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Abstract- Since its independence in 1971, Bangladesh has transformed from one of the poorest nations in the world famously
mischaracterized as a "basket case' to one of the fastest-growing economies in South Asia. This paper examines the
trajectory of Bangladesh's economic growth, driven primarily by a booming ready-made garment (RMG) industry, robust
remittance inflows, and significant advancements in social development indicators such as female labor force participation.
However, despite reaching lower-middle-income status in 2015, the nation currently faces severe macroeconomic
headwinds. Elevated inflation, banking sector vulnerabilities, low tax revenue mobilization, and external shocks have
slowed recent GDP growth. This paper analyzes the historical drivers of growth, structural bottlenecks, and the urgent
policy reforms required to ensure sustainable and inclusive economic development.
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I. INTRODUCTION

The Economic Growth of Bangladesh: From
"Development  Surprise” to  Middle-Income
Complexities. Since its independence in 1971,
Bangladesh has transformed from a nation famously
mischaracterized as an economic "basket case" into
one of the fastest-growing economies in South Asia.
For the three decades preceding the COVID-19
pandemic, the country experienced an extraordinary
economic acceleration, averaging an annual growth
rate of over 6.0%. This sustained expansion
profoundly improved living standards and drove a
remarkable reduction in poverty. While nearly three-
quarters of the population lived below the poverty line
at independence, the national poverty rate had
plummeted to roughly 18.7% by 2022, with extreme
poverty falling to just 5.6%. This trajectory is
frequently cited by economists as a "development
surprise," as Bangladesh achieved remarkable human
development outcomes such as massive gains in life
expectancy, widespread childhood immunization, and
gender parity in primary education at relatively low
levels of per capita income, significantly
outperforming many peer nations. The bedrock of this
economic miracle has historically rested on two
primary pillars: the ready-made garment (RMG)
industry and the robust inflow of foreign remittances.
Transitioning to an export-led growth model in the
1980s, Bangladesh capitalized on its demographic
dividend to become the world's second-largest
exporter of apparel. The RMG sector not only
dominates the country's export basket but has also

served as a massive engine for rural poverty reduction
and women's empowerment. Parallel to this, millions
of Bangladeshi expatriates working abroad provide a
vital economic lifeline. These remittances have
historically accounted for a significant percentage of
the GDP, dramatically improving household welfare
driving increases in asset ownership and dietary
quality while simultaneously stabilizing the nation's
balance of payments and foreign exchange reserves.
Furthermore, steady improvements in agricultural
productivity and the pioneering expansion of
microfinance by institutions like Grameen Bank and
BRAC helped inject vital liquidity into the informal
rural economy. However, recent data indicates that the
Bangladeshi economy is currently facing a critical
pivot point, transitioning from an era of rapid, low-
cost manufacturing growth into a period of severe
macroeconomic headwinds. In the post-pandemic era,
GDP expansion has noticeably decelerated,
moderating to 5.8% in fiscal year 2023, hampered by
reduced global export demand and domestic energy
shortages. More alarmingly, the composition of
growth is shifting, with the manufacturing sector's
contribution to incremental GDP  dropping
significantly as the services sector takes the lead.
Compounding this slowdown are intense inflationary
pressures. In fiscal year 2025, inflation surged to a 12-
year high of 9.94%, driven by extreme volatility in
essential food prices. This sustained inflation
disproportionately impacts low- and middle-income
households, threatening to erode decades of hard-won
poverty reduction.
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Beyond inflation, the nation is grappling with
emerging fiscal vulnerabilities and a complex social
landscape. The banking sector faces significant stress
due to a rising ratio of non-performing loans, which
restricts credit flow to the private sector. Additionally,
recent external shocks and revised export data led the
IMF to downgrade Bangladesh's risk of external debt
distress to "moderate” in 2024, highlighting the
shrinking fiscal space available to the government.
Interestingly, this macroeconomic strain is mirrored in
the public mood, revealing an emerging "happiness
deficit." Despite impressive historical per capita
income growth, Bangladesh ranked 134th out of 143
countries in the 2025 World Happiness Report. This
paradox suggests that rising income inequality,
relentless inflation, and urban social pressures are
preventing macroeconomic wealth from translating
into broader societal well-being.

As Bangladesh looks toward the future, it faces the
monumental task of addressing these structural
bottlenecks before its scheduled graduation from Least
Developed Country (LDC) status in 2026. Graduation
will result in the loss of critical preferential trade
access; which economic models warn could
significantly harm total exports if the economy
remains overwhelmingly concentrated on RMG. To
avoid the middle-income trap, urgent and bold
structural reforms are required. The government must
drastically improve domestic revenue mobilization by
expanding its historically low tax-to-GDP ratio,
thereby unlocking funds for vital infrastructure and
climate resilience projects. Furthermore, sustained
future growth will depend on decisive financial sector
reforms to restore banking health, aggressive policies
to attract foreign direct investment, and massive
investments in higher education and skills
development to successfully diversify the economy
beyond basic garment manufacturing.

Il. KEY DRIVERS OF ECONOMIC
GROWTH

The economic narrative of Bangladesh is often defined
by its transition from a subsistence agrarian society to
a global manufacturing hub. To elaborate on these
drivers with the depth and data-heavy focus required
for academic research, we must examine the structural
shifts that occurred between the early 1980s and the
projected landscape of 2026.

The Ready-Made Garments (RMG) Sector: The
Engine of Industrialization

The Ready-Made Garments (RMG) sector is the
undisputed backbone of the Bangladeshi economy,
acting as the primary vehicle for its export-led growth
strategy. Since the implementation of the Multi-Fiber
Arrangement (MFA) and subsequent domestic policy
support, the sector has grown from a negligible
contributor to accounting for approximately 83% to
85% of the country’s total export earnings. In fiscal
year 2023, RMG exports reached a staggering $46.99
billion, and despite global inflationary pressures, the
industry has targeted an ambitious $100 billion export
goal by 2030. This growth is underpinned by a
massive labor force of approximately 4 million direct
employees, of whom roughly 60% are women, though
this demographic split has shifted slightly from 80%
due to increasing automation and capital-intensive
production methods. The sector's contribution to GDP
remains significant at around 10-12%, but its
"multiplier effect” is even more profound. It sustains
an extensive ecosystem of backward linkages,
including spinning, weaving, and dyeing, which have
achieved a value addition of nearly 70% for knitwear.
However, the sector currently faces a "triple
transition™: the need for green manufacturing (with
Bangladesh hosting the highest number of LEED-
certified factories globally), the shift toward man-
made fibers (MMF) which now constitute 70% of
global trade but only 25% of Bangladesh's basket, and
the looming graduation from Least Developed
Country (LDC) status in 2026. This graduation will
likely end duty-free access to major markets like the
EU and UK, necessitating a shift from "low-cost
labor" competitiveness to "high-efficiency and high-
value" production.

Remittances: The Counter-Cyclical Stabilizer

Remittances from the Bangladeshi diaspora serve as
the nation’s most vital source of foreign exchange
after garments, acting as a crucial buffer against
external economic shocks. Historically, these inflows
have fluctuated between 5% and 7% of GDP, with
annual receipts often exceeding $21 billion to $24
billion in the 2023-2025 period. The geographic
concentration remains heavily skewed toward the Gulf
Cooperation Council (GCC) countries primarily Saudi
Arabia, the UAE, and Oman which host millions of
low-to-semi-skilled migrant workers. However, a
significant shift has been observed in recent years with
increased flows from the United Kingdom, the United
States, and lItaly, reflecting a diversifying diaspora.
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From a macroeconomic perspective, remittances are
the primary reason Bangladesh maintained a relatively
stable current account for decades. At the
microeconomic level, data indicates that remittance-
receiving households spend nearly 75% of these funds
on consumption, education, and healthcare, which
directly stimulates domestic demand and fuels the
services sector. During the foreign exchange reserve
crisis of 2024, the government intensified efforts to
formalize these channels, offering a 2.5% cash
incentive on transfers through official banking routes
to combat the "Hundi" (informal) market. While
remittances have reduced rural poverty by providing
liquidity to families in lagging regions, the high cost
of migration often exceeding three years of potential
wages remains a structural barrier that limits the net
economic benefit for the poorest migrants

Agriculture and Microfinance: Ensuring Food
Security and Rural Liquidity

While the share of agriculture in Bangladesh’s GDP
has naturally declined to approximately 11.5% as the
economy industrializes, the sector remains the largest
employer, absorbing nearly 40% of the total labor
force. The “silent revolution” in Bangladeshi
agriculture is evidenced by the fact that the country is
now the world’s third-largest producer of rice and a
leading producer of inland fish and vegetables.
Production of rice tripled from 10 million metric tons
in 1971 to over 38 million metric tons by 2023, driven
by high-yield variety (HYV) seeds and improved
irrigation.

This agricultural resilience is inextricably linked to the
country’s pioneering microfinance sector. Led by
institutions like BRAC and Grameen Bank, the
microfinance landscape in Bangladesh is one of the
most sophisticated in the world, with over 35 million
active borrowers and a total outstanding loan portfolio
exceeding $15 billion. Data shows that over 90% of
these borrowers are women, which has fundamentally
altered rural power dynamics. Microfinance has
evolved beyond simple "micro-credit" into "micro-
savings" and insurance, providing the capital
necessary for small-scale poultry, dairy, and high-
value crop farming. This "bottom-up" liquidity has
prevented the rural economy from stagnating, ensuring
that even as urbanization accelerates, the rural sector
remains a productive component of the national value
chain.

Demographics and Social Development: The
Foundation of Productivity

Bangladesh’s economic growth is grounded in a
"human-centric" development model that prioritized
social indicators long before high income levels were
achieved. The most striking data point is the rise in life
expectancy, which climbed from 46.5 years at
independence to approximately 75.4 years by 2025,
surpassing several neighboring countries with higher
per capita incomes. This was achieved through low-
cost, high-impact interventions: massive
immunization drives (reaching over 90% coverage),
the successful scaling of Oral Rehydration Therapy
(ORT) for diarrhea, and a focused family planning
program that saw the Total Fertility Rate (TFR) drop
from 6.3 in 1975 to approximately 2.1 today.

Education metrics have seen similar leaps; the country
achieved gender parity in primary and secondary
school enrollment nearly two decades ago. The adult
literacy rate, which hovered around 45% in the early
2000s, has surged to over 76% by 2024. This
investment in "human capital” is now manifesting in
the labor market through the Female Labor Force
Participation (FLFP) rate, which rose from 24% in
2010 to over 42% in recent years. This demographic
dividend where the working-age population
outnumbers dependents provides a window of
opportunity that will last until approximately 2040.
However, the quality of employment remains a
challenge; while the workforce is "healthier,” a
significant portion remains in the informal sector,
highlighting the urgent need for vocational training
and tertiary education reform to meet the demands of
the "Fourth Industrial Revolution™ (4IR).

I11. RECENT MACROECONOMIC
TRENDS AND HEADWINDS

While the long-term trajectory is impressive, the post-
pandemic era has exposed significant fragilities in the
Bangladeshi economy. GDP growth has slowed down
considerably (hovering around 3.9% to 4.2% in recent
fiscal years).

e Inflationary  Pressures: Bangladesh has
experienced  persistent, elevated inflation
(frequently hovering between 8.5% and 10% in
recent years). This has disproportionately
impacted low-income workers whose wages have
not kept pace with the rising costs of food and
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non-food items, leading to a recent uptick in
poverty rates.

e Banking Sector Stresses: Financial sector
vulnerabilities are a major concern. The ratio of
non-performing loans (NPLs) has risen
alarmingly, and capital adequacy in several banks
has fallen below regulatory minimums. This
restricts credit flow to the private sector and
subdues private investment.

o External Shocks: Global geopolitical conflicts,
particularly in the Middle East, have increased
energy import costs. Combined with global
economic slowdowns affecting export demand,
this has put pressure on Bangladesh's current
account and foreign exchange reserves, forcing
the adoption of a more flexible exchange rate
regime to stabilize the Taka

IV. STRUCTURAL CHALLENGES

To transition from a lower-middle-income to an upper-
middle-income country, Bangladesh must overcome
several deep-rooted structural issues:

1. Low Domestic Revenue Mobilization:
Bangladesh has one of the lowest tax-to-GDP
ratios in the world (often falling below 8%).
This severely limits the government's fiscal
space to invest in critical infrastructure,
healthcare, and education.

2. Export Concentration: The economy is
dangerously over-reliant on the RMG sector.
A failure to diversify exports into higher-
value industries (like electronics,
pharmaceuticals, or IT services) leaves the
economy highly vulnerable to shifts in global
apparel demand.

3. Climate Vulnerability: As a low-lying
delta, Bangladesh is heavily exposed to
climate change. Frequent cyclones, flooding,
and rising sea levels pose a continuous threat
to agricultural output, infrastructure, and
human settlements.

4. Governance and Business Climate: While
large conglomerates thrive, small and
medium enterprises (SMEs) struggle with

high regulatory costs, unreliable
infrastructure, and limited access to formal
finance.
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According to the IMF's April 2026 World Economic
Outlook, Bangladesh's GDP growth is projected to
rebound to 4.69% in 2026 after dipping to around
3.49% in 2025 due to global energy shocks and
domestic tightening. Inflation remains elevated,
hovering above 9.0% for the last three years. Despite
recent macroeconomic headwinds, the nominal GDP
per capita is projected by the IMF to reach $2,911 in
2026, a 10.5% increase from 2025. The 2022 figure
of 5.6% extreme poverty is drawn from the latest
nationally representative Household Income and
Expenditure Survey (HIES). (Note: The 2.6% figure in
2024 reflects the ADB's measure of the employed
population living below the $2.15 PPP/day threshold).
Inflow of remittances saw a massive 23.8% year-on-
year growth in the early months of 2026, putting the
year on track to surpass previous records, heavily
stabilizing the country's foreign exchange reserves.

V. CONCLUSION AND POLICY
RECOMMENDATIONS

Bangladesh’s journey over the last fifty years is a
testament to resilience and strategic human
development. However, the "easy" gains of utilizing
low-cost labor for garment manufacturing are
diminishing. According to the World Bank and other
financial institutions, sustaining growth requires bold
and urgent structural reforms:
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e Financial Sector Reform: Decisive action is Payments in India. Int J Econ Manag Sci 7: 498.
required to address non-performing loans and doi:10.4172/2162-6359.1000498
improve banking governance to unlock private- 9. World Bank. (2024). Bangladesh development
sector investment. update: Sustaining growth and reducing poverty.
e Tax Reform: Expanding the tax net and World Bank Group.
modernizing tax collection to improve the tax-to- https://openknowledge.worldbank.org/
GDP ratio is non-negotiable for future public
investment.

o Diversification: Implementing trade policies and
improving the business environment to attract
Foreign Direct Investment (FDI) outside of the
RMG sector.

o Skills Development: Investing heavily in higher
education and vocational training to transition the
workforce from low-skill manufacturing to a
knowledge- and technology-driven economy.
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