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Bangladesh has Asia's one of the worst infrastructure facilities. According to the Asian Development 
Bank (ADB), the country's physical infrastructure - transport, port, communication, sewage, water 
and energy etc. - is only better than Nepal and Mongolia's. Bangladesh's relatively low investment 
to GDP (gross domestic product) ratio indicates why there is a gap between its actual and potential 
GDP. Its inability to draw large investment in its infrastructure sector is largely responsible for the 
country's stagnated investment accounting for low GDP ratio (about 25 per cent) for the past few 
years.  
 
The country's growing urbanisation in recent decades has generated huge demand for physical 
infrastructure. However, it has not been able to make much headway in this regard owing to 
financing constraints. The cancellation of the Padma bridge financing project on corruption charges 
by the World Bank (WB) and other development partners, and the sitting government's plan to 
finance the project from domestic resources have brought the infrastructure financing issues to the 
forefront of debate.  
 
Some economists defended the government's decision. They even suggested the government to 
use a portion of foreign exchange reserves to meet infrastructure cost. However, they are probably 
missing the forest for the trees. Bangladesh's infrastructure needs are much larger than the mighty 
Padma bridge project. Some estimates suggested that the country needs $35 billion of 
infrastructure investment in the next five years. Thus, building a bridge over Padma by diverting 
scarce resources from other priority sectors could do more harm than good.  
 
What are the options Bangladesh has to meet infrastructure financing? Infrastructure can be 
financed through a number of avenues channeling both internal and external resources. Domestic 
savings are important source of finance to develop infrastructure. However, in Bangladesh while 
national savings are higher than investment, reflected in the build-up of foreign exchange reserves, 
the gap between domestic savings and investment ranged between 4.0 to 6.0 per cent of GDP. 
Thus there is a significant saving-investment gap. 
 
Although the meaning of forex reserves is self-explanatory by definition, some economists' advice 
to divert some reserves to finance the Padma bridge project is highly misleading. The recent build-
up of reserves is largely due to slowdown in import and GDP growth. Given the autarkic financial 
system, the current level of reserves is required to withstand external pressure on the country's 
balance of payments. Moreover, foreign exchange reserves are generally invested in risk-free liquid 
assets like the United State and other higher rated bonds aimed at preserving capital, maintaining 



liquidity and, above all, involving minimal risk.  
 
The country's foreign exchange reserves are not high enough to develop a sovereign wealth fund 
(SWF) channeling its national savings into long-term investment projects. Management of SWFs 
demands very high managerial competency that Bangladesh lacks. Moreover, the current level of 
Forex reserves (in proportionate to GDP) could evaporate fast if the economy returns to its trend 
growth rates.  
 
An ADB report shows that except some LDC countries, including Bangladesh, over 90 per cent of 
domestic investment is financed from domestic financial markets or through government budgets 
funded by local taxes. The country's financial system is highly bank-dominated, its equity markets 
although have grown in recent years, is not vibrant and transparent. There is literary no corporate 
bond market, and the existing pension funds are too small to finance infrastructure.  
 
Furthermore, governments do generally have control over only the domestic savings generated by 
budget surpluses and the surplus cash flows of public sector enterprises and banks. In the case of 
Bangladesh, given the competing demand for limited internal resources and loss-making units of 
state-owned enterprises, these financing options are also very limited to develop large-scale 
infrastructure. 
 
Land monetisation, a potential domestic financing avenue, particularly to develop urban 
infrastructure, could emerge provided the government adopts and executes a proper plan. China 
and some other developing economies finance a large portion of their urban infrastructure by 
monetising land resources. Nevertheless, it will take time to execute such plans even if the 
government considers this avenue seriously.  
 
Thus, given the inadequate domestic savings and shallow domestic financial markets Bangladesh 
has little choice but to explore external sources to finance infrastructure. This is not unique for 
Bangladesh as growth of savings rates and development of deep financial markets are highly 
correlated with a country's income level. 
 
Bangladesh draws one of the lowest FDI (foreign direct investment) flows among comparable 
developing countries. Owing to higher incidence of corruption, political uncertainty and higher 'cost 
of doing business' the country does not receive any significant FDI in infrastructure sector. 
Furthermore, an ADB report observed that infrastructure investments by foreign investors face 
special types of risk because of their long development time, currency exposure, political risks, 
possibility of cancellation, possible underutilisation, and so on.  
 
Given the circumstances, Bangladesh has very limited options but to borrow from its donors and 
development partners (D&DPs) such as the government of Japan, China, WB, ADB, inter alia, to 
finance its infrastructure. In fact, there is a consensus among the country's top economists that 
drawing of cheap funds (with less than 1.0 per cent interest and higher maturity time) from D&DPs 
is probably the best available option to finance the country's infrastructure projects.  



 
However, weak governance is the key barrier to tap the D&DP funds. The rise of 'big ticket 
corruption' in recent years involving politicians, bureaucrats and businessmen, as we noticed in the 
case of Padma bridge financing and energy sector projects, along with poor regulation and the poor 
state of 'rule of law' are affecting the growth of the country's physical infrastructure adversely.  
 
Market-based reforms in energy, utility and other infrastructure sectors have been unsuccessful in 
improving the overall governance quality, thereby precluding the long-term investment in those 
sectors. This has something to do with the country's post-1990s' 'political settlement'. As a leading 
Bangladeshi political economist observed that "political settlement in the post-1990s has features 
of 'competitive clientelism' with short-time horizons of the ruling coalition and with low and 
declining governance capabilities of the bureaucratic organisations, who regulate the investment in 
these sectors."  
 
In other words, the political settlement that Bangladesh is currently undergoing is seemingly 
incompatible with the country's infrastructure development as the latter requires long-term political 
commitments. This also explains why the government, its agencies and private sector players have 
given more focus on rental power plants (that can be materialised within six months to a year) but 
not coal or gas-based power plants (that requires long-term commitments).  
 
That said, what is the way forward as far as the country's infrastructure development is concerned? 
It is too early to say if the government would be able to execute the Padma bridge project even if it 
harnesses the domestic source of funds as international bidders might have some doubts 
concerning financial guarantees of the project. We have seen little progress in power sector, there 
is a snail's pace progress of Dhaka-Chittagong four-lane highways, marred by the regional geo-
politics the government is reluctant to take bold decision on deep sea port and other regional 
connectivity project. There is a growing mismatch between the demand and supply of urban utility 
services - to name just a few.  
 
To sum up, infrastructure outlook of Bangladesh does not look good. It could not only cost the 
country's growth but also generate a lot of discontents in urban areas. For Banglades,h poor 
governance was not a big barrier in the past as a large portion of its growth was fuelled by rural 
economy and remittances. As the sources of growth are now increasingly hinging on the 
development of modern urban economy, the country has to bridge its infrastructure and 
governance deficits to sustain its growth momentum.  
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