BANGLADESH

Growth is projected to remain subdued at 3.4 percent in
FY27. While resilient remittance inflows should support pri-
vate consumption, elevated energy prices and supply disrup-
tions, banking sector weakness, and fiscal pressures continue
to weigh on investment. Amid sluggish growth and weak labor
market conditions, poverty and inequality are projected to
remain elevated in the near term.

Key conditions and challenges

GDP growth declined for the third consecutive year in FY26
due to continued slowdown in investments and exports. In-
flation remained elevated, while the financial sector vulnera-
bilities persisted. Increased import bill due to elevated global
commodity prices and weakening exports added pressure from
the external sector, which was only partly mitigated by robust
remittance inflows.

Labor market conditions weakened further in FY26 alongside
the broader economic slowdown. Recent energy shortages
have reduced operating hours and contributed to factory clo-
sures and layoffs, while subdued demand has constrained
hiring particularly in industry, with spillovers to the services
and agriculture sectors. Weak labor demand, combined with
high inflation, weighed on real wage growth and contributed
to rising poverty.

These pressures have compounded preexisting market weak-
nesses. Since 2016, job creation has been weak and increasingly
concentrated in agriculture. Female labor force participation has
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fallen, as women who lost jobs in industry and services largely
exited the labor force.Vulnerability is also high; about 36 percent
of the population live just above the poverty line with limited
savings or protection against shocks.

Restoring growth and job creation will require urgent re-
forms to improve the business environment by simplifying
regulations and strengthening investor confidence, restoring
banking sector stability through time-bound and comprehen-
sive bank restructuring and resolution, enhancing energy se-
curity through greater diversification and better governance,
and accelerating revenue collection through tax policy and
administration reforms.

Recent developments

The decline in GDP growth to 3.4 percent in FY26 was pri-
marily driven by contraction of investments and exports.
Although political uncertainty eased following the February
2026 elections, private investment contracted for the second
consecutive year due to energy shortages, elevated pro-
duction costs and high interest rates. Public investment
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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also declined due to fiscal constraints and implementation
challenges. Banking sector remained fragile, with Bangladesh
Bank (BB) extending forbearance and liquidity support to weaker
banks. The capital adequacy ratio fell to -2.6 percent in March
2026, below the regulatory minimum of 10 percent. The non-per-
forming loan ratio increased to 32.8 percent in June 2026 from
20.2 percent in December 2024. However, repeated extension of
special loan rescheduling facility partly masks persistent underly-
ing asset-quality weaknesses. Real private sector credit growth con-
tracted by 4.6 percent, reflecting weak bank balance sheets, high
borrowing costs, and subdued credit demand, further constraining
private investment.

Inflation remained elevated at 8.7 percent in FY26, despite a down-
ward trend in recent months. Persistently high prices and job loss-
es eroded purchasing power; real wages of low-paid workers de-
clined by about 0.5 percent over the year, and by about 0.7 percent
in industry. As a result, poverty at the US$3-a-day international
poverty line is estimated to have risen by 1.1 percentage points to
10.1 percent in FY26, representing an additional 2.1 million below
the poverty line. Inequality is also estimated to have increased by
0.9 Gini points, reflecting larger consumption losses among poor
and vulnerable households.

Driven largely by higher costs of energy imports and weaker ex-
ports, the current account deficit (CAD) widened to US$1.6 billion
in FY26 from US$138 million in FY25. A wider trade deficit was
partially offset by strong remittances which expanded by 17.3 per-
cent. The exchange rate remained stable despite a slight depreci-
ation in recent months, and the foreign exchange reserves rose to
US$32.4 billion in August 2026 (3.9 months of prospective imports).
The fiscal deficit widened to 3.9 percent of GDP in FY26 from 3.4
percent in FY25 due to slower revenue growth and higher subsidy
and interest payments.

Outlook

GDP growth is projected to remain subdued at 3.4 percent in FY27.
The outlook has deteriorated since April 2026, reflecting a more
protracted drag from energy shortages, banking sector weakness,
subdued credit growth, and tighter fiscal constraints than previous-
ly anticipated. Inflation is projected to remain elevated at 8.6 per-
cent, above BB's target of 7.5 percent. Growth is expected to recov-
er modestly to 3.9 percent in FY28.

Labor market conditions will remain muted in FY27, with employ-
mentincreasing by 0.4 million and household labor incomes rising
by 0.4 percent as energy supply gradually recovers, easing con-
straints on industrial production. However, poverty at the US$3-a-
day international poverty line is projected to increase marginally by
0.4 percentage pointsto 10.5 percent, while inequality is expected to
rise by half ofa Gini pointto35.5. Income gains of this size are unlike-
ly to rebuild the buffers households lost during the growth slow-
down, leaving many poor households exposed to further shocks.

The CAD is projected to widen to 0.9 percent of GDP, reflecting ris-
ing imports associated with higher energy import costs. The fiscal
deficit is also expected to increase to 4.9 percent of GDP in FY28,
driven by higher spending on public sector wages, subsidies, social
protection, interest payments, banking sector recapitalization, and
capital expenditure.

The outlook is subject to significant downside risks. Without timely
reforms, growth could weaken further and macroeconomic imbal-
ances could deteriorate. Continued energy shortages would delay
the recovery of private investments. A prolonged Middle East crisis
could increase import and subsidy costs. Banking sector vulnerabil-
ities and persistent inflation would pose additional headwinds.

Recent history and projections

2022/23 2023/24 2024/25 2025/26e 2026/27f 2027/28f

Real GDP growth, at constant market prices 5.8 4.2 3.5 3.4 3.4 3.9
Private consumption 2.0 6.0 6.6 6.1 5.1 4.9
Government consumption 8.5 9.8 2.3 9.0 9.9 9.7
Gross fixed capital investment 2.2 3.3 -2.5 -0.5 0.3 1.0
Exports, goods and services 8.0 -17.1 10.0 -4.8 2.1 4.5
Imports, goods and services -9.8 -4.6 6.8 3.6 5.8 5.6

Real GDP growth, at constant factor prices 6.2 4.3 3.9 3.4 3.4 3.9
Agriculture 3.4 3.3 2.4 2.6 2.8 3.1
Industry 8.4 3.5 3.7 2.0 2.0 2.8
Services 5.4 5.1 4.3 4.7 4.5 4.9

Inflation (consumer price index) 9.0 9.7 10.0 8.7 8.6 7.1

Current account balance (% of GDP) -2.7 -1.5 0.0 -0.3 -0.9 -0.9

Net foreign direct investment inflow (% of GDP) 0.4 0.3 0.4 0.3 0.3 0.3

Fiscal balance (% of GDP) -4.6 -3.9 -3.4 -3.9 -4.8 -4.9

Revenues (% of GDP) 8.2 8.3 8.0 8.3 8.6 8.8

Debt (% of GDP) 37.0 37.6 38.9 40.5 43.0 45.2

Primary balance (% of GDP) -2.6 -1.7 -1.1 -1.4 -2.3 -2.4

International poverty rate ($3.00 in 2021 PPP)2 6.3 8.3 9.0 10.1 10.5 10.2

Lower middle-income poverty rate ($4.20 in 2021 PPP)%? 20.9 22.5 23.2 24.4 24.7 24.1

Upper middle-income poverty rate ($8.30 in 2021 PPP)*? 71.4 70.7 71.0 71.1 70.7 70.2

GHG emissions growth (mtCO2e) 2.1 1.5 1.6 6.8 8.8 16.0

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SAR-POV harmonization, using 2022-HIES. Actual data: 2022. Nowcast: 2023-2025. Forecasts are from 2026 to 2028.

2/ Projections using microsimulation methodology.
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