some of the selected indicators were not
reflective of the Sixth Plan objectives and targets. The problem was particularly noticeable in the case of
governance indicators which were not based on adequate analysis of the major governance deficits in
Bangladesh and how progress might be monitored in the context of the Sixth Plan. Second, data constraints
emerged while implementing the results-based M&E. Even when the data is available, its frequency is not
helpful for effective policymaking as some of the sectoral data is only available every three to five years.
In some cases, the quality of the data is also questionable as surveys producing the required data either
indulged in frequent definitional changes, or due limitations within survey coverage and occurrence of
reporting errors.

In this backdrop, the Seventh Five Year Plan translates this priority in concrete terms by outlining
institutional reforms and activities that will be implemented by policymakers between 2015 and 2020 to
move towards an effective results-based M&E. In doing so, the GoB acknowledges that a comprehensive
Development Results Framework is required for monitoring results of the Seventh Five Year Plan. Since
most the elements of the Seventh Plan fall under the purview of the macro level, the focus of the exercise
is on the various aspects of macro level M&E system.
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6.1 TOWARDS A RESULTS-BASED M&E SYSTEM: STRATEGY UNDER THE
SEVENTH PLAN

While the Seventh Plan takes specific steps to move towards a results-based M&E and strengthen the
process initiated during 6" FYP. This system is likely to bring about major political and cultural changes
in the way governments and organizations operate- leading to improved performance, increased
accountability and transparency, learning and knowledge. In the specific context of Vision 2021 and the
Seventh Plan, a results-based M&E is recognized as critical to helping the Government track and monitor
progress with implementation of the respective targets and take corrective actions when major gaps or
divergences emerge.

However, the lack of capacity and broad-based awareness of the importance of a results-based M&E is a
major challenge. Data generation for the set of indicators and their useful analysis remains a formidable
task. Most importantly, there is a clear lack of institutions and institutional coordination in terms of who
will manage the overall M&E process which involves: (i) ensuring that the necessary data is generated in a
timely and reliable fashion; (ii) the data is examined adequately to shed insights on the progress; (iii) the
findings are disseminated to all relevant state and non-state actors so that better public policies are
formulated and implemented to support the progress. Thus, to mitigate such institutional, structural and
policy deficits, which undermines the overall state of results-based M&E system within the public sector,
the principle strategy of the GoB will be to undertake major institutional reforms and implement a
comprehensive set of activities that will create a conducive environment for an effective M&E culture.

6.2 INSTITUTIONAL FRAMEWORK FOR M&E

The M&E framework should be best seen as a dynamic process. Considering data and capacity limitations,
the M&E process will evolve and mature over time. Lessons from international experience on good
practices are certainly helpful in starting the process in the right direction, but these experiences will be
tailored to the Bangladesh context and the underlying constraints. In other words, there is an element of
‘best-fit” approach as oppose to a ‘best-practice’ method while conceptualizing policies and institutional
designs that transfers over from other developing or developed nations to Bangladesh.

As a result, an effective M&E strategy calls for a combination of institutions, quantitative targets and
benchmark, data and political commitment. In Bangladesh, the Government has already provided political
support and interest in developing an effective results-based M&E as articulated in the Sixth Plan. This
level of political commitment is not easy to get in many developing countries. Even where political will
prevails, technical capacity and data limitations will likely constrain the scope and approach to M&E.
Accordingly, more pragmatic solutions need to be adopted, which are discussed in the following sections

The assignment of the Planning Commission as the focal point for M&E strategy is a welcome
development. Simultaneously with the adoption of the medium-term budgetary framework (MTBF) as the
main instrument for coordination with national planning and fiscal management, the role of M&E at the
line ministry level also gains significance. While the Planning Commission rightly focuses on developing
a nation-wide M&E framework in coordination with the Ministry of Finance and the line ministries, its own
M&E focus is on high level outcomes related to the implementation of the national plans and major policies.
Hence, to further strengthen the capacity of the Planning Commission in guiding the overall M&E process,
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more institutional reforms and capacity building measures are required under the Seventh Plan timeframe,
which will be detailed out in the subsequent sections.

6.2.1 Implementation Monitoring and Evaluation Division (IMED)

To enable IMED do proper results-based M&E, GoB will undertake a thorough review of the present
functions, accountabilities and capacities of IMED. Based on a proper diagnostics, the IMED role will be
redefined. Along with this redefined role, the capacity of IMED will be developed with proper staffing,
technology and other resources. This is clearly a long-term effort. Yet, the IMED reform programme will
identify intermediate incremental steps to move forward with its proper implementation.

The GoB will also use IMED to undertake impact assessment of project with the help of both experimental
and non-experimental data so that M&E at the micro-level moves beyond simply tracking the financial and
physical completion of the projects. IMED will be encouraged to develop collaboration with non-state
actors, such as experts and think-tanks.

6.2.2 Line Ministries

The line Ministries constitutes the main agencies who implement government policies and programmes.
They play the key role in developing and implementing projects. As such, they are a critical player in
revamping the M&E framework. In addition to reforming the coordinating units in the Planning
Commission, the M&E capabilities of the line ministries themselves will be strengthened. This
responsibility will be assigned to the Planning Wings of the line ministries. Moreover, these wings will be
strengthened with trained officials and technology to prepare project performance reports and results data.
They in turn will coordinate with the responsible unit of the Planning Commission (i.e. Sector Division,
GED). GED will provide beforehand the agreed M&E results framework to each line ministry so that each
ministry knows its commitments and the benchmark against which performance will be evaluated. An
iterative process will be necessary to get the required information for doing proper M&E.

Thus, to ensure that line Ministries become an important agent for the M&E exercise, the following steps
will be undertaken under the Seventh Plan’s timeframe. First, a comprehensive training modules and
manuals will be developed that are demanded by the civil servants for effective understanding and
operationalization of the result-based M&E system. Second, a capacity building plan will be developed
which will pinpoint how line ministries will design an M&E strategy, so that sufficient incentives are
available for staffs to effectively undertake M&E for all its projects. Third, revision of existing good
practice for a results-based M&E from relevant international experience so that some lessons can be drawn
to improve the existing results based M&E system of line Ministries.

6.2.3 Bangladesh Bureau of Statistics (BBS)

At the national level, the Bangladesh Bureau of Statistics (BBS) is the primary data institution in
Bangladesh. The BBS role has slowly evolved and over time has developed substantial experience and
competence in providing a range of data at a national, district, and sectoral basis. Strengthening of the
BBS is probably the topmost priority for instituting a result based M&E. Under the Seventh Plan time
interval, the Government will offer greater effort to generate high quality data in a timely fashion by
strengthening the capacity and scope of BBS. Thus, to overcome such constraints, the GoB will undertake
the following initiatives:
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First, BBS produced and published an actionable National Strategy for the Development of the Statistics
(NSDS) report with strategic directions, policies and institutional reforms for strengthening the BBS.
Hence, under the Seventh Plan time interval, continuous effort will be given to implement policies identified
within the NSDS report. More specifically, greater efforts will be given to strengthen data collection in a
few major areas that are particularly important to support an M&E effort: special surveys to supplement
HIES at a more frequent interval (ideally on a yearly basis), national accounts and budget data at a district
level, data on private investment, data on capital stock, data on selected indicators of governance.

Second, BBS will undertake small scale surveys for enabling regular and frequent monitoring and
evaluation exercise. Given financial as well as capacity constraint, it is difficult to conduct annual surveys
in a large scale. The alternative therefore is to conduct interim surveys at much smaller scale both in terms
of coverage of the sample as well as numbers of areas covered and questions asked. These surveys will
typically serve the purpose of adding interim data points to the existing large scale surveys and thereby
enabling regular monitoring of selected indicators. Given the required cost of annual surveys, biannual
surveys will be conducted which will enable much better tracking of performance given the cost constrain.
The areas that are chosen for such biannual surveys are: (i) Household Survey for monitoring of poverty
head count rate’; (ii) Labour Force Survey for monitoring of (a) percentage of women employed in the
formal sector, (b) percentage of urban population with regular employment, (iii) Household Survey for
monitoring indicators of health, e.g. (a) prevalence of underweight in children under 5 years; (b) percentage
of births attended by skilled health personnel; (c) percentage of people using contraceptive etc.

Finally the GoB will dedicate resources to ensure that BBS produce GDP data on a quarterly basis at both
the district and national level. This will allow policymakers to evaluate the effects of changes in fiscal and
monetary policies in quasi-real time.

6.3 GED’S RESPONSIBILITY FOR MACRO-LEVEL M&E

As part of a nation-wide M&E framework, the SFYP assigned GED with the responsibility for the macro-
level M&E related to the implementation of national plans and major policies. It is now necessary to
strengthen its capacity. The effort again will be long-term, but it is possible to start in a phased manner.
GED has already developed some capacity in the context of designing a Development Results Framework
(DRF) for the Seventh Five Year Plan. As a result, this will be used as a starting point to scale up the effort.
As a first step, GED will be assigned responsibility for doing 1% annual implementation review of the
Seventh Plan in 2016. A dedicated Results-Based Monitoring and Evaluation (RBM) Unit will be
institutionalized within GED to carry out these responsibilities. It is important to mention that RBM Unit
will be the most crucial institution in operationalizing the entire macro-level results-based M&E system
and a large range of activities will be under taken within the Seventh Plan time interval to achieve this
outcome.

In this context, the Government recognizes that to strengthen GED capacity undertaking the aforementioned
responsibilities, specific institutional rearrangements will be needed. First, the culture of frequent turnover
of staff will be minimized for the officials of GED. Second, the work programme of the current Poverty

’Poverty data at the Upazila level will be generated every two years so that authorities can monitor regional disparity
on a timely basis and also effectively evaluate how poverty alleviating policies are functioning. The existing
poverty maps which are produced every five years makes it extremely difficult to undertake rigorous programme
evaluation since effective M&E is not possible with obsolete data or data with long time lags between them.
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Analysis and Monitoring Wing of GED will be redefined to make Seventh Plan related M&ES as a key part
of its accountability. To deliver this accountability, GED will require technical assistance that could be
funded through donor support. On the whole, over the Seventh Plan time interval, the capacity of GED
will be built up with range of activities aimed at improving staffing, skills and technology.

6.3.1 Institutional Arrangement for RBM&E Unit

The proposed Unit should keep in front the following key objectives in order to establish an effective

Results-Based Monitoring and Evaluation Unit:

= To cooperate with other stakeholders in the Planning Commission and across government in
developing and finalizing a Results Framework against which can track achievement of the
Government of Bangladesh in terms of economic and social policies and strategic priorities (as
expressed in the Seventh Five Year Plan) can be reported;

= To work with the Bangladesh Bureau of Statistics and other data providers to develop and ensure
adequate and timely flows of data from the National Statistical System that will allow meaningful
monitoring of the indicators included in the Results Framework;

= To coordinate with line Ministries and other service providers to ensure the availability of
supplementary quantitative and qualitative information to facilitate the monitoring of sectoral
performance relevant to the indicators in the Results Framework;

= To develop in discussion with stakeholders and implement a 5-year M&E Plan in alignment with
national development plan timeframe, including both major thematic evaluations and smaller-scale
programme or large project evaluations, that will further illuminate the progress being made towards
the achievement of the outcomes and impacts envisaged in the Results Framework;

= To institute a series of regular reports to the Prime Minister, the Cabinet, the National Economic
Council and the ECNEC on an annual basis, supplemented by ad hoc policy briefs on matters
requiring the attention of and action by the Government, and to ensure that its regular reports are
both published and drawn to the attention of the media and the relevant committees of
Parliament;

= To promote a results-based approach to monitoring and evaluation across government system.

6.4 MONITORING MECHANISMS & PROCESSES

Results Framework for Monitoring 7" Five Year Plan

The first of its kind in the history of national planning in Bangladesh, the GED has taken a lead to design a
Results Framework for the Seventh Five Year Plan in collaboration with BBS, IMED and line ministries.
In this connection, a two-day long consultation workshop designed a Results Framework in line with 7%
Five Year Plan in an interactive and participatory manner especially engagement of government
ministries/institutions. The workshop created opportunity for thematic discussion on selected sectoral areas
for the Seventh Plan to identify sectoral outcomes and its measurable performance indicators. Initially a
total of 86 outcome level indicators were identified for the monitoring of the Plan in consultation with
relevant government ministries/institutions. Subsequently, the draft Results Framework with identified
indicators were disseminated to all relevant (32) ministries for reviewing their respective parts and set up
baseline and targets. A national level consultation workshop was also organized by the GED on the draft
Results Framework involving all stakeholders including GO, NGOs, CSO, research institutions, academics,
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and development partners in order to finalize the framework. Ultimately, under the Seventh Plan’s results
framework — a total of 88 indicators were chosen to implement the results-based M&E system. The choice
of these indicators is shaped by the intensive consultations with relevant government ministries,
departments, agencies as well as national and international development partners in Bangladesh.

Improving M&E Database: (Data Repository System): A reliable and timely database of relevant issues
is fundamental for developing an effective results-based M&E system. Thus, to aid the creation of such
database, the following activities will be undertaken.

" To facilitate the monitoring processes described earlier, the DRF M&E database will be developed
and maintained throughout the Seventh Five Year Plan cycle. It will include all relevant outcome and
output indicators of the national development framework (e.g., Seventh Five-Year Development Plan
and the International Development Framework like SDG). The DRF M&E database will also capture
other essential statistics that will provide the development context. In other words, the database will
help assess situation and facilitate performance monitoring as well as contextual analysis of achieving
the national development plan targets.?

" It will be for consideration whether the UN Development Group’s DevInfo® database system would
provide a suitable medium for disseminating the monitoring data. The adaptation of Devinfo like
BDInfo developed by UNICEF can provide online libraries of Bangladesh statistical information
based on this system. Devinfo is a powerful system for sharing information globally about human
development, and supports user-defined indicators as well as the MDG human development
indicators, but it would require an expert assessment to determine whether it would be the most
appropriate medium through which to present publicly, via the website, the monitoring of the Results
Framework indicators. Hence, within the first year of the Seventh Plan time frame, an expert
assessment on the aforementioned issue will be undertaken and the recommendations will be
implemented within the second year of the Seventh Plan.

8 The M&E Unit under GED will firstly develop the data repository based on DRF of 7™ Five Year Plan and the
Government’s commitment to the International Development Framework like MDG/SDG and extend into a
web-based system. This will enable the users to select and manage data series using on-line connections with
a defined scope of access. This system will thus offer a portal to organize, disseminate and display data in a
results-based environment. These unique features enable users to link the indicators to strategic monitoring
frameworks such as the 5-year development plans and other sector plans. Moreover, this tool can be used as
teaching material for enhancing basic statistics competency. The system needs to be institutionalized within
the government structures and process, ensuring national ownership, sustainability and use by decision-makers.

° The Devinfo will be used to bring together all the information tailored to the DRF outcomes, outputs, and focus areas
that will support monitoring of the Seventh Five Year Plan. Management and updating of the databases to be
included in Devinfo for DRF monitoring will be done by a database coordinator under the oversight of the GED.
The Devlinfo database coordinator will work in close collaboration and coordination with the M&E Group,
comprising of relevant officials from line ministries, BBS and IMED, led by GED. M&E Group members will
contribute to designing the database. Administrator access to the database will be open to M&E Group members
contributing to the Seventh Five Year Plan monitoring so that some adaptations can be made by
ministries/agencies to suit their own monitoring and reporting needs. Viewing access to the DRF Devinfo will be
open, to ensure transparency of information.
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Partnership and Institutional Linkages

A solid M&E effort involves building partnerships with stakeholders including NGOs, CSOs and
independent academic/research institutions. This is of special importance in an environment of limited
capacity to do M&E at the government level. NGOs involved in sectoral programmes can provide very
helpful information and feedback on results on the ground that can substantially improve the quality of
concerned sectoral M&Es. Partnership with research organizations including research conducted at
universities can substantially expand the national capacity to do good M&E. These institutions have
professional and analytical strengths that can be tapped by the GED and IMED to outsource a significant
amount of the M&E effort, particularly at the early years when in-house capacity is constrained.
Additionally, this partnership can result in hands-on training for GED, BBS and IMED staff through their
active involvement with the M&E exercise.

The GED has already started collaboration with a range of research institutions in the context of the Sixth
Plan. The first and mid-term implementation review of SFYP is a good example of how collaborative effort
between GED and research institutions can help with the delivery of an important M&E exercise while also
supporting capacity building. The GED’s resources need to be beefed up to enable a strengthening of this
collaboration effort on a continuous basis.

Coordination with Development Partners

The overall goal of Joint Cooperation Strategy (JCS) is to make aid in Bangladesh more effective by
creating common platforms for national and sectoral dialogues as well as a country owned change process
for improving delivery of aid. At the macroeconomic level, the Sixth Plan and its implementation provided
the platform for coordinating the national level M&E effort. In fact, the quantitative RF provided in the
Sixth Plan and used in the first and mid-term implementation review is an indication of this coordination.
The process, however, needs to be improved with stronger dialogue and input from the Development
Partners on the RF with a view to making that sharper and more focused on areas of mutual interest. The
Development Partners should also stand ready to support GED to improve the M&E effort with technical
inputs in the areas of their competence as well as through financial support.

Implementation Reviews of Seventh Plan

= The annual review process will introduce with the preparation of the Seventh Plan Annual Progress
Report. The report will be compiled by the GED and shared with government ministries/institutions in
order to enhance implementation progress of Seventh Plan. It will focus on reporting the selected
sectoral contribution to results at the macro level, and cover the issues outlined in the results framework
of the Seventh Plan.

= The third annual review will be replaced by the Seventh Plan Mid Term Review. The Mid Term Review
will allow the government to take stock of achievement at midpoint, review the risks and assumptions,
and to make any necessary adjustment to the remaining years’ strategies. While the overall process of
the Seventh Plan Mid Term Review will be facilitated by the GED in consultation with government
ministries/institutions, with support from the M&E Working Group, will play an important role in
providing performance and situation information at outcome and output levels.

= The final review or evaluation will be conducted by an independent and external evaluator to assess the
relevance, efficiency, effectiveness, impact and sustainability of the Seventh Plan’s contribution. The
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evaluation will be conducted in the final year of the Seventh Plan to allow incorporation of the results
and lessons learned into the subsequent national development planning. The evaluation will be preceded
by the necessary surveys or assessments comparable to the baseline and previous studies. The final
review results will be validated with stakeholders including GO, NGO, CSOs, academics and research
institutions.

Disseminating the findings of M&E

The findings of M&E will be reviewed through workshops with stakeholders. The dissemination effort will
include sending the reports to all the stakeholders including the Parliamentary committees, the various
ministries and also published as reports and posted on the website of the Planning Commission for public
information.

Sustainability of Results-based M&E System

The sustainability of the results-based M&E system depends on a number of factors. First, the public policy
arena must harness a genuine demand and appreciation for an effective results-based M&E system. Second,
the government will ensure that the information used for M&E is trustworthy and credible. Official channels
for collecting information should be maintained and their dissemination must occur in a user friendly
manner. Moreover, the data should be valid, credible and time bound. Lack of credibility in information
flow will not only invalidate the M&E findings but also reduce credibility of the entire system. Third, there
is inherent need to ensure accountability of the government to own the M&E effort. By ensuring
accountability of all the ministries/division, autonomous bodies, central and local government bodies,
government can ensure both the demand and the incentives for a results-based M&E. Fourth and finally,
continuous capacity building efforts are necessary.
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6.5 DEVELOPMENT RESULTS FRAMEWORK (DRF) FOR MONITORING THE

SEVENTH FIVE YEAR PLAN (2016-2020)

Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
1) ) ®) (4) (©) (6) @) (8) ©9)

National Priority: Macroeconomic Stability and Economic Growth
Outcome Statement : Conducive macroeconomic environment to promote growth, supported by trade and private sector development
Real Sector
Real GDP growth (%) BBS_NAS FD, MoP 6.5 (FY, 2015) 7.0 7.2 7.4 7.6 8.0
Annual sectoral GDP growth rate (%) BBS_NAS FD, MoP a) 3.04 a) 3.21 3.28 3.34 3.39 3.49
a) Agriculture b) 9.60 b) 10.2 10.53 10.82 11.25 11.85
b) Industry c) 5.83 d) 6.31 6.42 6.52 6.55 6.68
C) Service (FY,2015)
Investment (gross) as % of GDP BBS_NAS Mol, BOI, FD, BB | 28.97 (FY2015) 30.1 31.0 31.8 32.7 34.4
a) Private Investment (2)22.07(FY2015) (8)23.7 23.9 24.4 25.1 26.6
b) Public Investment (b) 6.9 (FY2015) (h)6.4 7.1 7.4 7.6 7.8
National savings (as % of GDP) BBS NAS IRD; BB 29.01 (FY2015) 29.1 29.7 30.2 30.7 32.1
FDI as % of GDP BB_APR Bol, FD, BB 0.8 (FY2015) 1.2 1.8 2.2 2.5 3.0
Total Debt as percentage of GDP BB_APR BB; ERD 34.2 (FY 2015) 34.9 35.3 35.7 36.1 36.3
(@) External Debt as % of GDP (a) 12.9 (FY 2015) |12.8 12.5 12.1 11.7 11.2
External Sector
(a) Exports and (b) Imports as % of GDP BBS_NAS EPB; MoC (2)15.8 (FY 2015) (2)15.7 15.6 15.7 15.9 16.2
(goods and services) (b)21.1 (FY2015) (b)21.0 211 21.2 215 21.8
Remittance as % of GDP BB_APR BB, MoEWOE 8.0 (FY2015) 8.0 8.0 7.9 7.8 7.6
Fiscal Sector
Total Revenue (as % of GDP) NBR; BB NBR; IRD 10.8 (FY2015) 12.1 135 14.3 15.1 16.1

Tax Revenue (as % of GDP) 9.3 (FY2015) 10.6 115 12.3 13.1 14.1
Government expenditure (as % of GDP) BB;FD BB; FD 15.8 (FY 2015) 17.2 18.5 19.3 20.1 21.1
Government budget deficit as % of GDP BB; FD FD 4.7 (FY2015) 4.8 4.6 4.7 4.7 4.7
Money & Banking
Broad Money (M2) growth (% change) BB; BBS_NAS BB, FD 16.3 (FY 2015) 155 15.6 15.6 15.7 15.9
Private sector credit growth (% change) BB; BBS_NAS BB, FD 11.5 (FY2015) 14.0 14.5 14.8 15.0 15.0
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) ®) (4) (®) (6) @) (8) ©9)
Price
Average Annual CPI Inflation Rate BB; BBS_NAS BB, SID 6.5 (FY 2015) 6.2 6.0 5.8 5.7 55
a) Food inflation a)8.6
b) Non-food inflation b)5.45
(BB FY2014)
National Priority: Poverty Reduction
Outcome statement: Reduction in poverty and inequality across all groups and regions
Incidence and Severity of Poverty and Inequality
Proportion of population living below national | BBS_HIES FD;BB; MoP; National:31.5 22.1 20.7 19.3 18.0 16.6
poverty line, differentiated by urban and rural Rural: 35.2
Urban: 21.3
(HIES 2010)
Proportion of population under national extreme | BBS_HIES GED; SID Total:17.6 11.3 10.4 9.6 8.8 8.0
poverty line (a) Rural and (b) Urban Rural: 21.1
Urban: 7.7
(HIES 2010
Degree of inequality (Gini coefficient), (a) |BBS_HIES GED; SID €)) 0.32 0.31 0.31 0.31 0.30 0.30
consumption inequality (b) income inequality (b) 0.45
(2010) 0.45 0.45 0.45 0.45 0.45
Poverty Reduction Strategy
Government spending on social protection FD FD 2.02 (FY2015) 1.96 2.22 2.07 1.93 1.80
(% of GDP)
National Priority: Employment Growth
Outcome Statement: Increased productive and decent employment opportunities for sustainable and inclusive growth
Overall Employment
Percentage of (a) formal and (b) informal employment | BBS_LFS MoLE, SID (2)12.5 13 135 14.0 145 (a) 15
as a share of total employment by sex (M:14.5;F:7.7)
(b) 875 (M:85.5;|87.0 86.5 86.0 85.5 (b) 85
F:92.3) (2010)
Employed persons aged over 15 years by broad | BBS LFS_ MoLE, SID a) 47.56 45.3 44.2 43.4 42.1 40.8
economic sectors (%) b) 15.52 15.9 16.7 17.2 18.4 19.6
a) Agriculture c) 35.35 38.9 39.2 39.4 39.5 39.6
b) Industry (2010)
c) Service
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) ®) (4) (®) (6) @) (8) ©9)
Oversees Employment
Percentage of oversees migration by type, BMET_MoEWOE MoEWOE a) 36.69 37.0 37.2 375 38.0 38.0
a) Skilled migrant b) 17.10 18.0 19.0 20.0 21.0 22.0
b) Semi-skilled migrant c)17.86 19.0 23.0 26.0 28.0 30.0
c) Female migrant (2014)
Agricultural sector GDP growth rate (%) BBS, DAE, DLS,|MoA a) 1.91 a) 1.47 1.42 1.42 1.41 1.40
a) Crop and horticulture DoF, BFD b) 2.83 b) 5.47 5.45 5.48 5.68 5.91
b) Animal Firming c) 5.05 c) 4.73 4.87 5.02 517 5.33
c) Forest and related services (FY 2014)
% of agriculture budget allocated in the agricultural | BARC, BARI, BRRI, | MoA 4.2 (2014-15) 4.83 5.55 6.38 7.33 8.43
research BJRI, BINA, BSRI,
BIRTAN, CDB, SRDI
National Priority: Education
Outcome Statement: Quality education for all to reduce poverty and increase economic growth
Net enrolment rate (%) by gender in (a) Primary (b) | DPE_ APSC | MoPME, MoE (a)Total: 97.7 (a)Total:9 | Total: 98.7 | Total: 99.0 | Total: Total:
Secondary (c) Tertiary education REPORT; (Girls: 98.8 | 8.2 (Girls: | (Girls: (Girls: 99.5 100
BANBEIS_Database Boys:96.6,) 98.8 99.1 99.5 (Girls: (Girls:
(2014) Boys:97) | Boys: 98) | Boys: 99) |99.5 100
Boys: Boys:
(b)Total: (b) Total: | (b) Total: |99.5) 100)
68.23, 71.05 73.87
(@) (Girls: (Girls: (b) Total: | (b)
(b) Total: 62.25| (Girls: |76.38 79.22 76.69 Total:
(Girls: 67.74 Boys: 73.54 Boys: Boys: (Girls: 79.51
57.04) Boys: 65.65) 68.41) 82.06 (Girls:
(2014) 62.90) Boys: 84.90
(c) Total: [(c) Total:|71.17) Boys:
16.04 17.56 73.92)
(c) Total: | (Girls:12.2 | (Girls:13.8 | (c) Total:
14.52 6 4  Boys:|19.08 (c) Total:
(Girls:10.6 | Boys:17.3 | 17.50 (Girls:14. | 20.60
(c) Total: 13.00|8 0) 42 (Girls:15
(Girls:10.58 Boys:17.1 Boys:17. |.30
Boys:15.32) 0) 70) Boys:17.
(2014)) 90)
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) @) (4) () (6) @) (8) ©9)
Completion rate (%) by gender in (a) Primary (b) | BANBEIS; MoPME, MoE, (a)Total: 79 |(a)Total: |Total: 83| Total: 83| Total: 84 | Total: 85
Secondary (c) Tertiary DPE_APSC REPORT (Boys:75,Girls:  82) | 82 (Boys:83, |(Boys:83, | (Boys:84 | (Boys:85
(2014) (Boys:82, |Girls: 83) | Girls: 83) |,Girls: ,Girls:
Girls: 82) 84) 85)
(b) Total | (b) Total
(b) Total | 69.53 72.90 (b) Total | (b) Total
(b) Total: 58.41|66.16 (Girls: (Girls: 76.26 79.63
(Girls:52.33Boys:65. | (Girls: 63.07, 66.19, (Girls: (Girls:
48) (2014) 59.95, Boys Boys 69.31, 72.43,
Boys 78.65) 82.38) Boys Boys
(©) 74.91) 86.12) 89.85)
Number of enrolled children with disabilities (by | DPE_APSC Report MoPME Total: 76,522 Total: Total: Total: Total: Total:
gender) (Boys: 42,523, Girls: | 77,287 77,670 78,052 78,435 80,000
33,999) (Boys: (Boys: (Boys: (Boys: (Boys:
42,948Girl | 43,161 43,373 43,586, |45,000
s: 34,339) | Girls: Girls: Girls: Girls:
34,509) 34,679) 34,849) | 35,000)
Percentage of schools that meet the Student Teacher | DPE_APSC Report MoPME 62 70 75 76 78 78
Ratio (STR) standard of 46:1 (%) (2014)
Number of students in TVET system by gender BANBEIS Database | MoE Total: 689663 (2014) | Total: Total: Total: Total: Total:
(Girls: 27.43% | 770172 810915 851659 892402 | 933146
Boys:72.57%) (Girls: (Girls: (Girls: (Girls: (Girls:
27.87% 27.93% 27.99% 28.04% | 28.08%
Boys:72.7 | Boys:72.0 | Boys:72.0 | Boys:71. | Boys:71.
3%) 7%) 1%) 96% ) 92%)
Adult literacy rate (%) of 15+yrs old population BBS_SVRS Report BNFE, MOPME | Total: 58.6 (2013) |66.9 75.2 83.4 91.7 100
(Female: 55.4 Male:
62.9)
Literacy rate of 15-24 year-olds, women and men (%) | NIPORT_BDHS MoE Total: 86 (2014) (88.8 91.6 94.4 97.2 100
(Women:81.9 Men:
67.8)
Public education expenditure as % of GDP MoE & FD MoE & FD 2.18 (2014) 2.2 2.3 24 24 2.5
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
1) ) ®) (4) (®) (6) @) (8) ©9)
National Priority: Health
Outcome Statement : Sustainable improvements in health including reproductive health, family planning, particularly of vulnerable group
Proportion of births attended medically trained | NIPORT_BDHS MoHFW 42.1(2014) 50 54 58 62 65
provider (%)
Proportion of births in health facilities by wealth | NIPORT_BDHS, MoHFW 1:4.6 (2014) 1:4.2 1:4 1:3.8 1:3.6 1:35
quintiles (ratio of lowest and highest quintiles) DHS
Under-five Mortality Rate (per 1,000 live births) NIPORT_BDHS MoHFW 46 (2014) 43 415 40 38.5 37
Infant Mortality Rate (per 1,000 live births) NIPORT_BDHS MoHFW 38 (2014) 32 29 26 23 20
Maternal Mortality Ratio (per 100,000 live births) NIPORT_& MMEIG | MoHFW 170 (2013) 143 134 125 116 105
Total Fertility Rate (children per woman) NIPORT_BDHS MoHFW 2.3 (2014) 2.2 2.15 2.1 2.05 2.0
Life expectance at birth, total (years) NIPORT_BDHS MoHFW 70.1 (SVRS 2013) 70.2 70.6 71 71.4 72
Proportion of stunting among under-five children (%) | NIPORT_BDHS MoHFW 36.1 (2014) 32.1 30.1 28.1 26.1 25
Proportion of children under 6 months who are | NIPORT_BDHS MoHFW 55.3 (2014) 58 59.5 61 62.5 65
exclusively breastfed (%)
Percentage of unmet need for family planning NIPORT_BDHS MoHFW 12% (2014) 11.6 11.2 10.8 10.4 10%
Contraceptive Prevalence Rate (%) NIPORT_BDHS MoHFW 62.4 (2014) 66 68 70 72 75
HIV prevalence among population/ Maintain low | Sero-Servilance (SS), | MoHFW <1% (SS 2011) <1% <1% <1% <1% <1%
prevalence of HIV NAHP, DGHS
Proportion of children fully vaccinated by 12 months | CES; BDHS; UESD | MoHFW 78 (BDHS 2014) 84 87 90 93 95
(%)
National Priority: Water & Sanitation
Outcome Statement: Ensure availability of safe drinking water and sanitation for all
Percentage of urban and rural population with access | BBS, SVRS, LGD, Total: 98.5 98.8 99.1 99.4 99.7 a) 100
to safe drinking water (a. Urban, b. Rural) MICS_ DPHE MoLGRDC a)99.4 b) 100
b)98.2
(SVRS 2013)
Percentage of urban and rural population with access | BBS, SVRS, LGD, Total: 64.2 71.4 78.5 85.7 92.8 a) 100
to sanitary latrines (a. Urban, b. Rural) MICS_ DPHE MoLGRDC a)59.7 b) 95
b)66.2
(SVRS 2013)
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) ®) (4) (®) (6) @) (8) ©9)

National Priority: Transport and Communication

Outcome Statement 6: Improved infrastructure for higher economic growth

Length of targeted four-lane road (km) RHD MoRTB 98 (2014) 377 389 459 519 556

Share of RHD highway road network in good and fair | RHD MoRTB 76 % (2014) 78% 79% 81% 83% 85%

condition (% of network)

Length of Metro Rail Transit (MRT) network (km) DTCA MoRTB 0 (2015) 0 0 0 10 20

Upazila and Union Road network in good and fair | LGED LGD, 33% 43% 52% 62% 2% 80%

condition MoLGRDC (2014)

Length of targeted new railway network (km) BR MoR 2877 2925.5 3076.5 3273.5 3543.3 3733.3
(2014)

Length of targeted new double railway network (km) | BR MoR 0 7 182 540 901 1110.5

Length of navigable waterways (km) BIWTA BIWTA 4,000 4,200 4,500 4,850 5,250 5,750

National Priority: Power, Energy and Mineral Resources

Outcome Statement: Ensure sustainability in production, consumption and use of energy and mineral resources

Electricity Installed Generation Capacity (MW) PD PD, MoPEMR 13540 (FY 2015) 14943 16399 19249 20649 23000

Access to electricity (% of households) PD, BBS PD, MoOPEMR 2% 80% 85% 90% 94% 96%
(FY 2015)

Per capita generation of electricity (kWh) PD PD, MoOPEMR 371 (FY 2015) 398 425 454 483 514

Share of renewable energy to the total electricity | PD PD, MoOPEMR 3.6 (FY 2015) 5 6 7 8 10

generation (%) (including hydro)

National Priority: Gender and inequality

Outcome Statement: Achieve gender equality and empower all women and girls

Percentage of seats held by women at National | PS BP 20 (2014) 33

Parliament

Percentage of women aged 20-24 who were married | BBS_BDHS MoWCA 65 (2011) 50 45 40 35 30

before age 18

Ratio of girls to boys in tertiary education BANBEIS MoE 0.7 0.76 0.82 0.88 0.94 1.0

Gender budget as percentage of total budget FD, MoOWCA FD, MoOWCA 27.7 (FY 2014) 28.2 28.6 29.0 29.5 30

Percentage of female teachers at (a) primary,( b) | BANBEIS MoE a)57 59.6 62.2 64.8 67.4 a)70

secondary (c) tertiary education b)24 26.2 28.2 30.6 32.8 b)35
)20 21.0 22.0 23.0 24.0 )25

Percentage of female officers (class-1) employed in | MOPA MoPA 21 (2014) 21.8 22.6 234 24.2 25

public sector
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) ®) (4) (®) (6) @) (8) ©9)

National Priority: Environment, Climate Change and Disaster Management

Outcome Statement: The environment is preserved and prevented from degradation, and a disaster management strategy exists as well as ensuring climate change adaptation

and mitigation

Consumption of ozone depleting H-CFCs (Ozone | DoE MoEF 64.89 (2013) 65.39 65.39 48.12 48.12 47.20
Depleting Potential (ODP) )
Percentage of land covered by forestry with 70% tree | BFD MoEF 13.20 (2013-14) 13.40 13.60 14.00 14.50 15.00
density
CO2 emissions (tonnes per capita) DoE MoEF 0.34 0.348 0.356 0.364 0.372 0.38
Percentage of (a) coastal and (b) marine areas that are | DoF MoEF (@) 1.22 (2013-14) 1.22 2.00 3.00 4.00 5.00
protected (b) 0.00 (2013-14) 1.34 1.34 1.34 1.34 1.34
Percentage of wetland and natural sanctuaries | MoFL MoFL 1.7 (2014-15) 1.85 1.95 2.10 2.20 2.35
maintained
Percentage of forests that are protected BFD MoEF 1.81 (2013-14) 1.90 2.00 3.00 4.00 5.00
Mean urban air pollution of particulate matter ~ (a) | DoE MoEF a) 130.90 125.0 120.0 115.0 110.0 105.0
PM10 in pg/m? (b) PM2.5 in pg/m?3 (2013) 77.0 76.0 75.0 74.0 73.0
b) 78.00
(2013)
No. of usable cyclone shelters DDM MoDMR 3847 (2014) 4,047 4,247 4,447 4,647 4,847
Number of rural communities with disaster resilient | DDM MoDMR 18000 (2013) 19400 20800 22200 23600 25000
habitats and communities assets
National Priority: Information and Communication Technology (ICT)
Outcome Statement: Increased access to digital communication through telephone and broadband services
Expansion of submarine cable network (bandwidth | BSCCL BTRC, MoPT&|30.57 (2014-15) 50.0 70.0 100.0 120.0 150.0
Gbps) ICT
Percentage of people with phone (Land phone) BTCL BTCL 0.60 (2010) 0.91 0.97 1.02 1.06 1.11
Percentage of people with broadband connection BTCL BTRC 0.01 (2010) 0.03 0.05 0.06 0.08 0.1
Internet users per 100 people population BTRC BTRC 28.24 (Mar 2015) 30.6 32.9 35.3 37.6 40
National Priority: Urban Development
Outcome Statement: Reduced urban poverty and improved living conditions through better city governance and service improvements
Percentage of urban population living in slums BBS MoLGRD&C 33% 31.4 29.8 28.2 26.6 25%
Percentage of urban population having access to | BBS; DGHS MoHFW a) 87 89.6 92.2 94.8 97.4 a) 100
(@)public health service (b) safe drinking water (c) b)78 82.4 86.8 91.2 95.6 b)100
sanitation facilities c) 80 84 88 92 96 c) 100
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Performance Indicators Data Source Lead Ministry/ | Baseline (Year) Target Target Target Target | Target
(Name of Institutions | Division (2016) (2017) (2018) (2019) (2020)
& Reports)
@) ) @) (4) (5) (6) @) (8) ©9)
Percentage of urban solid waste regularly collected LGD, MoLGRD&C | MoLGRD&C 63.2% 65.5 68 70.2 72.6 75
National Priority: Governance
Outcome Statement: Promoting inclusive, transparent, accountable and effective democratic governance system & ensuring justice for all
Ministry oversight hearings held by the Parliamentary | Annual Parliament | Parliament 13 (2014) 25 25 25 25 25
Standing Committees regularly Secretariat report Secretariat
Weighted average national case disposal rate MoLJPA,  Supreme | MoLJPA, 32.24 (2012) 35.8 39.3 42.8 46.5 50
Court Registry Supreme  Court
Registry
Number of access and usage of legal aid services |Law and  Justice | Law and Justice | 22000 25000 27000 30000 33000 37000
by the poor and disadvantaged group compared to | Division, MoLJPA Division,
total litigants MoLJPA
Percentage of public institutions using e-|CPTU, Annual Report | IMED 0 % (2014) 16 41 65 89 100
procurement
Number of queries attended to by the | Information Information 8442 (2014) 7000 6000 5000 4500 4000
government institutions under right to information act | commission, Annual | Commission
Report
Number of cases settled per year under Alternative | Law  and  Justice | Law and Justice | 14,000 (2014) 17,000 19,000 21,000 23,000 25,000

Dispute Resolution (ADR) compared to total cases

Division, MoLJPA

Division,
MoLJPA

National Priority: International Cooperation and Partnership

Outcome Statement: Strengthen international coop

eration and partnershi

for sustainable development

Foreign assistance as percentage of ADP and budget | ERD, MoF ERD, MoF 39.86 %

support

Percentage of (a) concessional loan and (b) grants to | ERD, MoF ERD, MoF @ 77.93 %
total foreign assistance (b) 22.07 %
Net foreign assistance received by Bangladesh, as | ERD ERD 0.0022
percentage of OECD/DAC donor’s GNI (2014)

These indicators will be monitored based on ERD published
annual Flow of External Resources Report. The annual
comparison will provide a scenario of international
cooperation and assistance in the Bangladesh Economy.
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Part 2

SECTOR DEVELOPMENT
STRATEGIES
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INTRODUCTION FOR SECTORAL STRATEGY PART

INTERFACE BETWEEN MACROECONOMIC FRAMEWORK AND SECTORAL
STRATEGIES

1.1. Macro and Sectoral Interface

The macroeconomic framework and associated strategies and policies discussed in Part 1 provide the
overall road map for growth, employment and poverty targets for the Seventh Plan. It also provides the
picture of total resource envelope for the plan period and how it will be financed. The detailed picture for
growth, employment and poverty strategies and the sustainability of these strategies over the longer term is
provided by the related sectoral strategies. For example, the growth strategy involves the contributions of
agriculture, manufacturing and services sectors. The macroeconomic framework sets specific growth
targets for the performance of these sectors. The sectoral composition of growth in turn has implications
for employment and poverty reduction. Thus, manufacturing and services have higher labour productivity
and also tend to have higher employment elasticities than agriculture. Sectoral growth in turn depend upon
public and private investment in production, availability of infrastructure, availability of skilled labour force
and technology. Similarly, the sustainability of growth depends upon managing the urban transition to avoid
the growth constraints emerging from urban land scarcity, urban infrastructure shortages and urban
congestion. It also depends upon, managing well the pressure on natural resources from growing
population, the vulnerabilities created by exposure to natural disasters and adapting well to the adverse
effects of climate change.

These example show clearly that the achievements of the Seventh Plan's core objectives of growth
acceleration, empowerment for all and sustainable development hinge upon the proper interplay of
macroeconomic strategies and policies related sectoral strategies. A key issue is the consistency of sectoral
investment needs with the total resource envelope, which requires that the sectoral strategies, policies and
programmes must not only be consistent with national targets for growth, employment and poverty
reduction but also that sectoral investment requirements add up to the available resources. For private
investment this consistency requires adoption of right policies, regulations and institutions that guide
private investment in the required sectors. For public investment this entails that investment allocations
through the budget give priority to sectors that contribute most to the Plan objectives and targets. In this
regard, developing the proper sectoral strategies that are best aligned to the themes and objectives of the
Seventh Plan is of critical importance.

1.2. Alignment of Finance and Planning Sectoral Classifications for Budget and Investment
Programming

The economy of Bangladesh has been classified into 14 and 17 sectors by the Ministry of Finance and
Ministry of Planning respectively for allocation of resources under Public Investment Programme (PIP).
This mismatch between the two approaches for Public Investment Management (PIM) needs to be
synchronized for ensuring efficient use of public resources. This is also essential for setting the strategies
and targets of the economic sectors in the 7" FYP to match with the classifications used by the implementing
ministries.
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In line with the 7"Five Year Plan, the Government intends to prepare Sector Strategy/Plan for each of these
fourteen sectors. The sector plans will provide a comprehensive outlook of sectoral goals, performances,
opportunities and challenges, and above all identify policies and strategies that support the Five Year Plans.
These plans will provide the framework for the identification of public policy initiatives and projects in the
public sector, including the role of government agencies in developing the sectors in partnership with other
government institutions, private sector, development partners and non-government organizations.

The agreed 14 sectors incorporated in the plan document are:

1. General Public Services

2. Defence

3. Public Order and Safety

4. Industrial and Economic Services
5. Agriculture

6. Power and Energy

7. Transport and Communication

8. Local Government and Rural Development
9. Environment and Climate Change
10. Housing and Community Amenities
11. Health

12. Recreation, Culture and Religion
13. Education and Technology

14. Social Protection

1.3. Mapping of Planning Sectors to the Core Themes of the Seventh Plan

These 14 sectors affect the core themes of the Seventh Plan in different ways. In order to ensure that the
sectoral strategies are properly aligned to the Seventh Plan, an analytical framework is needed to link the
primary contribution of each sector to the core themes. The three core themes are: accelerating inclusive
growth; empowering all citizens; and ensuring that the growth and empowerment strategies of the Seventh
Plan are sustainable in the sense that they do not encroach on the welfare of the future generation. Finally,
although not a core theme, the ability to implement the Plan hinges critically on the capacity of the public
administration to deliver the Plan policies and programmes at both the national and local levels.

The sectors dealing with Agriculture, Industrial and Economic Services, Local Government and Rural
Development, Power and Energy, Transport and Communication and Housing and Community Amenities
primarily deal with sectoral growth strategies and contribute most to the core theme of accelerating
inclusive growth. The activities grouped under Local Government and Rural Development are multi-
sectoral in nature. They also overlap with the themes of the Plan. The activities related to Rural
Development contribute most to agriculture sector growth through the strategy for rural development. The
activities involving urban infrastructure contribute to the sustainability of the manufacturing and services
sector growths through the urbanization strategy. The activities concerning local level institutions, both
rural and urban, affect sectoral growths as well as basic service delivery through the strategy for public
institutions and public sector management. Power, energy and transport are the main elements of the
Government's infrastructure strategy. It is well known that infrastructure is a major constraint to growth
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and strategies for development of power, primary energy and transport will be a key determinant of the
ability to secure the sectoral and total growth targets of the Seventh Plan. Finally, Housing and Community
Amenities also contribute to growth sustainability as a part of the urbanization agenda. The sectors dealing
with health, education, technology, recreation, culture and religion and social protection and social
inclusion are primarily focused on empowering people by helping develop human capital and by protecting
the under-privileged. The inter-linkages between inclusive growth and empowerment is of course also very
relevant. Human capital is essential for growth acceleration and inclusive growth. Similarly, higher growth
contributes to empowerment and poverty reduction. These inter-linkages play a major role in shaping the
underlying sectoral strategies.

Higher growth and better empowerment of citizens must be done in a way that they are sustainable over the
longer term and they do not undermine the opportunities and prospects for future generation. This theme
is primarily addressed by the sector dealing with environment and climate change. Other sectors like
agriculture, forestry, water management, disaster management, rural development and urban development
also contribute to this theme.

The issue of plan implementation is addressed by public services, law and order, defence and local
government institutions (LGIs). Public administration capacity is critical to the formulation of appropriate
policies to support the implementation of the Plan agenda related to the private sector. It is also key to the
sound implementation of public investment programmes. Law and order are essential inputs to preserve
property rights and ensure the safety and well-being of the citizens. Although defence is not addressed
explicitly in the Plan document, its role in preserving national security from both external and internal
aggression makes it an important element of the plan implementation theme. Finally, LGIs in both rural
and urban areas, are increasingly becoming major players in delivering basic services to the citizens.
Accordingly, they are an essential input to the successful implementation of the sectoral strategies of the
Seventh Plan.
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SECTOR 1: GENERAL PUBLIC SERVICES

&

SECTOR 2: PUBLIC ORDER AND SAFETY
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CHAPTER 1

STRENGTHENING PUBLIC ADMINISTRATION, PUBLIC
INSTITUTIONS AND GOVERNANCE

1.1 INTRODUCTION

Effective implementation of programmes and policies in the 71" Plan demands focused attention to good
governance, by raising public administration capacity and productivity, while ensuring effectual monitoring
and evaluation of public sector programmes. In essence, the Government’s scope to meet the desired
milestones of Vision 2021 — articulated under the “Perspective Plan of Bangladesh 2010-2021"- critically
depends on addressing key governance challenges, namely, deficiencies in public administration capacity,
shortcomings in economic management, and gnawing malfeasance affecting performance across all
segments of public administration. The Sixth Plan recognized most of these issues and articulated specific
interventions to address those problems. In particular, it tried to address deficiencies in governance through
facilitating capacity development and investing in sound institutions. This strategy for improved
governance rested on four key pillars: strengthening the civil service; promoting devolution to local
governments; strengthening public-private partnerships; and reforming planning and budgetary processes.
While notable progress was made across specific fronts, the Government acknowledges that the task
remained unfinished. Furthermore, between 2009 and 2014, new governance challenges have emerged
which deserve special attention and requiring some modification of existing strategies to prevent any
slippage in progress.

Therefore, in the Seventh Five Year Plan, the Government adopts strategies and policies that are better
tuned to meet contemporary challenges, so that it can effectively maintain the progress envisioned in Vision
2021 document. The 7" Pan takes a relatively more focused approach to develop strong institutions in order
to substantially improve performance in strategic areas that are central for achievement of overall
development goals. These critical areas for intervention include: (a) public administration capacity; (b)
judiciary; (c) financial sector; and (d) local government. Lastly, to complete the unfinished agenda in
governance, the 7th Plan also prioritizes the implementation of strategies and policies that were charted out
in the 6th Plan and are still relevant.

1.2 GOVERNANCE PERFORMANCE & CHALLENGES DURING THE SIXTH PLAN

1.2.1 Measuring Performance by Governance Indicators

At the global level, international comparison of progress with governance is often measured by six summary
indicators. These are: Control of Corruption’, ‘Government Effectiveness’, ‘Rule of Law’, ‘Voice and
Accountability, ‘Regulatory Quality’ and ‘Political Stability & Absence of Violence’. Evaluated through
these indicators, Bangladesh’s governance performance has improved but further efforts are needed. When
Bangladesh’s performance is compared to Low Income Countries, the country ranks above average for four
indicators but trails behind others in two. That is, for ‘Control of Corruption’, ‘Government Effectiveness’,
‘Rule of Law’ and ‘Voice and Accountability’, Bangladesh ranks above the average of Low Income
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Countries. But, for indicators on ‘Regulatory Quality’ and ‘Political Stability & Absence of Violence’, the
ranking suggests that Bangladesh is lagging behind. For all the six Governance indicators, Bangladesh falls
below (or does not exceed) the average score of Lower Middle Income Countries. On the whole, the cross
country comparison underscores the need to address both the short and long-term governance challenges
across a large spectrum of issues, as the country has joined the ranks of middle income countries.

In the specific context of Bangladesh, the Midterm Review of the Sixth Plan conceptualized nine
governance indicators — classified under three dimensions: institutions, political, and economic -- which
helped the Government assess how governance performance has evolved across some strategic areas. While
it was not always practical to set specific targets for those indicators — i.e. what milestones must be attained
by 2015 — it allowed policymakers to focus attention on areas which required priority action.

Table 1.1 summarizes progress judged by the various indicators of governance. In the area of economic
governance, substantial progress was achieved. Fiscal discipline was maintained, public investment was
focused on core development priorities, implementation of the medium-term budgetary framework was
initiated, public financial management was strengthened and tax reforms were introduced. The results were
broadly positive. Tax to GDP ratio increased, fiscal deficit was contained at below 5% of GDP, and public
debt was contained. An effort was also made to increase the coverage of income tax net, which is a core
governance challenge in Bangladesh. The number of tax payers has increased and income tax collection as
share of GDP increased from 2.9% of GDP in FY2010 to 3.6% of GDP in FY2015.

Table 1.1: Governance Indicators

Base-Line Mid- Actual
Variables Previous Year Term FY2015* Source
Year 2010* Review
0,
Proportion of the 2% 6% fo/f;
Elected 8™ National 9™ National National Legal Office
Representatives Parliament Parliament Parliament Parliament
Female (2001-2006) (2009-2013) (2014-)
37 65
Democratic Numbers from Bills 8™ National 9t National Legal Office
Governance Passed per year Parliament Parliament (Up Parliament
(2001-2006) to 2010)
0,
Average >7% oth SZtﬁmal
rag 8™ National . Legal Office
Parliamentary - Parliament .
Attendance Parliament (First Five Parliament
(2001-2006) .
Sessions)
Gross Foreign $10.7 billion tiil?os;\ tifl?oa Bangladesh
Exchange Reserves (FY2010) (FY2013) (FY2015) Bank
GE°°”°’“‘° % of Gross NPL in 14.08 28.8 Bangladesh
overnance )
Public Banks (2010) (2013) Bank
Income Tax as a % 29 34 NER
GDP (2010) (2013)
) Weighted  Average Supreme
Justiceand - National  Disposal 33.34 (2011 32.24 Court
Human Rights ationa isposa . ( ) . N/A our
Rate (2012) Registry
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Mid- Actual

Variables Previous Year Base-Line Term FY2015* Source
Year 2010* .
Review
. Supreme
(Cgfifni[;;;ma' Rate 4298 (2011) 4233 VA Court
(2012) Registry
. Supreme
E:Cais\f”)D'Sposa' Rate 791 (2011) 8.23 /A Court
(2012) Registry
Case backlogs in the
A - Supreme
formal justice 1.8 million - -
system (lower and (2010) 2.7 million 3 million Court
Y (2013) (2014) MoLJPA

upper judiciary)
*Or any other date mentioned. |
Source: Sixth Plan Revised Results Framework

The Midterm Review of the Sixth Plan also drew attention to some weaknesses in the financial sector. To
be precise, unhealthy trends in Non-Performing Loans in public banks between 2010 and 2015 compelled
the Government to provide cumulatively more than 75 billion Taka in re-capitalization in 2013 and 2014.
Needless to mention, a sound banking sector is imperative for a stable economy and the current condition
makes it critical for the Government to address the core governance deficiencies within the banking sector
with upmost urgency. The capital market, potentially the major source of finance for private sector
investment in the long run, is still evolving, and suffered temporary setbacks due to speculative bubbles,
regulatory shortcomings, and slack monitoring. Fundamental institutional reforms are under way to restore
transparency and efficiency in the equity market, the most significant of which was the demutualization of
the two stock exchanges: The Dhaka Stock Exchange and Chittagong Stock Exchange. In sum, to improve
the overall state of economic governance, the Government acknowledges that the broad financial sector
requires strong institutional reforms and, accordingly, the Sixth and Seventh Plan contain a slew of reform
measures directed at the overall financial sector.

Bangladesh is making important progress in strengthening parliamentary democracy. National and local
government elections are being held on a timely basis. Various Parliamentary Committees are debating a
range of policy issues and challenges. Over time, there has been a large improvement in the role of women
in the parliament. From a mere 2% in the 8" parliament, direct women representation in both the 9" and
10" Parliament stands at 6% - indicating how the state of voice of women in policymaking has received a
noticeable shift over the last decade. Yet, the main shortcoming of Parliament as a participatory institution
lies in the fact that opposition parties have embraced a tradition of boycotting Parliament on the shortest
possible pretext. The Seventh Plan therefore needs to address these contemporary challenges while putting
forward a sustainable strategy to seriously address governance challenges across all spheres of the state.
The main emphasis of this strategy is to develop effective, accountable and transparent institutions, so that
the overall governance in the public sector improves and citizens are satisfied with the performance of the
overall public sector.

1.2.2 Sixth Plan’s Achievements on Governance

(a) Progress with Policies

A number of important steps have been taken place in recent years to improve governance in the following
areas:
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Public Administration Capacity Development:

A draft of the Public Service Act (which is now called Government Employee Act) has been formulated
and awaits enactment into law by Parliament. The principle objective is to create an effective public sector
that is capable of meeting the development challenges of the country.

The revision of the conduct rules is under progress. The aim of the initiative is to formalize behavioural
norms that are pertinent for the creation of a modern bureaucracy. The Pay and Services Commission
recommended rationalizing of the pay and salary of public sector employees. The proposed revision in pay
scales is being implemented in phases, starting with the Budget of FY2016.

The Citizen’s Charter (CC) initiative undertaken by the Government in 2007 has already been piloted in 56
public service providers under 13 ministries across 16 districts.

The Govt. recognizes that effective and accountable public service delivery is only possible when public
organizations can put in place a comprehensive system for managing public grievances. While traditionally
different ministries and agencies built up separate systems of their own for addressing public grievances,
such sporadic measures are not sufficient for handling huge number of public grievances that are reported
annually. Consequently, to improve the process further and strengthen the Grievance Redress System
(GRS) as an effective instrument, a separate branch has been introduced recently in the Cabinet Division.
A web-based software has been installed by the Cabinet Division so that people can file their complaints
online.

Reforming Public Services and Eliminating Corruption

The Government has taken measures to create public awareness and education in preventive measures,
creating the right conditions for the public sector to enhance public service delivery. ACC is also creating
committees to work with young people, but still requires much broader effort. A National Integrity Strategy
(NIS) has been formulated which identifies the contexts and challenges faced by different state and non-
state institutions and it sets goals for a large array of intuitions to ensure integrity in their respective
operations. In addition, given corruption is largely held responsible for underperformance of the state, NIS
document pinpoints a coordination strategy on prevention of corruption and promotion of integrity based
on the constitutional spirit, electoral commitments of the government, UN Convention against Corruption
and the experiences of the different countries.

Improving project implementation capacity and sectoral governance

The Planning Commission has taken measures to move away from the existing project-by-project approach
to a more programme and results based approach that is better linked with the Plan and the Medium-Term
Budgetary Framework (MTBF). Measures have been implemented to bring improvement in project quality
through more realistic project design, better assessment of implementation capacity, and more realistic
costing.

The Government has taken actions to increase financial authority of project director for accelerating the
ADP implementation. Greater efforts are geared to ensure procurement of goods and services on a timely
basis with due regard to qualitative and governance aspects of procurement. Greater attention has been
given to make project implementation results-based and not just a matter of speedier use of public funds.
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The Government has decided to formulate ‘Sector Strategy Papers (SSP)’ for each of the major sector
within its scope. The SSPs are likely to inform ECNEC and other relevant decision-making bodies on the
linkages between proposed project portfolios and sector policies, programmes and priorities as elaborated
in the FYP and relevant strategies at the sector and ministry-levels. By providing a stronger basis for
prioritization, the risk of selecting projects based on other, non-technical factors, will also be reduced.

The Government has also facilitated improvements in the ‘planning and budgeting framework’ and
adopting a better ‘results based monitoring and evaluation framework’. The following development has
happened within these core areas under the Sixth Plan:

Planning and Budgeting: Progress has been made in strengthening the link between planning and
budgeting through the Sixth Plan as well as through the Annual Development Programmes that are now
much better linked to both the Sixth Plan strategies and targets as well as to the MTBF of line Ministries.
The MTBF implementation is well underway and steady progress has been achieved.

Results-based Monitoring and Evaluation: Commendable progress has been made in the area of
introducing results-based M&E at the macroeconomic level as advocated by the Sixth Plan. Efforts are
also underway to institutionalize arrangements at GED to undertake periodic results based M&E exercise
at the macroeconomic and sectoral levels. The area where progress has been lagging concerns results-based
monitoring at the project-specific level. IMED continues to focus on physical and financial aspects of
project implementation.

Devolution to local Governments

Efforts to improve planning and budgeting capacity at the local level have been initiated. Some measures
have been taken to increase the transparency and accountability of local Governments. For instance, union
information centres have improved transparency at the local level and few investigations into irregularities
have occurred. Training and technical assistance programmes have been undertaken which has helped
improve the capacity of local Governments. The a2i initiative has brought progress in the state of e-
governance at the local level through the implementation of a well-designed programme of ICT, hardware
and software, technical assistance and training programmes.

Promoting E-Governance

The Government has also taken numerous initiatives to implement the Digital Bangladesh vision. In
particular, a set of wide-ranging initiatives to greatly expand the use of ICT to improve efficiency and
effectiveness is taken under the a2i programme. Table 1.2 below details out some of these policies.

Table 1.2: A Snapshot of Access to Information (a2i) Programme
a2i’s Description
Interventions

Policy v"ICT Policy Act 2009; ICT Act 2010; Sixth Five Year Plan (SFYP); Cyber Security Policy 2010; Public

Intervention Private Partnership Policy and Guidelines 2010; Broadband Policy; National Strategy Paper on m-
Governance; Guidelines for Utility Bill Payment; e-Krishi Policy; Health Policy; Education Policy;
National Telecom Policy 2010; Right to Information Act 2009; Mobile Banking Policy Guidance.
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az2i’s
Interventions

Description

National Portal v' The two, interrelated objectives, are to (i) impart ICT skills to the Government officials, in order to
Framework (ii) bring all public websites and their information under a single architecture, adhering to a common
(NPF) design in terms of content and structure.

v' The NPF offers public information in the vernacular language Bangla, which can be easily understood
and used for collecting information relating to citizens livelihood — agriculture, health, education, law
and human rights, tourism and history, human resources, development & engineering, environment &
disaster management.

v' At the dawn of 2013, all Deputy Commissioners and Upazila Nirbahi Officers (UNO) have acquired
the technical skills required in keeping the web contents of the portals updated, thus, eliminating the
dependence on external vendors.

v' The NPF has become the trendsetter in terms of demonstrating how Government contents are to be
published, maintained and updated online by the Government officers themselves.

District e-Service v DeSCs, located at the Deputy Commissioner’s (DC) office, were inaugurated across 64 districts on 14
Centres (DeSCs) November 2011.

v' As of May 2012, DC officers disposed 809,219 applications.

v 389,423 land records delivered against 758,153 received applications.

v Average time to take decision reduced from 7 days to 1-2 days.

ICT in Education v Multimedia classrooms have been established in 500 schools with an aim to engage 15,200 secondary
schools and 5,300 Madrasas within 2013.

v 4500 teachers and more than 400 teacher trainers have already been provided with coaching, with
more 20,500 to be trained by 2013.

v More than 300 books of primary and secondary schools are available in electronic format including
technical, vocational and Madrassah schooling.

v/ Additionally, 33 videos of model classrooms have been developed and disseminated together with the
development of thousands of blogs and other digital contents.

Union Digital v' Top services of the UDC include Government forms, examination results, livelihood information,
Centre (UDC) birth and death registration, mobile banking, provision of internet, computer training, etc.

v 1 per cent of Annual Development Programme (ADP) is invested by the Government together with
funding from the DC offices for entrepreneur training, workshop and mobilization.

v' 4,501 UDCs are already in operation with 9,002 entrepreneurs, 50 per cent women, being self-
employed.

Jatiyo e- v/ Jatiyo e-tathyakosh, meaning national information, represents the largest collection of Bangla
Tathyakosh language content.

v' It is a national information portal involving 320 organizations from the Government, local and
international NGOs and private organizations, which can be accessed through UDCs in both online
and offline versions.

v' By facilitating spread of development knowledge to millions, the e-Tathyakosh has significantly
enhanced the impact of valuable information and materials collected and developed by public and
private sector actors.

v' The e-Tathyakosh is expected to contribute toward improving the standard and quality of life for all
citizens, empowering the society with the force of knowledge, which is an essential aspect of ‘Digital
Bangladesh’ Vision.

e-Purjee v' E-Purjee can be collected from any UDCs located at the vicinity of the sugarcane producers.

v/ An approximate 200,000 sugarcane producers are benefitting from the e-Purjee service.

v 18,000 e-Purjees are sent on average through SMS and published at the websites from 15 state-owned
sugar mills to the cane farmers.

v With an online portal showing the update on the issuance of the digital Purjee, real time statistics on

cane producing and crushing and also SMSs carrying the feedback of the farmers, none of the state-
owned sugar mills experienced ‘no cane hour’ (meaning that there is idle capacity with insufficient
supply of sugarcane) since 2010.
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Judicial Reforms

Basic initiatives have been taken to improve the judiciary such as the computerized court case recording
and tracking system. Information is also accessible to people through the website. Collectively, this has
improved the work environment in the courts. A pilot has been undertaken in lower courts regarding case
management committees and criminal justice coordination committees. In future, this will help streamline
administrative procedures of the court so that they are easily understood, and arbitrary decision making by
court staff is minimized. The Government has enabled NGOs to facilitate access to the judicial system by
the poor, women and vulnerable people and in building awareness among them. The Government has taken
measures to strengthen alternative dispute mechanisms by regulating them with formal and traditional laws.
Village courts amendment has been approved by parliament, and National Legal Aid Services Organization
has been established in all districts and national Legal Aid offices have been given the power to facilitate
Alternative Dispute Resolution (ADR).

Making parliamentary process effective

An effective parliament remains the bedrock of modern democracies. The 6" FYP undertook several
activities to make the parliamentary process more effective, though many remained unaddressed or
incomplete. These activities include:

(a) Increasing the number of hearings open to the public, particularly of important budgetary committees
such as the Public Accounts Committee; (b) promoting standards for policy debate, in terms of allowing
time and space for parliament (and if possible experts and other stakeholders such as prominent think tanks)
to give opinions on policies, with the public generally informed regarding these processes; (c) developing
mechanisms to ensure timely responses to recommendations from the Public Accounts Committee, and
providing easily accessible and comprehensible data for the public, including a progress report from the
PAC; and (d) building on the existing capacity of the Parliamentary Secretariat, and ensure effective
implementation of the Parliament Secretariat Act 1994 & Rules.

Strengthening the Election Commission

The Government has established a mechanism for selection of members of the Commission through a clear
criterion for non-partisanship, competence, and independence in order to sustain the independence of the
institution.

(b) Progress with Institutions

Civil service reforms: Progress is ongoing in reforming civil service in a number of areas. Besides
processing of enactment of government servant act, in order to motivate civil servants a public
administration award policy has been formulated and brought under implementation. Competitive
recruitment process is helping attract better quality talents in the civil service. On-the-job and specialized
training is helping improve performance. Special focus is now on developing capacities of the civil officers
through strengthening of the public administration training centres. To improve service delivery E-filing
has been introduced. It has already been piloted in the career planning wing of the Ministry of Public
Administration. Incentives have also been improved by raising the retirement age of civil servants by two
years. These are all steps in the right direction but further steps are needed to institute performance-based
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promotion and to upgrade skills through more systematic and periodic training. Special efforts are needed
to attract and retain civil servants in a number of specialized areas such as economic management, tax
planning, financial management, project management and results-based monitoring and evaluation.

Partnership with NGOs: Bangladesh is justly proud of its long tradition of partnership with NGOs and
takes pride in nurturing world-class NGOs. The outreach of NGOs in the delivery of a wide range of
services including education, health, training, women’s empowerment, micro-credits, climate change and
social protection has continued to blossom. The Government has also established good partnership with a
number of private research institutions to strengthen macroeconomic management and policy making. This
has provided a stronger basis for strategy and policy formulation in a number of areas including banking,
tax policy, planning, trade policy, poverty analysis, social protection and regional cooperation.

Annual Performance Agreement (APA): The Government acknowledges that in order to attain time-bound
targets set forth in the 6" and 7" Five Year Plans and conceptualized under the Vision 2021 document, a
strong Government Performance Management System (GPMS) must be developed to help ensure a
systematic review of all Ministries/Divisions in order to generate more accountability and effectiveness
within public organizations. To this end, the Government has already formulated a framework of
performance management called Annual Performance Agreement (APA). Under the system an Annual
Performance Agreement is signed between the Secretary of the concerned Ministry/Division and the
Cabinet Secretary. Furthermore, the Government has established a separate Unit in the Cabinet Division
headed by a Secretary and this Unit has been entrusted with the responsibilities inter alia of implementing
the Government Performance Management System (GPMS). A National Committee on Government
Performance (NCGP) has been constituted headed by the Cabinet Secretary to provide the overall guidance
for the implementation of GPMS. Under 7" Plan, APA will have to be adequately operationalized to meet
its desired objectives.

1.3 EMERGING CHALLENGES IN GOVERNANCE

A detailed examination of the Mid-Term Review of Sixth Plan and other recent events has convinced
policymakers that four areas have shown noticeable weaknesses that demands urgent attention in the
Seventh Plan. The choice of these areas as ‘key challenges’ is primarily determined by their importance for
the overall economy and the weaknesses they have exhibited over the recent years. These areas are:

Judicial Effectiveness: Access to judiciary is critical for administering the rule of law and protecting the
rights of citizens. In 2010, total back log of cases in both upper and lower judiciary was approximately 1.8
million. However, recent estimates — as of Dec 2014 — is suggestive that total back log of cases have crossed
approximately 3 million. This is a matter of concern and it has affected the speed with which both civil and
criminal litigations are managed. Other than this, existing discourse on judicial effectiveness has
highlighted a large array of factors responsible for its under-performance — i.e. from rules guiding
recruitment to prevailing incentives — and - from poor work environment to low access to justice for the
poor.

Public Administration Capacity: A strong public administration capacity is a prerequisite for ensuring the
delivery of adequate public services. This is important to ensure the delivery of timely and quality basic
public services to the citizens (e.g. law and order; safety and security; schooling, preventive healthcare,
water and sanitation; implementation of regulatory policies, etc.). Increasingly, Bangladesh public sector is
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also taking on responsibility for delivering mega projects for which substantial improvements in public
administration will be required.

Economic Governance: Effective economic governance is concerned with providing an optimal level of
physical infrastructure and organizational strength, so that private economic agents do not suffer from the
under provision of public goods or inadequate regulatory oversight. Within the economic periphery of
Bangladesh, improving economic governance through articulating specific interventions in the financial
market has emerged as a priority area under the Seventh Plan given its importance for ensuring the
economic progress envisioned within the Perspective Plan 2020.

Collectively, the discussed weaknesses and trends within the financial sector has convinced policymakers
to ensure that the Seventh Plan offers a decisive focus on such priority areas for intervention. Tentatively,
a focused approach is likely to facilitate efficient usage of resources for addressing governance deficits and
will offer better scope to monitor and evaluate progress. This will also allow policy makers to hold
institutions and actors accountable who are responsible for overlooking specific policy intervention within
a particular area.

1.4 SEVENTH PLAN STRATEGY

The Government acknowledges that governance deficits are observed across all walks of public life. It also
understands that addressing governance challenges in the long-run necessitates a strong focus on
institutions. In that spirit, the Seventh Plan harnesses a more focused approach to ensure effective measures
are taken to facilitate governance improvements through institutional improvements in some key areas
where governance weaknesses were observed. The choice of these areas are also shaped by their importance
for having a catalysing impact on the overall state of socio-economic transformation, and any positive
development in these areas are likely to produce substantial scope for the citizens to exercise and avail their
democratic rights.

In that spirit, the Seventh Plan takes a more focused approach to ensure effective measures are taken to
facilitate governance improvements through institutional improvements in some key areas where strong
governance weaknesses were observed between 2009 and 2014. The choice of these areas are also shaped
by their importance for having a catalysing impact on the overall state of socio-economic transformation,
and any positive development in these areas are likely to produce substantial scope for citizens to exercise
and avail themselves of their democratic rights.

1.3.1 Proposed Activities for the 7th Five-Year Plan within Key Areas:

@ Key Area 1: Justice and Rule of Law

The fundamental importance of an independent judiciary for the maintenance of the rule of law is beyond
guestion. The primary objectives and functions of the Judiciary include the following:

a. Toensure all persons are able to live securely under the rule of law;

b. To promote, within the proper limits of the judicial function, the observance and the attainment of
human rights; and

c. Toadminister the law impartially among persons and between persons and the state.
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The Government accepts that without improving judicial effectiveness and reach of rule of law, no notion
of governance can be sustained within Bangladesh’s political periphery. Hence, to improve the quality of
institutional performance within the judiciary system, a pragmatic set of activities are articulated under the
Seventh Plan so that the overall performance of the judiciary is improved. These are:

Formal Justice Institutions

Several activities from previous five year plan will be completed during the period of the 7" FYP. These
are:

1. An Ombudsman will be appointed with sufficient resources as guaranteed by the Article 77 of the
Constitution of the People’s Republic of Bangladesh.

2. Aclear, transparent recruitment process and specific criteria for the Supreme Court judges will be
established.

3. Measures will be taken to streamlining administrative procedure of the court.

4. Computerized court case recording and tracking system will be introduced which will allow all
information to be accessible to citizens through websites.

Other activities for the 7" FYP include the following:

1. A “Case Management & Coordination Committee” will be established for civil and criminal matters
at the district level. Such a mechanism will evaluate and improve the working of the ‘system’ rather
than just being concerned with the performance of ‘individual’ agencies or judicial officials.

2. Measures will be taken to slow down the rate at which backlog of cases are growing. This involves
offering incentives to undertake special sessions at the lower and higher court to ensure that the
overall case back log does not cross 3.3 million thresholds by 2019.

3. Bar Council will be required to take effective steps to ensure the accountability of the lawyers and
also to maintain integrity.

4.  Violence against women will become a key focus of local justice institutions, requiring greater

investment in capacity building at the district and upazila level, as well as the effectiveness of one-

stop crisis centres where VAW victims are taken, and awareness of the Domestic Violence Act (2010)

among both local officials and the public.

Ministry of Land and Ministry of Law, Justice and Parliamentary Affairs will conceptualize and

undertake new initiatives to mitigate land disputes, which has an undue effect on judicial

effectiveness. This will involve a comprehensive stocktaking of the severity of the problem, its
underlying institutional causes and remedies to address the problem and its implication for judicial
performance.

6.  Evaluate and implement the recommendation of the Law Commission of recruiting adequate number
of judicial officials every year for the next five years to address the 3 million case-backlog in the
judiciary.

o

Semi-Formal and Informal Justice Institutions

1. Scaling-up and strengthening of the village courts — formulation and implementation of a national
strategy together with an investment plan to ensure greater access to the disadvantaged sections of
the population.

158



2.

The local Government will encourage citizens, particularly in rural areas to avail the village court
mechanism to resolve disputes without resorting to formal justice institutions.

Access to Justice

1.

The Government will enhance the capacity of National Legal Aid Services Organization (NLASO)
through management systems and procedures, as well as human resources, particularly in supporting
the poor and women.

NLASO will develop a strategy for engaging with NGOs and other Government agencies to promote
access to justice; through this partnership, they will set targets for jointly providing quality legal aid,
especially for the poor, women and marginalized, with each agency transparently reporting on their
own activities.

The NLASO will appoint District Legal Aid Officers in 64 districts.
Legal aid will be given to at least 37000 victims annually by 2020.

A legal basis for ADR will be created, building on the current legislation, to establish an extra tier of
mediation under ADR.

The Government will undertake initiatives for improving the capacity of ADR at the local level
regarding mediation, as well as public awareness.

The Government will ensure that the number of cases annually settled under ADR is at least 25000
by 2020

To ensure the effective completion of the activities mentioned above for judicial reform, it is needless to
say that the administration of justice will require adequate investment. Without support in the justice sector
the ultimate target of democratic governance cannot be ensured. To support the judicial reform and overall
judiciary the 7" Plan propose following strategies to be taken:

1.

There is an imminent need for digitization of Judiciary. This digitization will cover all the necessary
equipment for the Judges and Court stuff, hardware and connectivity support and relevant software
support. So three folds mixing and collaboration is needed among Supreme Court as of domain
institution, ICT Ministry for supporting the hardware and connectivity and Access to Information
(a2i) of PMO for software support.

For establishing e-judiciary in Bangladesh there must be linking of PMO and Supreme Court for
establishing e-judiciary team within a2i programme comprised of judges of subordinate judiciary
to come up with a work plan in terms of long term development of e-judiciary system in every
jurisdiction of Bangladesh.

To improve public safety, hold offenders accountable, decrease crime, and strengthen
neighbourhoods a process should be introduced where in all data relating to crime, criminals, prison
etc. be prepared and kept in the database for future use.

In every district there must a Programmer and some Assistant Programmers to look after the digital
activities of the Judiciary.
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5. There must be infrastructural development of both the Supreme Court and subordinate Judiciary to
cover the accommodation for ejlash and offices of all section a Court.

6. In accordance with the recommendation of the Law Commission and the Parliamentary Standing
Committee 5000 more Judges should be recruited to cope with the ever increasing cases, besides,
sanctioned posts in all upper tier must increase.

7. Independence of Judiciary is a key in any democratic governance. The complete independence
cannot be ensured without better incentives in terms of pay. So effective pay structures is
indispensable to attract more efficient personnel to come to the service and for smooth functioning
in dispensing justice. Towards this end, pay of the Judge of the both tiers must be increased.

There is no accommodation for the judges in any level, which impaired the effective delivery of
administration of justice and safety of accommodation. Therefore, there should be infrastructural
development in terms of judicial complex in every district. Besides, there must vehicle facilities for all
judges in every tire to ensure their safety of transportation and movement.

(b) Key Area 2: Public Sector Capacity: Administrative Capacity and Financial Management

Existing literature on governance is explicit in stating that without creating a ‘modern state’ — no society
can aspire to meet the basic expectation of its citizens. The pre-condition for establishing and sustaining a
modern state is to create a bureaucracy which has the power deploying capacity to deliver the public
services recommended by the public representatives. Hence, improving Government’s administrative
capacity is fundamental for enhancing Government’s effectiveness, and under the Seventh Plan the
following activities will be implemented.

Public Administration Capacity

1. The Government Servants Act: The Government Servants Act is a critical first step for achieving
Vision 2021 as outlined in the Perspective Plan, providing the foundation for removing excessive partisan
influence in the appointment of civil servants. The Act will include the following issues:

a. Ensure better service delivery to the people has been considered as a key priority.

b. The personal management system has been brought under legal framework for the first time in the
ministry.

c. Develop greater opportunities for on-the-job training and classroom-based training with linkage
between training and criteria for career advancement.

d. Developing a clear terms of reference for civil servants, thus promoting accountability.

e. Reforming civil servants’ performance evaluation through emphasis on establishing clearer annual
work objectives and performance on these objectives and greater differentiation of annual
evaluations and having promotion depend more directly on performance evaluations.

f. Establishing Permanent Salary Commission to recommend annual increment in the salary of the
government servant consistent with the increased prices of commodities, specifically inflation rate
and conforming the affairs related to the administrative reforms.
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0. Institutionalizing the citizen’s charter to provide regular feedback on public services.

h. The Government will increase the share of female officers (Grade-9 and above) in the public sector
to 25 percent by 2020.

i. Promotion and posting of the government servant will be decided by the clear policy to be mad
under the act.

j. Legal protection of the government employees has been ensured.
k. Performance based recruitment and promotion system should be introduced.

2. Reform the Public Service Commission: Government will establish transparent recruitment process
for appointees, have financial autonomy in terms of its budget, and make it more transparent to the public
in its activities.

3. Citizen feedback/ public grievance redress: The Government will establish mechanisms for citizen
feedback regarding Government performance. These measures will provide citizens with the opportunity
to provide information to senior management on front line service providers. If implemented in a relevant,
efficient and responsive manner, it can represent a powerful tool for improving Government performance
at the local level.

4, Annual Performance Agreement (APA): Under the 7" Plan’s time interval, the Govt. will undertake
all necessary actions to make APA an effective institutional arrangement for enhancing the state of
accountability across public sector organizations and government employees. The objective of the APA is
to introduce a systematic process for managing and monitoring the action, behaviour, and work
environment of public sector organizations. However, the availability of relevant data and the capacity to
evaluate a large range of information and indicators is considered as a major challenge in facilitating APA
to meets its objective. Thus, under the Seventh Plan, the Govt. will ensure such constraints are adequately
addressed and an effective APA is operationalized. The Govt. will also ensure that all Ministries/Divisions
will review and prepare a ‘Performance Evaluation Reports’ highlighting all the achievements against the
agreed results in the prescribed format. Furthermore, the Technical Committee formed within the Cabinet
Division will review the ‘Performance Evaluation Reports’ and submit it to the National Committee on
Government Performance so that the highest levels of the Government is informed about the relative
progress of all Ministries/Divisions in meeting the broader objectives of the national plan.

5. The Government of Bangladesh has already established a separate branch within the Cabinet
Division to facilitate a central Grievance Redress System (GRS). Hence, under the 7" Plan, the Govt. will
ensure that all the necessary logistical and human capital deficiencies will be met so that the focal point
officer can deal with the public grievances that are reported by the citizens.

Public Financial Management
1. Public Investment Management:

Increasing the scale, quality and efficiency of public investment will be important for Bangladesh in order
to achieve sustained economic growth required for consolidating its position as a lower middle-income
country by 2021. This necessitates an increase in growth which will in turn require a significant increase in
investments. However, increasing the volume of public investment will only have the desired effect if
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efficiency in the PIM systems is enhanced concurrently. Despite the well-documented significance of
investment levels to sustain economic growth, Bangladesh devotes a smaller percentage of GDP to
investments than other countries in South Asia. While broad inter-sectoral allocations of resources reflect
strategic priorities, the country has not made significant level of investments in infrastructure to support
higher economic growth. Infrastructure deficits constrain expansion of and returns to private investment.
Scaling up investments, in particular in infrastructure, could therefore be an important means of achieving
sustained economic growth. In this context, the Government acknowledges that limitations in its PIM
systems and practices may prevent Bangladesh from reaching its growth targets. The Government’s
capacity to undertake proper project design and selection, implementation and evaluation is limited. This
results in a range of issues, including: (i) limited links between strategic development objectives and the
Annual Development Programme (ADP), which comprises technical assistance and investment projects
financed through the development budget and foreign assistance; (ii) the development of a project pipeline
based on an approval process outside of the budget cycle that does not reflect the budget constraint; (iii)
delays in project execution, resulting in time and cost overruns; (iv) persistent under execution of the ADP,
particularly of foreign assistance; and (v) overlook the cost of operations and maintenance of assets in
preparation and approval stage.

Thus, to mitigate such concerns, under the Seventh Plan, the Government intends to implement reform
options discussed under the “A Public Investment Management Review and Reform Road Map for
Bangladesh”. This involves:

i The introduction of a multi-year Public Investment Programme (PIP) to ensure a close match
between approved projects and the availability of financial resources. This constitutes three key
elements, which are: (i) top-down ceilings/resource envelope agreed with Finance Division and
communicated to Ministry level; (ii) bottom-up project proposals from MDAs following clear
criteria; and (iii) a prioritization process, which results in the approval and selection of the highest
value projects within the funding constraints. The rationalization process will seek to clean out
dormant or irrelevant projects and help line ministries close projects that are facing implementation
problems through restructuring or through other relevant interventions.

ii. Strengthening project design, appraisal and approval capacities and systems to increase the quality
of the investment portfolio. In other words, the Government will ensure that 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. In this regard, Planning Commission as the
apex body for development planning need to be further strengthen through capacity development
of the staffs and structural reform of the Planning Commission as well as the planning wings of the
ministries/divisions. On the whole, restricting the financing of new projects through a stringent
approval process could prevent the investment programme from being overloaded and thereby
ensure a better utilization of the available fiscal space.
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Institutionalization of the PIM reform agenda by establishing effective consultation and
coordination mechanisms will be considered as a prerequisite for successful reform. Any reform
effort requires a clear strategy, a political champion supported by a capable reform team and well-
established consultation and coordination mechanisms to ensure a high level of coordination among
all relevant stakeholders. To achieve this objective, the Government will establish a dedicated PIM
Reform Unit within the Programming Division and a joint technical committee between the
Planning Commission and the Ministry of Finance.

Financial Management

The Government will undertake comprehensive reform programmes for the revenue
administration, especially the National Board of Revenue (NBR) to improve existing low tax-GDP
ratio. Relevant acts, rules and regulations will be amended and updated coupled with expansion
and reform of the revenue administration with an increased focus on providing IT based solutions.

The Government will introduce a modern Integrated Financial Management Information System
(IFMIS) capable of producing timely, comprehensive and reliable financial statements in line with
international accounting and reporting standards (IPSAS, GFSM 2014).

Initiatives will be taken to deepen the treasury securities market for reducing the cost of borrowing
of the government. In addition, Medium Term Debt Management Strategy (MTDS) will be updated
regularly and public debt will be kept within sustainable limit under Debt Sustainability Analysis
(DSA) framework. Debt statistics will also be published regularly for greater transparency of
government’s fiscal position.

To achieve greater efficiency of Government’s cash management, the existing Treasury Single
Account (TSA) will be further strengthened with gradual phase out of special accounts and
preparing cash forecasting model.

A new Budget and Accounting Classification System (BACS) will be adopted with a view to
improve efficiency in budgeting and accounting. The new BACS which will be compliant with
GFSM 2014 and IPSAS and will be rolled out across government during the plan period.

A comprehensive review of PFM legal and regulatory framework will be undertaken.
Initiatives will be taken to reform the existing non-funded pension system of the Government.

Steps will be given to improve the financial management of the State Owned Enterprises (SOES)
with special focus on their reporting and oversight.

Steps will be taken to improve the financial management of the local government bodies with
special focus on their reporting, financial oversight and audit.

Special attention will be given to introduce more IT based solutions in PFM area for improving
transparency and efficient delivery of public services.

Medium Term Budgetary Framework (MTBF)

Institutionalization of a more strategic and policy based approach to budgeting, including through
further rollout of Medium Term Strategy and Business Plans (MTSBP).
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b. Further development of line ministry Forward Baseline Estimates (FBES) to prioritize spending
based on available fiscal space.

c. A credible and reliable linkage will be established between allocation of resources of a ministry
and its performance.

4. Budget Execution Transparency:

a. The Government will undertake initiatives to improve transparency and accountability associated
with procurements.

b. Publication of a citizens’ budget immediately after the budget speech.

c. Greater transparency of public finance data in user-friendly and editable formats, such as through
an Open Data Portal.

d. The Government will further improve the quality of the analytical reports published during national
budget like child budgeting, gender budgeting, district budgeting, etc.

5. Audit systems:

a. The Government will undertake necessary measures to improve auditing standards.

b. The Government will make all recent audit reports public on its website in a user friendly and
accessible format, as well as clearly indicate how these audits have been followed up, particularly
in holding the officials involved accountable.

c. The Government will provide necessary support to improve the effectiveness of the Office of the
Comptroller and Auditor-General to enable it to discharge its constitutional obligation more
efficiently as an independent body with appropriate budget discretion and authority over human
resources.

(c) Key Area-3: Improving Economic Governance

Between 2009 and 2014, the economic sphere of Bangladesh experienced a major stock market crisis
followed by several banking and financial scams. This has motivated the Government to undertake serious
measures that fundamentally improves the state of governance in the banking sector and the capital market.
The Government also acknowledges that while tax revenue has witnessed substantial rise, the scopes of tax
evasion has also increased. Thus, the Govt. intends to improve the state of economic governance by
undertaking the following activities:

l. Measures to Improve Governance within the Banking Sector:

Autonomy for Bangladesh Bank: Under the 7" FYP time interval, the Government will review the issue
of the independence of the Bangladesh Bank and the amount of autonomy it wants to convey to the
regulator. A fully autonomous regulator capable of hiring quality staff it needs, procuring the technology it
requires strengthening its effectiveness, and implement prudential norms is essential to prevent financial
irregularities observed during 2009 and 2014. An effective and autonomous Central Bank is also essential
to formulate and implement sound monetary policies.
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Supervision of Public Banks: The Government will also formulate a strategy and implement identified
measures for better supervision of public banks. The poorly performing public banks with a large amount
of non-performing portfolios are a serious threat to the soundness of the banking sector. Furthermore, these
banks will be brought fully under the regulatory supervision of Bangladesh Bank and will be required to
comply with all prudential norms, including certification of the bank boards and senior management as per
the approved fit and proper criteria.

Reducing Gross Non-Performing Loans: Under the 7"FYP time interval, the government will ensure that
the Gross-NPL of both state owned and private banks do not cross 10%.

Measures to Improve Governance within NBFIs

Currently, there is no deposit insurance coverage for the depositors of NBFIs and thus the Govt.
will undertake measures to bring the depositors of NBFI under the umbrella of insurance coverage.
The deposit insurance system will aim at minimizing the risk of loss of depositors' funds with
NBFIs.

A more comprehensive investment friendly policy of Bangladesh Bank for NBFIs, more
coordination with Banks, easy and simplified procedures of reporting to Bangladesh Bank etc. will
be formulated to support the growth of NBFlIs.

The NBFIs will put in place a better monitoring mechanism to streamline their loan disbursement
methods with focus on low risk industrial segments in order to minimize the risks associated with
their assets.

As the tax treatment is totally different in leasing business, mixing up of lending and leasing in the
same business portfolio might create the possibility of tax evasion. The government will take
measures to ensure that these two different operations are not mixed, or else, it might distort the
basic financial norms.

The government will support clientele protection by ensuring the availability of relevant
information for each NBFI, so that greater transparency prevails in the sector.

Measures to Improve Governance within the Capital Market

After the stock market crisis in FY2011, there is a general agreement among practitioners and analyst about
the central problems facing the capital market, which are:

Limited SEC capability in areas of regulation, surveillance, and enforcement.

Limited financial stability oversight and policy coordination between SEC, Bangladesh Bank and
the Ministry of Finance.

Weak regulation, governance and operation of stock exchanges.

Small institutional investor and mutual fund industry: underdeveloped insurance industry serving
only 1%-2% of population; nascent mutual fund segment of the financial sector.

Limited supply of bonds and equities.
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Furthermore, the government has already undertaken numerous activities to achieve the following broad
array objectives:

e Demutualization of stock exchanges.

e Enhanced coordination between regulators to enhance financial stability.

e Enhancing institutional investor demand and promote the mutual fund industry.
e Enhancing supply and demand of equities and bond.

While these activities have facilitated significant governance improvements within the capital market, the
GoB acknowledges that more measures need to be taken to further improve the performance of the overall
capital market with a strong emphasis on reducing mal practices and governance deficits in the sector.

The following activities will be undertaken to improve the state of governance with the stock market during
7" FYP:

e Upgrading of accounting and auditing standards to enhance market confidence.

e Establish an independent Financial Reporting Council to adopt and monitor International
Accounting Standards (I1AS) and International Standards of Auditing as well as license accountants
and auditors.

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

In addition, to improve Governance and Operations of Primary and Secondary Markets, the following

activities will be under taken:

e The government will establish a strong Self-Regulatory Organization (SRO) to monitor and
discipline their members to minimize the involvement of the Securities and Exchange Commission
(SEC).

e The industry will be instructed to define the role of SROs in oversight and adopt international best
commercial practices.

o The SEC will be consulted to officially recognize many of the SRO’s and