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Executive Summary
Recent Developments

Bangladesh’s newly elected government assumed office in February 2026 amid pronounced macroeconomic
stress and heightened uncertainty. Economic growth has slowed sharply over the past three years, inflation
remains elevated, and financial sector vulnerabilities have intensified, constraining policy space and weakening
confidence. While external pressures had eased somewhat—supported by strong remittance inflows and a more
flexible exchange rate regime—the Middle East conflict is compounding pre-existing domestic fragilities and is
expected to adversely affect the fiscal and external balance, inflation, and Gross Domestic Product (GDP) growth.
Domestic challenges continue to weigh on investment, job creation, and household welfare. The confluence of
subdued growth, persistent inflation, and financial sector fragilities underscores the urgency of a coherent
stabilization strategy complemented by structural reforms to restore macroeconomic stability and place the
economy on a more resilient, job-creating growth path.

Growth has weakened markedly, decelerating to 3.5 percent in Fiscal Year (FY) 2025—the third consecutive
annual slowdown and the weakest performance since the COVID19 pandemic. The slowdown was driven primarily
by a contraction in private investment reflecting heightened political and policy uncertainty during the tenure of
the interim government, elevated borrowing costs, and persistent banking sector weaknesses. Public investment
growth also remained modest amid weak execution of capital spending. In contrast, private consumption proved
relatively resilient, supported by robust remittance inflows, and exports rebounded in FY25 following earlier
weakness. On the supply side, industrial growth remained subdued and services growth moderated, and
agriculture was adversely affected by floods in FY25.

Economic activity remained constrained in the first half of FY26, despite a temporary pickup in first quarter
growth driven largely by base effects. Private sector credit growth continued to decelerate, reflecting both weak
demand and supply side constraints stemming from high nonperforming loans (NPLs) and increased government
reliance on bank financing, which crowded out private sector credit. As a result, private investment growth was
sluggish. Public investment remained weak, with negative growth in Annual Development Programme (ADP)
spending. Private consumption continued to benefit from strong remittance inflows.

Inflation remained persistently high, averaging 8.5 percent during July—February FY26, despite tight monetary
policy, a stable exchange rate, and strong agricultural output. Both food and nonfood inflation have remained
elevated, driven by high energy and import costs and supply chain inefficiencies. Headline inflation rose further
in February 2026 to 9.1 percent, reflecting seasonal demand pressures and election-related spending. As a result,
real wage growth for low-income workers has remained negative, eroding purchasing power and exacerbating
welfare pressures. The ongoing conflict in the Middle East poses additional downside risks to inflation through
higher global energy prices and import costs.

Poverty and welfare outcomes deteriorated over 2022-25, driven by limited creation of productive jobs, weak
labor income growth, and elevated inflation that reduced the poverty-reducing impact of growth. National
poverty is projected to have risen for a third consecutive year, increasing from 18.7 percent in 2022 to 21.4 percent
in 2025. At the USS$3.0 international poverty line, an additional 1.4 million people are projected to have fallen into



poverty over the same period. A recovery projected for 2026 is now at risk — the Middle East conflict is expected
to push an additional 1.2 million people below the poverty line, offsetting much of the projected improvement.

Labor market conditions remain weak. The sharp growth slowdown in recent years and weak labor market
outcomes reflect deepening structural constraints. Job creation has lagged behind the rapid expansion of the
working-age population, leaving employment concentrated in the agriculture sector, particularly for women. The
drivers of job creation have shifted from urban manufacturing to low-skill, lower-productivity agricultural
activities.

Monetary policy has remained tight, and private sector credit growth has remained subdued. Bangladesh Bank
(BB) is maintaining a policy rate of 10 percent to contain inflationary pressures, and the real policy and lending
rates have turned positive, strengthening monetary transmission. Liquidity conditions in the banking system have
shown early signs of improvement, supported by higher deposit growth and central bank foreign exchange (FX)
purchases, but conditions remain uneven across banks.

Financial sector vulnerabilities have intensified and pose growing systemic risks. Enhanced regulatory scrutiny
and greater disclosure have revealed significantly higher NPLs and widespread undercapitalization, particularly
among state-owned and Islamic banks. The systemwide NPL ratio peaked at 35.7 percent in September 2025, then
eased to 30.6 percent in December 2025, and capital adequacy fell well below regulatory minima, leaving banks
with limited loss absorbing capacity. BB has initiated asset quality reviews and bank resolution measures, including
mergers supported by new resolution and deposit protection ordinances. However, continued regulatory
forbearance and repeated liquidity support risk delaying balance sheet repair and undermining confidence,
highlighting the urgency for decisive, comprehensive and timebound bank resolution strategies and
improvements in capital adequacy.

External sector pressures eased in FY25 and in the first half of FY26, supported by strong remittance inflows. The
adoption of a more flexible exchange rate regime in mid-2025 helped stabilize the taka and rebuild foreign
exchange reserves. Export growth turned negative in the first seven months of FY26, reflecting weaker demand
from major markets and intensified foreign competition. By contrast, import growth increased, driven largely by
food imports aimed at containing inflation. Despite a widening trade deficit, the current account deficit narrowed
sharply in FY26, reflecting robust remittance growth. Exports also remain highly concentrated and vulnerable to
external shocks, and foreign direct investment remains low relative to the size of the economy.

Bangladesh’s fiscal position weakened in FY25 as revenue collection declined sharply, pushing the tax-to-GDP
ratio below 7 percent for the first time in 15 years, before showing only a partial recovery in early FY26 that
remains insufficient to meet ambitious targets. Persistent structural weaknesses in revenue mobilization,
alongside rising subsidies and elevated current spending, have compressed fiscal space and crowded out capital
expenditure, which continued to contract into FY26. The fiscal deficit narrowed to 3.5 percent of GDP in FY25,
driven primarily by lower development spending rather than stronger revenues. Financing has become
increasingly reliant on domestic bank borrowing. Public debt rose to 39.5 percent of GDP. Although external debt
remains largely concessional and overall debt distress is assessed as moderate in the 2025 Bank-Fund Debt
Sustainability Analysis, stress tests highlight vulnerabilities to external shocks and export shortfalls, underscoring
the urgency of sustained revenue reforms, expenditure rationalization, and renewed momentum in public
investment to safeguard medium term growth and fiscal sustainability.



Outlook

Overall, Bangladesh faces a challenging near-term outlook marked by weak growth, high inflation, rising
poverty, and financial sector stress. Restoring macroeconomic stability will require increased domestic revenue
mobilization, sustained monetary discipline, credible financial sector resolution, and measures to rebuild investor
confidence. Over the medium term, reviving private investment, strengthening job creation—particularly outside
agriculture—and protecting vulnerable households from inflation will be critical to restoring inclusive and
sustainable growth.

The Middle East conflict is likely to materially affect Bangladesh's economy, compounding existing
vulnerabilities. Higher import costs, weaker exports, and falling remittances would add pressure to the current
account balance, while rising energy prices and pressure on the exchange rate would add to already-elevated
inflation. Higher energy subsidies would further squeeze fiscal space. Addressing these risks demands a coherent
stabilization strategy — backed by structural reforms — to build buffers, restore confidence, revive investment,
and put growth on a sustainable footing.

Bangladesh’s near-term outlook has weakened, with real GDP growth for FY26 revised down to 3.9 percent from
the previous projection of 4.6 percent in January 2026. The downward adjustment of growth reflects the
combined impact of the ongoing Middle East conflict and persistent domestic macroeconomic challenges,
including elevated inflation, weak investment, and financial sector vulnerabilities. Inflation is expected to
moderate compared to FY25 but remain elevated due to higher import and energy costs linked to the conflict. The
current account deficit is projected to widen as import growth—particularly for energy—outpaces exports. The
fiscal deficit is expected to increase despite some revenue gains, driven by higher fuel subsidies, banking sector
recapitalization costs, and expanded social spending commitments. Public debt is projected to rise gradually,
exceeding 45 percent of GDP by FY28. Poverty reduction is expected to stall through the medium-term, with
inflationary pressures and a slow labor market recovery keeping poverty above pre-conflict levels.

Risks to the outlook are significantly tilted to the downside. Bangladesh’s ability to absorb a prolonged Middle
East conflict is constrained by limited buffers. Its foreign exchange reserves provide coverage for less than four
months of prospective imports, fiscal space is limited due to poor revenue performance and monetary policy is
tight. The conflict could further strain the external position, dampen remittance inflows, sustain inflationary
pressures, raise subsidy and fiscal costs, and weaken growth outcomes. These external risks are compounded by
domestic vulnerabilities, notably the fragile banking sector, where rising NPLs and weak capitalization continue to
constrain credit and investment, as well as broader trade disruptions and global policy uncertainty. On the upside,
sustained political stability following the 2026 elections, renewed investor confidence, and faster progress on
structural reforms—particularly in domestic revenue mobilization, the business environment, and financial sector
strengthening—could support a stronger than expected recovery in growth and employment.

Restoring macroeconomic stability and rebuilding confidence—through credible commitments to sound
governance, transparency, and accountability—are the most urgent prerequisites for reviving private investment
and job creation, alongside strengthened social safety nets to protect the most vulnerable. The Middle East
conflict has further heightened the urgency of strengthening macroeconomic fundamentals so that Bangladesh is
better positioned to absorb external shocks. Near-term priorities include maintaining a sufficiently tight and
credible monetary policy stance to re-anchor inflation expectations, avoiding premature easing and unsterilized



liquidity support, strengthening monetary transmission, and allowing greater exchange-rate flexibility to help
absorb external pressures. On the fiscal side, reducing government financing needs requires reversing the decline
in the revenue-to-GDP ratio through concrete tax policy and administration reforms, including the phased
reduction of inefficient tax expenditures in line with the Tax Expenditure Management Policy Framework,
publication of an annual tax expenditure report starting with the FY27 budget, and implementation of a value-
added tax (VAT) reform strategy that consolidates rates, introduces full input tax credits, and narrows exemptions
to essential goods and services consumed by the poorest households. Given the energy price shock, allowing at
least partial pass-through of higher import prices—while protecting vulnerable households through targeted and
temporary social transfers—will be critical to contain fiscal and balance-of-payments pressures. At the same time,
decisively restoring banking sector stability through ratification of the Bank Resolution Ordinance and the Deposit
Protection Ordinance, accelerated NPL resolution, stronger supervision, and credible bank restructuring will be
essential to safeguard financial stability and preserve credit flows.

Special focus:

Bangladesh’s business environment remains a major constraint on firm growth, and job creation, reflected in a
persistent productivity gap—revenue per worker remains only about one-third of the South Asian benchmark. A
sharp divide characterizes the economy: a small group of highly productive “frontier” firms generates around
75 percent of total sales while employing just 15 percent of the formal workforce, while most firms operate at low
scale and productivity. This divide is reinforced by structural frictions, including high regulatory complexity, weak
competition, distortive state support, unreliable electricity supply, and limited access to finance among others.
Informality in this context often reflects rational responses to high costs and uncertain returns of formalization
rather than low productive potential. This underscores the need for a dual approach that combines
incentive-based formalization with productivity-enhancing support for informal firms and small and medium
enterprises (SMEs). Targeted smart deregulation, stronger competition policy, competitive neutrality for
state-owned enterprises, streamlined trade policies, and improved electricity reliability are therefore critical to
unlocking private-sector-led growth and employment.



Recent Developments

Context

The newly elected government has assumed office amid significant economic challenges. Following the national
elections on February 12, 2026, the Bangladesh Nationalist Party assumed office for the first time since 2008,
inheriting an economy under considerable strain. Real GDP growth has decelerated for three consecutive years,
reaching 3.5 percent in FY25. Private investment has remained muted, limiting the economy’s capacity to generate
sufficient new employment for a growing labor force. The financial sector continues to exhibit extreme
vulnerabilities, with several banks requiring liquidity support to maintain operations. At the same time, inflation
has remained elevated at above 8 percent, eroding household purchasing power and disproportionately affecting
lower-income groups. Fiscal space has narrowed, constraining the government’s ability to respond
counter-cyclically. Declining capital expenditures have weighed on growth prospects. Although external sector
pressures have eased somewhat, supported by higher remittance inflows, exports have weakened which puts
pressure on the current account balance.

The ongoing conflict in the Middle East has materially heightened external and macroeconomic risks,
compounding pre-existing domestic vulnerabilities. The conflict could adversely affect the current account
through higher import costs, weaker exports, and remittance inflows. Rising global energy prices, together with
potential exchange rate depreciation, would add to inflationary pressures that are already elevated. Higher energy
subsidies could further constrain fiscal space. Taken together, these risks underscore the urgency of a coherent
macroeconomic stabilization strategy, complemented by structural reforms, to restore confidence, revive private
investment, and place the economy on a more sustainable, growth and job-creating trajectory.

Real Sector

Economic activity in FY26 remained constrained by elevated inflation, slowing exports, and weak investment,
reflecting heightened pre-election political uncertainty, high interest rate, elevated production costs, and persistent
banking sector weaknesses. These constraints followed a deceleration in real GDP growth to 3.5 percent in FY25—
the third consecutive annual slowdown—amid economic disruptions due to the student-led uprising, elevated
uncertainty, rising inflationary pressures, and a pronounced moderation in investment activity.

Bangladesh’s real GDP growth decelerated to 3.5 percent in FY25 from 4.2 percent in FY23, according to final
estimates from the Bangladesh Bureau of Statistics (BBS). This represents the third consecutive year of slowing
growth and the weakest performance since the COVID-19 pandemic. On the demand side, the deceleration was
primarily driven by a contraction in private investment of 3.6 percent—the first negative growth in 35 years and
a sharp departure from the decade-long average growth of 7.2 percent—reflecting heightened uncertainty and
subdued business confidence following the uprising in July 2024. Public investment growth also remained modest
at 1.5 percent, constrained by a pronounced slowdown in capital expenditure execution. In contrast, export
growth rebounded strongly to 10.0 percent, supported by external demand and the base effect as the FY24
exports growth declined sharply by 17.1 percent!. Private consumption remained resilient, expanding by 6.6
percent, underpinned by remittance inflows.

1 After a revision of the data, exports growth declined in FY24



On the supply side, agricultural growth declined sharply to 2.4 percent in FY25, largely reflecting the adverse
impact of floods during the first half of the fiscal year. Industrial growth edged up marginally to 3.7 percent,
supported by robust export demand—particularly in the ready-made garment (RMG) sector—but performance in
domestically oriented industries remained subdued amid weak investment and demand conditions. Growth in the
services sector also moderated, slowing to 4.3 percent in FY25 from 5.1 percent in FY24.

Economic activity remained subdued in the first half of FY26. Provisional data from the BBS indicate that real
GDP growth rose to 4.5 percent in the first quarter of FY26, supported by a 6.9 percent expansion in the industrial
sector. However, this pickup largely reflects base effects, as economic activity in the first quarter of FY25 was
severely disrupted by the student-led uprising, heightened political uncertainty, and flood. Private investment
remained weak, as evidenced by the continued deceleration in private sector credit growth to 6.0 percent in
February 2026. The slowdown in credit reflects both demand- and supply-side constraints. On the demand side,
heightened political uncertainty ahead of the elections weighed on investor confidence, leading to delays in new
investment decisions, and persistent inflation and elevated borrowing costs have further dampened credit
demand. On the supply side, high levels of NPLs have constrained banks’ lending capacity, compounded by
increased government reliance on bank financing to meet fiscal needs which crowded out private sector access
to credit. Public investment also weakened, with contraction of ADP spending in the first half of FY26. In contrast,
private consumption was supported by robust growth in remittance inflows.

Figure 1: Real GDP Growth and Contributions to Real GDP Figure 2: Real GDP Growth and Contributions to Real GDP
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Source: Bangladesh Bureau of Statistics and World Bank staff calculations.
Note: e=estimate.

The trade deficit widened in the first seven months of FY26. Merchandise export growth declined by 1.1 percent,
reflecting weaker demand from major markets, particularly the United States (US) and the European Union (EU).
The implementation of additional US tariffs on Bangladesh from August 2025 dampened export demand from the
US market. Intensified competition in the EU further reduced export orders, especially for RMG. In contrast,
import growth remained positive at 4.6 percent during the first seven months of FY26, driven by a sharp increase
in food imports, which rose by 36.1 percent. Rice imports almost doubled as the government sought to maintain
adequate domestic supply to contain inflationary pressures.



On the supply side, agricultural growth remained robust. Unlike the previous year, agricultural production has
been broadly strong in FY26 to date, as output was not disrupted by major flooding. The Aman rice harvest was
strong, and prospects for the Boro harvest remain favorable. Reflecting improved production and procurement,
public food stocks increased by 58.5 percent year-on-year (y-o-y) to 1.9 million metric tons in the first half of FY26.
Disbursement of agricultural credit rose by 30.9 percent (y-o-y) over the same period.

In contrast, industrial activity remained subdued. The general index of industrial production (large-scale
manufacturing) grew by 4.3 percent (y-o-y) during July-November FY26, down from 6.8 percent in the same
period of FY25. This deceleration reflects weaker export demand, alongside a subdued domestic business
environment driven by persistent uncertainty and tight financing conditions. Construction activity also remained
muted, weighed down by declining public capital expenditure and weak demand in the real estate sector.

Table 1: Growth Rate (Real, percent)

FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26e

GDP Growth 7.9 3.4 6.9 7.1 5.8 4.2 3.5 3.9

Growth (%)

Industry 11.6 3.6 10.3 9.9 8.4 3.5 3.7 3.8

Services 6.9 3.9 5.7 6.3 5.4 5.1 4.3 4.1

Agriculture 3.3 3.4 3.2 3.1 3.4 3.3 2.4 3.0

Growth (%)

Consumption 5.5 2.9 7.9 7.4 2.5 6.3 6.2 6.3
Private consumption 4.9 3.0 8.0 7.5 2.0 6.0 6.6 6.0
Government consumption 13.4 2.0 6.9 6.2 8.5 9.8 2.3 9.2

Investment 6.9 3.9 8.1 11.7 2.2 3.3 -2.5 0.6
Private Investment 8.6 0.2 7.8 11.8 2.9 4.3 -3.6 1.6
Government Investment 0.7 18.2 9.1 11.1 -0.0 -0.2 1.5 -2.7
Exports, goods & services 11.5 -17.5 9.2 29.4 8.0 -17.41 10.0 2.3
Imports, goods & services 0.5 -11.4 15.3 31.2 -9.8 -4.6 6.8 7.7

Source: Bangladesh Bureau of Statistics and World Bank estimates.
Note: e=estimate

Inflation

Inflation, while moderating from earlier peaks, remains persistently high. Average inflation between July and
February of FY26 stood at 8.5 percent. Despite tight monetary policy, a stable exchange rate, and strong
agricultural output, price pressures have remained elevated due to high energy and import costs, supply-chain
inefficiencies, and weak market competition. Food inflation initially eased early in the fiscal year but rose again to
9.3 percent in February 2026. Non-food inflation remained slightly above 9 percent during July—February FY26.
Consequently, headline inflation increased to 9.1 percent in February 2026, driven largely by supply-side
disruptions, heightened Ramadan demand, and election-related spending. BB has maintained a 10 percent policy
rate for nearly 18 months as part of its tightening stance. However, the ongoing Middle East conflict threatens to
increase fuel and import costs further, worsening the inflation outlook.

Real wage growth for low-income workers has remained below the inflation rate since May 2021, eroding their
purchasing power. Although the gap had narrowed, it widened again in recent months as inflation rose (figure 4).



Figure 3: Inflation Figure 4: Growth in Real Wages (Low Paid/Unskilled)
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Poverty and welfare

In 2025, poverty rose by an estimated 1.4 million people. In 2026, despite an expected recovery in growth, the
Middle East conflict means that only 0.5 million people were lifted out of poverty — against a baseline of 1.7
million absent the conflict. Poverty at the US$3.0 international poverty line (2021 PPP) is therefore projected at
8.7 percent in 2026 — 0.7 percentage points higher than it would have been absent the conflict (8.0 percent). This
comes against a backdrop of already deteriorating welfare; poverty at the national poverty line is projected to
have risen for a third consecutive year, increasing from 18.7 percent in 2022 to 21.4 percent in 2025, driven by
elevated inflation, weak labor income growth, and limited creation of productive jobs. After rising in 2023 and
2024, inequality is estimated to have eased slightly in 2025, with the Gini index falling by 0.2 points, reflecting
income losses across the distribution rather than gains among poorer households. In 2026, inequality is projected
to rise again, with the Gini increasing by 0.2 points.

Figure 5: Net Change in Number of Poor at US$3.0

Figure 6: Poverty Projections: 2023-2026 International Line
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Labor market conditions remain a key structural constraint on poverty reduction. Job creation was insufficient
relative to growth in the working-age population, and new employment became increasingly concentrated in
agriculture. Since 2016, the economy added about 8.7 million jobs against a 14 million increase in the working-
age population (figure 7), with roughly seven in ten new jobs absorbed by agriculture. This marked a reversal of
earlier structural transformation; industry, once a major source of job creation, shed workers during 2016-2024
(figure 8). The reversal was entirely borne by women: all 4.2 million net new female jobs came from agriculture,
as women lost ground in both industry (-1.1 million) and services (-0.8 million), reversing earlier gains. Meanwhile,
female labor force participation also fell sharply, from a recent peak of 42.8 percent in 2022 to 38.4 percent in
2024. As employment shifted back toward agriculture and the manufacturing and services sectors lost
momentum, labor income growth weakened and the pace of poverty reduction slowed. These structural labor
market weaknesses leave households with limited capacity to absorb additional shocks — including those from
the conflict in the Middle East.

Figure 7: Employment absorption relative to working-age Figure 8: Employment growth by sectors between 2010-
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Persistently high inflation further weakened household welfare by eroding purchasing power. Low-paid
workers—many of whom are close to the poverty line—were particularly affected, with real wages declining by
1.9 percent in 2025 as inflation continued to outpace wage growth. This erosion in real earnings deepened the
welfare impact of weak labor market conditions, leaving even workers in households with jobs more financially
strained. The broad-based nature of the income squeeze is also reflected in the slight decline in projected
inequality in 2025, even as poverty is projected to rise.

Monetary and Financial Sector Developments

Bangladesh Bank maintained a tight monetary stance and indicated that easing would need to be preceded by
sustained disinflation. Liquidity conditions in the banking system showed only gradual improvement, and credit
activity remained subdued despite measures to support interbank market functioning. Financial sector
vulnerabilities have deteriorated, as enhanced regulatory and disclosure requirements revealed more significant



asset-quality concerns and weaknesses in bank capitalization. These developments underscored the need for

continued vigilance and reforms to strengthen financial sector stability.

Table 2: Key Monetary Indicators (Percent, y-o-y growth)

FY22 FY23 FY24 FY25 FY26
Actual Actual Actual Actual  Projection

Net Foreign Assets -11.9 -23.4 -17.4 4.3 22.0
Net Domestic Assets 17.2 21.3 13.8 7.4 9.7
Domestic credit 16.2 15.3 10.0 8.1 11.5
Public Sector credit 29.1 35.8 10.5 13.6 21.6
Private Sector credit 13.7 10.6 9.8 6.5 8.5

Broad Money 9.4 10.5 7.7 7.0 11.5
Reserve Money -0.3 10.5 7.9 -0.1 8.0

Sources: Monetary Policy Statement 2026. Bangladesh Bank.
Note: Bangladesh Bank’s projections are presented in the table.

BB has maintained a tight monetary stance to contain inflationary pressures. Following cumulative policy rate
increases of 150 basis points between July and October 2024, the policy (repo) rate has remained at 10 percent.
In its January—June FY2026 Monetary Policy Statement (MPS), BB indicated that policy easing is not anticipated in
FY26 given persistent price pressures and demand-side risks. The Standing Lending Facility rate was kept at 11.5
percent, and the Standing Deposit Facility rate was reduced by 50 basis points to 7.5 percent to discourage
liquidity parking at the central bank and support interbank activity and private-sector credit. However, Real policy
and lending rates have turned positive, strengthening monetary transmission and deposit mobilization, but real
deposit rates remain negative, suggesting continued pressure on household savings.

Figure 9: Real Policy Rate Figure 10: Credit Growth (y-o-y)
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Banking system liquidity has shown early signs of recovery, though the improvement remains uneven. Yearly
deposit growth recovered to 11.5 percent (y-o-y) in December 2025, up from 8.6 percent in June 2025, supported
by strong remittance inflows and higher deposit interest rates. BB’s purchase of US$4.3 billion from the FX market
also injected domestic liquidity into the banking system, contributing to a modest easing of liquidity pressures.
However, liquidity conditions continue to vary across banks, with some institutions still facing liquidity stress
associated with elevated NPLs, slow loan recovery, and erosion of depositor confidence. This divergence is
reflected in deposit growth patterns in December 2025, with state-owned commercial banks recording deposit
growth of 11.6 percent, while full-fledged Islamic banks achieved only 5.2 percent growth. A similar divergence is
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observed in the advance-to-deposit ratio (ADR), with the system-wide ADR declining from 89.3 percent in
December 2024 to 84.6 percent in December 2025, while the ADR of Islamic banks remained significantly elevated,
rising from 111.3 percent to 119.9 percent over the same period, indicating persistent liquidity pressures. To
address liquidity pressures, BB has provided substantial uncollateralized liquidity support to several banks
experiencing acute shortages, amounting to BDT 523.7 billion (USS$4.3 billion) in FY25, with targeted support
continuing in FY26. However, such uncollateralized lending transfers credit risk to BB’s balance sheet and could
generate quasi-fiscal losses if these claims become non-performing, underscoring the need for deeper structural
reforms to restore depositor confidence and place liquidity conditions on a more sustainable footing.

) Figure 11: Growth rate of Net Domestic Assets, Net
Broad money (M2) growth has slowly recovered in FY26  Foreign Assets, and Broad Money
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Financial sector vulnerabilities remain elevated, contributing to growing systemic risk. Greater disclosure and
closer alignment of regulatory policies on loan classification, provisioning, and governance with international
standards have revealed previously underreported NPLs and significant undercapitalization across the banking
sector. As a result, the system-wide NPL ratio rose sharply to about 35.7 percent in September 2025, before easing
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slightly to 30.6 percent in December 2025, partly reflecting BB’s relaxation of loan rescheduling and restructuring
policy.? Asset quality deterioration is particularly pronounced among Islamic banks and state-owned commercial
banks, where NPL ratios reached 56 percent and 42 percent, respectively. Private commercial banks overall—
including Islamic banks—recorded an NPL ratio of 34 percent. At the same time, banks’ capacity to absorb losses
has weakened. The ratio of loan-loss provisions to NPLs declined to 20.2 percent in September 2025 from 44.3
percent in September 2024, leaving a reported provisioning shortfall of about US$28.5 billion. Reflecting these
pressures, the banking system’s capital adequacy ratio (CRAR) fell to around 4.5 percent in June 2025, which is
well below the regulatory minimum of 10 percent and overstated due to deferred loan loss provisions provided
to undercapitalized banks. Profitability also weakened, with returns on assets declining to negative 0.5 percent in
September 2025, reflecting improved recognition of asset quality risks and higher loan-loss provisioning
requirements (figure 12).

Financial sector reforms and policy actions have progressed, though further efforts are needed. BB has
completed Asset Quality Reviews (AQRs) of five Islamic banks, with AQRs for three additional banks currently
underway. Based on the AQR findings for the first five banks, the authorities have initiated a merger process
involving these banks as part of broader bank resolution efforts, supported by the recently issued Bank Resolution
Ordinance (BRO) and Deposit Protection Ordinance (DPO). However, as BRO and DPO have been promulgated
through ordinances, their continued effectiveness will depend on timely ratification by Parliament. BB’s recent
relaxation of loan rescheduling and restructuring rules, along with continued regulatory forbearance, risk delaying
full recognition of banks’ asset quality problems and slowing balance-sheet repair. Progress therefore needs to
accelerate toward comprehensive measures to resolve weak banks, including undertaking AQRs for all
undercapitalized and systemically important banks to assess their true financial condition. Based on these
diagnostics, credible and time-bound resolution strategies will be essential to restore banking sector resilience,
rebuild market confidence, and support sustainable financial intermediation.

External Sector

Despite weak exports, strong remittance inflows supported current account balance in the first seven months of
FY26. Foreign exchange reserves have risen sharply as of February FY26, aided both by higher remittances and
Bangladesh Bank’s shift to net dollar purchases through interbank auctions, which reversed the prolonged reserve
depletion observed since mid-2021. The exchange rate remained stable, although the market-based exchange rate
was adopted since June 2025.

The current account deficit (CAD) narrowed in July-January FY26, supported by strong remittance inflows, even
as the merchandise trade deficit widened on weaker exports and higher imports. During this period, CAD
narrowed to US$381 million, compared to US$1.3 billion during the same period the previous year. This
improvement was driven by a robust 21.8 percent (y-o-y) increase in remittances, supported by currency
depreciation and a more flexible exchange rate regime, and a narrowing spread between formal and informal
market rates that incentivized flows through official channels. Saudi Arabia is the largest remittance source,
accounting for 15.9 percent of total inflows in July-January FY26, followed by the United Kingdom, the United Arab
Emirates, and Malaysia.

Exports weakened in July-January FY26, as orders slowed and competition in foreign markets intensified.
Exports growth turned negative (1.1 percent) in the current fiscal year (July-January) due to reduced demand from

2 Bangladesh Bank Circular No. 07, September 16, 2025, allowed banks to reschedule certain classified loans for up to 10
years with a minimum 2 percent cash down payment and a grace period of up to two years.
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the US as a result of higher tariffs. Demand from the EU also declined, as competition intensified with diversion
of exports of many countries to the EU away from the US due to the imposition of US tariffs. On the other hand,
several non-RMG categories (e.g., leather and leather products, engineering goods, some agricultural items)
posted gains and helped moderate the decline. However, the export mix remains heavily concentrated in RMG,
underscoring limited diversification to date.

Import growth increased in the first seven months of FY26, with total imports rising by 4.6 percent in July-
January FY26. The recovery was supported by improved foreign-currency availability and a gradual easing of letter
of credit restrictions. Food-grain imports, led by rice, grew sharply; rice imports reached about US$327 million in
July=January FY26, up from US$182.7 million a year earlier. Higher rice imports show that domestic production
has slowed and the government is taking steps to ensure sufficient supply and contain food inflation. In contrast,
investment- and production-related imports were weaker in July-January FY26. RMG-related inputs declined by
9.2 percent, indicating subdued private and public investment.

Table 3: Balance of Payment (US$ million)

FY20 FY21 FY22 FY23 FY24 FY25 FY26

(July-Jan)

Overall Balance 2,925 9,274 -6,656 -8,222 -4,300 3,393 2,283
Current account balance -4,723 -4,575 -18,196 -11,633 -6,602 139 -381
Trade balance -17,858 -23,778 -33,250 -27,384 -22,433 -20,399 -13,798
Merchandise export f.o0.b. (inc. EPZ) 32,832 36,903 49,245 43,364 40,807 43,965 26,090
Merchandise import f.0.b. (inc. EPZ) -50,690 -60,681 -82,495 -70,748 -63,240 -64,364 -39,887
Services -2,541 -3,020 -3,987 -3,131 -4,241 -5,682 -3,441
Income -3,106 -3,172 -2,726 -3,407 -4,326 -5,043 -2,949
Current transfers 18,782 25,395 21,767 22,289 24,398 30,985 19,806
Official 19 51 65 88 86 77 33
Private 18,763 25,344 21,702 22,201 24,312 30,909 19,773
o/w Workers' remittance 18,205 24,778 21,032 21,611 23,912 30,329 19,433
Capital account 256 458 610 475 719 376 205
Financial account 7,537 14,067 16,691 6,889 4,472 3,539 2,001
Foreign direct investment (net) 1,271 1,355 1,827 1,649 1,410 1,668 867
Portfolio investment (net) 44 -269 -158 -30 -343 -138 -122
MLT loans (excludes suppliers’ credit) 6,222 7,449 10,295 8,704 9,922 9,012 2,396
MLT amortization payments -1,257 -1,417 -1,527 -1,745 -2,020 2,553 1,922
Other long-term loans (net) 438 1,684 1,443 434 209 -321 -183
Other short-term loans (net) 931 2,064 3,315 -1,883 -1,619 -678 -967
Trade Credit (net) -616 3,749 311 2,632 -1,828 -3,145 1,052
Change in Commercial Bank Assets (net) -270 -548 1,185 -2,772 -1,259 -307 881
Errors and omissions -145 -676 -5,761 -3,953 -2,889 -383 459

Source: Bangladesh Bank.

The overall balance of payments improved significantly. Alongside an improvement in the current account
balance, the financial account moved into a strong surplus, rising to USS$2.0 billion in July—January FY26, up from
USS$331 million in the same period of FY25—reflecting higher net trade credit. Net Foreign Direct Investment (FDI)
increased by 7.3 percent to US$867 million, but remained very low as a percentage of GDP. Net errors and
omissions fell to USS459 million, suggesting fewer unrecorded cross-border flows.
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The exchange rate remained broadly stable during
July-March of FY26. The interbank exchange rate
depreciated from around 120 BDT/USS in the first half 130
of FY25 to 121.8 BDT/USS in the first half of FY26 and
has increased marginally to 122.5 BDT/US$ as of |20 |
March 2026. The spread between the official and kerb
market rates decreased to just below 2 percent in
March 2026, suggesting limited pressure on parallel 100

Figure 14: Bangladesh - BDT/US$ Exchange Rates
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. . . . Figure 15: Gross Foreign Exchange Reserve
FX reserves increased in FY26 after having steadily

declined since mid-2021. The significant US$ Billions
improvement was supported by a stronger external 50
balance, driven primarily by robust remittance a0 [l | M
inflows. At the end of March 2026, gross foreign

exchange reserves increased to US$29.5 billion |30
(equivalent to roughly 3.6 months of prospective 20
imports) from USS$26.7 billion at the end of June 2025.

10

0
DD D AN DD R P P A

A% A A vV v
. ¢ ¢ Y Y ¢ ¢ N . . Y
Q\'z} v)}% s’bQ SOQ QOA VQ‘ (onQ QQP 3 Qé’ Q\’b* oé' Q\’b‘

Source: Bangladesh Bank.

Fiscal Trends and Debt Sustainability

Revenue collection showed tentative signs of recovery in early FY26, although collections continued to fall
short of the ambitious target, following a marked weakening in FY25 that pushed the tax-to-GDP ratio below
7 percent for the first time in 15 years. Continuing the trend in FY25, rising subsidies and elevated current
expenditure crowded out capital spending in FY26. The government relied on domestic bank borrowing to
finance the fiscal deficit, as non-bank and external sources weakened. Public debtincreased to 39.5 percent
of GDP in FY25, and the risk of debt distress remained moderate based on the latest joint Bank-Fund Debt
Sustainability Analysis. However, the rapid accumulation of domestic debt increasingly poses a risk to debt
sustainability.

Revenue collection declined in FY25 to its lowest level (in percent of GDP) in the past 15 years and is expected
to increase modestly in FY26. The revenue-to-GDP ratio declined by 0.3 percentage points to 8.0 percent in FY25,
and the tax-to-GDP ratio fell below 7 percent for the first time in 15 years. The very low tax collection in FY25 in
part reflected the economic disruptions caused by the student-led protests and strikes by National Board of
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Revenue (NBR) officials. However, low domestic revenue mobilization has been a longstanding structural
challenge in Bangladesh. The FY26 revenue target was revised upward in November 2025 to an ambitious BDT 5.5
trillion (9.1 percent of GDP), an 11 percent increase over the original budget target announced in June 2025, which
is unlikely to be achieved. Revenue shortfalls have widened over time in Bangladesh.

Tax policy and administration reforms need to be accelerated to increase domestic revenue mobilization. A
notable achievement has been the introduction of mandatory electronic filing of personal income tax returns for
all individual taxpayers, with limited exceptions. This reform has enabled paperless filing, real-time issuance of
acknowledgment receipts, and automated generation of tax clearance certificates, contributing to improvements
in compliance and administrative efficiency. Progress across the broader reform agenda, however, has been
uneven. In particular, the planned separation of tax policy formulation from tax administration has yet to be
operationalized. In addition, the implementation of the Tax Expenditure Management Policy Framework needs to
be accelerated to contain revenue losses from tax exemptions and incentives. There is significant room to expand
VAT collection. The VAT gap, which is the difference between the amount of VAT that should be collected based
on economic activities and the amount that is actually collected, was estimated to be about 9.6 percent of GDP in
FY22 (see the upcoming World Bank Bangladesh Public Finance Review for more details). Faster progress in
digitalization, and complementary reforms in VAT, income tax, and customs administration, will be critical to
achieving a sustained and meaningful increase in the tax-to-GDP ratio.

Current expenditure rose, and capital expenditure continued to contract. Current spending increased by 0.4
percentage points to 8.6 percent of GDP in FY25, driven largely by higher subsidies, which rose to 2.0 percent of
GDP, partly reflecting arrears clearance. In the first quarter of FY26, current expenditure increased by 11.0 percent
(y-o-y), primarily due to a more than threefold increase in subsidy outlays. Weak revenue performance and rising
current expenditure compressed fiscal space and led to a reduction in capital spending, which declined by 0.8
percentage points to 2.9 percent of GDP in FY25. This contraction continued into FY26, as reflected in an 18
percent (y-o-y) decline in ADP spending during the first five months (July—November). Prolonged weakness in
public investment is likely to constrain potential growth and medium-term development prospects.

The fiscal deficit narrowed to 3.5 percent of GDP in FY25, down from 3.9 percent in the previous year. This
improvement primarily reflected a contraction of capital expenditure, which more than offset the impact of
weaker revenue performance and higher current spending. Deficit financing continued to rely heavily on the
banking sector. Net borrowing from domestic banks increased by 65.6 percent in FY25 and accounted for 73.8
percent of total fiscal financing in the first half of FY26. Government reliance on bank financing has intensified as
non-bank sources—particularly National Savings Certificates (NSCs)—have weakened, reflecting lower interest
rates on NSCs which reduced demand for the certificates and tighter eligibility criteria for purchasing the
certificates. External financing remained limited, accounting for only 15.9 percent of total financing in the first half
of FY26.

Public debt increased in FY25, with the public debt-to-GDP ratio rising to 39.5 percent from 37.6 percent in
FY24. Domestic debt accounts for 58.3 percent of total public debt, with treasury bills and bonds—predominantly
held by banks—making up a growing share. External debt remains largely concessional and is predominantly owed
to multilateral creditors, which account for 56.8 percent of total external debt. According to the 2025 joint World
Bank—IMF Debt Sustainability Analysis, Bangladesh remains at moderate risk of external and overall debt distress,
with limited space to absorb shocks. Although, all external and overall debt indicators remain below their
respective thresholds under the baseline scenario, the present value of debt-to-exports and debt
service-to-exports ratios persistently breach their debt distress thresholds under standard stress tests,
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underscoring vulnerabilities to external shocks and export shortfalls. The rapid accumulation of domestic debt
increasingly poses a risk to debt sustainability.

Table 4: Fiscal Outcomes (Percent of GDP)

FY21 FY22 FY23 FY24 FY25  FY26e

Total revenue 1/ 9.4 8.5 8.2 8.3 8.0 8.3
Tax revenue 7.6 7.5 7.3 7.4 6.9 7.1
Total expenditure 13.0 13.0 12.8 12.2 11.5 12.8
Current expenditure 8.1 8.2 8.2 8.2 8.6 10.2
Capital expenditures 4.7 4.6 4.3 3.7 2.9 2.6
Deficit 1/ -3.7 -4.6 -4.6 -3.9 -3.5 -4.4
Net external financing 1.3 1.6 1.8 1.5 1.0 1.4
Net domestic financing 2.1 2.4 2.6 2.1 2.4 3.0
General government debt stock 32.4 33.8 37.0 37.6 39.5 41.9
External 11.9 12.5 15.0 16.1 16.5 17.3
Domestic 20.5 21.3 22.0 21.5 23.0 24.7

Source: Ministry of Finance. World Bank estimate
1/Including grants, e=estimate

Outlook, Risks, and Reform Priorities

Near-term outlook, risks

The escalation of conflict in the Middle East poses significant macroeconomic risks for Bangladesh across multiple
fronts. Given the country's heavy reliance on imported energy — predominantly from the Middle East — and its
deep economic ties with Gulf nations through remittances and trade, rising global energy prices are expected to
widen the current account deficit to around 1.0 percent of GDP by FY27, push inflation up by at least 0.5 percentage
points, increase energy subsidy costs by roughly 0.8 percentage points of GDP, and suppress real GDP growth to
3.9 percent in FY26.

Real GDP growth is projected to remain subdued at 3.9 percent in FY26—0.7 percentage points lower than the
earlier projection of 4.6 percent (Global Economic Prospects 2026)—reflecting the spillover effects of the Middle
East conflict, alongside a pre-existing slowdown in export growth and continued weakness in both public and
private investment. While growth is expected to recover moderately from the 3.5 percent in FY25—when it fell to
its lowest level since the COVID-19 pandemic amid student-led protests and political transition—it will remain
well below the decade average of 6.3 percent. The modest recovery in FY26 is expected to be driven primarily by
private consumption, supported by strong remittance inflows. Net exports are projected to constrain growth, as
imports increase with higher energy import payments resulting from the Middle East conflict and export
momentum softens. Over the medium term, growth is expected to strengthen gradually, contingent on improved
business confidence and the acceleration of structural reforms.

Box 1: Implications of the Middle East Conflict on Bangladesh’s Economy
The escalation of conflict in the Middle East poses significant macroeconomic risks for Bangladesh at a time
when the economy is already under strain from elevated inflation, limited policy space, and weak growth
momentum. Given Bangladesh’s heavy dependence on imported energy and strong economic linkages with
the Gulf region through trade and labor migration, the shock could be transmitted through several
macro-critical channels. The most important impacts are likely to materialize through the current account
balance, inflation, and fiscal pressures from energy subsidies.

A. Impact on the Current Account Balance
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The conflict could adversely affect all major components of the current account—imports, exports, and
remittances—putting renewed pressure on foreign exchange reserves. Bangladesh is almost entirely
dependent on imports for crude oil, and more than one-third of its gas demand is met through imported
liqguefied natural gas (LNG). About 60-65 percent of crude oil imports and 55—60 percent of Bangladesh’s
LNG imports originate from the Middle East. A rise in global energy prices would directly increase the import
bill, widening the trade deficit. Sustained crude prices above US$100/bbl could nearly double LNG prices
under long term contracts, raising the import bill by approximately USS2 billion in 2026. If LNG needs to be
procured in the spot market at above US$20/MMBtu, the import bill would increase further by USS2 billion.
Higher freight, insurance, and shipping costs due to heightened geopolitical risks could further raise import
costs.

The Middle East conflict is also likely to negatively impact remittance inflows and exports. Gulf countries
account for about 3.0 percent of GDP in remittances, or about 50 percent of Bangladesh’s total remittance
inflows. A prolonged conflict could slow economic activity and fiscal spending in host countries, dampening
labor demand and wage growth, which in turn could weaken remittance inflows. Disruptions to global trade
routes and slower demand growth in key markets could also lower exports. Overall, assuming crude oil prices
remain elevated at around US$94 per barrel through the remainder of calendar year 2026, the current
account deficit is projected to widen to approximately 0.8 percent of GDP in FY26 and 1.0 percent of GDP in
FY27.

B. Impact on Inflation

The conflict could exacerbate already high inflation. If passed on to the consumers, higher global oil and gas
prices would raise domestic energy costs. Increases in energy prices directly affect agricultural and industry
production costs. Increase in transport costs could generate broad-based spillovers on prices economywide.
Similar second-round effects were observed during the war in Ukraine, when energy price shocks translated
quickly into food and non-food inflation. Partial pass through of the energy prices could lead to 0.5
percentage points higher inflation than the pre-conflict scenario in the upcoming months. Inflation could
worsen further if external pressures could lead to currency depreciation. A weaker taka would raise the local
currency cost of imported food, fuel, fertilizer, and industrial inputs, further amplifying inflationary pressures.

C. Impact on Subsidy Payments and Fiscal Pressures

Higher global energy prices would significantly increase fiscal pressures through energy subsidies.
Bangladesh already faces elevated subsidy costs, particularly in the power, gas, and fertilizer sectors. If
domestic energy prices are not adjusted in line with global prices, subsidy payments would rise sharply,
further compressing fiscal space. Under a partial pass-through of higher energy prices, subsidy outlays are
projected to rise by about 0.8 percentage points of GDP to 2.8 percent of GDP in FY26, with fiscal costs
increasing further in the absence of any adjustment in domestic prices. Higher subsidies could crowd out
priority spending, undermine fiscal consolidation efforts, and increase government financing needs at a time
of constrained domestic and external financing conditions.

D. Impact on Economic Growth and Poverty

The combined effects of external, inflationary, and fiscal pressures would likely constrain growth in the last
quarter of FY26. Higher input costs and inflation would erode household purchasing power, weakening
private consumption. Elevated energy prices and macroeconomic uncertainty could deter private
investment, particularly in manufacturing. Tighter macroeconomic policies needed to contain inflation and
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external pressures could further slow economic activity. As a result, the real GDP growth is expected to
remain subdued at 3.9 percent in FY26, compared to the 4.6 percent growth projected prior to the Middle
East conflict. Higher than expected import payments, together with increased subsidies and fiscal transfers
to protect the poor, could lower GDP growth further by around 0.3 percentage points—and push the fiscal
deficit above 5 percent of GDP. Overall, the conflict could reinforce downside risks to growth, delaying
recovery and job creation at a time when labor market pressures are already significant.

The conflict is projected to raise the poverty rate to 8.7 percent at the USS$3.0 line in FY26, higher than the
8.0 percent in the pre-conflict projection, with nearly 600,000 jobs expected to be lost. Rising prices account
for around 10 percent of the increase in poverty, hitting the poorest the most and widening the poverty gap.
Remittances offer little buffer for the poor in this context.

On the supply side, industrial growth is expected to remain subdued despite reduced political uncertainty
following the elections in February 2026. Industrial growth is expected to remain far below its historical average
due to uncertainty around energy prices and supply due to the Middle East conflict, and declining export
competitiveness. After slowing in FY25, agricultural growth is expected to improve, assuming the absence of major
natural disasters and the timely availability of fertilizers and other critical inputs. Services sector growth is
projected to remain at a similar level to the previous year.

Average annual inflation is projected to remain elevated to 8.6 percent in FY26 and to decline only gradually
toward 6.0 percent over the medium term, implying a slower disinflation path than previously envisaged. The
inflation outlook remains subject to significant downside risks and will depend critically on the duration and
transmission of the ongoing conflict in the Middle East, the extent of the pass-through of the global energy price
increase to the domestic market, the materialization of supply-side shocks—including weather-related
disruptions—and the consistency and prudence of the monetary policy stance.

Bangladesh’s medium-term growth outlook is expected to remain moderate and below the rates in the decade
preceding the COVID-19 pandemic, reflecting persistent structural constraints. Growth prospects are weighed
down by fragilities in the financial sector and weakened public investments. Elevated non-performing loans and
sizeable capital shortfalls in the banking system continue to impair credit intermediation, dampening private
investment and constraining the expansion of productive and industrial capacity. At the same time, the fiscal
burden associated with recapitalizing distressed banks and weaker financial institutions diverts limited public
resources away from growth-enhancing expenditures. These challenges are compounded by a sustained decline
in capital spending in recent years, which has eroded the stock of productive infrastructure and reduced potential
output. If prolonged, the impact of the Middle East conflict will add to downside risks to the economy. Taken
together, these factors are expected to continue to weigh on investment and keep GDP growth subdued over the
medium term.

Poverty is projected to decline from 2026 onward as growth recovers moderately, inflation eases, and labor
market conditions gradually improve, supporting a recovery in household welfare. At the national poverty line,
poverty is projected to fall to 20.0 percent in 2027, though it would remain above the 2022 level of 18.7 percent
(Table 5). The Middle East conflict is expected to slow this recovery, raising poverty by 0.8 percentage points in
2027 relative to a no-conflict baseline. At the USS3.0 international poverty line (2021 PPP), poverty is projected
to decline to 8.0 percent in 2027; absent the conflict, it would be 0.9 percentage points lower. This implies that
about 1.6 million people could move above the USS$3.0 line in 2027 in the absence of the conflict. Inequality,
however, is projected to rise in 2027, with the Gini index increasing by 0.5 points to 34.7, pointing to an uneven
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recovery in household incomes. As a result, although some households are expected to move above the poverty
line, many are likely to remain financially vulnerable and at risk of falling back into poverty.

Table 5: Poverty and Inequality Projections

Poverty Line 2022 2023 2024 2025f 2026f 2027f 2028f
National poverty rate 18.7 18.9 20.5 21.4 20.9 20.0 19.3
International poverty rate (US$3.0 in 2021 PPP) 5.9 6.3 8.3 9.0 8.7 8.0 7.2
Lower middle-income poverty rate (US$4.2in 2021 PPP) 20.5 21.0 22.6 23.2 22.8 22.1 21.3
Upper middle-income poverty rate (US$8.3 in 2021 PPP) 71.5 71.3 70.7 71.0 70.4 69.6 69.1
Gini 30.9 33.0 34.2 34.0 34.2 34.7 34.8

Source: Household Income and Expenditure Survey (HIES) 2022 data and World Bank forecast.
Note: f=forecast. Staff calculations based on HIES 2022 data. Actual data are for 2022, with forecasts for 2023-2025 based on a microsimulation
methodology.

Table 6: Selected Macroeconomic Indicators (annual percentage change, unless indicated otherwise)

FY23 FY24 FY25 FY26e FY27f FY28f

Real GDP growth, at constant market prices 5.8 4.2 3.5 3.9 4.6 55
Private Consumption 2.0 6.0 6.6 6.0 6.0 6.0
Government Consumption 8.5 9.8 2.3 9.2 8.5 7.0
Gross Fixed Capital Investment 2.2 3.3 -2.5 0.6 1.8 4.1
Exports, Goods, and Services 8.0 -17.1 10.0 2.3 4.1 4.7
Imports, Goods, and Services -9.8 -4.6 6.8 7.7 6.4 5.5
Real GDP growth, at constant factor prices 6.2 4.3 3.9 3.9 4.7 55
Agriculture 3.4 3.3 2.4 3.0 3.2 3.4
Industry 8.4 3.5 3.7 3.8 4.9 6.1
Services 5.4 5.1 4.3 4.1 4.8 5.4
Inflation (Consumer Price Index) 9.0 9.7 10.0 8.6 7.5 5.0
Current Account Balance (% of GDP) -2.7 -1.5 0.03 -0.8 -1.0 -1.1
Financial Account Balance (% of GDP) -1.6 -1.0 -0.8 -1.3 -1.4 -0.9
Total Revenue 1/ 8.2 8.3 8.0 8.3 8.6 8.9
Total Expenditure 12.8 12.2 11.5 12.8 13.6 13.8
Fiscal Balance (% of GDP) 1/ -4.6 -3.9 -3.5 -4.4 -4.9 -4.8
Primary Balance (% of GDP) 1/ -2.6 -1.7 -1.1 -1.6 -2.1 -1.8
Debt (% of GDP) 37.0 37.6 39.5 41.9 44.4 46.3

Source: Bangladesh Bureau of Statistics; Ministry of Finance; World Bank.
Notes: e= estimate and f=forecast. 1/ including grants

The current account deficit (CAD) is projected to widen to 0.8 percent of GDP by end-FY26. The widening of the
CAD is expected to be driven by import growth outpacing export growth. Import growth is expected to increase
due to higher energy import payments in the aftermath of the Middle East conflict. Overall remittance inflows are
expected to remain strong in FY26, supported by robust inflows during the first three quarters of the fiscal year.
However, inflows could moderate toward the end of the year, due to the Middle East conflict. In the medium
term, export performance is projected to remain modest, constrained by weakening external competitiveness,
rising logistic and transportation costs due to the conflict, and anticipated graduation from Least Developed
Country (LDC) status. Remittance inflows are projected to remain robust, although year-on-year growth is
expected to moderate in FY27-FY28 due to the base effects. Overall, the CAD is expected to widen further to
around 1.1 percent of GDP by FY28. The financial account is expected to remain in surplus in the medium term,
supported by continued financing from development partners and a gradual increase of FDI, driven by
improvements in the business climate.

The overall fiscal deficit is projected to widen to 4.8 percent of GDP by FY28. With the gradual implementation
of revenue-mobilization reforms, the revenue-to-GDP ratio is expected to increase to around 8.9 percent by FY28.
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However, despite higher revenues, the fiscal deficit is expected to widen, driven by a significant expansion in
current expenditures. This reflects elevated subsidy outlays, rising spending on social safety nets due to the
implementation of the Family Card and Farmer Card, and the fiscal costs associated with recapitalizing weak
commercial banks. Capital expenditure is projected to recover gradually following two consecutive years of
contraction, although constrained fiscal space is likely to limit growth relative to the levels observed in the
previous decade (capital expenditure as a share of GDP averaged 4.3 percent during FY16-FY25). As a result of
persistently higher fiscal deficits, the public debt-to-GDP ratio is expected to rise to 46.3 percent by FY28.

Downside risks to the outlook have increased materially. If the conflict in the Middle East is prolonged, it has the
potential to impact the economy through multiple channels (see box 1) and pose a significant risk to growth.
Failing to address the banking sector challenges could worsen the already vulnerable situation and significantly
hinder the private sector’s ability to invest and create jobs. Slowdown of reforms of domestic resource
mobilization, rising fiscal subsidies, and inefficient expenditure would further deteriorate the fiscal balance and
accelerate public debt accumulation. Natural disasters, renewed trade policy uncertainty and global supply chain
disruptions, and domestic supply bottlenecks could slow the pace of disinflation. On the upside, political stability
post-elections, renewed investment confidence, and accelerated reforms could support a more rapid growth
rebound and employment creation.

Reform priorities

Jobs and Economic Stability: Policy reform priorities in the near-term

Bangladesh is facing an increasingly fragile macroeconomic environment marked by slowing and less inclusive
growth, persistently high inflation, and significant structural vulnerabilities, now compounded by external
shocks—most notably the conflict in the Middle East. Elevated fuel import dependence is widening the import
bill, increasing energy subsidies, and intensifying inflationary pressures, while remittance inflows—particularly
from Gulf countries—are becoming more uncertain. These pressures interact with domestic constraints, including
a weak and undercapitalized banking sector burdened by high nonperforming loans and one of the lowest tax-to-
GDP ratios globally, leaving very limited fiscal and policy space. Restoring macroeconomic stability and rebuilding
confidence—through credible commitments to sound governance, transparency, and accountability—are the
most urgent prerequisites for reviving private investment and job creation, alongside strengthened social safety
nets to protect the most vulnerable.

A focused set of short-term priorities is needed to stabilize the economy and lay the groundwork for structural
reform.

1. Addressing both demand and supply side drivers of inflation requires maintaining a tight monetary
stance and avoiding unsterilized liquidity support to commercial banks that could undermine disinflation
efforts. Complementary supply side actions—such as reducing import duties on key food items,
strengthening market competition enforcement, ensuring timely agricultural inputs, and expanding
targeted food distribution—can help ease inflation pressures.

2. Reducing government financing needs is critical to avoid crowding out private credit. The government

could focus on raising revenues through efficiency-enhancing tax policy and administration reforms,
alongside gradual subsidy rationalization, especially in energy and fertilizers. Concessional external
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budget support financing, including through development partners, can serve as a policy anchor and
reduce reliance on domestic bank borrowing.

Restoring banking sector stability requires swift and decisive action, including completing asset quality
reviews, enforcing time-bound bank restructuring based on viability and burden sharing, and
strengthening governance and transparency through legal and regulatory reforms. Phasing out regulatory
forbearance, improving NPL resolution frameworks, clarifying the use of the deposit protection fund, and
introducing a formal emergency liquidity assistance framework are essential to rebuild confidence and
safeguard financial stability.

Reducing regulatory and trade constraints is critical to unlocking private investment and job creation in
Bangladesh, where a weak business environment continues to impede firm growth and diversification
(see the Special Focus for more details). Rapid implementation of the National Tariff Policy—through
rationalizing tariffs and para-tariffs and removing nontariff barriers—would reduce the anti-export bias,
lower input costs, and strengthen competition. At the same time, high regulatory complexity, lengthy and
unpredictable licensing, and burdensome inspections impose substantial compliance costs, particularly
on young and productive SMEs, discouraging formalization and investment. These challenges are
compounded by weak competition enforcement, distortions from preferential regimes for state owned
enterprises, ineffective dispute resolution and insolvency frameworks, widespread informality, and
unreliable electricity supply that raises costs and widens regional disparities. Accelerating digitalization of
business licensing, simplifying SME inspections, improving transparency of fiscal and nonfiscal incentives,
strengthening competition policy, streamlining formalization, and improving power reliability are
essential to crowding in private investment and supporting sustained, job creating growth.
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Special Focus: A Business Environment That Delivers Jobs
. Why the Business Environment is holding back productivity and job creation

Bangladesh’ s private sector was a key driver of strong macroeconomic growth. After 2016, this growth
momentum has gradually weakened, with a pronounced slowdown recorded over the past three years. Real GDP
growth decelerated to 3.5 percent in FY25— the third consecutive annual slowdown and the weakest performance
since the COVID-19 pandemic—well below the decade average (FY16-FY25) of 6.0 percent. While earlier growth
helped reduce poverty and expand manufacturing and exports, these gains have not translated into sustained
improvements in firm level productivity, dynamism, or investment relative to regional and aspirational peers.

The slowdown is most evident in the labor market. Job creation has weakened steadily over the past decade and
declined sharply since 2023, generating only 0.9 million jobs per year over the period of 2016-2024—far short of

the nearly 2 million new entrants joining the labor force annually. This widening gap is putting increasing pressure
on incomes, productivity, and social stability, underscoring the urgency of reforms to unlock private sector growth
and expand employment opportunities.

Reform urgency is further heightened by gradual erosion of trade preferences. This erosion is already underway
through tighter rules of origin, heightened safeguard risks, stricter sustainability and standards requirements, and

intensifying global competition. As preferences diminish, Bangladesh’s competitiveness will increasingly depend
on productivity, reliability, and compliance with global standards, rather than preferential market access alone.

In this context, continued reliance on trade protection, discretionary incentives, and a fragmented regulatory
framework risk locking firms into low value activities and slowing diversification. A more predictable, efficient,
and contestable business environment is therefore critical to sustaining growth and competitiveness in an
increasingly less preferential global landscape.

These challenges reflect not only short-term macroeconomic pressures but also deep-seated structural frictions
that limit firm entry, growth, and productivity across the economy. The remainder of this analysis diagnoses
Bangladesh's productivity paradox and the structure of its private sector, with the objective of informing concrete,
actionable reforms to raise firm productivity, accelerate job creation, and support a transition to more resilient
and inclusive growth.

1l The Productivity Paradox and the Dual Private Sector
A) Productivity paradox

While the private sector has contributed to aggregate growth, its micro-level performance did not keep up. This
gap is at the heart of Bangladesh's productivity paradox: a decade of GDP growth (FY16-FY25) averaging 6.0
percent has not been matched by widespread dynamism and innovation among firms. Data from the Enterprise
survey and UN Trade and Development (UNCTAD) market database highlight three main symptoms:

> Revenue per worker across manufacturing and services firms stands at roughly one-third of the South
Asian benchmark. Labor productivity growth in services, the economy's largest employer, has been
stagnant since 2016.

» Only about 8 percent of formal firms were established in the past five years (far below 32 percent
recorded in China whereas only 21 percent of formal firms started operations after 2012, compared to
40 percent in Vietnam. This points to a weakening pipeline of new entrants.

> Investment has declined since 2013, particularly among smaller firms, and FDI remains below 1 percent
of GDP (among the lowest globally) and tends toward utilities rather than sectors with strong technology
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spillovers such as manufacturing or market services® where technology spillovers from Multinational
Enterprises to local suppliers could drive broader productivity and jobs gains.

The result is an economy that has grown without broadly upgrading, most of the gains have accrued to a narrow
group of firms while the broad base of Bangladesh's private sector has stagnated.

Figure 16: FDI inflows (Percent of GDP) Figure 17: Greenfield FDI by sector
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Source: World Bank, based on the UNCTAD FDI markets database, https://unctadstat.

B) Dual Private Sector

Bangladesh’s private sector exhibits a stark dual structure shaped by distortive trade, industrial, and regulatory
policies. A long-standing combination of high tariffs and para-tariffs, discretionary regulation, and selective
incentives which disproportionately benefit larger, established, and export-oriented firms has led a small group
of highly productive “frontier” firms to coexist with a much larger mass of non-frontier firms—including SMEs and
high-potential informal enterprises—that employ most workers but operate far below the productivity frontier.
Frontier firms—defined as the top decile of formal firms by productivity—are on average 11 times more
productive than non-frontier firms and have continued to pull ahead over time. Between 2019 and 2022, they
recorded higher investment rates than otherwise comparable non-frontier firms, widening the productivity gap.

Frontier firms account for an increasingly large share of total revenues among formal firms in Bangladesh. The
frontier sector made up three-quarters of all revenues of formal firms in Bangladesh in 2022, up from 41 percent
in 2013 (figures 17 and 18). This represents an 80 percent increase in the share of these firms in the total sales of
all firms in the formal sector.

3 World Bank, based on the UNCTAD FDI markets database, https://unctadstat.
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Figure 18: Total sales: frontier versus non-frontier firms, Figure 19: Total sales: frontier versus non-frontier firms,
2013 2020

Source: World Bank Enterprise Survey 2022.

In 2022, frontier firms made up 69 percent of Bangladesh’s exports, up from 37 percent 10 years earlier (figure
19). Over the same period, the number of export firms in total have halved from 25 percent to 13 percent. Taken
together, these trends show an increased concentration of total export revenues among a narrow segment within
the group of frontier firms and suggest that an increasing share of firms are either unable or unwilling to export.

The duality between frontier and non-frontier firms translates into a sharp disconnect between output, exports,
and employment. While frontier firms generate three-quarters of Bangladesh’s sales, they account for only 15
percent of all formal employment. By contrast, the bulk of employment growth has come from non-frontier firms
particularly in domestically oriented services and younger, small manufacturing firms, which face weaker
incentives and greater constraints to invest, formalize, and scale. Despite accounting for most jobs, these firms
invest less, adopt fewer new technologies, and have limited access to export opportunities or spillovers from
frontier firms.

The gap between revenues and jobs is even starker in the RMG sector. RMG frontier firms generate almost half
of Bangladesh’s total revenues but only one out of 12 formal private sector jobs, which means that empowering
other firms and activities is critical from the point of view of creating more and better-paid jobs (figure 20).

Figure 20: Frontier firms dominated exports in 2022 Figure 21: Frontier firm’s employment by
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Source: World Bank Enterprise Survey 2022.

Unlocking productivity growth among SMEs and high-potential informal firms is therefore critical for expanding
job creation, raising wages, and broadening the sources of growth beyond a narrow set of export-oriented firms.
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1. Why Firms Do Not Scale: Binding Business Environment Constraints

With trade preferences already eroding, as outlined above, future competitiveness will depend on whether non-
frontier firms can scale, export, and create jobs. This section outlines the key challenges that need to be addressed
to unlock firm-level productivity and broaden growth.

e Regulatory Burdens: A Tax on Time and Investment

Complex, fragmented, and discretionary regulatory processes impose a substantial “time tax” on firms in
Bangladesh, with clear consequences for investment and growth. On average, senior managers spend 13 percent
of their time navigating government requirements, more than in any regional peer country (figure 21). This
national average, however, masks much heavier burdens in practice. In Chattogram, managers devote around 40
percent of their time to regulatory compliance, while in Barishal the figure reaches 60 percent, effectively
crowding out productive management and strategic decision-making.

These costs are also unevenly distributed across firms. Frontier firms spend about five percentage points less time
dealing with regulators and face fewer tax inspections than non-frontier firms—a gap that reflects differential
treatment rather than stronger compliance alone. Delays in regulatory approvals further compound these
challenges. Obtaining an operating license takes an average of 28 days, while construction permits and import
licenses each take roughly 49 days, nearly double the time required in China or India.

High entry costs reinforce these barriers. The cost of starting a formal business is estimated at around US$10,000,
exceeding 10 percent of annual revenues for more than half of firms under six years old.

The cumulative impact is measurable and significant: firms facing higher regulatory burdens are 19 percent less

likely to invest (figure 22), weakening competitive pressure, slowing the reallocation of resources toward more
productive firms, and entrenching persistent productivity gaps across the private sector.

Figure 22: Firms' regulatory experiences (percent)
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Source: World Bank staff using the ICA 2.0 Toolkit based on the World Bank Enterprise Surveys.
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Figure 23: Firms spending more time dealing with regulations are 19 percent less likely to invest
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Source: World Bank staff using the ICA 2.0 Toolkit based on the World Bank Enterprise Surveys.
Note: The figure shows the estimated coefficient from the regression on the probability of firms investing in fixed assets, and whiskers
denote the 95 percent confidence interval. Estimates are based on the formal firm sample.

e Weak Market Contestability

Weak market contestability limits the ability of productive firms to grow and gain market share, while allowing
less productive incumbents to persist. Bangladesh scores lowest in the Business Ready (B-READY)* assessment on
indicators related to market competition®, dispute resolution, and business insolvency, pointing to gaps in the
enforcement of competition rules, slow and unpredictable commercial court processes, and weak mechanisms
for firm exit and restructuring. Together, these weaknesses allow less productive incumbents to persist and block
productive entrants from gaining market share.

For productive SMEs, this translates into fewer opportunities to enter markets, scale operations, or challenge
entrenched incumbents. Contestability is further constrained by the strong presence of the state in competitive
sectors: around 60 percent of state-owned enterprises operate in markets that are formally competitive,
particularly in manufacturing, wholesale trade, and financial services. In these sectors, administered prices,
protective tariffs, and preferential regimes confer advantages unrelated to productivity, reinforcing incumbent
positions and weakening incentives for efficiency and innovation.

These structural distortions undermine market competition and dampen private investment, particularly outside
established export sectors such as RMG. By reducing entry, exit, and competitive discipline, weak contestability
limits diversification, slows productivity growth, and constrains the ability of dynamic firms to scale and become
more productive.

4 World Bank’s new flagship project that assesses the Business and Investment Climate worldwide.
5CPSD reports that the largest firm in a sector account for 93 percent of the market (on average)
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Figure 25: World Bank B-Ready Indicators summary 2025 Figure 24: Share of Business of the States (BOSs) by sector
type
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e Distortive State Aid and Trade Protection

These policies have deepened the frontier/non-frontier divide described in Section Il. Preferential tax treatment,
subsidized finance, and trade privileges have disproportionately benefited frontier firms while most SMEs and
high-potential informal firms operate in a less supportive policy and regulatory environment. Tax policy illustrates
these asymmetries clearly. While the standard corporate income tax rate is 27.5 percent, RMG and textile
manufacturers benefit from preferential rates of just 12—15 percent, primarily granted through discretionary
Statutory Regulatory Orders. These exemptions resulted in foregone corporate tax revenues estimated at 2.4
percent of GDP in 2021 alone, a substantial fiscal cost in a country where the tax-to-GDP ratio remains around 8
percent.

Access to finance further amplifies these disparities. State-directed credit programs (for instance the Export
Development Fund, which reached US$9.29 billion in FY21) have provided exporters with subsidized credit at
interest rates as low as 2 percent, compared to rates of up to 13 percent faced by other producers. As a result, 42
percent of frontier firms report having a bank loan or line of credit, compared to only 29 percent of non-frontier
firms, widening gaps in firms’ capacity to invest and scale.

Trade policy compounds these distortions. The Bonded Warehouse scheme, which allows duty-free import of
inputs, remains over 90 percent concentrated in RMG and related sectors, despite repeated commitments to
broaden access to other industries. At the same time, firms serving the domestic market face average import
duties on final goods of about 10.9 percent, roughly twice the South Asian average. This creates a structural
anti-export bias, making protected domestic production more profitable than competing internationally.

¢ Financial Frictions: Constrained Access to Capital

Access to finance constrains growth and upgrading. Around 22 percent of firms are partially credit-constrained
and 8percent fully constrained. Firms with bank loans show roughly 4.5 percent higher labor productivity (figure
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25) underscoring finance’s role in enabling technology adoption, scaling, and skills investment. Collateral
requirements, limited credit scoring for young firms, and weak insolvency frameworks inhibit efficient capital
reallocation and constrain entry and expansion.

Figure 26: Firms having a bank loan are 4.5 percent more productive in Bangladesh
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Note: The figure shows the estimated coefficient from the regression on labor productivity, and whiskers denote the 95
percent confidence interval. Estimates are based on a linear model on a formal firm sample. Fully-credit constrained firms
have no access to external finance. Partially credit constrained firms experience limited access.

e Fragmented Institutional framework for Investment mobilization.

Bangladesh’s investment promotion institutional architecture has become increasingly fragmented over the past
two decades, emerging as a structural constraint to private investment and diversification. The Country Private
Sector Diagnostic (CPSD) identifies this fragmentation as a key impediment to mobilizing and sustaining private
investment. Responsibilities for investor outreach, registration, incentives, land development, licensing, and
aftercare are spread across multiple agencies—including ¢ (BIDA), Bangladesh Economic Zones Authority,
Bangladesh Hi-Tech Park Authority, line ministries, and in some cases subnational authorities—with overlapping
mandates, weak coordination, and no single institution accountable for end-to-end investment outcomes. This
institutional complexity translates into parallel approval processes, inconsistent application of policies and
incentives, and limited capacity for coordinated problem-solving once projects are underway. In practice,
Bangladesh operates a segmented investment facilitation regime. Export-oriented frontier firms, particularly RMG
exporters operating in EPZs under the authority of Bangladesh Export Processing Zones Authority, benefit from
more streamlined procedures than non-frontier firms operating under the broader, BIDA-governed framework.
These differences reflect institutional arrangements and coordination gaps rather than firm performance alone.

e Infrastructure Deficits: The Electricity Reliability Gap

According to the CPSD, unreliable electricity supply is the most frequently cited constraint to doing business in
Bangladesh. Power supply instability has led to repeated production disruptions and significant output losses for
firms. These challenges have been compounded in recent years by persistent liquidity pressures in the energy
sector, driven by heavy import dependence, high generation costs, and tariff revenues that fall short of covering
costs. Compared to firms in other South Asian countries, Bangladeshi firms face longer delays in obtaining
electricity connections and experience significantly more outages—averaging 26 outages per month (figure 26).
For the median firm, outages into nearly 9 percent of annual sales. As a result, about one quarter of firms rely
intermittently on generators instead of the grid, raising operating costs. Weak grid reliability—particularly outside
major economic hubs—amplifies regional disparities and undermines firm competitiveness. With electricity
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demand projected to grow by around 7 percent per year through 2030, meeting future needs will require policy
reforms to improve efficiency and financial sustainability in power generation and distribution (figure 27).

Figure 27: Firms' experiences with electricity services (percent)
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Source: World Bank staff using the ICA 2.0 Toolkit based on the World Bank Enterprise Surveys

Iv. The Math does not add-up: Why firms choose to stay informal

Informality remains widespread in Bangladesh because many firms see little economic advantage in operating
formally. As emphasized in the World Bank’s Informality: Exit and Exclusion framework, firms and individuals make
deliberate cost-benefit decisions about whether to formalize. Many choose not to—not because they lack
information, but because they operate largely outside the state’ s line of sight and judge that engagement with
regulatory and tax institutions does not generate benefits commensurate with the risks and costs associated with
greater visibility.

Informality in Bangladesh reflects institutional and policy constraints rather than weak firm productivity. Around
40 percent of informal enterprises already operate at productivity levels comparable to small formal firms, despite
lacking access to formal markets, bank finance, supplier development programs, or government support. These
firms therefore represent a substantial reservoir of untapped productive potential.

Top performing informal firms tend to be young—about half are under 15 years old—concentrated in retail and
services (around 80 percent), and clustered in dense urban agglomerations, particularly the Dhaka Metropolitan
Area, which hosts roughly 85 percent of them. Proximity to large markets and logistics networks helps sustain
performance even in the absence of formal registration.

Both formal and informal firms face the same underlying business environment constraints, including unreliable
electricity, high and discretionary regulatory compliance costs, and limited access to credit. The difference is that
informal firms confront these frictions without the coping mechanisms of formal firms. Larger and frontier firms
can mitigate shocks by negotiating private power arrangements, leveraging established banking relationships, or
relying on legal standing in dealings with regulators. Informal firms, however capable, absorb these constraints in
full.

Registration fees and time requirements are cited as binding constraints by about 73 percent of informal firms;

expected tax liabilities upon formalization by around 71 percent; and inspections or interactions with government
officials by roughly 61 percent — frictions that weigh especially heavily on small entrepreneurs with limited
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administrative capacity and low tolerance for regulatory uncertainty (figure 28). Informal firms are not indifferent
to formal status: improved access to finance (cited by about 50 percent) and new customers (around 49 percent)
are widely seen as the main potential benefits (figure 29). Yet in practice, these gains are neither immediate nor
guaranteed. Until the costs of operating formally fall and the returns become credible, informality remains a
rational equilibrium choice.

Informality also feeds back into weaker economywide performance. Formal firms facing informal competition
report lower sales growth and weaker incentives to invest and upgrade, dampening competitive pressure across
the economy. Consistent with CPSD findings, informal firms’ ability to circumvent regulations, licensing
requirements, and labor standards places additional pressure on operating costs in the formal sector. The result
is a self-reinforcing equilibrium in which informality allows firms to survive in a difficult business environment, but
by keeping them small, ultimately undermines investment, competition, productivity diffusion, and job creation.

Figure 28: Complex registration processes and tax Figure 29: Financing and new customers are the top
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Source: World Bank staff using the ICA 2.0 Toolkit based on the WB 2022 ISES for Bangladesh.

V. A Prioritized and Sequenced Reform Agenda

Addressing Bangladesh’s productivity and jobs challenge requires a sequenced reform agenda that tackles
economy-wide distortion first, while progressively enabling firm upgrading, contestability, and diversification. The
reform matrix is, therefore, articulated around the following axis. First, economy-wide reforms that aim to reduce
uncertainty, lower the cost of doing business, improve competition, address informality, and enable private capital
mobilization. Second, trade reforms aim to support trade barriers reduction. Third, market and sector reforms
aim to foster tangible outcomes for priority segments such as SMEs that have significant potential for job creation.

A cross-cutting principle underpinning the reform matrix is the move toward a smart deregulation approach. It
implies easing compliance requirements for low-risk activities and strengthening enforcement for activities that
present higher risks. This is achieved through the simplification of cumbersome regulations, the adoption of risk-
based rules to licensing and enforcement, and the digitization of regulatory procedures. At the core of the agenda
are economy-wide reforms aimed at reducing regulatory uncertainty, lowering compliance costs, strengthening
competition, mobilizing private capital, and making formality a viable pathway for firm growth, especially for
SMEs. In short-term, priorities include expanding and deepening the one-stop service nationwide, moving from
partial online applications to fully digital, end-to-end licensing process, and introducing incentive-based
formalization measures such as simplified compliance and tax relief. Ensuring consistent enforcement and
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competitive neutrality across firms and sectors is essential to reduce unequal treatment. Parallel actions to
strengthen creditor rights, improve bankruptcy enforcement, and deploy SME financing instruments that de-risk
lending would help unlock private investment.

Over the medium form, reforms could shift toward risk-based regulation, including differentiated licensing
regimes that exempt low-risk activities while strengthening oversight of higher-risk ones. This transition requires
investment in administrative capacity, particularly risk assessment and enforcement capabilities. Improving
commercial dispute solution, through digital case management, specialized training, and nation-wide roll out of
commercial courts, would further reduce uncertainty. Consolidating fragmented investment promotion and
facilitation functions across agencies is also critical to improve investor experience and outcomes. Over the longer
term, deepening alternative dispute resolution mechanisms, implementing risk-based inspections, and expanding
long-term finance instruments would support firm scaling and capital accumulation.

Complementing these efforts, state aid and trade reforms are essential to reduce policy-induced distortions that
reinforce Bangladesh’s dual private sector structure. In the near term, implementing National Tariff Policy through
phased reductions in tariffs and para-tariffs would help lower input costs and reduce the anti-export bias.
Accelerating digitization and paperless trade across border agencies would further reduce trade friction. Over the
medium term, continued tariff and non-tariff reforms should be paired with establishment of a centralized state-
aid registry and a robust governance and monitoring and evaluation framework. This framework should introduce
objective eligibility criteria, transparent selection processes, mandatory ex-ante and ex-post evaluations, and clear
sunset clauses to ensure that public support is performance-based, time-bound, and aligned with productivity and
diversification objectives.

Finally, market and sector-level reforms are needed to translate economy-wide and trade reforms to tangible
productivity and jobs outcomes, particularly for SMEs, high-potential informal firms. In the short-term, simplifying
entry, inspections, and compliance for SMEs, combined with access to de-risked finance and targeted productivity
support, would lower barriers to growth. Supporting firms to meet quality standards and buyer requirements is
critical for market access, while targeted programs can help high-performing informal firms upgrade and transition
toward formality. Over the medium term, supplier development program linking SMEs with large domestic firms
and multinational enterprises can facilitate technology transfer and diversification beyond garments, alongside
consolidation of fragmented SME support programs to improve effectiveness and scale.

Across all pillars, this smart deregulation approach remains the guiding principle. By sequencing reforms this way,

Bangladesh can shift from a system that rewards protection and discretion toward one that promotes
competition, productivity and sustained job creation.

31



References
Bangladesh Bank (2026). Monetary Policy Statement: January-June 2026. Dhaka: Bangladesh Bank.
Bangladesh Bureau of Statistics (2025). Labour Force Survey 2024. Dhaka: Bangladesh Bureau of Statistics.
Bangladesh Bureau of Statistics (2024). Labour Force Survey 2023. Dhaka: Bangladesh Bureau of Statistics.
Bangladesh Bureau of Statistics (2023). Labour Force Survey 2022. Dhaka: Bangladesh Bureau of Statistics.

Bangladesh Bureau of Statistics (2026). National accounts statistics Gross domestic product of Bangladesh, 2024-
25. Dhaka: Bangladesh Bureau of Statistics.

World Bank (2025) Business Ready 2025. Washington, DC: World Bank.
World Bank Group. (2025). Bangladesh: Country private sector diagnostic. World Bank.

World Bank. (2022). World Bank Enterprise Surveys. World Bank.

32



