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Background

Over the pastfew decadesBangladesthas maderemarkableprogressin raising incomes,
reducingpovertyandimprovingsocialindicators. Theeconomyfacednumeroushallenge®n
variousfronts: the global economicdownturnof 200809 anda seriesof naturaldisastergo
which Bangladeslis regularlysusceptibleéhatcausedlisruptionso ecanomicactivity. Owing
to the exemplaryresilienceof its hardworkingpopulation,the country contines to make
significant strideseven underheavyodds,and in 2015, Bangladeshwas classifiedby the
World Bankasa lower middleincomecountry.

The Goverme nt ¢s Vi si on Z6ovAoinic and $ociah critsomesdov Bangkadesh
to achieve by 2021To convert this Vision into longerm development targets, a Perspective
Plan 20162021 was prepared. The targets of Vision 2021 and the associated Rer$tiant
20102021 were tdoe achieved througthe implementation afwo five-year plans, the Sixth
Five Year PlanZ011-15) and the Seventh Five Year PIf0162020) The 6" FYP made
solid progress in increasing per capita income and reducing polertigha strategy opro-
poor economic growth.

Without deviating from the main thrust of th& BYP, the 7th FYP articulatesew strategies,
institutions and policiesyhile strengthening existing one® complete the remaining agenda

of achieving thesocial and economic outcomes of the Vision 2021 and the Perspective Plan
The Government recognizes that in a market economy like Bangladesh, where the bulk of the
economy is privately owned and managed, the role of planning is essentially indicative and
strategic in nature, 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 happen. The planning process therefore invobees fon policies and
programmes to support the private sector and to also formulate a strong Aeiupublic
investment programme.

Review of Progress under the Sixth Plan

The 7" FYP takes on board progress achieved during thé¥P. The broad pictue of
performance of the '™8FYP in terms of achieving major development targets relating to
economic growth, economic transformation and job creation is positive. Progress in
transforming the economy from a rutzdsed agrarian economy towards a more nmoakdran

based manufacturing and services based economy is reassuring and provides a sound basis for
further transformation during thd" FYP.

Growth performanceThe 6" FYP set a target of 7.3% average GDP growth climaxing at 8%
by the terminal year ahe plan (FY2015)Considerable success was achiewemarkably,
Bangladesh grew at an average of 6.3 percent during FYE®ldhead of India, Thailand, and
Indonesia and the average for all developing countries. The performance is even more
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impressive ien compared with average growth in-saharan Africa, Latin America, OECD
countries and the global average.

Economic TransformationThe development strategy followed in the Sixth Plan emphasized
two areas of structural change and economic transfamakirst, 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, regarding the
objective of narrowing the rurairban dvide by diversifying the economic activity base, there

was considerable progress. Already the rural economy was transforming from a predominantly
agriculture based production enterprise towards morefarom based production activities.

The Sixth Plan fuhter pushed this transformation. The expansion offaon rural enterprises

and services has opened up new sources of income and employment. Modern services such as
banking, other financial services and information communications technology did pasticularl
well though progress in expanding export of fiactor services was modest.

Employment and labor productivitfthe employment target for the Sixth Plan was to create
adequate number of high productivity, high income jobs not only for new entrantsdtd als
reduce undeemployment in agriculture by allowing a substantial transfer of labor from
agriculture to other sectors. Considerable success was achieved on the employment front. The
total number of jobs created (9.2 million) exceeded the total neangsitto the labor market

(7.7 million). As a result, there was a significant transfer of labor frompl@aluctivity
agriculture to higher productivity services, manufacturing and foreign employment. The
average labor productivity increased economy wisduding in agriculture during the Sixth

Plan. This provided the basis for sustained increases in real wages and income throughout the
economy.

Poverty reduction The incidencs of poverty and extreme poverty have both exhibited
considerable reduction. Thecidence of poverty has fallen below 25 percent while that of
extreme poverty has declined to around 12 percent. Importantly, Bangladesh has achieved the
MDG target of halving the incidence of poverty between 1990 and 20AE. progress was
achieved da to a number of factors. Firsihe rapid growth of the economy during the Sixth

Plan period along with structural change in the production base of the economy has provided
the basis for a healthy growth in employment, labor productivity and real inaimeskers.

This is the most important contributor to poverty reduction. Second, the healthy flow of
remittances to rural areas supported the growth of consumption and also created new jobs in
services in rural areas. Third, the spread of micro credgrammes also helped protect the
consumption of the rural poor and a buildup of their assets.

Gender empowerment and social inclusi@angladesh already stands out well on gender
equalityamong comparable per capita income countries. Further progress was aahieved

most dimensions during the Sixth Plan. Having eliminated the gender disparity in primary and
secondary educatiosolid progress has been made in reducing the large gap hetvaéeand

female students at the tertiary level. Bangladesh has also advanced well in providing the
regul atory framework for pr ot e Regarding soaal WO Mme
inclusion, t he Si xt hmePHaw mees braadion watke Rasticularn d  pr
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progress has been made in the area of child protettiGmcial protection, the Government

has continued to implement ongoing prognaes. Additionally, it has prepared and approved

a National Social Security Strategy (NSSS) witheav to strengthening the poverty impact of

the public spending on social protection and to modernize the social security system to address
the social securitghallengs of a middle income economy.

Environmentand disastermanagementBangladesh has beene of the most practive
developing countrieto take the issue of climate change seriously and has shown success in
developing national level scientific expertise and government level actions on the
environmental sustainability issueBhe Sixth Planhas continued to push ahead with its
policies and programmes. 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 injwidased 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.

Macroeconomic managemeRrudent macroeconomic management has been the hallmark of
Bangl ad e-sehm¢develdpmentg This was underscored in the Sixth Plan and the
implementation record shows considerable success. The inflation rate has come down to 6.5
percent in FY15. In therea 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
macroeconmic stability. 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 ratieehafalling.
Remittance inflows have also been very strong. 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 pssirely liberalized the foreign
exchange regime selectively opening up private foreign borrowing for investment. These steps
constitute a positive factor for encouraging domesstid foreign direct investment.

Development Approach of the 7 th Plan

The solid developmentperformanceunder the 6" Plan suggeststhat the Government's
developmenstrategyis on track andthe challengefor the 7 Planis to build on the successes
while taking further actionsto addressthe areasof shortfalls. Importantly, the 7" FYP,
spanningfiscal years2016-2020,beginswith the countryhavingenteredthe ranksof middle
incomecountries Thefirst yearof the 7" Planalsocoincideswith the launchof the UN post
2015SustainabldevelopmenGoals(SDGs). In the backdropof thesefactors,the 7th Plan
centreonthreethemes:

1 GDPgrowthaccelerationemploymengeneratiorandrapid povertyreduction;

1 A broadbasedstrategyof inclusivenesaith a view to empoweringevery citizen to
participatefull andbenefitfrom thedevelopmenprocess.
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1 A sustainabledevelopmenpathwaythat is resilientto disasterand climate change;
entailssustainablause of naural resourcesand successfullynanageghe inevitable
urbanizatiortransition.

Accelerating growth with inclusion under the 7 th FYP
The economiogrowthstrategyof 7" FYP includesfour pivotal themes:
U Breakoutof themouldof 6% growthandraisetheannualaveragegrowthrateto 7.4%.

U Growth will be inclusive, pro-poor, adapt well to the urban transition and be
environmentallysustainable.

U By theendof the 7" FYP, povertyandextremepovertywill be substantialljowered.

U All theadditionallabourforcewill begainfully employedjncludingmuchof theunder
employed.

High Growth and inclusivenes$he 7th 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
Sewenth Plan period. Along with strategies for rapid economic growth of 7%tipu®’ FYP

will ensure thattomplimentary strategies and policies are in @lac make the growth path
inclusive, responsive and adaptable to the ongoing urban transition, is resilient to climate
change andis sustainale over the long terrwithout damaging th@aturalenvironment. It
therefore encapsulatesstrategy for inclusig growth which empowers people by creating
employment opportunities, fostering the scope for greater labor force participation, particularly
of women, supporting skill development in response to market demand, enabling access to
credit for small and mediunenterprises, and many other ways for people to be more
productive. Thusinclusiveness is meant to capture more than income, to include opportunity,
productive employment, and access to senfimethe marginalized anghysically challenged
people

Growth and poverty reductionWVith 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 cudtiok 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 18a8fh extreme poverty to around 8.9% by FY20.
Along with growth, the ¥ Plan will emphasize uman development, social protection and
social inclusion as essential elements of a comprehensive poverty reduction strategy.

Growth and employment challendaclusive growth is defined here as growth that is both
sustainable and brodzhsed in terms afmployment opportunities. It is estimated that some
12.9 million additional jobs will be available during the five years of tA&YP, including
some 2 million jobs abroad for migrant workers, for the 9.9 million labour that will join the
workforce durig 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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Macr oeconomic framework for the 7 th FYP

Higher growth on aggregate and at the sectoral level will require higher investment. The
financing of this investment will have to be done in a way that it does not create problems for
macroeconomic stability. Thé"Plan will continue the emphasis on prudent macroeconomic
management. Thus, the objective of higher growth will be balanced with efforts to further
reducenflation to 5.5% by FY20.The strong performance in the balance of payments will be
preserved by prooting a strong and diversified export base.

The experience of the Sixth Plan clearly highlights the importance of investment in realizing
higher growth and employmenthe key challenge is to increase the rate of investimgnt
about 5.5% of GDP over th@an period (i.e. from 28% of GDP in FY15 to 34.% of GDP

by the end of the Plan in FYR0Both public and private investment rate will need to increase.
Additionally, the éiciency of domestic investment, particularly in the public sector, will be
important for realizing the maximum benefits outlud timited public sector investmeniss

in the past, much of the public sector investment needs to be directed to major infrastructure
projects including the 8 transformatiomabjects identified by the government and in realizing

the Power Sector Roadmap.

As in the past, much of the investment in the economy could be financed through national
savings, although foreign direct investm@rbDl) is expectedo play a bigger rolender the
SeventhPlan. Out of the planned5% of GDFincrease in gross investment, about-tmeth

would need to come in the form of EDhcreased levels of FDI would also be desirable from

the point of view of improved management, new technology,gredter market access for
Bangladeshi exports. Overall, the 8% growth target by the end of'tiflan, although
challenging should be attainable, provided necessary supportive reforms and policies are put
in place for the private sector to come forwand &vest in the future of Bangladesh.

Public investment Programme and its financing

Development expenditurdhrust on development expenditure to alleviate infrastructure
constraints by fast tracking nationally important projedtsa@ntinue. In additionnitiatives

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 Spadeconomic Zones (SEZ) initiative. Budgetary allocations

to the priority social sector programes in the health and education sectors will be increased

to create better human capital through universal general education, skill development
programs, and geger access to improved public healthcare systems. Phased implementation
of the recentlyadopted National Social Security Strategy of the Government of Bangladesh
will provide comprehensive social protection to all poor and vulnerable citizens.

Annual Budets Taking these considerations into account, Annual Budgets will be formulated
in @ manner consistent with the realization of the Seventh Plan objectives. Financing of this
national Plan will require increased private and public sector savings, rapid igoonth 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
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service delivery and subsidy/transfmogrammesand impoved efficiency of public sector
enterprises will be important for public sector resource efficiency and productivity.

Resource Envelopdotal investment over the 5 year tbe 7"Plan will amount to Tk. 31.9
trillion in constant FY16 prices (thedtyear of the Plan). As during th& Blan private sector
investment will continue to plays dominant rolgeaccounting for 77.3% of the totalanned
investmat. Although domestic private investmewould take the leadhe roleof FDI would
needto increase significantly. nicreasing the inflow of FDI in Bangladesh to 3% of GDP from
current levels of about 1% would be critical for achieving the fin@nefrthe investment target
of the 7th Plan. Thus the external financing for private investment, consprg prmarily
private FDland external borrowing in foreign currency by the private seetilrincrease
markedlyin the 7" Plan as compared with th& Blan

Public investment prioritiesPublic investrent priorities will emerge from thiey 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 emphdmsingan
resource development, enhancing social equity through inclusive geswittensuring the
sustainability of growth through continued macroeconomic stalality protection of the
natural environment

Plan Goals and Targets

The 7" FYP reflects a continuation of the major goals articulated in thEY&. The core
targets sein accordance with the vision and goals of the Perspective Plan undét a7
include:

A. Income and poverty

Attaining average real GDP growth rate of 7.4% per year over the Plan period.
Reduction in the headount poverty ratio by 6.2 percentagents.

Reduction in extreme poverty by about 4.0 percentage points.

Creating good jobs for the large pool of underployed and new labour force entrants

by increasing the share of employment in the manufacturing sector from 15 percent to
20 percent.

= =4 =4 4

B. 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 TradeSDP ratio 0f50% by FY20

= =4 4 A

C. 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 $Bilion by FY20

= =4 4 A
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Urban Development

Access to improved water source will be ensured for all urban dwellers

Coverage of drainage system to be expanded to 80%

Ensure sustainable urban development that supports increased productivity, investment
and employmet.

Human Resource Development (Education, Health and Population)

Achieving 100 percent neinrolmentrate for primary and secondary education.
Percentage of cohort reaching grade 5 to be increased to 100 from current 80 percent.
Under 5 mortality ra 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.

Births attended by skilled health staff to be @ased to 65 percent.

Reduction of Total Fertility Rate to 2.0

Increasing Contraceptive Prevalence Rate to 75 percent.

Water and Sanitation

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

Safe drinking water to be made available for all rural population

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.
Increase per capita energy consumption fraihIBVh to514kwh.

Electricity coverage to be increased to 96 percent.

Reduce system loss from 13%9%

Construction of 6.15km. long Padma Multipurpose Bridge at Maavgira;

Construction of about 26 km. long Dhaka Elevated Expressway.

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 Metropolitan
areas

Reduce the incidence of road accidents.

Gender equality, income inequality and social protection

Female to male ratio in tertiary education to be raised from currerg¢réeérm to 100
percent.

The ratio of literate female to male for age groug22Qo be raised to 100 percent from
the current 86 percent.

Encourage female enrolment in technical and vocational education
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1 Reduce or maintain the current income inequality.450
1 Spending on Social Protection as a share of GDP to be increased to 2.3% of GDP.

l. Environmental Sustainability

Increase productive forest coverage to 20 percent.

Improve air quality in Dhaka and other large cities and enact Clean Air Act
Promote Zeaw 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 establishegected along the coast
Ecotourism promoted at least in 20 protected areas and ECAs

Land zoning for sustainable land/water use completed.

Environmental, Climate Change and disaster risk reduction considerations are
integrated into project design, bualgry allocations and implementation process.
Canals and natural water flows of Dhaka and other major cities restored.
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J. ICT Development

Spending on Research and Development to constitute 1% of GDP.
Increase proportion of primary government schools withraputer laboratory.
Improvetele densityto 100%

Expansion of Broad Band Coverage to 35%.

Increase earnings from ICT, travel and tourism from $1.5 billion to $6 billion.
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Strategies for sectoral development

The chapters on the sectoral developmentesjias 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 ministri@anning Commission followed 17
sectors; Ministryf Financeused 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,
implemertation 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 governmentc¢cs scope t o meedarticulated udeetsei r e d
aAaPerspective Pl a0 »dfificdlydapgridsod mitghtingZk€yydvernance
challenges, namely low public administration capacity, occasional weakness in public order
and safety, economic management and, and the prevalence of saatfeaaffecting
performance across all segments of public administration. Consequently, in the 7th Plan, the
Government will adopt strategies and policies that are adequately tuned for meeting
contemporary challenges with special focus on reforms to wepoverall development
performance. Important areas for intervention include: (i) judiciary; (ii) public administration
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capacity; (i) financial sector; and (ivpublic order and safety. Lastly, the 7th Plan emphasizes
the need for adopting an effectivesultsbased Monitoring & Evaluation strategy which can
helpmonitor the implementation of the plan and associptedrammesln this regard, the'7
Plan will build on the M&E results framework introduced during tfé@n and adopt much
coherent, and weltrafted DRF with measurable indicators.

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. The majtnasegies for boosting the industrial sector include:

Trade regime for expoited growth: i) Exports to the larger global market relaxed the
constraint from limited capacity to consume domestically; ii) Inflow of remittances relaxed the
constraint from cagcity to save domestically; iii) tbound technology and knowledge
transfers through increased trade (imports and exports) extended the capacity of the economy
to produce goods and services (trade has contributed to higher productivity).

Trade andindustrial policy 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, Bangladekhhawea

to restructure its tariff regime in order to gradually reduce effective protection levels and
consequent angxport bias. This trend in the structure of outioipiut tariffs seems to be the

only way to go if Bangladesh is to undergo transformatihange in its structure of production,
where production, jobs and income hinge on the success of exports which, by FY2020, could
reach $8.1billion 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 exports ofawtar services; ii)
Improve the incentive policies for boosting private investmergivices; 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, improeempliance and ensure accountability of service provideérs;
Strengthen monitoring and enforcement servicesvanseagmployment related recruitment
servicesand vi) Strengthening public institutions to support the growth of services sector and
improve service quality, safety and accountability.

The emphasis on nefactor service exports such as ICT, aviation, shipping and tourism is a
critical element of the service sect@velopmenstrategy for the 7 Plan. These activities are
high valueadded ad 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 importhet for t
expansion of manufacturing and duly emphasized in'fHeYp.

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
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subsistence farming to commercialization of agriculture. This strategy will require achieving
productivity gains, diversification and value addition commensurate with nadtio
environmental protection and climate change adaptation stratébiegast 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 rdes for the crop susector,
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

Strategy for Livestock stgector Livestock suksector development strategies and policies for
7th FYP includesupport for dairy product development, production of better beef breeds
and the black Bengal goat for higher meat production, and poultry development for both
meat and egg praxttion.

Strategy for Fisheries sufector The key elements of the strategy for fhsheries sub
sectorinclude improvement and development of open water fisheries managentemd,
aguaculture through maintaining purity of brood stock of indigenobssfpiecies, shrimp and
coastal aquaculture, and that of marine fisheAegery important part of the strategy for the
agriculture sector as a whole will be strengthening extension and research capacity of
different Departments, Institutes, and Universitie

Forestry The Forestry suector strategy will include continuing moratorium on felling in the

natural forests, increasing tree density of the existing forests and older plantations through
eenrichment pl antingc¢ andd isensfieatios tofepthntatiomt ur a l
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.

Strategieshave also been proposed for improvement of rural development institutions, and
water resource management for supporting agriculture growth. The rural institutions will be
strengthened to support the ongoing rural transformation including support féarnojob
creation, rural mobility, and rural finance. 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, salinitpdariver siltation. A
comprehensive lorterm wateresource managemapian is in the making under the umbrella

of the Bangladesh Delta Plan.

Sector 5: Power and Energy

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

Power generationBased on a more realistic assessment of the energy supply pr@spects
last five yeag successegshe Government has developed a revisedterich 5 year plan for
20162020. In this revised scenario, total generation during the 7th Plan period (FY2016
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FY2020) will increase by 12,584 MW, which is larger than the target that was in the &ixth P
Some 61% (7682 MW) will be provided by the public sector and 39% (4902) MW by the
private sector. Much of the private investment in power generation will be relatively large scale
with no additional rental power contracts. This will ensure the efitgi®f power generation.

Strategy for Primary Energy Sectofrhe most important strategic issue relating to energy in
the 7"Plan is the strategy for supply of primary energy. A judicious combination of choices
relating to domestic supply options amdport options will need to be made to ensure the
efficient and coseffective supply of primary energy. Specifically, the strategy during‘the 7
Plan will be to meet the shortfall in domestic gas with coal and LNG. Further increases are
planned for impded power and some small increments are expected from renewable energy
(solar and wind power). Under this strategy for primary supply of energy for power generation,
the coal (indigenous or imported), imported power frogighbouringcountries, the limite

gas, will be used for the base load power plants, and LNG will be used to supplement the gas
shortage. Limited gas, liquid fuel and LNG will be used for the peak load power plants. There
is a programme for power generation from solar and wind. Governtoekta plan to
implement 4000 MW of Nuclear power in phases. Under this Raoppur Nuclear Power
Project first plant (1000 MW) will be commissionaethmediatelyafter 2020.

Sector 6: Transport and Communication

The "FYP recognizes importance of mard 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 espilly related to intecity highways; ii) A top priority is to focus on fast
tracking a numbetransformational infrastructure investmenthese include the Padma
Bridge, Deep Sea Port Project, MBTproject, LNG terminal project, Payra Port Project,
Roopur Nuclear Power Project, Rampal Coal Power Project and Matarbari Coal Power
Project; iii) Another priority will be to address the new strategic considerations regarding the
Governmentc¢cs commitment to promote stfAgagpi on al
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 trdffiough 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 achievingrehger progress under this approach in thelan; viii)
Address the urban transportation challenge of increasing traffic congestion; ix) Strengthen the
use of river and rail transport to provide a {oast and more environmefrtendly alternative

to roa 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 chaléniesector

Sector 7: Local Government and Rural Development

The Government places special emphasis on strengthening the local government in order to

xliii



bring the public services closer to the peop

are well refleted in the planning process. Thus tHe FYP is committed to undertake a
comprehensive set of actions, includingAiLocal 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, andraeatlocal and localocal relationships; ii) Building the capacity of

local governments through assignment of appropriate officials, technical assistance and
training programmesiii) Developing planning and budgeting capacities at the local level to
help design and implement local levplogrammes iv) Fosteringinitiatives to provide
technical assistance to link local level plan to the natiovaliutm tolong term planning.

7" Five Year Plan also focuses on issues related to development of rusabfiBsmgladesh

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.

Sector 8: Environment andi@ate 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 éfired resources and reduce air and water
pollution. The Seventh Plan has stressed the need to take into account environment, climate
change adaptation and mitigation and disaster risk reduction in a broader development context.
In this regard, this Plancegnizes 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, 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 ctepaety building at

local and national levetill be the main interventions of this Plan.

Climate change, as @itical issue, has been focused with a firm commitment to pursue an
environmentally sustainable development process. Sustainable development initiative for
environment and climate change will complement and benefit from adaptation and mitigation
activities. In ths regard, the Seventh Plan commits to the development of forestry resources
and thereby, is exploring all avenues including mechanisms under reducing emission, from
deforestation and forest degradation. Under this Plan, Government will offer greatioratten

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 beter 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 mukilimensional nature of urbanization challengéseating an urban
vision for the country is important. Bangladesh will pursue towards compact, networked,
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resilient, competitive, inclusive and smart urban developméetnature of urban governance

is of crucial importance and should encompass better transparency and ackiyunfabi
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 improviraglability of housing facilities, the
strategy wil|l be one where the governmentgs
than a provider of loveost housing.

Provision of adequate and affordable basic infrastructure and services, esBantial
safeguarding health, safety, welfare and improved living environment of the people, will be an
important strategic focus under tHeHlan. Basic infrastructure and services at the community
level, including delivery of safe water, sanitation, wastmagement, 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 increasiggjreater 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 th€ FYP. The Plan places special emphasis on the
following areas on health: o improve service delivery and utilize the vast health network,
innovative approaches will be explored, Including  fielkbed service delivery,
decentralization of the management of facilities, providing autonomy to hospitals éstprgt

the interests of poor; iifhe health service delivery system will ensure that the poor and
marginalized population are able to access and utilize health servicsjde)a considerable
portion of the population turn to the private sector faaltteservices, 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 andupervision will be introduced; iv) Recognizing the
epidemiological transition, massive health promotion and prevention efforts for impending
norrcommunicable diseases will be carried out; v) Gender and adolescent friendly services
together with availabilit 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 issuestR¥? will also takento
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 fanning is outlined in the National Food Policy (2006) and the
National Food Policy Plan of ActicaNFP PoA (2008015), which was developed by 11 line
ministries. The main objectives of the NFP PoA are to achieve adequate and stable supply of
safe and nuitious 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. NutritionProgrammeof the MOHFW has been mainstreamed within the DGHS and
DGFP through a new operational plan for National Nutrition Services (NNS) will be used to
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provide regular nutritional services. The responsibilities of relevant sectors and institutions
will be expaned and capacity developed accordingly. CapacitiegkeofCommunity Clinics,
Upazila health complexes and district hospitals will be further strengthened to adequately
manage severely malnourished cases.

Given the current scenario and projections of pomragrowth, 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 implementatiorvpeiiois
achievable with diligent @ons 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 ppattum FP and FP for appropriate segments of
population; ii) Stragthening 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
permanentad other methods of contraception.

Sector 1. Education and Technology

Under the ¥ 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 weunded scientific education is also hightiggh. 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 teschese of ICT and better
infrastructure is also the <core of the Pl art
articulated in the 2010 National Education Policy (NEP). The Policy is derived from the
Governmentc¢s commi t ment t 4ll ahdhtke jugt @amplsted o f Ed
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 knowedge, 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 services" 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 educatioifataciyouth
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 ef lif
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Sector 2: Recreation, Culture and Religion

The 7" FYP underscores the importance of the role of recreation, culture and religion,
especially mental and physical health for human resource development and to inculcate human
valuesT h e Go v e commitenent tg this sector and goals as well as target§ BYP

are manifested through the activities and broad go&sro$try of Youth and SportMinistry

of Religious Affairs Ministry of Cultural Affairs and Ministry of Information. Each Ministry
provides services that tend to help shape a balanced andnfesthed citizen group.
Department of Youth Development under the MinistiYouth and Sporteas been assigned

the task of transforming the disorganized and unproductive youth into a disdiglimd
productive workforce. Efforts will be made undét 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 Affdnh 7" FYP period,
various activities will be undertaken that will promote the healthy growth of cultural activities
throughout the country under tMenistry of Cultural Affairs

Sector 13: Social Protection

The main challenge for the Seventh Plartha area of social protection is the successful
implementation of the National Social Security Strategy (NSSS). The successful
implementation of this NSSS will provide a strong basis for Bangladesh to extend proper social
protection to its poor and vulredsle 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
inequaity and build social capital. Additionally, effort will be made to increase public spending
on social protection from 2.02% of GDP in FY2015 to 2.3% of GDP by FY2020.

Food security strategy under the Five Year Plan will be in line with the three objees of

the National Food Policy (NFP 2006) and the National Food Policy Plan of Action-(2008
2015). There 26 key areas of interventions have been identified with more than 300 action
agenda of which some were prioritized.

The objective of # FYP regardiy gender i s to ensur e-reNaostmencs
human beings and reduce discriminatory barriers by taking both developmental and
institutional measure&ender equal ity and women®wF¥P smpower

based on pursuing strategies and actions tha
to resources and opportunities but also address the barriers in structures and institutions and
aim at changing social norms and protecting their rigte<ritical 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 Constitutien
Peopl ec¢s Bargladeshwhicttproeides equal rights and opportunities to all citizens
irrespective of race, religion, caste, creed or profession. It will build on the positive lessons of
experience of the Sixth Plan while focusing special attention to those areas where pagyress
been more limited such as children, ethnic and sexual minorities, dalits and extreme poor.
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PROGRESS WITH IMPLEMENTATION OF THE SIXTH PLAN

1.1 OVERVIEW

For the first time in the history of economic planning in Bangladesh, the Sixth Five Year Plan
introduced the concept of a restii@sed monitoring and evaluation (RBMEhis was done to be
consistent with the spirit of indicative planning. Two implementation reviews were done to check
for interim progress and evaluate the need for policy interventions. The first implementation
review was done in July 2012 using the Ressbiitamework (RF) introduced in the Sixth Plan. The
analysis of this first review suggested the need to modify the RF in order to adequately reflect the
goals of the Sixth Plan and also to provide a better results framework for-tenganstitutional
progress such as in the area of governance. Accordingly, a revised RF was developed that
integrated more fully the core quantitative macroeconomic and sectoral targets of the Sixth Plan
as well as the MDG as the basis for doing the-Miun Review of the SiktPlan implementation.

The Mid-term Review was completed in June 2014.

This Chapter provides a big picture review of the full implementation of the Sixth Plan with a view
to highlighting the areas of major achievements and progress and identifying aezastvene

have been implementation gaps. This analysis provides a benchmark for setting the objectives,
targets and priorities for the Seventh Plan and the associated macroeconomic and sectoral
strategies, policies amtogrammesThe relevant chapters of the Seventh Plan also provide more
details of sectoral performance in the Sixth Plan to set the context for the Seventh Plan sectoral
strategies.

1.2 PROGRESS WITH ECONOMIC GROWTH, ECONOMIC
TRANSFORMATION AND JOB CREATION

The broadpicture 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 transformaogadiney from a
rurakbased agrarian economy towards a more modern drésed manufacturing and services
based economy provides a sound basis for further transformation during the Seventh Plan. Export
performance is broadly on track, which has providesl ithpetus for the expansion of the
manufacturing sector.



1.2.1 GDP Growth

The rate of expansion of GDP over the different plan periods is indicated in Table 1.1. The Table
tells a remarkable story of a rapidly growing economy, albeit from a very tel ipase in the

1970s. The average GDP growth was fairly stable at around 4 percent per year during the first 4
five year plans over the periods 19¥295. There was a substantial break from this-gjowing
historical past as GDP growth took off duithe fifth plan (19972002), 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 (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 growthration
achieved during the Sixth Plan has been instrumental in taking Bangladesh to the threshold of low
middle-income status.

Table 1.1: GDP Growth in Various 5Year Plan Periods

Specific Plan Plan Periods Average GDP Growth Ratio of Per Capita

(FY) Rate actual to plan GDP

growth
Plan (%) Actual (%) (%) (%)
First Plan 19731978 55 4.0 73 1.3
Second Plan 19801985 54 3.8 70 15
Third Plan 19851990 5.4 3.8 70 1.6
Fourth Plan 19901995 5.0 4.2 84 2.4
Fifth Plan 19972002 7.1 5.1 72 3.5
Sixth Plan 20112015 7.3 6.3 86 4.9

Source: Bangladesh Bureau of Statistics (BBS) and Sixth Plan;

Figure 1.1: US Dollar Per Capita GDP over Various Plan Periods (end of period)
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As in previousPlans, the actual GDP growth rate fell below the target rate. The shortfall is
particularly noticeable during the latkalf of the Sixth Plan (Figure 1.2). In addition ttoe
constrained growth of the services sector, the main contributing factors westgottfall 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 mgnall 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: BangladesItixth Plan Growth Performance in International Context
(% p.a. 20112015)
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Growing at an average pace of 7.8 percent per annum over the five years -@0281LChina
remains the globaGDP 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 compared with average growth irsabbran Africa, Latin Americand

the global average. There is much to celebrate this strong growth perfornance. But the challenge
ahead for the'7Plan is to sustain and further accelerate the growth effort building onethe @t
strength while also addressing the areas of canoéicated 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 economydsw& more manufacturing

and modern service economy. Second, on the-wban 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 substantiabstthe manufacturing
growth rate to an average of 9.8 percent during FYZIIB, but exceeding double digits in the
lattertwo years of the plan period. Additionally, the services sector was projected to blossom at
an 8.2 percent average growth, suppmiiy 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 previgear Jeriod.
Expanding at an average rate of 6 percent, the services sector also performed well. Modern
services such as banking, other financial services and information caecatrans 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 sharenmnufacturing growing t80 percent from T 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

While this pattern of production is broadly consistent with what was envisaged in the Sixth Plan,
there are some important divergences. First, the growth rate of all sectors fell below the Sixth Plan
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target. Theagriculture sector grew at586 during the Sixth Plan as compared with a target of
4.3%. Progress with diversification of agriculture has been slow. In manufacturin@MGn
production has not progressed as expected under the Sixth Plan. Additiorealymali and
medium enterprises continue to lack dynamism. In the services sector, there has been limited
progress with the expansion of exports of Hfiactor services. This partly pulled down the target
growth of services sector GDP. These challengeswdt to be addressed more comprehensively

in the Seventh Plan.

Regarding the objective of narrowing the rusdban divide by diversifying the economic activity

base, there was considerable progress. Already before the Sixth Plan, the rural economy was
transforming from a prelominantly agriculture based production structure towards moréanon

based production activities. The Sixth Plan further pushed this transformation. Evidence shows
that agriculture is no longer the pdeminant source of income. Tk&pansion of nofiarm rural
enterprises and services has opened up new sources of income and employment. The growth of
income from norfarm sources and the rapid inflow of foreign remittances have supported the
increase in demand for a range of actigitie construction, housing, trade, transport, schooling,
health and other services. The expansion of ICT network and related services along with growth
of rural electricity and rural roads have reduced the transaction costs between the rural and urban
ecoromies, thereby facilitating better trade and higher prices for the products of the rural
economy. The progress on rural transformation is veassering 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 PlanThere were two dimensions of the employment
challenge of the Sixth Plan.

First, therewas the quantitative challenge. The combined effects of the ongoing demographic
transition, whereby the share of the working population is increasing, and the glalvangforce
participation of women has contributed to a rapidly grovamgur forcg3.0 % per annum), much

in excess of a slowing population growth3(®6 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 growinglabour force(demand fo 1.5 million new jobs per year in the Sixth Plan period).

The second dimension is the quality aspects. The last avdilderr forceSurvey (LFS 203)

showed that som&7% of the total employment is in low productivity agriculture. Research shows
thatlabourproductivity 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 agricultuténdormal economy.

Employment strategyThe employment strategy of the Sixth Pieasbased 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 Rtantaok note of the fact that Bangladesh being a



labourabundant economy it will have a comparative advantage in producing and ex|adxbing
intensive products. The experience from RMG manufacturing provides a very strong foundation
to this analyticabasis of the Sixth Plan. And third, the Sixth Plan sought to build on the successes
achieved in export dabourservices especially to the Middle East.

Sixth Plan employment outcomeé\ major problem with assessing the employment outturn is the
absence of an updated employment databidse latest available labour force data refers to the
Labor Force Survey (LFS) conducted in 20t8Bview of this knowledge gap, the approach used

to esimate 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 oroversea employmentare obtained directly from the Bureau bfanpower,
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 FY2015 '.:Y 2015
(Base Year } (Estimated) (Adjusted 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 Employment - 7.3 9.2
Additional Oversea Employment - 2.2 1.2
Additional Employment - 9.5 10.4
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 beepartially compensatelly a much more ipressive expansion alversea
employmenthan was envisaged in the Sixth Plan. As a result, the total number of estimated job
creation 9.5million jobs) has likely exceeded the addition to lddsour forcg(7.7 million). This

has lowered the rate of undemployment. On the qualitative side, the growth of manufacturing
employment has largely been on tralckportantly,the total demand fdabourin agriculture has
exceeded the supply, as indicated by wage tthatashows that the agricultulabourmarket has

1 Base parwas pdated using LFS 2010 data, which was not available when the Sixth Plan was drafted. All
projectionsaresimilarly adjusted to be consistent with the revised base year.
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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
labourproductivity also expandsconomy wideand 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 averdgbourproductivity ae 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
labourproductivity during the Sixth Plan. Thdabourproductivity grew by a healthy 3.5 percent

per year. Irportantly, averagdabour 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 econaidg and in agriculture.

Figure 1.4: Growth in Labour Productivity during the 6th Plan
(000 taka 200506 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 he&adint 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 happ@osértg 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:-20@5. This aggregative elasticity

of poverty reduction with respect to GDPBasies unchanged consumpt@DP relationship and
unchanged income distribution. The projected decline in poverty is shown in Table 1.4. The
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incidence of poverty and extreme poverty both exhibit considerable reduction, with faster progress
in the reductiorof 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 ZD1& 201 %stimatecheadcount poverty

is below the MDG target of 28.5 percentfor20lth e mai n str ategi c

poverty reduction strategy are summarized in Table 1.5.

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

el emen

Poor (Head Count Poverty with  Extreme Poor (Head Count with

vear Upper Poverty Line (%)) Lower Poverty Line (%))
2011 29.9 16.5
2012 284 15.4
2013 272 146
2014 260 137
2015 248 129
Source: GED estimates based on 262810 GDRPoverty Relationship
Table 1.5: Major Determinants of Poverty in the Sixth Plan
Performance Indicators Baseline Target Projected
(2010) 2015 2015
Poverty headcount rate CBNethod (%) 31.5 22.5 248
Averagegrowth of GDP(%) 6.1 7.3 6.3
Expansion of domestic employmdntillion) 9.2 7.5
Expansion of foreign employment (million) 1.2 2.2
Employment share of manufacturing (%) 12.0 15.8 15.4
Rate of growth of agricultural GDP (%) 6.15 4.3 35
Growth. of Real Wages in Agriculture 5 Real GDP 14.3
(kg of rice) (%) growthplus 0.4

Source: Sixth Five Year Plan; BBS

Growth in employmentlabour productivity and real wagesThese three are the most important
factors for sustainable reduction in poverty. The strong growth in total employment, growing faster
thanlabourforcegrowth, along with increaseslambourproductivity economyvide 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 increaseluttivity 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; (2agemiultural wages based on daily wage
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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 Wagaserage periodic

wage growth implied bthe three real wage series is summarized in Table 1.5. Agricultural wages
have surged during FY2010 and FY2014, ranging from annual real increaéeé¥oto an
awesome 14.3%. The largest gains are registered in terms ofgingchawer of wages ovece.

Figure 1.5: Growth in Real Agricultural Wages, FY2010FY2014 (% per year)
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Male-Female wage gap in agricultureAs 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 Hmased enterprises.

What is changing now itheir growing presence in thabourmarket. 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 FY2@uve (F

1.6). This is yet another indication of a tightening of ldigour 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:Availability of district level wage data makes it possible to compare
developments in agriculturdbour markets and wages across the country. This also provides
evidence orabourmobility and indications about possible pockets of rural areas that enlajt b

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 ageris 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 ake 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,
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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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RemittancesRemittance inflows from migrant workers have continued to perform outstandingly
throughout the Sixth Plan period. Government has supported this threagheaof 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 million) substantially exceeded the projected employment (1.2 millidmg.

share of skilled and serskilled 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 inéreas£8.43%

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
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remittances that swelled from US$ 11 billion in FY2010 to USR b8lion 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 chamndtirst, the migration of rural workers to international
work places is one important factor for the tightening of riataburmarket, thereby supporting

the growth of real wages. Second, income transfers from remittances have directly supported
povertyreduction 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. Thas® ihave 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 selfnployed. 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 fgobailyg

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 strangveroole to
improve the access of credit and other financial sesvidew 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 mumedit, rules were developed for the Microcredit
Regulatory Authoritfy MRA) in 2010 to properly supervise MFIs and protect both the borrowers
and the lenders. The number of registered MFIs, as well as the number of borrowers and saving
per borrowers has been steadily incred3i ng th
new MFIs 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 microcredénfioing 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 this partner
organization is 35.64 billion taka. Policies amabgrammedor 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 entrepreurs.

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 lowdr slightly over the longer term, the inequality of income has
continued to rise from the early 1980s to FY2010. Notwithstanding the rapid growth in income
and a substantial reduction in poverty, income inequality is not a healthy sign for social stability
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and progress. Accordingly, the Sixth Plan sought to tackle income inequality through a number
of strategies and policies including increase in employmaibur productivity and wages, the
development of human capital with better access to poor, tlesxm of micrecredits 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 @rogressive personal income taxation.

Data to measure income inequality will have to wait until BBS conducts and publishes the next
round of HIES. As such itis hard to say quantitatively what has happened to inequality during the
Sixth Plan. Howevesome qualitative assessment can be made. On the positive side, the growth
in employment, agriculturdabourproductivity and real wages are the most promising factor that
may have contributed to an improvement in the income distribution. A second @dadior 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 gssiye 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 shdatls, 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 revensaitpthe

of long-term increase in income ineqitglin Bangladesh.

1.4 GENDER EMPOWERMENT, SOCIAL INCLUSION AND SOCIAL
PROTECTION

1.4.1 Gender Equality

Bangladesh already stands out well on geradprality among comparable per capita income
countries. Further progress was achieweghost dimensions during the Sixth Plan. Bangladesh
continues to perform especially well in gender parity in education. Having eliminated the gender
disparity in primary and sendary educatiorsolid 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 framewor k Themostpr ot ec
important step has been to ratify the NatioWmmen Developmerfolicy (NWDP) in 2011. Its
vision is to acreate a society where men and
al |l fundament al ri ght s o n asdonmulateduneotder to @mpoveed . A
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 weanked 18 out of 136 countries for women political empowerment
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according tahe Gender Gap Report (GGR) of the World Economic Forum, 2014. In the area of
economic empowerment progress is ongoing in expardbaur forceparticipation of women.

With progress in education, more and more women are enteritepibwr force although there is

still a long way to go.

Notwithstanding strong progress on the gender agenda, dhrefewunfinished agendahich

need most attention concerg economic empowerment. The GGR shows that the Bangladesh
ranking is low on this count owing to a number of factors including: continued low féabale

force participation, wage discrimination against women, inadequate representation of women in
senior avil service positions and inadequate female managerial jobs in the private sector. In social
empowerment, laws are adequate but implementation is weak. Stronger implementation of
CEDAW and other gender related laws to prevent social violence and eéralhdiscriminations

against female in social and economic spheres remains a major challenge. These issues will be
addressed in the Seventh Pl&@ender issues are discussed in greater detsgidtoralChapterl4

of Part 2

1.4.2 Social Inclusion

Regarding soci al I ncl uspragnammedavecbeel broatlyhon tPacka n ¢ s
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 Cotiverof 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 dxe 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 capacagforcement

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, healdl, s
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 coonlaw and tradition based land use patterns. In

the absence of wetlefined property rights, this is a sensitive matter and requires informed
resolution.

Regarding persons with disability (PWBgangladesh 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
Regon 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
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PWD. The Sixth Plan built on these foundations to furthesclidate the gains. In the FY2012,

the Government conducted a &aDisability Detect
type of P WD. T h evassowaliow &oryngose informédepalityj soaml protection
programmes, health servicesandloer pr oj ect s ai mi nlgeingaandsecialh anc i r
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, thePEDP 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 Educati®nogrammeor the Visually Impaired project, thetablishment

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, vagatresvere set up to

provide one stop services for PWD and moblggotherapy with necessary equipmeantres

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 protecting® WP taw bansi eglucdtienal A mo |
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
adacreati ng o bhhgettmgduesharetofonhdriteccassets, giving negative impression of
them in books, publications and media both di
A national committee has been established as per the Act to oversee and coorduitds act
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. Human development progress is still limited for
PWD. In tems 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 inceotigasdents 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 1incl usi oropa, muchimapital I
and other traditional |l ow caste peopl ea, t
individuals in the sock@conomic realm and protect their rights through different strategies. The
Government remains committed and highly geresto 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 governmerténhided the
implementation ofgovernment policies. The focus on strengthening public administration and
local governments will be a key priority for the Seventh Plan.

y
he
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1.4.3 Social Protection

In social protection, the Government has continued to implement ongwogrammes
Additiondly, it has preparednd adopte@ 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 clsatéagaiddle income
economy.

The NSSS provides a sound strategy that defines the variowydite risks faced by poor and
vulnerable population and seeks to mitigate those risks by instituting aesgdined income
transfer system that reaches thenest 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, locatidmanitgt

It seeks to modernize the Bangladesh social security by combininfynded safety net
programmes with contributory social insurance and employment regulations to protect the
workers. It also seeks to considerably improve the administratiemgaments for social
protection programmes by consolidating complementary programmes, by strengthening staffing
and institutions, by instituting a modern MIS system, by gradually replacingbiased transfer
payments with cashased payments using thedirtial sector based G2P (government to people)
system, by introducing a grievance redressing mechanism and by installing propebesadts
M&E system.

The NSSS is a major endeavour. The associated reforms will be instrumental in eliminating
leakagesimproving 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 implementatitre™SSS will be a major

task for the Seventh Plan.

1.5 PROGRESS WITH MACROECONOMIC MANAGEMENT

Prudent macroeconomi c management h a s-ternb e e n
development. This was underscored in the Sixth Plan and the implementation temosd s
considerable success. The key macroeconomic targets and actual performance are indicated in
Table 1.6.
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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 12.4 9.3
Fiscal Deficit (% of GDP) 34 5.0 5.0
Balanceof Average growth rate of Exports (%) - 17.5 14.0
Payments Current account balance (% of GDP) 3.7 (-)0.4 0.8
Remittance (US$ billions) 10.9 17.8 15.2
Foreign Reserves (month of imports) 3.0 3.3 6.3
Inflation Rate of CPI inflation (%) 6.8 6.0 6.5
Management Growth of M2 (%) (endf yeal) 22.0 16.0 16.2

Source: Sixth Plan and GED Estimates

1.5.1 Inflation Management

One of the top priorities of the Sixth Pl ang:s
under control in the-@ percent range. More specifically, as shown in Table 1.6, the target was to
reduce the average inflation rate inflation fr6r8 percent inFY2010 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 redction 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 laterhalf of 2012. Successful implementation of prudent monetary policedi@lpt 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 @&rcentarget in the Sixth Plan, the midway
correction is an important indicator ot 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 (%)

=¢=Actual ==ll=Plan
12 - 10.6
10 -

o N B~ O
1

FY10 FY1l1 FY12 FY13 FY14 FY15

Source:BBS and 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 otimmaconomic 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 majoodfall 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 FY2015, the
actual tax to GDP ratio increased to 9.3 percent of GDP only, which is an increase of 1.5¢gercenta
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 eititeacks 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 mjects. Fourth, the important policy initiative of pubtidvate
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 haslfedling. Remittance inflows have also been very

strong, although the end year inflow is lower than planned. The stability aspects of the balance of
paymentsc¢c outcome exceed the respective targei
balanceof 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 investmérese 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 PFirst, 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 eern 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 oher 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. Bangleml@siues to perform
admirably in exportindabour services and benefitting from hefty inflows of remittances. But
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other service export prospects like ICT, shipping and tourism have not shown dynamism. The
diversification of sources of export earningdl Wwe a major ballenge for the Seventh Plan.

1.6 PROGRESS WITH INFRASTRUCTURE DEVELOPMENT

1.6.1 Power and Primary Energy

In the area of electricity, the Government adopted a strong andoueliied reformrProgramme

to increase the supply of electricity invislg substantial investment, sector reforms and regional
trade. The implementation review suggests that the most impressive performance has been the
expansion of installed gridased power generation capacityl®540MW (including captive
power)of geneation by FY2015out 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 forpavert o r . The pop
access to electricity increased from the FY2010 baseline of 48% to 72% in FY2015. The other
target indicator, per capita electricijgnerationalso increased fro220kWh to 371 kWwh. On

the whole, these numbers suggesthapressive 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.

Notwithstanding thigrogress, there are two major areas of concern in the power and primary
energy sector. First, there is a huge increase in the marginal cost of elediiaty.of the

additional liquid fuel based power plants has added to the national grid. The liquizhéeel

power generation cost is much higher than other fuel sources like gas artsecoald, the Sixth

Pl angs target of diversifying sources of prim
coal did not materialize. Indeed, owing to gas sly®t the share of gas in power production fell

from 84% in FY2010 to &% in FY2015, while there was a commensurate increase in the reliance
onliquid fuel from 8% to 8%. This has also added to the marginal cost of electricity production.
Highercost of poduction has continued to require budget support for the power sgetothough

average electricity prices have been raised a number of times.

There is an important need to address the fuel diversification challenge to restore the financial
sustainabilly 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 conseenaphasis on coal,
possibility of new gas exploration, nuclear power and imports from India, Nepal and Bhutan. The
future power expansioBrogrammenust also be based on leasst expansion path.

1.6.2 Transport Sector

Transport infrastructure needea&ubstantial 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 Jrojects
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including projects to ease urban congestion, were completed and many new projects initiated. The
Chittagong seaport performance is excellent. The airport performance is also solid.

On the whole, however, the transport infrastructure gap remains. rtéampprojects, such as the
Padma Bridge, were delayed. 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 transpiedues in terms of congestion and traffic management
remain overwhelming in the capital city of Dhaka. Importantly, the PPP initiative for infrastructure
did not take off as expected.

The lessons of implementation of the Sixth Plan suggest that the G@rgrnaeds to be much

more strategic in managing the implementation of the large list of transport projects during the
Seventh Plan. The budgetary resources appear to be adequate but implementation needs to be much
more efficient. For example, in the Roa@svision alone there are 156 projects under
implementation. As such it is facing a major capacity constraint. Instead of spreading resources
thinly on too many projects, the Government needs to identify the highest priority projects and
complete those fit. Railways and waterways need reform and financial support to strengthen
performance during the Seventh Plan. This is important to improve the effectiveness of the port
services as well as to reduce the overload on road network. While there are a ofurahsons

for the lacklustre performance of the PPP initiative, the main constraints are the inadequate
institutional capacity and difficulty in the bidding and contracting process. Urgent policy attention
is needed to do a full diagnostics of the caomists that are hindering the implementation of this
high-priority initiative and suggest remedial measures based on this diagnostics. A strong PPP
performance will be essential for financing the large investment needs of transport infrastructure
in the Sventh Plan.

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
increasinghe 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 theBaihuman development
strategy.

The evaluation of performance shows progress in many areas. On the quantitative front, 100
percent neénrolmenin primary education has already been achievedeielmenin secondary
education has continued to mgk®gress and the Sixth Plan targelikely 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
deweloping countries in eliminating gender gap at primary and secondary level. Indeed net female
enrolmentsexceed maleenrolmentsin both primary and secondary education. Regarding
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efficiency of the education system, there has been encouraging progessdimg 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 msiied by public exam results, but there is a long
way to go.

Regarding health, available evidence suggests there has been further progress inrstdaig
infantandunder5 mortality, and maternal mortality riat Importantly, progress has been made
reducing the incidence of child ralitrition, 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 nutriicbmaternal mortality, yet
there are shortfalls and several areas of concern.

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, stbnger efforts are needed to i mplement th
service responsibilities in health and education to the local governments. This agenda is high on
the Governmentg¢s | ist but actwual i mplementat:i

Third, the coordingon 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 coordinatiorepsoconsiderably. This

will avoid overlaps of projects and programmes and ensure that the objectives and targets are
aligned.

Fourth, a reexamination of budgetary priorities is needed to allocate greater resources for health
and education. The targetoshd be to allocate at least2% of GDP more resources to these
activities by the end of the Plan period. The
programme will also help.

Fifth, the equity aspects of education spending can be improvaewiging additional resources

for stipendsfor the children of the poor and vulnerable families as proposed under the National
Social Security Strategy (NSSS). Partnership with NGOs could be strengthened to deliver health
and education services in the dhém-reach areas as well as to reach out the so@atijuded
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
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private sector in the design and implementation of training programmes including suppotrt for on
thejob 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,
compare 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 surke$isans 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 resulgriented strategy combining elements of policies, regulations, incentives,
investment and capacity building are needed. An integrated approadimabecproofing of
Bangladesh development strategy is the way to move forward.

The disaster managemegbgrammeshave generally performed well in the recent years and the
progress continued under the Sixth Plan. The ability to sharply reduce theliess ahd 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 thaeilience of the people and minimize the adverse impacts
of natur al di sasters on peoplec¢cs Ilivelihood.
system. The other challenges relate to managing the climate change ageneerrqgpignning

and substardl public investment will be necessary. The formulation of the Bangladesh Delta
Plan2100 and its timely implementation during the Seventh Plan will be a majetdamgpolicy

and institutional initiative for building resilience and reducing the efigfthsaster.

1.9 PROGRESS WITH GOVERNANCE AND INSTITUTIONS

In recognition of the importance of good governance and institutions for thetdong
development of Bangladesh and for the timely delivery of results, the Sixth Plan adopted a long
term Programmefor 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 progesissdra

made in a number of areas but theresaneeralkchallenges.

The Government has approved a National Integrity Stradtfy) in 2012 which identifies the
contexts and challenges faced by different state anestad@ institutions and it sets goals &
large array of intuitions to ensure integrity in their respective operations. In addition, given
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corruption is largely held responsible for underperformance of the state, NIS document pinpoints
a coordination strategy on prevention of corruption aramption 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 Pl anc¢s ¢ u-basad menitoony and evaluatislitsetf & magor r e s u |
step forward in instituting better governance. Progress in areas relatiggteraance, the Right

to Information (RTI), elected local governments, and the mederm budgetary framework

( MTBF) are al/l I ndi & emmitment to impraveh goverGamoe ®vemtimee nt ¢
longer term.

The priorities for the future include:

) 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 basedwatlalefinediegal framework
that asigns responsibilities along with commensurate financial autonomy.

(i)  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) Urgent reform of public banks to reduce faerforming 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 AntCorruption Commission in securing better quality investigations
and fair resolutions.

Box 11: Commendation for Outstanding Leadership for Development Endeavousin
Bangladesh

Sociceconomic development is a product of political commitment and leadership as much
conducive policiesThe recent economic progression of Bangladesh from a lower income cou
lower middle income country can be attributed to the political commitment of the Government of
Hasina and her dedicated leadership. Aside the economic sphere, undendraicdgnd resolut
leadership, the country has achieved an enviable levalimfin developmeni key social indicators
like reducing infant mortality and maternal mortality, achieving near about 100 percent primary
enrolment rate, gender parity in education, seriously denting poverty level, women empow|
digitization, climate change agtation etcwell ahead of itsieighbourdn South Asia and some upp
middle income countrie€ontrary to the common belief/narratigéa high growth rate (798% min)
as the precondition foachieving a broad range of economic and social objectBazgladesh ha
accomplished these successes at a steady growth rate of about 6.3% without any deterioration
or inequality. Despite being one of thest densely populatemuntry, Bangladesh has achieved-s
sufficiency in food grain production.
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Bangl adeshc¢cs achievements are wel/l recogni
appreciation of the achievements of Bangladesh in promoting-eoccimmic development. Nob
Laureate Economist Amartya Sen, on a number of occasions, praiegth@esh and its leadership,
quote:

aBangl ad e sextradrdinary pnogrelsen economic and social matters at a very rg
pace inrecent yealdh a s overtaken I ndia in mo s t
standardsU(has) gtuesltlidri eadanthicecM eamhem t(sod )

&Prime Minister HasindUcan certainly c¢laim great
transformation of Bangladesh into a powerfully progressive modern society and thi
deserve hugely mogl obal recognition. a

Bangladesh is welind truly on course of achieving her development dream of poverty and hung
Bangladesh wunder the dynamic | eader s hi Bheikh
Hasina, daughter of Father of the Nation Bangabandhu Sheikh Mujibur Rahmaerndtonal
organizatiorlike the United Nations and other organizatidn recognition of her exemplary leadersl
have recognized her untiring efforts of leading a country out of the income and human poverty.
awarded witheUN MDG Awafordse d2@1 0@ chi ISduthhout @l Awag
'Digital Health for Digital Development' awafdr using ICT for progress of the health of women
children which had a huge impact on attainment of MDG targets. That is not all; she was alsal
for her commitment to womeng¢gs NESWOr Memft e

She received anSawtah duharpdderd leaaeBsbip in &chieving the MI
targets of alleviating poverty well ahead of the deadlim¢hik regardBangladesh was honored with t
especi al r aecevgdnaivard from EAO ditleediDi p | o ma ReédentlgH odngg b | €
Minister of Bangladesh received the most prestigious environment accolade from the UNEP
&hampions ofth&artth i n recognition of Bangl adeshgs
Last but not | east, Bangl adesh received e
gratitude for digitizing Bangladesh.

The achievements of Bangladesh in toatext of socieeconomic development and her dream laic
the Vision 2021is the dividend of the strong and determined leadership oPthee Ministerof
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 strateggreon the right track. Impaéant gains have been made in
moving towards the targets of Vision 2021. In particular, Banglalkestattainedower middle

income status earlier than in 2021 while also adudéve 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 performancengaipsThe
approach would be to purs 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 need to probe deeper and take a more focused
and comprehensive approach than wassible in the Sixth Plan. The first concerns the need to
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build stronger institutions. The Sixth plang

government, the urban institutions, land administration, strengthening of the National Board o
Revenue and the PublRrivate Partnership did not take deep roots. These lowered the capabilities
and services provided by these institutions. The strengthening of the judiciary, the Elections
Commission and other democratic institutions are also -temg challenges. Secondly,
implementation capacity in public agencies and ministries remain limited that adversely affected
the implementation of major public investment programmes and public policies in transport and
social sectors. Thirdly, stronger poli focus is needed in the area of income inequality. In
particular, reform of public finances that increases the equity of tax collection and public spending
are of substantial importance. Especially, the equity aspects of public spending on education and
health require considerable effort. Also important is the need to implemenéyg approved
National Social Security Strategy. This is a fundamentalwwmreform that will modernize the

social security system of Bangladesh and provide a major imgmetaducing income inequality

by providing financial assistance to the poor and vulnerable population. Finally, the programmes
in environmental management and climate change remain of low impact because they are not
properly incorporated in the mainstre@eonomic 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 managemeissues in growth and fiscal policy management will be another high
priority issue for the Seventh Plan.
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STRATEGIES FOR PROMOTING PRO-POOR AND INCLUSIVE
GROWTH

2.1 OVERVIEW

As noted in Chapter 1, th&'&ive Year Plan, which defined the first phase of implementation of

the Perspective Plan 202021 and the Vision 2021 document, has laid the groundwork for
achieving priority national targets related t
yea 2021. TheBP|l an¢cs achi evements show the enor mous
against heavy odds, in light of the global economic slowdown following the worst economic crisis
since the Great Depression of the 1930s. THeive Year Plan 2082020 marks the second phase

in the attainment of our lorgrm vision for acceleratdalt inclusivegrowth, and eradication of

poverty, inequality, and human deprivation. In view of this solid performance™R¥F takes

on board the basic strategiesgrowth, employment and poverty reduction, while focusing on
addressing the important gaps in performance undef'tF/B.

The presentchapter articulatesthe strategy of economic growth embeddedin the various
component®f this Planwith four pivotd underlyingthemes:

Breakout of the mould of 6% growthandraisethe averageannualgrowthrateto 7.4%
Growthwill beinclusive,pro-poor,andenvironmentallysustainable

By theendof the 7" FYP, extremepovertywill bearound8.9%

All theadditionallabourforcewill beemployedjncludingmuchof theunderemployed

cC:

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 Visior2021 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 thegrowth of population

instituting a prudent macroeconomic policy mix

promoting aavourableindustrialization and trade policy regime
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addressing globalization and regional cooperation challenges
ensuring adequate supply of electricity and fuel

achieving foal security

making available adequate infrastructure

pursuing environmental friendly development, and

building a digital Bangladesh

= =4 =4 4 A -

The Sixth Five Year Plan (FY1RY15) was formulated within this broad framework and has left

a solid footprint of progress fthe Seventh Five Year Plan (FY-EY20) topick up anccarry out

the remaining agenda. Th& FYP therefore reflects a continuation of the majolicy goals
articulated in the 8 FYP. The core targets set in accordance with the vision and goals of the
Perspective Plan that can be identified for monitoring progress undéf EdP7may be divided

into ten broad categorieghich arose from the fourteen sectoral strategic se€latde 2.1):

A. Income andPoverty

1 Attaining average real GDP growth rate of 7.4% per yearder to achieve growth rate
of 8% by theend ofPlan period

1 Reduction in the headount poverty ratio bg.2 percentage point® 186%

Reduction in extreme poverty by 4 percentage pon&9%

1 Creating good jobs for the large pool of urderployed and new labioforce entrants by
increasing the share of employment in the manufacturingrs&oto 15 percent to 20

=

percent
B. Sector Development
1 Significant growth of the agriculture, industry asetvice sectors
1 Increase the contribution of the manufacturing sector to 21% of GDP by FY20.
1 Substantial improvement of exports to4$bbillion by FY20
1 Achieving a TradeSDP ratio of 50% by FY20
C. Macroeconomic Development
1 Total revenue to be raised finol0.7% of GDP to 16.1% by FY20
1 Maintain the current fiscal deficit of 5% of GDP
1 Government spending to be increased to 21.1% of GDP by FY20
1 FDI to be increased substantially to $9.6 billion by FY20
D. Urban Development

1 Access to improved water soune@l be ensured for all urban dwellers

Coverage of drainage system to be expanded to 80%

1 Ensure sustainable urban development that supports increased productivity, investment and
employment

=a
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Human Resource Development (Education, Health and Population)

Achieving 100 percent neihrolmentrate 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 beeduced to 105 per 100,000 live births

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

Births attended by skilled healgiersonneto be increased to 65 percent

Reduction of Total Fertility Rate to 2.0

Increasiiy Contraceptive Prevalence Rate to 75 percent

Water and Sanitation

Safe drinking water to be made available for all urban population

Safe drinking water to be made available for all rural population

Proportion of urban population with access to sayitatrines to be increased to 100
percent

Proportion of rural population with access to sanitary latrines to be raised to 90 percent

Energy and Infrastructure

InstalledGeneratiorCapacityof electricity to be increased to 23,000 MW

Electricity coverageo be increased t96 percent

Per capita electricity consumption increased frath BNVh to 514kWh

Transmission and Distribution loss reduced from 13% to 9%

Construction of 6.15km. long Padma Multipurpose Bridge at Maavgira

Construction of about 26 km. long Dhaka Elevated Expressway

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

Reduce urban traffic congestiahrough building strategic roads and alternate mass
transport system along with traffic management sy$tensng on Dhaka and Chittagong
Metropolitan areas

Reduce the incidence of road accidents

Gender Equality, Income Equality 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 groug?22(o be raised to 100 percent from

the current 86 percent

Encourage female enrolment in technical and woral education

Reduce or maintain the current Income Inequality of 0.45

27



1 Spending on Social Protection as a share of GDP to be increas8tétofZsDP
Environmental Sustainability
1 Increase productive forest coverage to 20 percent
1 Improve air qualitym Dhaka and other large cities and enact Clean Air Act
1 Promote Zero discharge of industrial effluents
1 Urban wetlands are restored and protected in line with Wetland Conservation Act
1 Atleast 15% of the wetland in peak dry season is protected as aquaticasy
1 500 meter wide permanent green belt established and protected along the coast
1 Ecotourism promoted at least in 20 protected areas and ECAs
1 Land zoning for sustainable land/water use completed
1 Environmental, Climate Change and disaster riskicgdn considerations are integrated
into project design, budgetary allocations and implementation process
i Canals and natural water flows of Dhaka and other major cities restored
ICT Development
1 Spending on Research and Development to constitute BB Bf
1 Increase proportion of primary government schools with a computer laboratory
1 Improvetele densityto 100%
1 Expansion of Broad Band Coverage to 35%
1 Increase earnings from ICT, travel and tourfsom $1.5 billion to $6 billion
Table 2.1: 7" Five Year Plan Targets in Context
Base Year| ., . Progress under 8 | 7" FYP
Targets 2010 Vision 2021 FYP 2015 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 | Reductionof extreme poverty (%) 17.6 129 89
4 | Share of manufacturing in GDP 16.89 27 17.78 25.1
5 | Share of manufacturing employment (%) 124 20 154 20
6 | Gross National income per capita (in US $) 843 2000 1314 2009
B. | Sector Development
7 | Growth in agriculture (%) 6.15 3.04 3.34
8 | Growth in industry (%) 7.03 9.6 10.9%
9 | Growth in services (%) 5.53 5.83 6.4
10 | Rice production (millions MT) 33.54 34.9 36.81
12 | Exports (US$ billions) 16.2 82 317 54.1
13 | TradeGDP 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) 3.3 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
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Base Year| . . Progress under 8 | 7" FYP
Targets 2010 Vision 2021 gFYP 2015 2020
19 | National Savings (% of GDP) 29.44 29.01 32
20 | Gross Domestic Investment (% of GDP) 26.25 28.97 34.4
21 | FDI ($ billions) 0.913 1.60 9.56
22 | CPl Inflation (average) 6.82 5.2 6.5 5.5
D. | Urban Development
23 % of urban population with access improved wz 85 100 86 100
source
24 | Coverage of drainage system in Dhaka (%) 60 80
25 | Sanitation facilities for city dwellers (%) 40 60
£ 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 2.11 2.0
31 | Increase Contraceptive Prevalence Rate (%) 60 80 62 75
32 | Under 5 Mortality Rate (per 1000) 62 46 37
33 Immunization, measles (% children under 87 84 100
months)
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 healtbersonnel(% of 24 21 65
total staff)
37 | Literacy Ratg7+) 100 572 100
F. | Water and Sanitation
38 Access. to improved sanitation facilities (% 53 100 57 100
population)
39 % of rural population with access to improved wa 83 100 84 100
source
G. | Energy and Infrastructure
40 | InstalledGeneratiorCapacity(MW) 5823 24000 13,540 23000*
41 | Electricity Coverage (%) 48 100 72 96
42. | Per Capita Electricity Consumption 220kWh 371kWh 514kWh
43. | Transmission and Distribution Loss 16% 13% 9%
H. | Gender Equality and Social Protection
44 | Ratio of girls to boys in tertiary education (%) 32 70 100
5 Ratio of literate females to males (percent of ages 85 86 100
24)
46 Femalg enrolment in technical and vocatio 57 40
education (%)
47 | Income Inequality (Gini coefficient) 0.4 0.4
48 | Spending on Social Protection (% of GDP) 2.02 23
I. | Environmental Sustainability
49 | Productive Forest Coverage (%) (70 % tree dens 13 20 13.14 20
50 | Dry season water availability (% of total flow) 15 25
51 | Average flood extent (% of total area) 30 25
52 | Flood vulnerable people (in millions) 88 60/
53 | Cyclone damage extent (% of total area) 10 vV
54 | Water logging extent (% of totabastal area) 25 0.5
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Base Year| . . Progress under 8 | 7" FYP
Targets 2010 Vision 2021 gFYP 2015 2020
J. | ICT Development
55 | Research and Development Spending/GDP (%) 0.6 1.4 1
56 | Increasdele density(%) 90 78 100
57 | Expansion of Broad Band Coverage (%) 40 30 35
58 | Earnings from ICT, travel and tourism l¢#lions) 15 6

Note: (*) set in the Power e8tor Master Plan. (A) represents average of t he five
(V) set in the Delta Plan 2100 for 2021

In addition, since the start of th® FYP coincides with the final year of MDGs and the launch of
UN ¢ s -2016 Sustainable Development Goals (SDGs), the development approach underlying
the 7" Plan is consistent with the global agenda for higher growth in developing countries with
approprige measures for protection of taevironment. Th@" FYP embraces the goals proposed

by the Open Working Group (OWG) as the p2815 SDGs (Box 2.1) and endorsed the Rio+20
outcome documentThe future we want which encourages nations to forge compdots
sustainable and inclusive development in line with the UN-pO$5 development agenda. Indeed,
growth, and its acceleration, with a brelaased strategy of inclusiveness to reach the benefits of
progress to all citizens on a sustainable basis, ipittet around which the'7Plan has been
formulated.

Accordingly, eradication of extreme poverty will be a cardinal principle of the strategies laid out
in the 7"FYP document. Recognizing that people are aiQbetreof sustainable development,

this Plan will also strive for just, equitable and inclusive economic growth and social development
while protecting the environment. Drawing from the lessons of economic development across
countries, the 7 FYP endorses theotion that it is noenough tdook only at the growth of GDP

or some other indicators of ovall 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 dives an
capabilities are improved through the fruits of democracy along with economic progress.

Box 2.1: Post2015 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 agricul
SDG 3 Ensure healthy lives and promote ybeling for all at all ages

SDG 4 Ensure inclusive and equitable quality education and promekenigéearnimg opportunities for al
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 eneigy for al

SDG 8 Promote sustained, inclusive and sustainable economic growth, full and productive employr
decent work for all
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SDG 9 Build resilient infrastructure, promote inclusive and sustain@olestrialization and foster
innovation

SDG 10 Reduce &quality 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 irhpacts

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

SDG 15 Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably mana
combat desertification, and halt and revesselldegradation and halt biodiversity loss

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

SDG 17 Strengthen the meanf implementation and revitalize the global partnership for sustai
development

*Acknowledging that the UNFCCC is the primary international, intergovernmental forum for negotiating the
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 spar26fy&ars, if they
experience sustained high growdhnumber of coutries that were initially poor were transformed

into highly industrialized economies as a result e6280/ears of 7% plus growth, during the post
WWII period. These countries include Brazil, ChiHang Kong (China), Indonesia, Japan, South
Korea, Malaysa, 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 demies 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) ruralurban migration,

4) growth of the service and manufacturing sectors,

5) steady growth of overseas employment and international remittamees,
6) Demographidransition 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 thse witnessed in countries noted above.
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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 fro®0&tén

1972 to 16% in 2014, with a decline in employment from about {6686% 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 manufmmg 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, ontinued to make up the bulk of economic activity, holding at abéut i

2014 compared to about 45% in 1972.

Figure 2.2: Trend in Services and Manufacturing compared to LMIC
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That seems to indicate that Bangladesh has a dyoaamic 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-pquisite for higher growth that is expected to propel
Bangladesh it theUpper Middle Income Country (UIC) group in the coming years.

2.4 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 plage 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
1970690 to 4.8% in 199@000; to 5.8% in 2002010, and then crossed the 6% threshold during

the Sixth Five Year Ian period GDP growth averaged 6.3% for the fiyear period of the Sixth

Plan.

Figure 2.3: Average Real GDP Growth Rate
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Source: Bangladesh Bureau of Statistics (BBS)

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 the rate of growth of per capita GDP, contribtdirgrising trend in Gross
National Income (GNI) per capita (Figure 2.5).
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Figure 2.4: Growth Rate of Per Capita GDP

Annual growth rate %
o - N w N 6] (o))

1974-1980 1981-1990 1991-2000 2001-2010 2011-2015

Source: Bangladesh Bureau of Statistics (BBS)

Figure 2.5: Trend in Per Capita GNI, 19802014 (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 26@8gto $1200 in 2014. It was the
outcome of a combination of@wth acceleration and declining rate of population growth. Having
averaged a respectable 6% annual GDP growth during the Sissats of the 21 century, the
Bangladesh economy is now well poised to move to a trajectory of high sustained growdls, at rat
of 7%+ over the next few decades. The strategy of th&YP 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. Moreaovkegping with the Vision

2021 and the Perspective Plan, the goal is to make this growth inclusive and employment
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generating, with the maximum possible poverty reduction impact. 'fR¥P articulates the road
map towarddgulfilment of that vision.

25 SOURCES OF GROWTH, GROWTH DRIVERS, CAPITAL
EFFICIENCY

To formulate an effective strategy for growth acceleration, theeYP takes on board the
analytical evidence regarding sources of growth and its key drivers. Theory and empirical evidence
suggest thaamong 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 quantitativelgritrédgtion of these

factors to the growth outcome in Bangladesh. Empirical evidence from these researches decisively
concludesthat the most important determinant of growth in Bangladesh has been capital
accumulation. This is hardly surprising and prettych consistent with the experience of most
developing economies in the early stages of development. Results of growth accounting show as
expected that the expansionlabbour forceand 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

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 1970s8®% 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 exporiented ganents sector, in infrastructure and in human
development. These in turn hawuelledthe expansion of economic activities in Bangladesh.

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

1 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 lowfiscal deficits and kept public debtiomestic and externalunder 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.

1 Goodprogress has been made in banking and other financial sector reforms, especially
since 2000. As a result, 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.

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

1 Theexpansbn 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 {199d) 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 isakane 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 extm 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
pae 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 transitioastl@atvered the
dependency ratio, growth in thebour forceand increases in its productivity have been the other
drivers of growth in the Bangladesh economy. The trerdhbaur forceis shown in Figure 2.7.

On average th&bour forcehas grown by 2.9% per year between 1974 and 2010, as compared
with a population growth rate of 2.1%. The faster expansion dabwur forces caused by two
factors. First, there is a rising share of population in the working age group of 15 plusd,Secon
overalllabour forceparticipation has been increasing owing to the growing participation of female
workforce (Figure 2.8).
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Figure 2.7: Trend in Labour force, 19742010 (millions)
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Because othe growing female participation, the share of fenlalb®urin total labour forceis
rising, expanding from a low base of only 12% in 19890% 3n 2013. Yet, the level of female
participation (only 3.5% in 2013) remains low by international standarddis is another
important area where greater policy efforts would contribute to higher growth.

Figure 2.8: Labour force Participation Rates, 19742010
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Alongside the contribution of the expansionlabourforce, 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 educaticenrolmens as well as vocational and technical educati@vith progress in
literacy and education, some improvement has happened in the qualitylabdhe force Yet,

the facts that 40% of the workforce had no education and 23% had only primary level education
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in 2010 are indicative of a very low skilled workfor€dearly, addressing the skills gap presents
a fundamental policy challenge that has to be met in'tHeYP.

2.5.3 Role of Total Factor Productivity (TFP)

TFP growth measures the improved efficiency with which all inputs, capatfagur and
technology, are applied in the production process. Evidence based on recent research shows an
increased contribution of TFP gnrdycimcetheohsetofBan gl :
broadbased 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 influenmgdovernment 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 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 hapbaalye
beneficial for agricultural production and has contributed tremendously to increase rice yields that
have been instrumental in helping Bangladesh achieve ricsuggtiiency. In manufacturing

much of the technological progress has happened frem brand of entrepreneurs trained in
foreign universities who have helped transfer new technology and from foreign direct investment
in EPZ. A particular example is the technology transfer in the garment industry from partnership
with foreign investorsSince 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 broadbased markedriented economic reforms involving investment deregulation
and trade openness. The rapid dexlin the share of inefficient nationalized enterprises in
manufacturing since the mitb80s and the emergence of competitive private manufacturing in
textiles, readymade garments (RMG), pharmaceuticals, food processing and leather products
based on tradand 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 245(%. Greater trade openness,ind
exchange rate management, and import liberalization stimulated exports by reduecexgpariti

bias while infusing greater competition into the imggubstitution regime that largely dominated

the domestic market. The combined effect of market taimm, 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 tohe matter of institutions, Bangladesh is regarded by many as a development
surprise because good development outcomes, including higher GDP growth, human development
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and poverty reduction, have happened despite the fact that economic institutrmietieetively

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 gendnagher growth and reduce poverty over time. Some

of these institutions include a resilient population and-anking labour forcequick in learning

skills (e.g. garmentfootwearworkers), social and ethnic cohesion, family values, world class
micro-credit institutions, worldrenowned NGOs, Export Processing Zones, to name a few.
Notwithstanding all thesdt, is generally accepted by most independent observers that weakness
in economic institutions are major challenges for Bangladesh as it strivesdtgrating growth

and reducing poverty. There is also sufficient international evidence that stronger institutions
improve total factor productivity. So, th& FYP strategies are geared to pay greater attention to
the establishment of stronger institutsato 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 fiorthe postwWorld War 1l 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 economiesld/bave to be 7% or higher annually

for consecutive twenty years or mofiéhis is also the minimum growth rate for LDCs proposed

by the Open Working Group (OWG) of the p@8t15 UN Development Agenda. The Bangladesh
Governmenhas ample reason to beliexgiite rightly sgthatgiven past performance and future
outlook, average annual growth rate o4% during the five years, FY2018), is realistic and
feasible. The ¥ FYP will strive to achieve this target rate of growth on a sustainable basis. The
proected growth path for thé™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, tHessons of past experience and the growth drivers for'tiRéan.

2.6.1 Global External Environment

External environment is less likely to improveamramatic fashion; it may take few more years

for the world economy to rebountihe prognosis iso fa sombrewith the mediurrterm outlook

for trade and output growth in developed countidethe two critical growth enablers for
Bangladesh econondyis for modest improvement at best (T&aB.2. Prospects for the emerging

market economies like China, lldiand Brazil, also look challenging. A less than optimistic

gl obal scenari o has been characterized by | eac
context in which the”FYP has to articulate its strategies for accelerating gréaatformidable

challenge indeed.

Table 22: 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 4.1 4 4 NA
Advanced Economies 14 1.8 2.3 2.4 2.4 2.3 2.3 NA
Euro Zone -0.4 0.8 1.3 1.7 1.7 1.6 1.6 NA
Emerging /Developing Economies 4.7 4.4 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 7.4 7.6 8.0
India 5.0 5.9 7.5 8.1 8.5 9 9.5 10.0
China 7.7 7.4 7.1 6.8 6.6 6.4 6.3 NA
Investment/GDP ratio (%) NA
Bangladesh 284 283 289 30.1 30.9 31.8 32.7 34.4
India 314 32.2 32.6 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

2.6.2 Lessons from Past Experience

The growth and employment experience of Bangladesh 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 BFYiE.7

The important lessons are

1  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.

1  Higher growth in Bangladeshas benefitted from a risinigbour forceboth due to the
demographic transition of a larger share of working population and an incrisdmingforce
participation rate of the femal@bour Encouraging greater female participation inlgimur
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force and enabling them to undertake gainful jobs and stay inlaheur market will
contribute to higher growth.

i In addition to factor accumulation, growth would also benefit from improvements in total
factor productivity. The productivity of botlabour and cafial can be raised through
adoption of better technology and efficiency improvements.

1  The sectoral composition of growth has to chandavaurof a much higher share of modern
manufacturing and organized services to create a more rapid expansion ¢blggoothe
employment responsiveness of growth in manufacturing needs to increase to absorb more
labour.

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

1  Economic growthemployment and investment respond to policy and institutional reforms.
The Bangladesh governmentc¢cs past strategy t
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 beer understanding of growth drivers and what strategies and policies worked in
the past, theWFYP formulates strategies for growth acceleration based on effective policies of
the past while adopting pragmatic approaches to address emerging constdanas ahallenges.
Accordingly, the key growth drivers during th& FYP would include:

Higher rates of savings and investmerithere is general consensus based on historical evidence
that high growth requires a stable investment environment, and investies of 30% of GDP

or above, with a public sector component €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 investmeates 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 achieg8e the 7
percent GDP gwth rate. A simple rule of thumb is to look at the overall incremaxaiaital

out put ratio (I COR). Bangladeshg¢gs 6.3 percent
rate of B percent, implying an ICOR of around44. Consistent with thexperience 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 fro812%6 in FY205 to around 34.4% by FY 2020. Much

of this investment will need to go to enhance infrastructure, impladveur skills and boost
manufacturing production. The projected investmesguirements for the Seventh Plan are
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indicated in Figure 2.10. These indiive investment rates have been crdsscked 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 Rgiirments
(as % of GDP)
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Taking advantage of a growintabour 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 femaldabour forceis a positive factor for growth prospects. Howevei3ab
percent, théemale participation rate is still very low by international standards and there is much
scope for increasing the growth of flabour force

Improving composition of investment ifavour of infrastructure and manufacturing Presently

an increasingly largeshare 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 investmerfeniour of infrastructue 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 productivityThe averagéabourproductivity in Bangladestsivery 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 rerain
Adoption of improved technology can be a mdgetor for improving total factor productivity

and increasing the rate of growth.

2 Total factor productivity measures the efficiency of all inputs going into a predugtocess.
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Expanding market opportunity through greater reliance on world trad&hile trade openness
stimulates competition it also creates access to global markets. Trade reswittioesther 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 forislreason 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 ther 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 transfernKing bf domestic
production to export markets also creates the scope for employing vast reserves of unemployed or
underemployedabour force

Enhancing the quality of the workforceBangladesh has made rapid progress with increasing the
adult literacy ate and primary and secondary schemlolments Yet, the average quality of the
labour forceis very low. A little over half of the work force has an educational level beyond
primary education. Technical skillémbouris relatively scarce. Investmenteducation and skills
development will raise the growth rate.

Finally, the T 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 adegpte 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 irilan, 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 ae in place to sustain the record of prudent yet grdvigimndly macroeconomic policies

during the ' FYP.

Strengthening the Export Base and its Growth strategy of growth acceleration for the
Bangladesh economy must be predicated upon export orientstause 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 progreéssreforming 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. iewehe trade liberalization effort
needs to be accentuated. The dominance of RMG exports has grown from 78% in 2010 to 80% in
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2015. The average tariff protection in Bangladesh is still high and inhibits the broadening of the
export base by creating amhierent antexport bias for noiiRMG exports. Further trade reforms
are essential to eliminate the bias against an edgagrowth strategy.

Improving the Efficiency of the Financial Sector International evidence shows that over the
longer term econuic development and the maturity of the financial sector are strongly correlated.

I n today¢s world of gl obal mar kets and compet
can often make the difference between a competitive andarpetitive 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 nperforming assets, and corporate governance is a
challenge. Micrecredit 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 intereste, 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
enviraonment for new entrants to the stock market.

Improving the Investment Climatd-or 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 invesent 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 sdurce o
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. dlWwenfl 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 coectivity with the political elements amnglable 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 betgovernance.

Easing the Infrastructure ConstraintThe infrastructure constraint remains a challenge for'the 7

Plan. Addressing the energy constraint is of the highest priority to achieve higher growth. The
strategy needs to provide a balanced apprdbat 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 gaand power, and look at options for diversification of fuels for
generation. The strategy also needs to explore alternative solutions such as increased electricity
imports fromneighbouringcountries and liquefied natural gas (LNG) trade. The supply side
options will need to be balanced with policies for demand management that conserve energy and
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discourage inefficient use. In transport, along with new investments in transport infrastructure
based on a careful review of priorities, especially in theautgdl 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 addit®mperéent of GDP.

Such financing cannot easily comeorfir public sector and requires strong puiplitvate
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 logisticsResearch 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 tradgistic Performancdndex(LPI). This index is a
combination of performance on six areas: customs, transport infrastructure, international
shipments, logistic competence, tracking and tracing, and timeliness. Bangladesh scores
particularly low on customs procedures, on transpémdstructure 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
schemesni 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 cange challenges and water constrainthe low lying delta of Bangladesh

is highly vulnerable, both to the normal and tidally enhanced monsoon floods as well to regular
impact from tropical cyclone$n addition, salt water intrusion affects drinking wajeality 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 probleenskaly 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 threateg 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 ttie way
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 @mahgenage the

water challenges.

Managing the Land ConstraintBeing 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 lahprices throughout the country but especially in the metropolitan areas.
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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 industnies. It is

a major obstacle as it may induce foreign investors to invest in other countries with better managed
land marketsEfforts 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
al so has a direct effect on peoprhees@ae amoegstf ar e
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 desk effectivdand registration policiedigh land transaction

costs and poor land/property taxation policy that has a-ibultias 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 effor

Addressing the Skills Challengén general, averagabourproductivity is low in Bangladesh and
investment in skill formation will pay rich dividends in terms of growth acceleration by enhancing
labourproductivity. Similarly, increasing female participatiodabour forcewill increase growth

by expanding the supply ¢dbour Encouraging greater femadibour forceparticipation will
benefi't mo st from pushing gitesl s dothehwkse caeasi o n
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 inemealseents

at secondary and tertiary level$mprovements in education quality will also help address the
chronic problem of school dropout. Additionally, serious efforts are needed to upgrade the capacity
to deliver technical and vocational education and skills training. This is a major defithec

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-pribdite
partnership will be built based on experiences in East Asiantges and India as part of a
successful training strategy.

Leveraging South Asian Regional Economic IntegratioRegional economic integration could

fuel accelerated growth and poverty reduction
human and natural resourcésshackling regional trade and investment opportunities could be

one of the main sources afistainable economic growth in the region. The region has all the

i ngredients needed to emerge as a successful
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-iag@anal trade remains at 5% of

total trade while investment is well below 1#%&agmented road and rail infrastructure between
India, Bangladesh, Nepal, and Bhutan, with cumbersome customs procedures have served as a
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major barrier to trade and investmemthe NorthEastern swvegion of the Indian subontinent.
Recognizing the immense potentialities in this-gedfion, the four government84gngladesh,
Bhutan, Nepal and Indidavesigned theMotor Vehicle Agreement (MVA), paving the way for
closer econmic 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 o gombipassengers among
these four countries that will not only facilitate trade but also foster better economic and political
relations. With Indiac¢cs economy on the rise,
beneficiaries of thespill 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 driveorf 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 environmerno build a private sector led growth model inclusive of SMEs.

Unlocking the Potential of Blue EconomyBlue economy concept has ushered in a new horizon

for economic development of the coastal countries through utilising the sea and marine resources
at nationa and international level. The concept of Blue Economy can significantly contribute in
the socio-economicdevelopment of BangladesResearch shows that economic development
utilizing ocean resources appears promising for Bangladesh. Nonethekess,ctintingent on
maintaining good health d¢iie 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 tam. Therefore, Bangladesh would focus broadly on (i)
protecting and managing the fisheries for the present and the future generations, (ii) 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 fgobigmarkets, (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 incsdag revenue from shipping and commerce by the expansion

of domestic fleet and destinatiotisnshipmenand transit provisions, linkingeighbouringstates

to the segorts, etc. (ix) give special priority to anticipated Climate Change impacts oreatimél
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 baseand (xii) along with other coastal areastablishment of marine academy in
Khulna may be consideredbove all, for maintaining seamless and coordinated planning and
actions (xii) 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 strest®tthe concerns of economics are closely related to the
concerns of justice and fairness. Therefoeatralobjective of the underlying economic strategies

of the  FYP is to make the benefits of progress broadly shared by the citizenry. For this to
happen, inclusiveness of the growth process is essdnthisiveness means equity, equality of
opportunity, and protection in market and employment transitions iseafithe growth process.

If not addressed, systemic inequality of opportunity has the potential to derail the growth process.

While the ™ FYP stipulatesaverageyearly rapid economic growth of.Z% complimentary
strategies and policies are in placenake that growtimclusiveand sustainable for a long period
without damaging the environment. It therefore encapsulateatagy for inclusive growth which
empowers people by creating employment opportunities, fostering the scope for lgteaier

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 caprgehan 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 inclusimessenhancegrowth.

An addendum to the strategy of inclusiveness is the underlying principle of equitable growth which
can be achieved bgnsuringthatthe fruits of this growth processareenjoyedmoreequitably by

abroad spectrum of the population.tiis 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{pronged approach will be employed. First, an effective bocia
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 oppatapeieed up by the growth
procesgjust 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 tfis 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 wayseducing the rate of growth

and by lowering the growth elasticity of poverty reduction bg reducing the pace of poverty
reduction for any given level of growth. That is why reduction of inequality through ‘teset
participation in productive employment is one of the pillars on which the growth strategy of the
7th FYP rests.
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2.7.2 Growt h, employment and poverty reduction

Accelerated poverty reduction is a key objective of tA&YP. Growth is a necessary condition

for poverty reduction in developing countridse BangladeshEmployment 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 wh tends to be inclusive and contributes to poverty
reduction.

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 documeRia#2C, titled The Future We Wants
commi tted to establish a &green economyg¢ of t
goals as the economy strives towards growth acceleration and eradication of extreme poverty. One
of the main outcomes difie 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 agéeda.
Governmeh 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 includeobeediyng

and hunger, improving health and education, making cities more sustainable, combating climate
change, and protecting oceans and forests.

In its pursuit of sstainable 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 rulesadboess the challengémainstreaming

sustainable development across sectors and integrate economic, social and environmental
objectives across sectotise Government has adopted the National Sustainable Development
Strategy (NSDS)The growth strategies of thé"FYP therefore are broasased 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 maintainingthe heath f uncti oning of the Earthg¢s ecosy

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 andinadized with a strong

commitment to ensure that justice and fairness remain the cardinal principles governing the

3 United Nations Conference on Sustainable Development, Rio+20 held on 20 Jun220dth 2012 Rio de
Janeiro, Brazil
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distribution of the fruits of growth. Accordingly, thd"F YP endor ses the noti
empowerment as the creation of economicooppt uni ty, the ability to fr
in |ife in accordance with onec¢s distinctive
embraces the idea that development to be meaningful its benefits have to be widely shared by all
citizensthrough their empowerment stemming from the strengthening of inclusive institations
pluralistic democracy being one, but many more institutions spread across various sectors such as
gender equality in access to education and employment opportunigl,motection schemes for

the elderly and disabled, protectiladpourrights to organize and strive for decent wages and safe
working conditions.

Furthermore, it i s recognized that poor peopl
of assetsaand by their powerlessness to negotiate better terms for themselves with a range of
institutions, both formal and informal. In this contesitnpowerment requires the expansion of

assets and capabilities of poor people to participate in, influence, anaclkoldhtable institutions

that affect their lives. Accordingly, growth accompanied wikgyty reduction, two priority goals

of the 7" FYP which contributes to income growth of the poor, are recognized as the means to
create assets and capabilities obippeople to facilitate their empowerment.

Among the other avenues of empowerment endorsed by"tR¥ R is the reduction of income
inequality which facilitates growth acceleration on the one hand while raising the income of the
poor and marginalized pafation. 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 al#eatkcent 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 insectoralChaptes of 10, 11, 12 and 13 of Part 2 this Plandocument In
particular, education is recognized as a uniquely powerful agent of empowerment and therefore
programmedormulated by the Ministry of Education and the Ministry of Primary and Mass
Education articulate strategies to make educatamessible 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 menaciisg are essential components of tHeF¥ P

growth strategya 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 dmealth, education, gender equality, and worker safety and wellbeing.

One other obstacle to empowerment lies in the persistence of gender dispairtieggher
education, access to work, and in wages. It is a fact that women in Bangladesh atgilineley
underpaid, and undappreciated. This needs to change and programmes underlying the strategy
for removal of gender disparities are articulated in Chddtesf Part 2 Again, this is not just a
matter of justice and fairness, but it makes good ecaneanse. One of the major sources of
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Bangl ade s hlamur fpncegramithhbolstesed by rising participation of women which,
though rising in the past decade, still]l falls
empowerment in this contexgain boils down to education, skill development, and increased
access to employment. Empirical evidence from recent research on growth drivers shows that

el iminating gender gaps could | ead to a big |

Finally, insttutions 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 appropri&tepending orhow 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 lety success depend on competence rather than connections,
participation rather than patronage. Nobel Laureate Economist Amartya Sen said it famously: if
we want bettecapability, then we need betteapacity And creating capacity for the poor and
marginaized 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 statewned and private financial institutions, Palli Karma Sakajoundation
(PKSF), and so on.

2.9 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. Avelalgeurproductivity 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 manufagty 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 compgementin
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 educatimces. Poverty issues are discussed in
detail in Chapted of Part 1

2.9.1 Changing Structure of Production

Sectoral growth projections resulting from the GDP growth targets and the strdc&ibé are
provided in Tables 2:2.4. The principal driver bgrowth 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 toave 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).
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Table 23: GDP Growth Targets in 7" Five Year Plan 201620
Growth rates (%)

Sectors FY15 FY16 FY17 FY18 FY19 FY20
Agriculture 3.0 3.2 3.3 3.3 3.4 3.5
o/w Crops 1.3 14 14 14 1.4 1.4
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 24: Sectoral Shares in 2" Five Year Plan 201620
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 18.4 19.1 19.8 20.6 21.5
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 structurebserved 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, whiteldteszeshare of agriculture

will further decline, falling to 12.9% by FY2020.

2.9.2 Employment Expansion

Although the population growth is falling (1.37% according to the 2011 Censu&ptha force
continues to grow at aroundl3over the last ten yeapsving to the growing share of working age
population and rising femalabour forceparticipation. An additional labour force 09.9 million

will be availableduring 201520 or about 2 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, stik&ving somd.6million to find jobs at home. That, in quantitative
terms, is the employment challenge during th&YP.

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% duri2@2016

(and underlying production structure), varying from 7% (FY16puggh 8.0% (FY2020), the
economy will be creating additional jokanging from 23 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 tdabeur forceeach year, so that many of the
workforce currently unemployed or undemployed will have the opportunity tmove into
productive jobs, primarily in the formal manataring sector of the economy.
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Table 2.5 Employment Generation during 7" FYP
FY2016 FY2017 FY2018 FY2019 FY2020

GDP growth (g) 7.0 7.2 7.4 7.6 8.0
Employment generation (0.45*g 1.9 2.0 2.2 2.3 2.5
Migrant work 0.4 0.4 0.4 0.4 0.4
Additional employment (million) 2.3 2.4 2.6 2.7 2.9
Additional Labour force(million) 1.9 1.9 20 20 21
Excess employment (million) 0.4 0.5 0.6 0.7 0.8

Source: Seventh Plan Projections

It is estimated that2L9 million additional jobs will be available during the five years of tHe 7
FYP, including some 2 million jobs abroad for migrant workers, forSt8eamillion labourthat
will join the workforce during the same period. Thus job creation, both domestioraigh, will
exceed the additiondbour forcethat 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 angiumeterm 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 'Bf the 7
FYP is to substantially reduce extrenmaverty, defined as people living below the lower poverty

line, which, at the start of the Seventh Plan, afflict®%?of the population, or abo@0 million

people.

Figure 2.11 Poverty Reduction Trends: Poverty and Extreme Poverty

60 56.7
50 51.0

40 M 40.0
0 . 4.3 315
\% 24.8
20 e
12.9

10
0

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

Poverty rate (%) —Extreme poverty rate (%)

Source: Various HES ad HIES, BBS
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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
1990The 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 tthard, 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 lid@@xtreme povertyeduced by 6.8 percentage
points compared td.6.7 percentage poinits the 2000s.

Third, not only is there a declining trend in
undergone evolution from the perspective of chronic poverty. The proportionate share of extreme
poor in total poor (ratio) at the national level laminished with the passage of time, especially

in the seond half of the 2000s (Table 2.7

Table 26: 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 31.5 41.1 34.4 343 | 251 | 17.6
Urban 42.8 29.4 35.2 284 | 213 24 13.7 199 | 146 | 7.7
Rural 58.8 55.2 52.3 43.8 35.2 43.8 38.5 379 | 286 | 21.1

Source: HIES various issues, Bangladesh Bureau of Statistics (BBS)

Table 2.7 Ratio of Poverties as petower 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 Year8BS

Drivers of improvements in extreme povert$everal 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 omithétaigal 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 substankaties oflabourfrom agriculture. As a result, the agricultural
labourmarket 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 masthmart |

54



1980s and increased only modestly in the 1990s (from 3.5 kg in 1990/91 to 4.5 kg 2ODYL9/
The real breakthrough came in the second half of the 2000s: rice wage per day-\lakgtis
the 200813 periods. This pattern is also reflected byrda 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 wagourmarket witnessed in the 2000s has been contributed
principally by three charets: (a) relocation of fardabourto rural norfarm sectors; (b) relocation

of rurallabourt o ur ban activities through the apull
opportunities for the extreme poor@bourintensive construction and transpactivities; 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 fiamm income fom 34% to 40%, and that of
remittance (domestic and foreign) income from 8% to 11%. With the expansion -tdrnon
income, demand for a range of rural services has created substanfiatimamployment.

Second, between the two censuses of 2001 and, 2@ Ehare 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 esblishments in pefnirban 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 (milgaody, benefitirg 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 ruralurban relocation ofabour also benefitted from the growthf exportoriented
manufacturing such as the reathade garments which currently employ about 4 million workers
(75% of which are firsgeneration women workers mostly from poor families). Studies have
shown that RMG work has reduced poverty in the parérmaseholds almost by half in just 4

years Thus, expoHed 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.

(c) Migration and Extreme Poverty Reduction

Creation of additional nefarm employment opportunities, via nfarm diversification in rural

areas and rapid urban growth sustained by robust flows of overseas remittance and manufacturing
export growth, led to increased emigration (seasonal and peanent) oflabour 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 intelmadl migration.

55



However, while casual agriculturbourershave limited resources for financing international
migration, indirect effects of international migration through fdd@our market are of greater
significance for this group. Therefore, higlgrigultural 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
agriculturallabourerswho have limited resources for financing international migration, it is the
indirect effects of international migration through the chann&durmarket that are of greater
significance. The wage growth tends to be faster in villages experiencingrbigth 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 growthinstitutionally transformativegrowth which

not only accelerate growth of income per capita but mlagnify the poverty reducing effects
economic growth. The most significant grovitiduced transformation that has taken place in the
countryside relatesttite &apr ogr e s s i labeudmaskeniastitgtiennfar the rardl poor

and the poorest. The share of casual wage dependent agridalvotaihas gone down in times

of peak agricultural activities. The latter has increasingly given away to the ¢oattabourin

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 w#lil 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 microcrets 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 speial focus tdessserved 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 vulnerabllitg.implementation of

the NSSS will be a major initiative for reducing extreme povémtgddition, 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 arsfrengthening of the above strategy there will be considerable
reduction in povest and extreme poverty (Table 2.8These poverty estimates are based on
applying the aggregative poverty elasticities of poverty and extreme poverty to GDP growth for
the 2 htest available HIES (2005 and 2010). The projected figures suggest Bangladesh would
significantly reduce its extreme poverty to abol gercent by 2020 given the GDP growth
scenario of the'TFYP.

Table 2.8 Poverty Reductionduring 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)

248 23.5 223 21.0 19.8 186

Reduction of Extreme Poverty
Poverty elasticity to GDP -1.19 -1.19 -1.19 -1.19 -1.19
Lower poverty line
(% of population below)

12.9 12.1 11.2 10.4 9.7 8.9

Source:GED estimation for ¥ Plan
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MEDIUM TERM MACROECONOMIC FRAMEWORK

The macroeconomiframework underpinning the Seventh Five Year Pldh Rfan) has been
formulated taking into account the developments under the Sixth Five Year Plan and the lessons
learned from the review of performasdcen terms of policy implementation and outcomemder

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 investmentefation 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 backgrounahe ' Plan aims at increasing the real GDP growth to 8% by FY20,
containing inflation further to 5.5%, and reducing the level of pover§y.bpercentage points to
18.6%. These projections are bdsen multisector Computable General Equilibrium (CGE)
model and a consistent macroeconomic framework covering broad sectoral composition of growth,
strategy for increasing savings and investment, medesm fiscal strategy and balance of
payments projeabns consistent with debt sustainability and external sector viability.

3.1 PROJECTED GROWTH PATH UNDER THE 7 ™ PLAN

The strategy for achieving thé" 7Plan targetsin terms of achieving planned growth and
employmernt-have been discussed in Chaptéx @ongwith 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 increa the rate of investment fro®8.9percent 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 segEstment

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 SectdiasterPlan. The details of thpowerand energysector strategy are
provided in Chapter 6f 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®lan. The experience of th& Blan clearly shows thahe

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 ®®@Hd increase by an average of about
6.0% per annum during th& Plan period, reaching a peak of 6.7% by the end of the Plan. Even
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after allowing for higher savings rates to support the envisaged investment Plan, the planned
income growth would allow pecapita real consumption to grow by more than 25% over-+the 5
year period. This increased consumption in real terms and the potential income flow from the
envisaged increased national savings will sustain a further acceleration of the ongoiraplsexhd
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 Bangladasthhtough 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 performingcenomies 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 iff' fRr¥ is also
predicated upon a substantial increase in the investment rate in the economy from the current level
of about28.9% of GDP to more than 34% 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
planned5.5 percentage point& gross investment, about ef@urth 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 teclogy, and greater market access for Bangladeshi exports. The
ICOR is expected to remain unchanged at the averagedktred Sixth Plan, which would only

be possible if Plan period is relatively free from economic disruptions allowing the
entrepreneurs/irestors to utilize their capital stock.

Table 3.1: Macroeconomic Scenario of the Seventh Five Year Plan

. FY14 FY15
Macro Indicator . FYl16 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
i 0,

Gross Domestic Investment (as % , 289 301 31.0 318 327 344
of GDP)
Private investment (as % of GDP) 22.0 221 23.7 239 244 251 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) 292 29.0 291 29.7 30.2 30.7 321
Consumption (as% of GDP) 77.9 77.7 775 76.7 759 751 735

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 3.5
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 31.8 330

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 ¥ 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 projectaunder 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 alnZ28percentage pota since FY10 t6.%%

of GDP in FY15. The entire increase in public sector investment was on account of the sustained
expansion of the Annual Developmenb§ramme(ADP). Despite the recorded upturn, public
investment could not crowd in private investmeand 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 G ipercentage 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 adopif new and better technologies across all sectors

be it agriculture and industrizurthermoresignificant increase in real wages across Bangladesh

in recent yeartead to increased mechanizatioragriculture and construction sectors

Much of the gravth 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 7" Plan in raising the total investment with respect to GDP to the sehjlévels during the

Plan period. Public investment in nationally important mega projects and national policies to

i mprove the overall environment for investmen
(both national and foreign). A review ofgiaexperience indicates that, the secular increase in the

share of private investment in total investment was the result of reforms initiated in 1980s and
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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 priles: The
growth of private investment in the economy in the p2@D0 periodcan be attributedo
infrastructure constraints includiagutepower shortage due totsun public investment spending

and the inability of the government to implement large infrastructure projects. Although the power
situation has significantly improved during the Sixth Plan, problems with transportatbn
availability of serviced landor industrial projects have worsened the investment climate over
time. Improving these key binding constraints will be the major challenge undét Biar

During the Sixth Plan the government has been successful in reversing the declining trehal in pub
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
ADP AllocatiorSFYP Targets & Actual
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Howe\er, 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
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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. btwithstanding 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 implementatioe.liEhwill 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 PublicaiPartnership (PPP) in infrastructure
investment will gain momentum, particularly in power generatiorthasPPP office under the
Prime Ministerc¢s Ofblild apea laagerepipepndot RPP prgjects. fldinb r t  t ¢
venture initiatives in th@ower 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 GDROkp FY2
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 thelan 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 ®edlaster Plan to meet the rapidly growing power
sector needs of a growing economy will require large investments in power generation alone.
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Figure 3.3: ADP Transport and Energy AllocationSFYP 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 peEtattricity generation capacity has
increased significantly under the Sixth Plan, largely through capacity expansion in the form of
quick rental power plants. Under th& Rlan larger projects, including several large dusded

power plantswill come in effect with a view to expand generation capacity3®@ MW by

FY20.

Major infrastructure projects like construction of Padma Bridge, completion of BG&akéagong

4-lane highway and broadening it further to at least six lanes, making all national highways to at
least 4lane highways, construction efevated roads majpr cities, linking Bangladesh Railway
system with destinations in India and Myanmar and further to the Asian Railway system, directly
linking Khulna and Mongla with Dhaka and Chittagong directly by rail using the Padma Bridge,
construction of a deep searpfor handling of coal and other imports at Sona@ia, x ¢ s alBa z ar
some of the important transportation initiatives to be implemented undéef far.

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 &ff€e and the regulations and
guidelines for such investment. The government has stablesshed the Bangladesh Infrastructure
FinancingFacility (BIFF) to ensure cfinancing of PPP projects. As designedi-Bkhould help
catalysefinancing of infrastructure projects by using its own resources, issuing infrastructure
bonds to increase ag=to financing, and allowing other institutional investors of domestic and
foreign origins to invest in BIF as minority shareholders. The government has already allocated
sizable amount of resources from the unutilized budgetary allocations for PRispaopk will be

ready to contribute more to increase its capital base through additional budgetary subventions in
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future. The ultimate objective of BFF is to help finance PPP infrastructure projects by taking
direct equity participation in financially Miée 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. AGagipercent of
investment comes froime 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 economioement 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 of92 o f GDP is primarily attributabl
remittances averaging more than 8% of GDP during the Sixth Plan period. Although the national
savings rates sometimes fluctuate with the vo
interesting to observe that in years when inflow of remittarsckgh, 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 allws 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 #hsa, tru

overall higher remittances tend to contribute to higher national savings even after allowing for
consumption induced lower domestic savings.

Figure 3.4: Developments in Gross National Savings and Its Outlook under th& Plan
35.0 -

30.0 -
25.0

20.0 - /

15.0 -

10.0 -

5.0 -
0.0 T T T Rl T T T T T T 1
FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20

In percentages

-5.0 -
Gross National Savings/GDR===Gross Domestic Savings Growth (9¢===Remittance Growth (%)

Source: BBS and Seanth Plan Projectiors

64



























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































