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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Operation ID Programmatic

P180439 Yes

Proposed Development Objective(s)

2nd in a series of 3

If programmatic, position in series

To support the Government of Bangladesh to transition to green and climate resilient development by (a) enhancing
public planning, financing, and delivery of green and climate resilient interventions; and (b) promoting key sector
reforms for clean and resource efficient production and services.

Organizations

Borrower: People's Republic of Bangladesh
Contact Title Telephone No.
Dr. Md Khairuzzaman Secretary of Finance 8801711566958
Mozumder
Implementing Agency: Finance Division, Ministry of Finance
Contact Title Telephone No.
Dr. Ziaul Abedin Additional Secretary, 8801732337765
Macroeconomic
PROJECT FINANCING DATA (USS, Millions)
Maximizing Finance for Development
Is this an MFD-Enabling Project (MFD-EP)? Yes
Is this project Private Capital Enabling (PCE)? No

SUMMARY

Total Financing

Email

secretary@finance.gov.bd

Email
ziaulabedin@outlook.com

500.00
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DETAILS

World Bank Group Financing

International Development Association (IDA)

of which IDA Recommitted
IDA Credit

IDA Shorter Maturity Loan (SML)

IDA Resources (USS, Millions)

Credit Amount

National
Performance-Based 250.00
Allocations (PBA)

Total 250.00

PRACTICE AREA(S)

Practice Area (Lead)

Grant Amount

0.00

0.00

Environment, Natural Resources & the Blue Economy

CLIMATE

Climate Change and Disaster Screening

SML Amount Guarantee
Amount

250.00 0.00
250.00 0.00

Contributing Practice Areas

500.00

500.00

250.00

250.00

Total Amount

500.00

500.00

Macroeconomics, Trade and Investment; Water; Energy &

Extractives; Urban, Resilience and Land

Yes, it has been screened and the results are discussed in the Operation Document

OVERALL RISK RATING
Overall Risk

Substantial
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RESULTS

Baseline | Period 1 | Closing Period

Pillar A - Enhancing public planning, financing, and delivery of green and climate resilient interventions

Bangladesh’s score in Dimension 1 - Budget Alignment with Climate Change Strategies of the PEFA Assessment (Text)

Jun/2022 Jun/2025 Jun/2026

Score D Score D Score C

BDP projects with Development Project Proformas approved by ECNEC, based on 5-year re-prioritized investment program and ADM
principles (Number)

Dec/2022 Dec/2025 Dec/2026

1 10 15

Urban Local Government Institutions (City Corporations and Category A Pourashavas) spending more than 10 percent of block-grant
resources on GCR projects (Number)

Jun/2022 Jun/2025 Jun/2026
0 76 107
> City Corporations (Number)
Jun/2022 Jun/2025 Jun/2026
0 3 7
> Category A Pourashavas (Number)
Jun/2022 Jun/2025 Jun/2026
0 73 100
Carbon emission reduction credits registered, approved, authorized, and transferred through the domestic system (Text)
Sep/2024 Dec/2025 Dec/2026
0 0 tons of CO2 1.1 million tons of CO2
Women-owned businesses submitting bids in public procurement per fiscal year (Percentage)
Jun/2022 Jun/2026 Jun/2027
0 3 7

Procurement processes of selected Public-Sector Organizations using SPP rated criteria in relevant contracts per fiscal year
(Amount(USD))

Jun/2022 Jun/2026 Jun/2027

0 100 million 200 million

Industry units, project facilities and individuals inspected by DoE’s Enforcement Wing and mobile courts for environmental compliance
per calendar year (Number)

Dec/2022 Dec/2025 Dec/2026

6,744 8,500 9,000

Pillar B - Promoting key sector reforms for clean and resource efficient production and services

Households using solid fuels as primary cooking fuels (Percentage)

Oct/2022 Dec/2025 Dec/2026
74 72 69
»Rural households (Percentage)
Oct/2022 Dec/2025 Dec/2026
89.50 87 85
> Urban households (Percentage)
Oct/2022 Dec/2025 Dec/2026
42 40 37
Cumulative energy savings from the new provisions of EECR, BEEER and EELAR (Gigawatt-hour (GWh))
Nov/2022 Dec/2025 Dec/2026
0 200 1,000

Government expenditure in fuel subsidies for diesel (HSD), heavy fuel oil (HSFO), and octane (Amount(USD))
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Jun/2022 Jun/2025 Jun/2026
150 million 100 million 50 million
Liquid fuel (HSD and HSFO) used annually for power generation (Text)

Jun/2022 Jun/2025 Jun/2026

4.92 million tons

4.1 million tons

3.25 million tons

New municipalities with at least 80 percent

cost recovery on operations and maintenance (Number)

Jun/2022 Jun/2025 Jun/2026

0 10 15

Total capacity of renewable energy projects that have reached financial close under the auspices of the amended RE policy (Megawatt)
Jun/2024 Jun/2025 Jun/2027

0 0 150
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IDA PROGRAM DOCUMENT FOR A PROPOSED SECOND BANGLADESH GREEN AND CLIMATE RESILIENT DEVELOPMENT
CREDIT (PEOPLE'S REPUBLIC OF BANGLADESH)

I. COUNTRY CONTEXT AND OPERATION SUMMARY

1. Bangladesh experienced rapid economic and social progress in recent decades and reached lower
middle-income status in 2015. However, the pace of poverty reduction has slowed, and vulnerabilities in the
financial sector have worsened. Stable macroeconomic conditions underpinned an average annual real gross
domestic product (GDP) growth of 6.4 percent between 2010 and 2023. Over the same period, poverty and
extreme poverty declined by 19.6 and 6.8 percentage points to 30 percent and 5 percent, respectively.! However,
the pace of poverty reduction has slowed, as has the pace of job creation, particularly in rural areas and among
women. Furthermore, spatial disparities and urban inequality have widened. In Fiscal Year (FY)24, real GDP grew
by 5 percent, driven mainly by a 5.3 percent expansion in the industrial sector. The current account deficit nearly
halved to USS$6.5 billion (1.4 percent of GDP), aided by improved trade and a 10.7 percent increase in remittance
inflows. Inflation remained high, averaging 9.7 percent in FY24, driven by rising food prices. The events
surrounding the resignation of former Prime Minister Sheikh Hasina also caused severe economic disruptions.
Foreign exchange reserves stood at US$19.8 billion at the end of October 2024. The fiscal deficit narrowed to 3.7
percent of GDP in FY24, with public debt at 36.8 percent of GDP. Real GDP growth is projected to decline to 4.1
percent in FY25, with significant uncertainties due to political instability, poor corporate governance, and
potential financial sector issues. While growth is expected to gradually improve with financial sector reforms and
better revenue mobilization, risks such as elevated inflation, weak global demand, energy shortages, and climate
shocks could further impact the economic outlook and exacerbate poverty.

2. To achieve faster growth and transition to an upper-middle-income country (UMIC), Bangladesh needs
to implement multisectoral structural reforms, focused on building a competitive business environment,
diversifying exports, increasing human capital, building efficient infrastructure, deepening the financial sector,
and attracting private investment. These reforms would strengthen international competitiveness as Bangladesh
prepares for graduation from least developed country status in 2026, which will reduce concessional financing
and preferential market access for its exports. Currently, the Sustainable Development Finance Policy provision
on debt limits does not apply to Bangladesh.

3. Additionally, a new growth paradigm is needed to sustain the economic recovery over the medium and
long term, while addressing environmental and climate challenges and contributing to poverty alleviation and
better quality of life for the Bangladeshi people. Rapid manufacturing growth and urbanization have increased
pollution and natural resource depletion. Environmental degradation costs were equivalent to 17.3 percent of
the GDP in 2019, affecting productivity and welfare, and impairing human capital. Bangladesh is highly vulnerable
to climate change, ranking as the seventh most affected country between 2000 and 2019.2 It faces extreme
weather events such as cyclones, floods, and storm surges, with recurring flooding affecting over 1 million people
annually.? Despite improvements in adaptive capacity, internal climate and rural-urban migration put additional
pressure on cities and essential services such as water supply and sanitation (WSS) and energy. Shortcomings in
the legal framework and limited cost recovery hinder investment and innovation in these sectors, while creating

1 Based on the international poverty line of US$3.65 and US$2.15 per day (using 2017 purchasing power parity) for poverty and extreme
poverty, respectively.

2 World Bank (2023). Country Environmental Analysis. The costs of environmental degradation refer to the health effects associated with
ambient and household air pollution, inadequate water supply, sanitation and hygiene, and exposure to lead (Pb).

3German Watch (2021). Global Climate Risk Index 2021.

4 World Bank (2022). Bangladesh Country Climate and Development Report (CCDR).
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a fiscal burden due to government subsidies. Addressing these environmental and climate risks is crucial for a
greener, more resilient, and inclusive development and for preventing vulnerable groups from being left behind.

4, The proposed Second Bangladesh Green and Climate Resilient Development (GCRD) Credit is part of a
programmatic series of three development policy credits (DPCs) (“GCRD Credits” or “DPC series”). The program
development objective (PDO) is to support the Government of Bangladesh (GoB) to transition to green and
climate resilient development by (a) enhancing public planning, financing, and delivery of green and climate
resilient interventions; and (b) promoting key sector reforms for clean and resource efficient production and
services. Under Pillar A, the DPC series supports reforms to (a) strengthen prioritization and efficiency of public
investment planning as well as its implementation, at national and local levels, based on GCRD criteria; (b) increase
efficiency in the Bangladesh Delta Plan 2100 (BDP) implementation to improve climate resilience; (c) expand
access to carbon markets; (d) promote sustainable public procurement for clean, resource efficient and socially
sustainable production and consumption; and (e) enhance environmental governance. Pillar B supports reforms
to: (a) improve air quality management and reduce emissions across productive sectors; (b) increase energy
efficiency; (c) reduce fiscal costs from the energy sector, by phasing out subsidies and promoting private-sector
investments in renewable energy; and (d) improving efficiency of WSS services. The Program is to be financed
from a proposed IDA credit for SDR 187.8 million (USS250 million equivalent) and a Performance Based Allocation
Shorter Maturity Loan credit for SDR 187.8 million (US$250 million equivalent).

5. The GCRD Credits support a highly strategic reform program to improve the policy foundations that can
help address national priorities and emerging global challenges. The DPC series operationalizes the World Bank
Group’s (WBG) Green, Resilient and Inclusive Development (GRID) approach and key policy recommendations
from the Country Climate and Development Report (CCDR) and the 2023 Country Environmental Analysis (CEA).
The CCDR highlights three priorities for climate-resilient growth in Bangladesh, namely: (a) people-centric, climate
smart spatial development, such as through the BDP operationalization; (b) delivering development benefits with
decarbonization, such as through solutions for increased energy efficiency; and (c) improving the enabling
environment and institutional realignment, particularly regarding air quality management, natural resource
management, sustainable government procurement, climate finance, and climate-related public expenditures.
The GCRD Credits also promote the WBG’s GRID approach, which inspired the GoB’s concept of GCRD, based on
the three pillars of sustainability, efficiency, and climate resilience. As a result, the program aims to deliver
simultaneously inclusive local development benefits and global public goods (including environment and health
outcomes, energy efficiency, and lower carbon intensity).

6. In addition to the CCDR and CEA, other World Bank analytics underpinned the selection and design of
the DPC-supported policies, such as the 2021 Systematic Country Diagnostic Update, the 2022 Country Economic
Memorandum, the 2021 Infrastructure Governance Assessment (IGA), and the FY23 Public Expenditure and
Financial Accountability (PEFA). These reports strongly recommended the adoption of a multi-year planning
approach and integration between planning and budgeting frameworks to ensure fiscal discipline, strategic
alignment, and prioritization for environmental and climate resilient interventions. Other key Bank-financed
sectoral studies and analytics from Development Partners (DPs), the GoB, and academia have informed the
proposed DPC series (Annex 4).

Il. MACROECONOMIC POLICY FRAMEWORK

7. The macroeconomic policy framework is adequate for the Development Policy Financing. Monetary
policy has been tightened substantially to contain inflation, and the recent transition to market-based retail
interest rates is expected to improve monetary policy transmission. Fiscal policy is also expected to be
contractionary in FY25 to complement monetary policy. The May 2024 adoption of a crawling peg exchange rate
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regime and the realignment of the exchange rate have strengthened external resilience and will help rebuild
foreign exchange (FX) reserves. The government has been initiating reforms to address the financial sector risks.
Critical reforms have included revisions to the Bank Company Act legislation, the introduction of the Prompt
Corrective Action framework, restructuring of the boards of the poorly performing banks, and plans to carry out
Asset Quality Review. The disruption caused by the social uprising in July—August 2024 lowered the growth
outlook, but real GDP growth is projected to remain positive in FY25. The fiscal deficit is projected to remain below
5.0 percent of GDP over the medium term. However, downside risks to the outlook have increased substantially.
Increased political instability, poor corporate governance, and the potential insolvency of some banks could
worsen an already weak financial sector. Persistently elevated inflation, weak global demand, energy shortages,
and climate shocks could lower the growth outlook further and exacerbate vulnerability to falling into poverty.
External sectors remain vulnerable to shocks. The budgetary support under the DPC would provide additional
buffer to this shock and reforms envisioned under the program is expected to support Bangladesh’s growth in the
medium term.

A. Recent Economic Developments

8. On August 5, 2024, the former Prime Minister resigned amid sudden protests. An interim government
led by civil society members and student leaders was sworn in on August 8, 2024. The turmoil disrupted
economic activity, particularly in the industrial and service sectors. Economic activity has been normalizing but
downside risks prevail due to uncertainty in the political context.

9. Real GDP growth decelerated to 5.0 percent in FY24. On the supply side, GDP growth in FY24 was
primarily driven by the industry and service sectors. The industry sector expanded by 5.3 percent, but the growth
rate remained below the decade’s historical average of 9.5 percent, due to energy shortages, import restrictions,
and monetary tightening. The services sector grew at 5.4 percent in FY24 as domestic purchasing power declined
due to persistent inflation. Agricultural growth declined marginally to 3.3 percent. On the demand side, the
slowdown was driven by weak consumption and export growth.

10. The Balance of Payment (BoP) deficit narrowed in FY24 and led to a narrowing of the current account
deficit. A decline in merchandise imports due to import suppression measures and an improvement in remittance
inflows helped the current account deficit to narrow to USS$6.5 billion in FY24 from USS11.6 billion in FY23. The
financial account surplus narrowed to US$4.5 billion in FY24, driven by a decline in net trade credits. Overall, the
FY24 BoP deficit stood at USS$4.3 billion, compared to USS8.2 billion in FY23. In the first two months of FY25 (July—
August), the current account balance turned into a surplus, driven by a sharp increase in remittances. In May 2024,
the Bangladesh Bank (BB) adopted a crawling peg exchange rate system and devalued the exchange rate to help
restore external balance and stabilize international reserves. The crawling peg band was widened in August 2024,
but the exchange rate has remained unchanged at the upper limit of the band of 120 BDT/USS for the last two
months. At the end of October 22, 2024, FX reserves stood at US$19.8 billion (3.2 months of import coverage).

11. Inflation remained elevated, averaging 9.7 percent in FY24, and increasing marginally to 9.9 percent in
the first quarter of FY25. It remained elevated due to high food and energy prices and higher import prices
because of the depreciating taka. To help contain inflation, the policy rate was raised by 150 basis points in FY25
to 10 percent (525 basis points since May 2022). The cap on bank lending rates was abolished to improve monetary
transmission. Import duty and VAT of several essential food items, including rice and sugar, have been reduced to
help contain food prices.

12. The fiscal deficit narrowed to 3.7 percent of GDP in FY24. Revenue collection remains one of the lowest
in the world at 8 percent of GDP. Critical reforms in domestic resource mobilization have been difficult to achieve.
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The interim government has recently formed advisory committee to initiate reforms of the National Board of
Revenue. Expenditure is estimated to have declined to 11.7 percent of GDP, driven by a moderation in both
current and capital expenditure. The government announced that fiscal policy in FY25 would be contractionary to
complement the monetary policy in tackling inflation. Government borrowing is dependent on the banking sector,
and the cost of borrowing continued to rise in FY24 and FY25 Q1. The ratio of public debt to GDP declined
marginally to 36.8 percent, but it remains sustainable with a low risk of debt stress.

13. Financial sector vulnerabilities have increased and prompted new policy reforms. The financial sector
remains vulnerable to high nonperforming loans. As financial sector anomalies are being revealed with the
political regime change, the volume of officially recognized stressed assets is anticipated to surge. The gross Non-
Performing Loan (NPL) ratio (ratio of the NPLs to total loans) increased to 16.93 percent at the end of September
2024, compared to 12.56 percent at the end of June 2024. However, the NPL ratio understates banking-sector
vulnerabilities due to lax regulatory definitions, inadequate reporting standards, repeated forbearance measures,
and weak regulatory enforcement. Weak governance and political influence have exacerbated these challenges,
distorting decision-making processes and hampering effective oversight in the sector. Loan-loss provisions stood
at 44.3 percent of the NPLs at the end of September 2024, slightly increasing from the previous quarter.
Furthermore, the NPLs are concentrated in state-owned banks, which accounted for nearly 40.35 percent of the
total NPLs. The capital-adequacy ratio of the banking sector marginally declined to 10.6 percent at the end of
FY24, down from 11.2 percent at the end of FY23, mainly driven by the fall of the ratio in private banks.

14. To restore stability within the banking sector, BB has reformed boards of 11 banks and one non-bank
financial institution, replacing members in institutions where boards have been captured by business groups
engaged in questionable practices, such as related party lending, violation of single borrower exposure limits,
money embezzlements, and money laundering to overseas bank accounts. The BB also established a six-member
task force to focus on key issues such as distressed assets, the NPLs, and governance failures. It will review the
asset quality and the true extent of the capital position of the banks, particularly the weak banks, identify
provisioning shortfalls, and assess liquidity conditions. Recently, the BB stopped injecting liquidity directly into the
banking system.

B. Macroeconomic Outlook and Debt Sustainability

15. Real GDP growth is projected to decline to 4.1 percent in FY25 but could range between 3.2 and 5.2
percent. The wide range of the growth projection reflects significant uncertainties regarding the impact of the
popular protests and political turmoil. These uncertainties are expected to keep investment and industrial growth
subdued in the short term. Persistent inflation and subdued global growth prospects will weigh on growth in the
near term as well. Recent floods are expected to moderate agriculture growth. The growth rate is expected to
increase gradually in subsequent years, benefiting from critical financial sector reforms, increased revenue
mobilization, improved business climate, and trade.

16. Export growth is anticipated to remain positive, despite short-term challenges due to high input costs,
weak global demand, and uncertainties within the manufacturing sector. Remittances are projected to stay
robust in FY25, supported by the adoption of the crawling peg exchange rate regime. The financial account will
likely remain in surplus, supported by budget assistance from development partners. FX reserves are expected to
stabilize in FY25, albeit with some downward pressure due to external payment requirements to foreign energy
and fertilizer suppliers.

17. The fiscal deficit is projected to remain below 5.0 percent of GDP over the medium term. In the short
term, total expenditure as a share of GDP is expected to decline due to contractionary fiscal policy. Over the
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medium- to long-term, strengthening revenue performance will be crucial to expand investments in infrastructure
and human capital.

18. The risk of debt distress was assessed to be low in the latest Joint Bank-Fund Debt Sustainability
Analysis (DSA) completed in June 2024, but the assessment is currently being updated for the third review of
the ongoing Bangladesh International Monetary Fund (IMF) program expected in the first half of 2025. The
updated DSA will need to incorporate the impact of a substantial downward revision of export data for FY23 and
FY24 and the potential for contingent liability shocks, which could worsen the risk assessment of debt distress.
Total public debt in Bangladesh is estimated to have declined marginally to 36.8 percent of GDP in FY24, of which
57.0 percent is domestic. The share of non-bank debt (that is, National Savings Certificates) in total domestic debt
declined, and the share of debt from banks rose. The government updated its Medium-Term Debt Strategy in June
2024 and published its debt sustainability analysis with technical support from the World Bank and the IMF.
Explicit and implicit contingent liabilities associated with the financial sector, including state-owned banks, and
nonfinancial state-owned enterprises (SOEs) pose additional debt-sustainability risks.

19. Downside risks have increased, and significant uncertainties remain. Uncertainties arise from several
factors. First, contingent liability from the financial sector remains elevated. NPLs have increased, and actual scale
of the NPLs could be significantly higher. Declining confidence in banking sector can have significant spillover
effects on the real economy. Second, safety and security concerns persist, and this can have an impact on the full
recovery of economic activities. Third, the timing of the next election has not been defined. As requested by
political parties, it is important that the roadmap to elections is announced by the interim government to avoid
an increase of political tensions.

Figure 1: Overall Public and Publicly Guaranteed Figure 2: External Public and Publicly Guaranteed
Debt Sustainability Analysis Debt Sustainability Analysis
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Table 1 - Selected Economic and Financial Indicators
Actual Projections
FY22 FY23 FY24  FY25e  FY26f  FY27f FY28f
National Accounts Annual percentage change, unless otherwise indicated
GDP at constant prices (%) 7.1 5.8 5.0 4.1 5.4 6.1 6.5
Consumption 7.5 2.0 3.8 4.0 4.8 55 6.0
Investment 11.7 2.2 4.6 3.2 6.5 7.1 7.5
Exports of goods and services 29.4 8.0 2.7 2.1 4.5 5.2 6.0
Imports of goods and services 31.2 -9.8 -2.5 0.4 5.1 6.1 6.5
Sectoral Contributions to Growth
Agriculture (ppts) 0.4 0.4 0.4 0.3 0.3 0.3 0.3
Industry (ppts) 3.4 3.0 19 1.3 2.0 2.2 1.8
Services (ppts) 3.1 2.7 2.7 2.4 3.0 3.5 4.4
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Inflation
GDP Deflator 5.0 6.9 9.8 2.1 7.2 53 55
CPI (year-average) 6.1 9.0 9.7
Selected Monetary Account (% of GDP)
Banks’ credit to the government 8.1 9.6 9.5
Banks’ credit to the private sector 34.0 33.3 32.8
Broad money (M2) 9.4 10.5 7.7
External Sector (%GDP)
Exports fob 12.6 115 10.2 10.2 9.6 9.1 8.5
Imports fob 20.6 18.5 15.9 15.7 14.5 13.8 13.0
Terms of trade (annual percentage change) 0.0 0.0 -2.1 -0.2 2.4 00 -02
Percent of GDP, unless otherwise indicated
Current Account Balance -4.0 -2.7 -1.4 -0.9 -0.5 -05 -07
Foreign Direct Investment 0.4 0.4 0.5 0.5 0.6 0.7 0.7
Debt
Public debt (external and domestic) 33.8 37.0 36.8 40.1 41.2 427 44.7
External Debt 12.5 15.0 15.4 17.3 181 19.1 20.8
Debt service 48.4 51.4 51.4
Fiscal Accounts
Total Revenue and grants 8.5 8.2 8.0 8.4 8.7 8.9 9.2
Total Expenditures 13.0 12.8 11.7 12.7 13.2 137 139
Overall Fiscal Balance (with grants) -4.6 -4.6 -3.7 -4.3 -4.5 -4.7  -4.7
Memorandum Items
GDP per capita (%) 6.1 4.8 3.5 2.6 3.9 4.6 5.0
Gross reserves (USS millions, EOP) 33386 24754 21686
In months of next year’s imports) 4.9 4.1 3.6
Nominal GDP (billion LCU) 39717 44908 50011
GDP (in billion USS) 430 414 450
Source: Bangladesh Bureau of Statistics, Bangladesh Bank, Ministry of Finance, IMF, and World Bank.
1/ Bangladesh Bank adopted BPM6 from FY22 onwards.
Table 2. Key Fiscal Indicators (Percent of GDP)
Actual Projections
FY22 FY23 FY24e FY25f FY26f FY27f FY28f
Total Revenues and Grants 8.5 8.2 8.0 8.4 8.7 8.9 9.2
Revenue
Tax revenues 7.5 7.3 7.1 7.3 7.6 7.8 7.7
Direct taxes 2.4 2.4 2.4 2.3 2.5 2.5 2.6
Other taxes 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-tax revenues 0.9 0.9 0.8 1.0 1.0 1.1 1.4
Grants 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total Expenditures 13.0 12.8 11.7 12.7 13.2 13.7 13.9
Current expenditures 7.7 8.0 7.6 8.3 8.9 9.2 9.1
Wages and salaries 1.6 14 1.3 1.3 1.5 1.5 1.7
Goods and services 0.8 0.8 0.8 0.6 0.8 0.9 1.1
Subsidies and transfers 34 3.7 3.3 34 3.6 3.8 3.6
Interest on debt (interest payments) 2.0 2.1 2.2 3.0 3.0 2.9 2.7
Capital Expenditure 4.6 4.3 3.7 3.9 3.9 4.0 4.1
Overall fiscal balance (incl. grants) -4.6 -4.6 -3.7 -4.3 -4.5 -4.7 -4.7
Primary balance -2.6 -2.5 -1.4 -1.3 -1.6 -1.8 -2.0
Financing 4.5 4.5 3.6 4.3 4.6 4.7 4.5
Domestic (net) 2.9 2.8 2.0 2.3 2.6 2.7 2.6
External (net) 1.6 1.8 1.6 2.0 2.0 2.0 1.9
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General Government Debt 33.8 37.0 36.8 40.1 41.2 42.7 44.7
External debt 12.5 15.0 15.4 17.3 18.1 19.1 20.8
Domestic debt 21.3 22.0 21.4 22.7 23.0 23.6 23.9

Source: Ministry of Finance, IMF, and World Bank.
Note: 1/ Including block allocations, food account balance, and non-Annual Development Plan capital expenditures

Table 3. External Financing Needs and Sources (US$, millions)

Actual Projections
FY22 FY23 FY24 FY25e FY26f FY27f FY28f
Financing Requirements 20075 13247 8989 6756 5157 6203 7319
Current Account Deficit 18533 11633 6512 4127 2431 3038 4060
External Debt Amortization 1542 1614 2477 2629 2726 3165 3259
. . . 20075 13247 8989 6756 5157 6203 7319
Available Financing
Foreign Direct Investment (Net) 1827 1649 554 600 620 677 740
Portfolio Investment (Net) -158 -30 2101 2200 3138 3710 4311
Capital Grants 181 475 -62 -100 10 100 300
Debt Disbursement 6352 5690 6679 8365 9198 10310 10819
Other flows (net)* 7296 1195 -1695 -3000 -3800 -4000 -3600
Change in Reserve Assets (-=Increase) 5274 8222 4300 -809 -3509 -4095 -4751
Errors and Omissions -5761 -3954 -2888 -500 -500 -500 -500

*Include grants, donations, asset sales, non-core activity revenues, and foreign exchange gains.

C. IMF Relations

20. The IMF concluded the second review of an ongoing Bangladesh program in June 2024. An IMF program
for Bangladesh was approved by the Executive Board in January 2023 to help preserve macroeconomic stability
and lay the foundation for inclusive, sustainable growth. The 42-month program includes financing arrangements
under the Extended Credit Facility (ECF) and the Extended Fund Facility (EFF) (USS$3.3 billion) and the Resilience
and Sustainability Facility (RSF) (USS$1.4 billion). Along with the GCRD Credit, the RSF supports enabling reforms
for attracting additional climate finance for Bangladesh. Both programs support reforms to strengthen
Bangladesh’s resilience to climate change, advance the decarbonization of the economy, and manage the
transition risk. The World Bank has provided substantial inputs to the IMF program by sharing the Bangladesh
CCDR, preliminary results of the CEA and the policy matrix of the GCRD Credits. The IMF held a fact-finding mission
in late September 2024 to assess the impact of the social uprising in July-August on the macroeconomic
framework. The third review of the IMF program is scheduled for the first half of December 2024.

lll. PROPOSED OPERATION

A. Link to Government Program, CPF, other WBG operations, and Corporate Priorities

21. Bangladesh’s 8th Five-Year Plan (FY21-25) (FYP) charts an ambitious course towards eliminating
extreme poverty, reaching UMIC status by 2031, and high-income country status by 2041. The 8" FYP targets
comprehensive structural reforms to accelerate sustainable growth, while building climate resilience across the
economy, enhancing the provision of public services, and promoting a better managed environment and natural
resources to support productivity and growth. The BDP, the updated Nationally Determined Contributions (NDCs)
to the Paris Agreement (2021), and the National Adaptation Plan 2023-2050 (NAP) reflect Bangladesh’s
commitment to build climate resilience while stimulating sustainable and inclusive economic growth. Anchored
in those strategies, as part of DPC1 the GoB consolidated its commitment to a green development pathway in the
“Supplementary Guideline for Green and Climate Resilience (GCR) in Public Investment Projects,” setting forth its
concept of GCRD.
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22. The DPC series supports priority areas of the Government Program. Under Pillar A, contributions to the
8™ FYP, BDP, NAP (Goals 3 and 5) and NDCs are expected by: (a) integrating planning and budgeting process and
incorporating green and climate resilience (GCR) priorities in public investment planning at national and local
levels; (b) incentivizing locally led actions for GCRD through fiscal transfers to Urban Local Government Institutions
(ULGIs); (c) enabling access to carbon markets; (d) incentivizing sustainable public procurement (SPP); and (e)
setting the legal and institutional framework to effectively implement the BDP. In Pillars A and B, other reforms
contribute to the 8™ FYP’s sector development strategies in (a) “environment and climate change,” through
strengthened environmental governance and improved air quality management (AQM); (b) “power and energy,”
through increased energy efficiency and reduced fiscal costs from the energy sector; and (c) “water resources
management”, through improved efficiency in WSS services.

23. This DPC series is aligned with the WBG Country Partnership Framework (CPF) FY23—-FY27 (No. 181003-
BD) discussed by the World Bank Board of Executive Directors on April 27, 2023. Specifically, the proposed
reform program will contribute to CPF Objectives 7 (Improved effectiveness of delta management to accelerate
climate-resilience building) and 8 (Enhanced sustainability and productivity in the use of natural capital for
climate-smart green growth) under the CPF’s Higher Level Objective (HLO) C (Enhanced climate and environmental
resilience). The DPC series is also aligned with Objective 3 (Improved effectiveness of public institutions to deliver
better services to citizens and businesses) under HLO A (Increased private-sector jobs). The DPC series is aligned
with the WBG Climate Change Action Plan 2021-2025, and the WBG Action Plan on Adaptation and Resilience.
The Program is also informed by the Country Private Sector Diagnostic and the dialogue with the International
Finance Corporation. Overall, the DPC supports the maximization of finance for development (MFD) that could
lead to improved private-sector investments in green housing, municipal solid waste management, WSS, and
energy-sector development. Additionally, the Second GCRD Credit will contribute to narrow gender gaps by (a)
promoting participation of women-owned businesses in the bidding process (PA# 5), and (b) improving women’s
health, productivity and time availability for education and paid work, through the clean cooking activities under
the National Air Quality Management Plan (NAQMP) (PA #7).

24, This operation is aligned with the goals of the Paris Agreement. Drawing from the CCDR, this DPC is
consistent with the country’s climate commitments, including the NDCs and NAP. None of the operation’s prior
actions (PAs) are likely to cause a significant increase in greenhouse gas (GHG) emissions or any persistent barriers
to transition to low-GHG emissions. The DPC supports Bangladesh’s mitigation and adaptation commitments, by
promoting reforms for energy efficiency, phasing out fossil fuel subsidies, air pollution control (including short-
lived climate pollutants, SLCPs), and resilient urban infrastructure. The risks from climate hazards are not likely to
have significant adverse effect on the PAs’ contribution to the PDO, considering in some cases the mitigation
measures envisaged in the policy reforms (Annex 2).

25. Some PAs and triggers will be supported by ongoing sector-level technical assistance or investments
under various engagements in the existing portfolio in Bangladesh. These Analytical and Advisory Services (ASAs)
and operations include, for example, the Bangladesh Environmental Sustainability and Transformation Project,
the Climate Support Facility — Bangladesh, Bangladesh Climate and Carbon Finance for Renewable Energy, the
Sustainable Energy Support Program PASA, and the proposed Bangladesh Clean Air Project (Annex 4). These ASAs
and operations are sequenced to support the design of PAs and triggers and implementation of policy reforms.

26. The proposed DPC series considered lessons from earlier DPCs in Bangladesh and Green Developing
Policy Financing operations in other countries. Lessons included the need to (a) base policy actions on strong
analytical foundations, including examples from other countries; (b) identify a lead agency and champions at
sectoral agencies who can push for long-needed reforms; (c) keep adequate intervals between operations and
take into account the time needed to achieve results over the long-term; (d) complement the DPC series with a
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package of advisory services and investment projects to ensure active engagement and ownership by line
ministries; (e) coordinate among DPs to maximize benefit of joint inputs; (f) strengthen high-level engagement
focusing on outcomes and impacts of policies; and (g) target an appropriate level of reform.

B. Prior Actions, Triggers, Expected Results and Analytical Underpinnings

Pillar A — Enhancing public planning, financing, and delivery of green and climate resilient interventions

Policy Track 1. Embedding green and climate resilient growth in planning and budgeting at the national level

DPC1 Prior Action #1. To strengthen public investment management with green and climate resilient development (GCRD) criteria,
the Recipient, through the Planning Division of the Ministry of Planning, has issued an addendum to integrate GCRD goals to the
Guidelines for the Preparation, Processing, Approval and Revision of Projects in the Public Sector, as evidenced by the Supplementary
Guideline issued by the Government Circular dated February 13, 2023.

DPC 2 Prior Action #1. To integrate GCR goals in planning and budgeting, (i) the Planning Commission (PC) of MoP has adopted the
Multi-Year Public Investment Programme (MYPIP) Guidelines for key sectors, integrated with the Medium-Term Budget Framework
through the PC Circulars®, and (ii) key sectoral agencies have incorporated GCR objectives and results indicators in MYPIPs and MBFs,
through FD Circular and corresponding MBFs®

DPC 3 (Indicative) Trigger #1. To embed GCR principles in the state-owned enterprises (SOEs), the MoF has (i) formulated a policy
requiring climate risk management for SOEs; and (ii) institutionalized a GCR-related Independent Performance Evaluation Guidelines.

27. Reforms under policy track (PT) #1 will establish a government-wide foundation for the GoB’s GCRD
policies and investments by incentivizing the ministries to allocate more resources to green and climate related
activities and improving their planning and execution. GCRD priorities are embedded in Bangladesh’s major
development strategies and global commitments such as 8" FYP, BDP, NAP, and NDCs. However, the GoB faces
challenges in implementing key GCRD interventions under these plans due to: (a) the lack of adequate
prioritization of public investments under the Annual Development Program (ADP), managed by the Ministry of
Planning (MoP); and (b limited coordination of the ADP formulation process with the annual budget process,
managed by the Ministry of Finance (MoF). These shortcomings have limited the effectiveness of the country’s
public investment management (PIM), as reflected in insufficient budgetary allocations to investment projects
and their low execution rate. Climate-related allocations comprise only 7.5 percent of the total budget or 0.8
percent of GDP (Climate Fiscal Framework 2020), and budget allocation for non-climate GCRD interventions is not
measured or reported. Bangladesh scored “D” in the dimension on budget alignment with climate change
strategies under the 2021 Climate Responsive PEFA Assessment, fulfilling only four out of 12 assessed elements.’

28. In the PT #1, the GoB’s has integrated GCR goals in the country’s core public investment planning
instruments. These are essential measures to implement CCDR recommendations (Pillar 3) for improved
coordination and strengthened public finance management to build an enabling environment for climate action.
In DPC1, the GoB revised the requirements for public agencies to formulate and process Development Project

5 PC Circular No. 20.06.0000.633.14.039.24-29 dated May 16, 2024, and PC Circulars No. 20.06.0000.633.14.039.24-31 (MYPIP for the Local
Government and Rural Development sector, No. 20.06.0000.633.14.039.24-32 (MYPIP for the Power and Energy sector), and No.
20.06.0000.633.14.039.24-33 (MYPIP for the Health sector) dated May 30, 2024.

6 FD Circular dated September 29, 2024, and 2024-2025 MBFs of Ministry of Science and Technology, Power Division, Energy and Mineral
Resources Division, Local Government Division, Rural Development and Co-operatives Division, and Health Services Division published on
September 29, 2024.

7 The list of 12 elements assessed for Dimension 1 (Budget alignment with climate change strategies) is available in the PEFA
“Supplementary Framework for Assessing Climate-Responsive Public Financial Management.”
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Proforma (DPP) in accordance with GCR goals® as outlined in the 8™ FYP. As a result, all proposals for public
investment projects must include sector-wise description and analysis of the projects’ contribution to GCR goals.

29. In DPC2, PA #1 has strengthened integration between planning and budgeting processes for key GCRD
sectors, as recommended by the 2021 IGA, 2022 PEFA, the Framework for Implementing Green Growth in
Bangladesh (2023). The GoB started this process by adopting MYPIPs® for (a) Power and Energy; (b) Local
Government and Rural Development, and (c) Health,° all of them integrated with the Medium-Term Budget
Framework through common three-year resource allocation data at the project level. Also under PA #1, GCR goals
and results indicators are included in MYPIPs and the Ministry Budget Frameworks (MBFs). These instruments
require sectors and line ministries to prepare realistic expenditure plans based on available budgetary resources
and ensure strategic alignment with national development and GCRD objectives. This reform will enhance GCR
prioritization by strengthening the monitoring and evaluation of GCR goals throughout project implementation.
In DPC 3, GCR principles will be embedded in SOEs. The MoF will require climate risk management for SOEs and
will institutionalize GCR-related Independent Performance Evaluation Guidelines. The expected results will be
measured by Bangladesh’s score in Dimension 1 - Budget Alignment with Climate Change Strategies of the PEFA
Assessment (from Score D in GoB FY22 to Score C in GoB FY26).

DPC2 Prior Action #2. To effectively implement the Bangladesh Delta Plan (BDP) 2100 for increased climate resilience, the Planning
Division (PD) of the MoP has adopted the Delta Appraisal Framework, setting appraisal criteria on adaptive delta management and
specific procedures for the preparation, processing, approval and revision of BDP-related projects, through PD Circular??,

DPC3 (Indicative) Trigger #2. To provide the long-term legal and institutional arrangements for implementing the BDP, the
Government has enacted the Delta Ordinance vetted by the President.

30. The BDP is a comprehensive climate adaptive delta management (ADM) strategy.'? Given its centrality
to the country’s climate resilience agenda, PT #1 supports the GoB to establish the authorizing environment
and better inter-ministerial coordination for effective BDP implementation. The Plan outlines priority programs
by 2030 to achieve a safe, climate resilient, and prosperous Delta. However, the BDP implementation has been
slow due to technical, institutional, and financial constraints. As a result, only 28 out of 80 priority programs have
approved DPPs. Because of financing constraints, the GoB needs to re-prioritize investments to select the most
needed projects among the BDP list of investments. Additionally, key agencies that are supposed to design and
implement those projects do not have adequate capacity for such mandate, especially for applying an ADM
approach in their proposals. The Planning Commission (PC) under MoP also struggles to review, prioritize and
approve BDP-related DPPs. Efficient implementation of the BDP requires a high level of institutional, multi-sectoral

8 The GCR priority actions cover adaptation and mitigation activities such as rainwater harvesting, flood control and management, early
warning and dissemination services for climate change induced hazards, and afforestation.

% The MYPIP is a programming tool that allows the budgeting of development projects from a medium-term perspective. It provides
information on both resource availability and requirements for the upcoming budget year and two outer years, allowing the Government
to estimate the fiscal space for each sector, including its Ministries/Divisions, to take up new projects.

10 Specific GCR indicators for these sectors include: (a) power generation from renewable sources and energy efficiency, measured by
reduced CO, emissions, (b) construction, rehabilitation, and maintenance of climate resilient rural infrastructure, including bridges, roads,
pathways, and culverts; and (c) established community clinics in climate vulnerable areas; waste management plans and solar power
generation installed in health care facilities; training and detection of climate-driven infectious diseases; climate adaptation strategy for
public health; and emissions reduction from health sector.

11 pD Circular No. 20.00.0000.404.14.061.2020 (Part-11), 184 dated November 7, 2024.

12The BDP aims to “ensure long term water and food security, economic growth and environmental sustainability while effectively reducing
vulnerability to natural disasters and building resilience to climate change and other delta challenges through robust, adaptive and
integrated strategies, and equitable water governance.” The BDP identifies climate vulnerabilities such as floods, cyclones, drought, river
erosion, sea level rise, salinity intrusion as “Delta Challenges”. The BDP strategies for climate risk management have been developed based
on economic development without degrading the environment, and climate resilience through optimal use of natural resources and
participatory processes.
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coordination and financing, as well as enabling regulations and planning guidelines for the PC. As a first step, the
GoB established the multi-sector Project/Program Selection Committee (PPSC), which will validate the selection
and prioritization of BDP projects in line with multi-sectoral and climate resilience perspectives.

31. PA #2 will support the GoB to improve inter-ministerial coordination for effective preparation, selection
and implementation of BDP projects, which are essential for the country’s climate resilience agenda. To enhance
quality and expedite approval of BDP-related DPPs, the GoB adopted technical criteria on ADM*® and a multi-
sectoral screening process for appraisal of BDP projects, complementing the requirements of the Guidelines for
the Preparation, Processing, Approval and Revision of Projects in the Public Sector. In parallel, the GoB assigned
permanent staff to the Delta Wing (DW), a specialized unit established at the PC’'s General Economics Division to
coordinate and oversee the BDP implementation, including the selection and prioritization of BDP projects; budget
proposals; technical guidance for line agencies in DPP formulation; monitoring and evaluation of the BDP
implementation. In DPC3, the Government will enact the Delta Ordinance to ensure continuity and stability to
achieve the BDP’s goals, setting permanent institutional, technical, and financial arrangements, such as a
permanent DW, for the continued implementation of BDP. Those policies will enhance the effectiveness of BDP
implementation. As the execution of most BDP projects will be completed after the timeframe of the DPC series,
the expected results will be measured by the number of BDP projects with DPPs approved by Executive Committee
of the National Economic Council (ECNEC), based on 5-year re-prioritized investment program and ADM principles
(from 1 in December 2022 to 15 in December 2026).

Policy Track 2. Enhancing local planning and financing of green and climate-resilient priorities

DPC1 Prior Action #2. To incentivize locally led actions for GCRD, the Recipient, through the Local Government Division of the Ministry
of Local Government, Rural Development and Co-operatives (MoLGRDC), has introduced a Block Grant System to ensure resources for
GCRD priority activities to Urban Local Government Institutions (ULGlIs), as evidenced by Government Circulars dated February 9, 2023.

DPC2 Prior Action #3. To strengthen locally led actions for GCRD, the MoLGRDC has adopted new guidelines for ULGIs to apply GCR
criteria in local planning, financing, and implementation of their investments and services financed by discretionary resources,
through LGD Office Order?4.

DPC3 (Indicative) Trigger #3. To incentivize locally led actions for GCRD, the MoLGRDC has adopted performance criteria in the block
grant system to incentivize GCR priority expenditures at ULGls.

32. PT #2 aims to strengthen institutions’ delivery of GCR services at the local level by enhancing financing,
planning, and implementation of GCR investments by local government institutions. The CCDR stressed the
importance of locally adapted and locally led solutions for building climate resilience. Local governments are vital
implementers of GCR activities because of their mandate to provide essential services. The GCR priorities for the
Local Government Institutions (LGIs) are also outlined in Bangladesh’s major development plans (BDP, PP 2041,
8™ FYP, NAP), and Climate Fiscal Framework 2020. However, LGlIs face significant constraints in implementing this
mandate due to weak financing and planning systems—from uncertainties in the intergovernmental fiscal transfer
system to constraints in technical capacity for designing priority interventions, financial reporting, and public
participation in decision-making. Transfers of resources from the central government to LGls for the latter’s
discretionary use, in the form of block grants, are limited to about 12 percent of total expenditures by LGIs in
Bangladesh.

13 The technical criteria includes the following: (a) Climate vulnerability and risk, requires identification of key risks such as flood, salinity,
groundwater depletion, drainage congestion, and water quality and availability; (b) Cost of Delta Component, which requires that at least
60 percent of the total project cost be allocated to address climate related challenges such as flood, cyclonic storm surge, drought,
freshwater scarcity, riverbank erosion and sediment management; (c) Cost of climate change component, with a higher prioritization for
those with over 30 percent incremental adaptation; (d) robustness; and (e) flexibility and scalability considering medium term (2050),
moderate, and extreme climate change scenarios.

14 . GD Office Order No. 46.00.0000.070.22.005.22-584 dated June 3, 2024.
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33. PA #3 will continue strengthening the capacity of ULGIs'® in local financing, planning, and
implementation of GCR investments, to ensure that GCR solutions are adapted to the local context and
complement national interventions. In DPC1, the GoB reformed the block-grant system to require ULGIs to use
at least 10 percent of those fiscal transfers from the national government for GCR priority activities.'® There are
no legal constraints preventing ULGIs from allocating additional funds to GCR activities. However, there is a clear
need for enforceable guidelines to effectively plan and implement these initiatives within their jurisdiction.
Despite the recognition of climate-change concerns in various national policy documents, ULGIs have not
consistently pursued efforts to enhance climate resilience over the years. In DPC2, the GoB adopted guidelines
requiring ULGIs to (a) incorporate GCR technical criteria into planning, financing, and implementation of
investments and services that are financed with discretionary resource—ADP block grants, other non-earmarked
grants, and own source revenues— ensuring that funds are channeled to green and climate-resilient infrastructure
and services; and (b) ensure citizen participation and GCR-related financial reporting. This will contribute to
improving citizen-driven accountability and building a more rigorous budgeting, disclosure, and monitoring
system. In DPC3, the GoB will further incentivize ULGlIs to invest in GCR interventions by introducing performance
criteria linked to GCR spending for allocating overall block grants. Altogether, reforms under PT #2 are expected
to expand GCR oriented expenditures at the local level and to establish a development planning that is more
prioritized to pivot the economy towards greener, more resilient services and programs. Expected results will be
measured by the number of ULGIs (City Corporations and Category A Pourashavas) spending more than 10
percent of block-grant resources on GCR projects (from 0 in GoB FY22 to 7 City Corporations and 100 Category A
Pourashavas in GoB FY26)."

Policy Track 3. Expanding access to carbon markets

DPC2 Prior Action #4. To promote access to international carbon markets, the Ministry of Environment, Forest and Climate Change
(MOoEFCC) has established the Designated National Authority with the mandate to approve, authorize and track carbon credit transfers
under the Article 6 of the Paris Agreement, through the MoEFCC Notification?é.

DPC3 (Indicative) Trigger #4. To promote access to international carbon markets, the MoEFCC has (a) established the domestic core
policy and regulatory systems to register, approve, authorize and transfer high integrity carbon emission reductions, and (b) regulated
the ownership of emissions reductions across renewable energy project participants and procedures to tap the voluntary and

compliance markets.

34, PT #3 supports the GoB to enable the environment for mobilizing climate finance. According to the 2021
NDC, Bangladesh needs USS$S32 billion to meet unconditional mitigation objectives, and an additional US$143.8
billion to meet conditional objectives over the period 2021-30. However, the utilization of international carbon
market mechanisms and climate finance has been limited. As of 2024, Bangladesh accessed the international
carbon market under the Clean Development Mechanism (CDM) by having 21 projects registered with the CDM
Executive Board, securing a USS200 million grant. Under Article 6 of the Paris Agreement (A6), a new framework
offers significant potential for countries to cooperate through compliance-based international carbon markets. To

15 To factor in LGIs’ capacity constraints in implementing reforms, this DPC series focus on ULGIs— City Corporations and Pourashavas —
whose capacity is less constrained compared to rural LGls and face more immediate needs to promote GCR activities given the rapid
urbanization in the country. Rural LGls are Union Parishads (4562), Upazila Parishads (495), and Zila Parishads (64). ULGIs are City
Corporations (12) and Pourashavas (330). Among the Pourashavas, 198 are considered as Category A.

16 GCR priorities in the block grants are (i) development of climate-resilient and flood-resistant infrastructure; (ii) reduction of pollution;
(iii) proper drainage and sewerage systems; (iv) increasing access to safe water, sanitation, and hygiene; (v) enhanced use of energy-
efficient appliances in the official, residential, and commercial buildings; (vi) solid waste management; (vii) environmental and ecological
restoration and protection of forest and water bodies, among others. Additionally, the block grant funds must be implemented by ULGIs in
alignment with Bangladesh’s policies for gender-responsive budget.

17 This indicator will be verified through the Annual Reports on Green and Climate Expenditures required from ULGIs.

18 MoEFCC Notification No. 22.00.0000.085.24.003.24-148 dated June 27, 2024.

Page 12



The World Bank
Second Bangladesh Green and Climate Resilient Development Credit (P180439)

access international compliance-based carbon markets under the A6, the GoB must set up the relevant
governance structure, with ground rules and institutions to ensure strict quality and integrity standards,
preventing double-counting. Although voluntary carbon markets can become an important source of financing for
green private investment, they need to be better regulated, avoiding low-quality carbon credits with dubious
environmental benefits.

35. PA #4 has a direct implication on the pace of Bangladesh’s access to carbon finance by supporting the
GoB in setting up the required governance structure to tap international carbon markets under the Paris
Agreement. The GoB has established the Designated National Authority (DNA) for A6, with the MoEFCC leading
the Governing Body (GB). The DNA is equipped with capacities to approve, authorize and track international
carbon market credits. Each entity under the DNA has clear roles and responsibilities to support operationalizing
Ab6-related activities in Bangladesh. In DPC3, as per the country-owned A6 Readiness Roadmap, the GoB will adopt
the core policy and regulatory systems to register, approve, authorize, and transfer high-integrity carbon-emission
reductions. The GoB will also address loopholes in carbon accounting, using the renewable energy as an entry
point. For that, the MoEFCC will regulate the ownership of emissions-associated reductions among RE project
participants, and pilot a carbon transaction aligned with A6 to showcase Bangladesh’s readiness.'® Together, these
reforms will establish a national registry for emission-reduction credits, a compilation of nationally approved
methodologies, and a robust nation-specific MRV system—all of which are high integrity requirements for carbon
market access.

36. Overall, PT #3 will contribute to mobilize carbon markets to finance Bangladesh’s NDC goals while
incentivizing investments in RE and, in the long run, other low carbon initiatives. For that reason, the policies
will generate co benefits in electricity supply, urban mobility, and clean air, and will support the local exporting
industry meeting the increasing regulatory review coming from international markets. Expected results will be
measured by the carbon emission reduction credits registered, approved, and transferred to the domestic
system (from 0 in 2023 to 1.1 million tons of CO; in 2026).

Policy Track 4. Promoting social and environmentally sustainable procurement

DPC2 Prior Action #5. To incentivize environmentally and socially sustainable businesses and public investments, the MoP has adopted
the Sustainable Public Procurement (SPP) Guide, to gradually incorporate environmental and social sustainability principles in standard
bidding documents of targeted sectors, including gender criteria for fostering participation of women-owned businesses in public
procurement, through BPPA Order20,

DPC3 (Indicative) Trigger #5. To consolidate the legal coverage of SPP, the MoP has amended the Public Procurement Rules to
incorporate relevant SPP provisions, based on lessons learned from the application of the SPP Guide in targeted sectors.

37. As recommended by the CCDR, PT #4 focuses on promoting SPP by incorporating economic, social, and
environmental considerations in the public procurement (PP) framework. Bangladesh spends more than US$25
billion on PP annually (about 33 percent of its annual budget) (BPPA 2023). However, SPP is yet to be incorporated
in the legislation and practices to shift from only seeking the lowest cost to achieving value for money (VfM), to
also incentivize environmentally, climate-smart, and socially sustainable businesses. SPP would, for example,
promote participation of SMEs, start-ups, and women-led businesses in the bidding process. It is estimated that
only about 7.2 percent of MSMEs, which comprise over 99 percent of businesses in Bangladesh, are owned by
women (UN Women 2020). Globally, only 1 percent of the $11 trillion spent annually on PP is awarded to women-
owned businesses. In Bangladesh, the situation is believed to be worse, and there are no sex-disaggregated PP
data. Furthermore, women-owned firms have not historically had the capacity, size, or network to submit public

19 The country has already garnered interest from international donors for purchasing ITMOs from Bangladesh. The country will be able to
capitalize on these expressions of interest quickly, mobilizing carbon finance for its NDC goals.
20 BPPA Order No. 21.00.0000.363.22.141.23(01)-94 dated September 11, 2024.
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procurement bids, which has deemed it almost completely inaccessible. Given the Government’s massive public
expenditure on infrastructure, there is a unique opportunity to use SPP as an engine for more inclusive economic
growth, innovation and green jobs. To start integrating SPP into the PP framework, the GoB developed its first SPP
Policy, setting time-bound strategic actions and corresponding targets to progressively integrate social and
environmental sustainability principles and procedures in its public procurement framework. This phased
approach allows the private sector to gradually develop the supply of sustainable goods and services.

38. PA #4 adopts requirements for incorporating environmental, climate?!, and social sustainability
principles in standard bidding documents of targeted sectors in a phased approach. The SPP Guide, which is
legally binding, sets the definition of sustainable products, services and/or supplier operations, rated selection
criteria, and monitoring, evaluation, and enforcement mechanisms. The Guide will promote participation of SMEs,
start-ups, and women-owned businesses in the bidding process by introducing prequalification criteria, flexible
procedures, bids divided into smaller lots, among other measures to facilitate participation. This PA supports
women’s economic empowerment by providing greater opportunities and enhanced capacity to access previously
inaccessible contracts and resources and helping them refine their business strategies, build networks, and
enhance their visibility. Based on a lifecycle approach, the PA promotes climate adaptation and mitigation by
reducing GHG emissions, waste, and resource depletion in all stages of the productive chain. It encourages the
use of resilient, low-impact materials and technologies, reducing climate vulnerability. In DPC3, the GoB will
consider lessons learned from the application of the SPP Guide and amend the Public Procurement Rules, 2008,
to fully regulate SPP in all sectors. The expected results will be measured by (a) the percentage of women-owned
businesses submitting bids in public procurement per fiscal year (from 0 in GoB FY27 to 7 percent in GoB FY27),
and (b) the amount (in USS) of procurement processes of selected Public-Sector Organizations using SPP rated
criteria in relevant contracts per fiscal year (from 0 in GoB FY22 to US$200 million in GoB FY27).%

Policy Track 5. Strengthening environmental governance

DPC1 Prior Action #3. To strengthen environmental management for cleaner and more resilient investments, the Recipient, through
the Ministry of Environment, Forest and Climate Change (MoEFCC), has reformed the environment clearance process to ensure timely,
adequate assessment and mitigation of environmental and social impacts of industrial units and projects, as evidenced by the
amendment to the Environmental Conservation Rules, published in the Official Gazette dated March 5, 2023.

DPC2 Prior Action #6. To enhance pollution control, the MoEFCC has adopted environmental enforcement guidelines, with provisions
for (i) applying the polluter pays principle with rules-based, progressive sanctions; (ii) using remote, digital information tools, and (iii)
fostering cooperation among public agencies, and citizen-driven accountability, through MoEFCC Circular?3,

DPC3. (Indicative) Trigger #6. To enhance enforcement of environmental regulations, the MoF has amended the Environmental

Protection Surcharge Rules 2017 to (i) strengthen the criteria for including companies in the list of non-compliance, (ii) set procedures
for regular update of such list, and (iii) establish a formula for applying the surcharge rate.

39. PT #5 aims to strengthen environmental governance to reduce Bangladesh’s environmental pollution
and depletion of natural resources and to increase climate resilience. Major environmental health risks are
associated with 275,000 premature deaths, 5.2 billion days lived with illness annually, and impaired intelligence
among children amounting to a loss of 20 million 1Q points.?* The country’s significant environmental degradation

21 Within the environmental and climate principles, the policy adopts a lifecycle approach. This includes consideration to the energy use
and source, water use, resource use (including identification of non-renewable ones), volume and type of waste, end of life options
(recyclability, resource recovery), and CO; emissions.

22 The target is based on the implementation of the SPP Guide in selected sectors and first year of the implementation of the amended SPP
Rules. Therefore, this initial target reflects a small share of total public procurement volume in Bangladesh (USS$25 billion). The GoB
estimates that such share will increase exponentially in the medium-term once the country expand its capacity to supply SPP goods and
services. For that reason, the Bank team may revisit and increase ambition of this target in DPC3.

23 MoEFCC Circular No. 22.00.0000.075.06.001.19.458 dated October 23, 2024.

242023 CEA. See footnote 4 supra.
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is linked to constraints in environmental governance. Those shortcomings include imprecise regulations, limited
coordination across agencies, limited public participation and transparency in monitoring and oversight, and ad
hoc application of the polluter pays principle with sanctions that are not able to deter polluting activities. These
constraints also affect business development through delays in the environmental clearance (EC) processes,
arbitrary decisions, lack of legal certainty, and limited access of local enterprises to international markets, since
they do not comply with environmental standards.

40. Building on the Environmental Conservation Rules (DPC1) that strengthened the EC process, PA #6 sets
guidelines for increasing effectiveness of oversight activities, with a transparent, rule-based system for applying
the polluter pays principle. At inspections, the Department of Environment (DoE) checks the facilities’ compliance
with all requirements of the EC certificate, including climate mitigation and adaptation measures (e.g. emissions
standards, abatement technologies, building materials). DoE inspections also cover restrictions on vegetation and
hill cutting, inadequate waste management, and other requirements to reduce flooding and other climate-change
impacts. The harmonized procedures for enforcement activities will reduce errors and arbitrary decisions;
increase transparency; provide legal certainty to business developers; and decrease appeals of sanctions. Along
with the amended ECR, this PA aims to improve efficiency, performance, and public participation in Bangladesh’s
environmental management. In DPC3, the GoB plans to amend the Environmental Protection Surcharge Rules
2017, which will systematically strengthen the application of surcharges to non-compliant companies.

41. Altogether, these policies will allow the GoB to use more effective environmental instruments, such as
fiscal and citizen-based instruments. Bangladesh will shift to a transparent and more accountable rules-based
system for managing important commons, while making the playing field more predictable and efficient for
private-sector actors. In the medium to long term, the PT will contribute to reduce environmental degradation
and associated health effects and will contribute to climate mitigation and resilience. The expected results will be
measured by number of industry units, project facilities and individuals inspected by DoE’s Enforcement Wing and
mobile courts for environmental compliance per calendar year (from 6,744 in 2022 to 9,000 in 2026).%

Pillar B — Promoting key sector reforms for clean and resource efficient production and services

Policy Track 6. Improving air quality management across productive sectors

DPC1 Prior Action #4. To improve air quality management and contribute to reduce short-lived climate pollutants, the Recipient,
through MoEFCC, has adopted (i) air pollutants standards; (ii) established the National Committee on Air Pollution Control (NCAPC) as
the main decision-making body for air quality management; and (iii) set forth mandates and key management tools for controlling
outdoor and indoor air pollution across sectors, as evidenced by the Air Pollution Control Rules (APCR) published in the Official Gazette
dated July 26, 2022.

DPC2 Prior Action #7. To improve air quality management and contribute to reducing short-lived climate pollutants, the MoEFCC has
adopted, with endorsement from NCAPC, the National Air Quality Management Plan, ordering a set of coordinated multi-sector actions
to reach World Health Organization Interim Target 1 for annual PM; s, through MoEFCC Circular and NCAPC Minutes?26.

DPC3 (Indicative) Trigger #7. To improve compliance with emissions standards, the MoEFCC has established a continuous emissions
monitoring program (CEMP) to track air pollutant emissions from major point sources (stacks), combined with regular disclosure of
preliminary data and immediate enforcement of emissions standards by DoE.

DPC3 (Indicative) Trigger #8. To reduce emissions from the transport sector, the Ministry of Road Transport and Bridges (MoRTB) has
adopted a scrappage and retrofitting policy, with time-bound measures to phase out highly polluting motor vehicles.

25 The indicator refers to unannounced enforcement inspections performed by the DoE through its Enforcement Wing and mobile courts.
The latter inspect industries, projects, and individuals for compliance with environmental regulations on (a) the polythene ban, (b) vehicle
emissions standards, (c) brick kilns, and (d) construction materials. The Enforcement Wing carries out compliance inspections for all other
matters, such as effluent treatment and emissions limits from industries.

26 MoEFCC Circular No. 22.00.0000.075.22.001.19 (Part-1).353 dated July 30, 2024, and Minutes of the Third Meeting of the NCAPC dated
September 22, 2024.
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42. PT #6 aims to improve air quality management across economic sectors. The annual cost of health effects
from air pollution in Bangladesh was equivalent to 8.3 percent of country’s GDP (2019), considering 160,000
premature deaths and 2.6 million of days of illness. Major sources of air pollution in Bangladesh are residential
cooking with solid fuels, power generation, brick kilns and heavy industry, open burning of solid waste, road dust
and transport.?’ Despite initial interventions such as installation of air quality monitoring stations and policies on
brick kilns, Bangladesh lacked a comprehensive, multi-sectoral policy and institutional framework for AQM — in
both households and outdoor environments. Because of that, the MoEFCC and the DoE have managed air quality
mainly through ad hoc activities, without adequate coordination with relevant sectors. AQM in Bangladesh has
relied mostly on the EC process, rather than oversight and enforcement and more effective policy instruments
such as market-based, information/stakeholder policies. With cost-effective policies, however, the GoB could
reduce premature deaths from air pollution by 44-50 percent (nearly 1 million lives) up to 2030, with complete
elimination of mortality and morbidity related to air pollution by 2041.

43. Building on the Air Pollution Control Rules (APCR) 2022 (DPC1), in PA #7 the MoEFCC adopted, with
endorsement from the NCAPC, the National Air Quality Management Plan. This adoption set coordinated multi-
sector actions for Bangladesh to meet the WHO Interim Target 1 for annual PM,s of 35 pug/m?3.2 Based on an
airshed-based approach, the Plan envisages cost-effective interventions to enhance the GoB’s capacity for AQM
and control emissions in critical sectors such as power generation, residential cooking, industry and transport.
Through its monitoring and evaluation (M&E) system, the Plan describes clear roles and responsibilities across
relevant agencies, outputs, timeline, and results indicators. As part of this system, the MoEFCC, DoE, and all sector
agencies must report to the NCAPC on the implementation of their assigned interventions. Periodic progress
reports must be disclosed to the public. Based on CCDR and CEA recommendations, the Plan would also help
decrease the import bill for fuels and reduce GHG and SLCPs emissions.?3° In DPC3, the GoB will establish a
continuous emissions-monitoring program (CEMP) to track air-pollutant emissions from major point sources
(stacks), combined with regular disclosure of preliminary data and immediate enforcement of emissions standards
by the DoE. In addition, a scrappage and retrofitting policy with time-bound measures to phase out highly polluting
motor vehicles will be adopted to reduce emissions from the transport sector. The expected results will be
measured by the percentage of rural and urban households using solid fuels as primary cooking fuels (from 89.5
percent and 42 percent of rural and urban households, respectively, in 2022, to 85 percent and 37 percent of rural
and urban households, respectively, in 2026).

27 World Bank. 2023. Country Environmental Analysis.

28 PM 5 means fine particulate matter that are 2.5 microns or less in diameter. These particles pose the greatest risk on human health.

23 AQM interventions can reduce CO,, black carbon, and CHg, respectively, in (a) power and heating plants (reduction up to 20 MtCO,
emissions by 2030), industrial combustion, and industrial processes; (b) residential combustion (reduction up to 30 kilo tons by 2030),
agriculture, heavy duty vehicles (diesel), and industrial combustion; and (c) agriculture (reduction up to 768 kilo tons by 2030), waste
(reduction up to 122 kilo tons by 2030 and 540 kilo tons by 2040), and residential combustion sector (reductions up to 150 kilo tons by
2030) (World Bank CCDR and 2023 CEA).

30 Activities to reduce SLCPs include clean cooking, reduced open burning of waste and crop residue, reducing vehicular emissions, and
promoting biogas. Addressing SLCPs significantly aids climate mitigation by reducing warming in the near term, as these pollutants are
many times more potent than CO, but remain in the atmosphere for a shorter duration. Air pollution is likely to intensity over time driven
by climate change and compounded by contributing factors like urbanization, which will aggravate the associated health risks. Thus, tackling
SLCPs and other pollutants also supports climate adaptation by improving air quality and reducing health risks, which in turn strengthens
community resilience to climate impacts and reduces stress on ecosystems that are already vulnerable to changing climate conditions.
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Policy Track 7. Increasing energy efficiency

DPC1 Prior Action #5. To systematically assess energy saving potential and improve the energy efficiency of the largest consumers, the
Recipient, through the Power Division of the Ministry of Power, Energy and Mineral Resources (MoPEMR), has adopted an amendment
to the Energy Efficiency and Conservation Rules, with provisions, inter alia, on annual energy consumption reports; periodic energy
audits; and capacity development, as evidenced by the Official Gazette dated February 1, 2023.

DPC2 Prior Action #8. To increase energy efficiency, the Power Division of the MoPEMR, has adopted (i) the Energy Efficiency Labeling
for Appliances Regulations (EELAR), setting Minimum Energy Performance Standards (MEPS) to prevent commercialization of inefficient
appliances, through the Official Gazette3!, and (ii) the Building Energy Efficiency and Environment Regulation (BEEER) to benchmark and
certify energy and environmental performance of buildings, through the Power Division Circular32,

DPC3 (Indicative) Trigger #9. To increase energy efficiency, the Recipient, the Power Division of the MoPEMR has established energy
efficiency standards and a labeling system for air conditioners and other selected appliances, to promote energy efficient appliances and
help consumers in choosing higher efficiency products.

44, PT #7 focuses on energy end-users and aims to untap low abatement cost potential by increasing energy
efficiency in industries, buildings, and appliances. Short-term, cost-effective measures can be taken to improve
energy efficiency, reduce the energy sector’s carbon intensity, and improve low-carbon competitiveness (2022
CCDR). Despite impressive gains over recent decades to expand energy access, power outages remain common in
Bangladesh. Economic losses from unreliable electricity to households and firms are estimated at US$3.3 billion
(1.5 percent of GDP) annually. The lack of cost recovery and energy inefficiency in the energy value chain are
holding back investment and innovation in the value chain. Subsidized fuel prices and suboptimal gas-allocation
practices amplify the problem, with inefficient public power plants and energy-intensive facilities, such as fertilizer
plants, receiving gas allocations. Further downstream in the energy value chain, gas use in Bangladesh has never
been metered for residential consumption. Power generation asset utilization remains low—at below 50
percent—due to fuel shortages, poor dispatch, and transmission constraints. To address those challenges, energy
tariffs and fuel prices (targeted in PT# 8) need to adequately reflect cost to incentivize energy efficiency and invite
investments in less carbon-intensive generation, and system operation needs to improve. Additionally, demand-
side energy efficiency in various end-user segments, such as industry, buildings, and appliances, represents a
significant and often low-cost opportunity. For example, as per the GoB’s Energy Efficiency and Conservation
Master Plan (EECMP), energy-efficiency solutions can reduce energy consumption in the ready-made garment and
textile sector by around 30 percent and increase productivity by 10-15 percent.

45, PA #8 will improve the energy efficiency of buildings and appliances, incentivize the construction sector
to become greener by applying sustainable building practices, and improve building users’ awareness of the
benefits of energy efficiency and sustainable habitats. The GoB has adopted (a) the BEEER to benchmark the
energy and environmental performance of buildings based on the Bangladesh National Building Code (2020), and
(b) the Energy Efficiency Labeling for Appliances Regulations (EELAR) that ensures minimum energy efficiency
standards to perform a specific task and prohibit the marketing of equipment and appliances that do not meet
the required performance level. In DPC3, the GoB will also establish specific energy-efficiency standards and a
labeling system for air conditioners and other appliances in the subsequent operation. Reforms in this PT are
expected to improve the energy efficiency of industrial activities and buildings, incentivize the construction sector
to become greener by applying sustainable building practices, and improve awareness of building users and
appliance consumers of the benefits of energy efficiency and sustainability. By reducing energy consumption,
which in Bangladesh is mostly generated from fossil fuels, this PT will also contribute to reduce GHG and air
pollutant emissions. The expected results will be measured by the cumulative energy savings from the new

31 SRO No. 248/Law/2023 published in Official Gazette dated November 13, 2023.
32 power Division Circular No. 27.00.0000.094.22.006.21-22 dated March 31, 2024.
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provisions of Energy Efficiency and Conservation Rules (EECR), BEEER and EELAR (from 0 in 2022 to 1,000 GWh in
2026).3

Policy Track 8. Reducing the fiscal costs of the energy sector

DPC1 Prior Action #6. To reduce supply costs and enhance the financial sustainability of the power sector, the Recipient, through the
Power Division of the MoPEMR, has issued a circular prohibiting minimum capacity charge in the contract renewal of any existing
rental power plant, as evidenced by BPDB Circular dated January 8, 2023.

DPC2 Prior Action #9. To ensure cost reflective fuel prices and avoid subsidies, the Energy and Mineral Resources Division of the
MoPEMR has adopted a formula based and market-linked periodic automatic price adjustment system for diesel, heavy fuel oil and
octane, through the Official Gazette34.

46. PT #8 targets a reduction in the fiscal costs of liquid fuel-based generation and fossil fuel subsidies, and
efficient operation of power generation system — two major recommendations of the CCDR. Based on an
emergency legislation, Bangladesh has procured generation capacity from quick rental power plants to close gaps
in generation, particularly in demand peaks. Contracts for these fossil-fuel rental plants included minimum
capacity charges to enable operators to recover investment costs. In parallel, expenditures in electricity subsidies
through the Bangladesh Power Development Board (BPDB) increased by 34.1 percent to BDT 120 billion in FY22.
Furthermore, Bangladesh maintains substantial subsidies on fossil-fuel use, which create disincentives for
decarbonization and affect fiscal sustainability. The use of fixed (administered) energy prices in Bangladesh has
resulted in unpredictable implicit subsidy costs in the budget (as transfers from the GoB to the Bangladesh
Petroleum Corporation), depending on the gap between international and domestic prices. Retail fuel prices have
been administered on a discretionary basis, instead of market-linked or formula-based. For many fuel types, prices
were kept below import costs. Another challenge is the non-transparent and inefficient dispatch of power
generation assets in the system. The non-automated dispatch that is not based on clear economic merit order
leads to inefficiencies, suboptimal cost of power supply, and reduced confidence of private-sector investors,
including renewable energy project sponsors.

47. To address these challenges, PA #9 established a market-linked price-adjustment system for high-speed
diesel (HSD), high-sulfur fuel oil (HSFO), and octane prices. The pricing formula is based on the import costs of
fuels and adjusted monthly. This policy will contribute to sustained reduction of fossil fuel subsidies, increasing
the efficient use of energy commodities and reducing carbon emissions through behavior change in energy
consumption and transport modes.® The share of total liquid fuel-based generation (both from rental and non-
rental plants) would also need to be reduced to lower reliance on expensive imported fuels and avoid related
emissions. The expected results will be measured by (a) the government expenditure in fuel subsidies for diesel
(HSD), heavy fuel oil (HSFO), and octane (from US$150 million in GoB FY22 to US$50 million in GoB FY26); and (b)
liquid fuel (HSD and HSFO) used annually for power generation (from 4.92 million tons in GoB FY22 to 3.25 million
tons in GoB FY26).

DPC2 Prior Action #10. To improve the financial sustainability of the energy sector, the President has reinstated the mandate of the
Bangladesh Energy Regulatory Commission (BERC) in end-user electricity tariff setting, through the Ordinance3®.

DPC3 (Indicative) Trigger #10. To improve transparency and financial sustainability in the energy sector, the BERC has regulated the
criteria and procedures for setting cost-reflective tariffs across all segments of the electricity supply value chain, including a
methodology for periodic end-user tariff review.

DPC3 (Indicative) Trigger #11. To increase the share of renewables in the energy mix while ensuring financial sustainability, the MoPEMR
has (a) amended the Renewable Energy Policy to promote private sector investments in renewables, and allow direct supply of electricity
from renewable energy power generators to large power consumers, and (b) adopted standard Power Purchase Agreements for RE
projects with clauses to access green and carbon credits.

36 Ordinance No. 07, 2024 published in the Official Gazette on August 27, 2024.
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48. PT #8 also seeks to reduce the fiscal burden of electricity supply, which is crucial for effective climate
change adaptation and mitigation, as it ensures the alignment of energy pricing with actual costs and
encourages investments in low-carbon infrastructure. As a first step towards this goal, the GoB needs to
strengthen the role and independence of the electricity regulator, the Bangladesh Energy Regulation
Commission (BERC). This is essential to determine efficient sector costs and their allocation across the various
segments of the electricity sector (generation, transmission, and distribution), as per the agreed pre-determined
formula and in a periodic manner. However, stemming from the need for the GoB to reduce the fiscal burden of
electricity subsidies, the GoB amended the BERC Act in 2022 to transfer to the MoPEMR the authority to set prices
independent of the standard regulatory process and stakeholder consultations. This weakened the role of the
regulator and hampered independent oversight or control over the evolution of sector costs and the end user
tariff that would be required to meet the sector’s revenue requirements.

49, In PA #10, the GoB has reinstated the mandate of BERC as the independent and impartial regulator for
end-user fuel and electricity-tariff setting. This will strengthen the capacity and independence of the regulator to
implement a transparent tariff-setting process, balancing the interests of the various stakeholders (consumers,
utilities, investors) and maintaining the principle of economic efficiency.?” In DPC3, the BERC will set out the
criteria and procedures for the periodic and systematic setting of cost reflective tariffs across the value chain to
ensure the financial sustainability of the electricity sector. This would clearly depict the gap (where necessary)
between the annual revenue requirement of the utilities and the end-user tariff. Additionally, the MPEMR will
amend the RE policy to promote private-sector investments and allow direct supply of electricity from renewable
energy power generators to large power consumers. In parallel, the MoPEMR will encourage carbon finance
through the adoption of green/carbon market-related clauses in standard Power Purchase Agreements for RE
projects. These reforms will contribute to Bangladesh’s energy-transition targets, strengthen energy security,
reduce reliance on fossil fuel-based power generation, and reduce average generation costs in the energy mix.
The expected results will be measured by the total capacity of renewable energy projects that have reached
financial close under the auspices of the amended RE policy (from 0 in FY24 to 150 MW in FY27).

Policy Track 9. Improving efficiency of water supply and sanitation (WSS) services

DPC1 Prior Action #7. To increase access to quality, efficient and climate resilient Water Supply and Sanitation (WSS) services, the
Recipient, through the Local Government Division of the MoLGRDC, has established WSS services principles for ULGIs, setting service
quality and efficiency standards, cost-efficient tariffs principles, and provision for private sector participation in the sector, as evidenced
by WSS Guidelines issued by the Government Circular dated March 13, 2023.

DPC3 (Indicative) Trigger #12. To ensure enhanced access to efficient and climate resilient WSS services, the LGD under the MoLGRD has
established a unit to advise on tariff rationalization and establish and monitor service standards and performance of WSS providers,
including WASAs.

50. Under the GCRD Credits, the GoB will adopt complementary reforms to address the major bottlenecks
in WSS services at the national and local levels. Despite high levels of access to improved drinking water supply,
the quality and reliability of services are still poor in Bangladesh. Despite that, there is neither a central legislation
nor a central institution governing the entire WSS sector in the country. LGIs conduct WSS functions in a
disconnected and uncoordinated manner, based on local regulations and with no formal authority to monitor
service standards and performance of service providers. Tariff schemes are not conducive to meeting the full

34 Official Gazette dated February 29, 2024.

35 This is expected from increased prices in the costs of producing goods and services with high lifecycle GHG emissions.

36 Ordinance No. 07, 2024 published in the Official Gazette on August 27, 2024.

37 The activity is expected to increase the effective prices paid by end-users for fossil fuels — except for the lifeline tariff. A well-regulated
and independent system can also help reduce reliance on fossil fuel subsidies, and create a stable environment for integrating clean energy,
which is key to achieving long-term resilience against climate impacts.
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operational, maintenance, and upgrading needs of existing capital stock (such as pipe and sewer networks). This
limited cost recovery has led to underperformance by WSS providers and limited private-sector investments in
the sector. In DPC 1, the GoB has regulated the planning and provision of WSS services by Pourashavas, covering
private-sector participation in the construction and operation of WSS facilities; criteria and procedures for setting
tariffs and service fees; consumer-oriented operational procedures; and quality and efficiency standards of
services. In DPC 3, the government will establish a unit to advise on tariff rationalization and establish and monitor
service standards and the performance of WSS providers, including WASAs. This reform is key to improving service
quality and encouraging private-sector investment in the sector. Improved financial sustainability through tariff
reforms and the establishment of a sector advisory and monitoring function will free up resources and
substantially improve the enabling environment for private-sector investment. This also contributes to improving
the operational performance of utilities, such as by reducing coping costs from fossil-fuel-intensive pumping of
groundwater by domestic consumers, adopting energy-efficient measures, and ensuring continuity of services
during crises. The expected results will be measured by the number of new municipalities with at least 80 percent
cost recovery on operations and maintenance (from 0 in GoB FY22 to 15 in GoB FY26).3®

C. Consultations and Collaboration with Development Partners

51. The reforms supported by the DPC derive from GoB’s 8" FYP and sectoral strategies, which went
through an extensive nationwide consultation process. Additionally, each prior action has been submitted to
stakeholder consultations. The Bank has coordinated closely with development partners (DPs). The GoB has a
well-established approach to stakeholder consultation for the FYPs and for any major sectoral strategies. These
involve public meetings with stakeholders including from the private sector, civil society, and DPs. For most
strategies, consultations are held at the district level across the country. New rules, as well as amendments to
existing rules, require a formal stakeholder-consultation process and an interministerial meeting before
submitting the draft regulation to the Legislative Division or the Cabinet. Documentation of how those
consultations have been reflected in the proposed regulations is required prior to approval. The GoB followed
those procedures for all prior actions, including interministerial meetings and workshops with public agencies at
national and local levels, academia, practice sector, and nongovernmental organizations. World Bank staff joined
most of those activities as a relevant stakeholder. Additionally, the World Bank is coordinating closely with DPs in
Bangladesh, including the IMF, the French Development Agency, the Asia Development Bank, and the Japan
International Cooperation Agency, which are also financing budget support operations with reforms well aligned
with the CCDR and CEA. Building on the RSF arrangements, the GCRD Credits and other policy engagement, the
GoB and Development Partners are setting up the Bangladesh Climate and Development Platform (BCDP),
including a multi-donor project-preparation facility to attract private investments across Bangladesh.

IV. OTHER DESIGN AND APPRAISAL ISSUES

A. Poverty and Social Impacts

52. The proposed PAs are expected to initially have neutral impacts on poor households and vulnerable
groups, with positive effects emerging in the medium to long term. These actions, guided by the Poverty and
Social Impact Analysis (PSIA) according to Bank guidelines, aim to enhance household welfare, employment, and
resilience to economic and environmental shocks. In the short term, Pillar A policies may not significantly affect
welfare, yet they promise long-term contributions to poverty reduction and improved access to public goods and

38 As the target is based on the first years of implementation of the WSS Guidelines, it reflects a small share of Pourashavas (330) and City
Corporations (12). However, the number of ULGIs with water tariffs are expected to increase exponentially in the medium term. For that
reason, the Bank team may revisit and increase the ambition of this target when preparing DPC3.
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services. Specifically, PAs #1 to #6 are expected to create jobs, enhance public service access, and foster resilience
and environmental sustainability over the long run. For instance, integrating GCR goals at national and local
governments (PAs #1 and #3) and implementing the BDP (PA #2) are expected to boost employment with green
infrastructure, promote climate resilience and better environmental quality. That will contribute to reduce climate
shocks and pollution, which disproportionally affect the health, productivity and livelihoods of the poorest groups.
Similarly, actions like promoting access to international carbon markets (PA #4) and adopting sustainable
procurement practices (PA #5) aim to transition to a greener economy and support sustainable business practices,
respectively. As some initiatives may pose short-term challenges, such as job transitions in polluting sectors due
to climate and environmental regulations (PAs #4, #6 and #7), support programs for retraining and job placement
must be implemented to mitigate these impacts, emphasizing the development of green industries. The SPP
policies (PA #3) can play a crucial role in this process, fostering sustainable business practices, promote efficient
public spending, and support women-owned businesses. Other Government initiatives have supported MSMEs to
adjust their processes to the environmental standards and for workers affected by environmental regulations.
MoEFCC and DoE are also planning awareness campaigns, technical assistance, and other incentives to encourage
businesses to adopt eco-friendly practices early, potentially avoiding layoffs.

53. The prior actions under Pillar B have some neutral or negative impacts on more vulnerable populations
in the short term if they are not accompanied by proper compensation measures. Yet, they are expected to be
mixed in the long term. The coordinated multi-sector actions under the NAQMP (PA #7) could have mixed short-
term impacts on poverty and inequality. Initiatives like promoting clean cooking can improve household air quality
for low-income households, but stricter emissions standards may lead to job losses in highly pollution sectors and
higher transportation costs, potentially exacerbating inequalities. However, improved air quality will benefit
health, cognition, and productivity in the long run, provided the policies are effectively implemented and
monitored. In addition, the NAQMP can create new job opportunities in greener sectors. The EELAR and the BEEER
(PA #8) are expected to yield favorable distributional outcomes in the medium to long term by encouraging energy
efficiency, reducing energy costs, and fostering energy security. These measures will particularly benefit low-
income households. Reinstating the BERC for tariff determination (PA #10) will not impact welfare in the short
run, yet the overall net effect remains uncertain in the medium and longer run.

54, PA #9 on the market-linked price-adjustment system for diesel, heavy fuel oil, and octane is not
expected to significantly affect the welfare of the bottom 40 percent directly. In case of a sharp increase in fuel
prices, the policy allows the GoB to reduce margins of the Bangladesh Petroleum Corporation and other marketing
companies. Additionally, BERC’s reinstated mandate (PA #10) will ensure that (i) costs involved in the fuel supply
chain are assessed in energy prices adjustments; (ii) energy tariff determination, including for lifeline consumers,
is based on clear criteria and includes stakeholder participation (through public hearings). However, eliminating
fuel subsidies could still adversely affect the poor, unless accompanied by additional policies to offset inflation,
transportation and electricity costs. Targeted subsidies or compensatory transfers will be essential to prevent
negative distributional impacts and protect the welfare of vulnerable populations. The GoB will continue
consultations with key stakeholders to identify new or complement current mitigation measures, combined with
regular communications with the public throughout implementation of those measures. The World Bank will
continue to follow up with the GoB on those mitigation measures.

B. Environmental, Forests, and other Natural Resources Aspects

55. Overall, the PAs are likely to have positive or neutral effects on Bangladesh’s environment, forests, and
other natural resources, including climate mitigation and adaptation. None of the PAs is likely to have significant
negative environmental effects. PAs #1, #2, #3, #4 and #5 will promote more and better investments that will
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support environmental sustainability, climate resilience, and low carbon growth. PA #1 will incentivize the
ministries to prioritize and allocate more resources to GCR activities. Similarly, PA #2 is likely to improve resilience
to climate change and enhance environmental management in the long run. PA #3 will provide technical guidelines
for selecting and implementing GCR interventions financed through fiscal transfers to ULGIs, including
environmental and social criteria. PA #4 is likely to have significant positive impacts, since the institutional reforms
will improve access to international carbon markets to create incentives and drive adoption of solutions to reduce
carbon emissions. PA #5 may have a positive impact on the environment, since the SPP Guide incorporates
environmental considerations in the public procurement framework and promote acquisition of high-quality
goods and works that are resource efficient, low carbon, and environment friendly. PA #6 (Enforcement
Guidelines) may have significant positive effects by increasing effectiveness of oversight activities. PA #7 may have
medium- and long-term positive impacts by improving AQM through time-bound, cost-effective interventions to
control emissions across economic sectors. PA #8 is likely to have significant positive effects since the proposed
policy instruments will promote short-term, cost-effective measures to improve energy efficiency, PA #9 will
contribute to sustained fuel-subsidy reduction, increasing the efficient use of energy commodities. PA #10 will
support tariff determination and rationalization to improve the financial sustainability of the energy sector and
enhance energy efficiency, balancing financial recovery with social and environmental considerations.

56. Some GCR activities of PAs #1, #2, and #3 are expected to also incentivize infrastructure projects, which
could cause negative environmental impacts, such as temporary effects on air pollution resources (for example,
during construction) if not well managed. Although these potential impacts are not expected to be significant, the
team assessed the country’s environmental governance system to address those effects. Those potential
infrastructure projects must be aligned with GCR principles and comply with environmental regulations, especially
the reformed ECR provisions (DPC1) for environmental clearance and subsequent monitoring. Despite
shortcomings in the clearance process and enforcement, the GoB has worked to improve its environmental
management capacity, by (a) adopting the enforcement guidelines (PA #6) and other regulations, (b) investing the
analytical equipment, automated systems and training for monitoring and oversight, (c) increasing transparency
of DoE’s activities, among other. The Bank has financed some of those activities and will continue to follow up
with the GoB the improvements in the country’s systems.

C. PFM, Disbursement, and Auditing aspects

57. Over the past two decades, Bangladesh has improved its Public Financial Management (PFM) systems
as part of overall governance reforms, although challenges remain. The 2016 PEFA assessment noted strong
aggregate fiscal discipline, improved fiscal risk oversight, and progress with accounting-systems implementation
through iBAS++. The 2021 PEFA suggests that certain pillars of PFM performance are good or above average, while
others have lower scores. Strengths include comprehensive budget documentation, e-procurement covering 70
percent of public procurement, and independent review boards for complaints management. Weaknesses include
delayed financial reporting, deviation from the initial budget, underachievement of revenue targets, and limited
monitoring of extra-budgetary operations. The GoB has adopted measures to address these shortcomings through
recent and ongoing PFM reform actions.

58. The GoB PFM Action Plan (2018-23)%* guided the implementation of the PFM Reform Strategy (2016—
23). A new PFM Reform Action Plan (2024—-28) based on PEFA 2021 was approved in February 2023, and the third
PFM Reform Strategy (2024-2028) is now underway.*’ The interim government is supportive of the reform actions

39 The GoB is preparing the new GoB PFM Action Plan for 2024-28. The draft Plan is currently under public consultation.
40 The Strengthening PFM Program to Enable Service Delivery Program-for-Results (P167491) is supporting the PFM Action Plan components
directly led by the Finance Division. The Bank-executed Strengthening Public Expenditure Management Program Multi-Donor Trust Fund
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taken based on PEFA 2021. Key progress stated in the PEFA report includes (a) a macro-forecasting model to
make revenue projections and expenditure allocations more realistic; (b) preparation of a medium-term revenue
strategy and a medium-term budget framework; (c) debt Bulletin, annual budget, and budget execution reports
published on the Finance Division’s website; (d) reducing the timeline from three months to one month for the
release of budget to 56 percent of drawing and disbursing officers; (e) 100 percent electronic funds transfer to
pensioners; (f) SOEs Independent Performance Evaluation Guideline to develop turnaround strategies; and (g)
rollout of iBAS++ in all ministries and all the 541 account offices throughout the country under the Controller
General of Accounts, among others. Under the recently approved 2024—-28 Action Plan, time-based reform targets
will increase the flexibility and transparency of information systems. This will help ensure improved reporting,
integration, and interoperability, with a clear linkage between service-delivery data and financial information.

59. Over the last decade, Bangladesh has strengthened its public procurement system. The key
interventions include bringing the procurement process online through the e-GP, implementing an extensive
capacity-development program for procurement, introducing citizen engagement in public procurement,
approving the SPP Policy and Guide, and contract implementation monitoring. Bangladesh’s e-GP system is a good
example of the use of disruptive technology that has contributed an estimated average annual saving of 6 percent
(approximately USS1.1 billion). During the COVID pandemic, the e-GP system provided continuity of operations in
Bangladesh. The World Bank’s support to strengthen the public procurement system will continue through the
Bangladesh Institutions Strengthening for Transparency and Accountability Project (P506691), which also
supported the expansion of e-GP.

60. Fund flow arrangement and foreign exchange control environment. BB’s autonomy continues
undermined as the present legal framework allows for considerable government influence over bank operations.
As a mitigation measure, a Dedicated FX Account will be required for the two IDA credits of this DPC, based on
experience from the Bangladesh Programmatic Jobs DPCs and the First GCRD Credit. The GoB will open a
dedicated United States Dollar foreign currency account with the BB into which the proceeds of the credits will be
disbursed on a single tranche basis. The account will be used exclusively for the proceeds of the credits and will
form part of GoB FX reserves. A withdrawal application for payment should be made after the submission of the
authorized signatories’ letter under both credits with the respective credit payable in US dollars. The GoB will
make internal withdrawals from this dedicated foreign currency account either directly for budgetary
expenditures in foreign currency or transfer the resources in the local currency to the consolidated fund to finance
budgeted expenditures in the local currency. Disbursement from the dedicated foreign currency account will not
be tied to any specific purchases, and no special procurement requirement will be needed. Within thirty days of
the withdrawal of the DPC proceeds, the GoB will provide written confirmation as provided in the Financing
Agreement, including that the credits have been received in the dedicated foreign currency bank account and that
they have been accounted for in the GoB’s integrated budget and accounting system. The program’s closing date
is January 15, 2026. The World Bank will reserve the right to have the dedicated foreign currency account audited
by independent auditors acceptable to the World Bank. The GoB will not use the credits proceeds to pay for
expenditures included in the World Bank’s standard negative list. If any portion of the credits is used to finance
ineligible expenditures as defined in the Financing Agreement, the World Bank will require the GoB to refund the
amount, and refunded amounts for ineligible expenditures would be canceled. An IMF Safeguards Assessment
was completed in 2022. The BB published audited financial statements for FY2023, which were issued with an
unqualified audit opinion.

(SPEMP-DMTF, P167491) is also supporting timely and quality technical assistance and providing several studies to help enhance
understanding of key public resource management constraints at the central or sectoral levels.
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D. Monitoring, Evaluation, and Accountability

61. The MoF leads the effort in coordinating the overall implementation of the DPC. The Ministry is
experienced with World Bank policies and procedures through lending and technical assistance operations. The
World Bank team will continue to provide support in monitoring the reform progress and results. This will be
facilitated by regular engagement of the teams implementing technical assistance and investment operations in
support of the reforms in this DPC series.

62. Grievance Redress. Communities and individuals who believe that they are adversely affected by specific
country policies supported as Prior Actions or tranche release conditions under a World Bank Development Policy
Financing may submit complaints to the responsible country authorities, appropriate local/national grievance
mechanisms, or the Bank’s Grievance Redress Service (GRS). The GRS ensures that complaints received are
promptly reviewed in order to address pertinent concerns. Project affected communities and individuals may
submit their complaint to the Bank’s independent Accountability Mechanism (AM). The AM houses the Inspection
Panel, which determines whether harm occurred, or could occur, as a result of Bank non-compliance with its
policies and procedures, and the Dispute Resolution Service, which provides communities and borrowers with the
opportunity to address complaints through dispute resolution. Complaints may be submitted at any time after
concerns have been brought directly to the World Bank’s attention, and Bank Management has been given an
opportunity to respond. For information on how to submit complaints to the World Bank’s corporate GRS, please
visit http://www.worldbank.org/GRS. For information on how to submit complaints to the Bank’s Accountability
Mechanism, please visit https://accountability.worldbank.org.

V. SUMMARY OF RISKS AND MITIGATION

63. The overall residual risk rating is Substantial. Table 4 represents the residual risk ratings by category.
Political and governance risks are substantial. The interim government has prioritized law and order, but safety
and security concerns persist until law enforcement is fully operational. Through several commissions, the interim
government is identifying critical reforms to be adopted prior to holding elections. The incumbent 24-member
cabinet, which includes representatives from civil society and youth, is prioritizing economic, institutional, and
political reforms as prerequisites for a free and fair election. As requested by political parties, it will be important
that the roadmap to elections is announced to avoid an increase of political tensions. The political risks are partially
mitigated by the continuous engagement between DPs and the GoB to (a) follow up on the work of the reform
commissions, (b) support the interim government to deliver priority reforms, such as through the proposed
Strengthening Governance and Institutional Resilience (SGIR) DPC,** and (c) ensure that the commission’s
recommendations are followed by a roadmap of the critical reforms and a timetable for the elections.

64. Macroeconomic risk is substantial. Downside risks have increased, related to uncertainties in the political
process and the security situation, which impact the recovery of economic activities. The financial sector remains
vulnerable with deviations from international regulatory and supervisory standards, and weak corporate
governance. Despite recent improvements, the BoP remained in deficit and the FX reserves remained under
pressure. The macroeconomic risks are partially mitigated by the GoB’s reform program (see Section Il on
Macroeconomic Policy Framework), supported by the IMF arrangements, ongoing World Bank and other DPs
policy lending. Additionally, the risks will be partially mitigated through key reforms under the proposed SGIR DPC.

41 The proposed SGIR DPC pursues reforms on the financial sector (e.g. on asset classification and non-performing loans), revenue
generation (e.g. strengthened tax policymaking) and expenditure (e.g. more transparent tax expenditures, e-GP for public procurement,
and digitally authenticated dynamic registry for social programs), and data production and dissemination (e.g. open-data policy and
codifying the independence of BBS in releasing unbiased data).
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65. Stakeholder risks are high. Some reforms may face resistance from interest groups, particularly on fuel
pricing and stricter environmental regulations. To mitigate these risks, the GoB will continue consultations and
awareness activities to implement the approved policies. With support from DPs, including the World Bank, the
GoB will improve stakeholder engagement and communications on the government’s measures to mitigate
potential negative effects from increased fuel prices, enhance its enforcement capacity, adopt incentives to
stakeholders for compliance with new regulations.

66. Technical design, institutional capacity and fiduciary risks are substantial. Several PAs are complex and
innovative. Limited technical capacity to implement those reforms, a complex organizational structure, and weak
interagency coordination pose additional risks to the achievement of the PDO. Risk mitigation, which is supported
by the World Bank’s existing and upcoming operations, includes strong government ownership of the proposed
reforms and commitment to (a) stakeholder engagement, (b) enhanced regulatory and enforcement capacity of
relevant authorities through training, and (c) additional interventions to support stakeholders’ compliance with
regulations. Fiduciary risks are substantial, including FX control risks. Fund flow arrangements are designed to
mitigate these risks, including the use of a dedicated foreign currency account, right to call for audit of the fund
transfer and its accounting and budgeting in the national accounting system (iBAS++).

Table 4: Summary Risk Ratings

Risk Categories Rating
1. Political and Governance Substantial
2. Macroeconomic Substantial
3. Sector Strategies and Policies Moderate
4. Technical Design of Project or Program Substantial
5. Institutional Capacity for Implementation and Sustainability Substantial
6. Fiduciary Substantial
7. Environment and Social Moderate
8. Stakeholders ® High
9. Other
Overall Substantial
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ANNEX 1. Policy and Result Framework

Prior Actions under DPC 1

Prior actions and Triggers

Prior Actions under DPC 2

Triggers for DPC 3

Pillar A — Enhancing public planning, financing, and delivery of green and climate resilient interventions

Policy Track 1. Embedding green and climate resilient growth in planning and budgeting at the national level

Prior Action #1. To strengthen
public investment management
with green and climate resilient
development (GCRD) criteria, the
Recipient, through the Planning
Division of the Ministry of
Planning, has issued an addendum
to integrate GCRD goals to the
Guidelines for the Preparation,
Processing, Approval and Revision
of Projects in the Public Sector, as
evidenced by the Supplementary
Guideline issued by the
Government Circular dated
February 13, 2023.

Prior Action #1. To integrate GCR goals in
planning and budgeting, (i) the Planning
Commission (PC) of MoP has adopted the
Multi-Year Public Investment Programme
(MYPIP) Guidelines for key sectors,
integrated with the Medium-Term Budget
Framework through the PC Circulars*?, and
(ii) key sectoral agencies have incorporated
GCR objectives and results indicators in
MYPIPs and MBFs, through FD Circular and
corresponding MBFs*,

(Indicative) Trigger #1. To embed
GCR principles in the state-owned
enterprises (SOEs), the MoF has (i)
formulated a policy requiring
climate risk management for
SOEs; and (ii) institutionalized a
GCR-related Independent
Performance Evaluation
Guidelines.

Results
Indicator Name Baseline
Results Indicator #1. Score D

Bangladesh’s score in
Dimension 1 - Budget
Alignment with
Climate Change
Strategies of the PEFA
Assessment (Text).

(GoB FY22)

Target

Score C
(GoB FY26)

42 PC Circular No. 20.06.0000.633.14.039.24-29 dated May 16, 2024, and PC Circulars No. 20.06.0000.633.14.039.24-31 (MYPIP for the Local Government and Rural Development sector,
No. 20.06.0000.633.14.039.24-32 (MYPIP for the Power and Energy sector), and No. 20.06.0000.633.14.039.24-33 (MYPIP for the Health sector) dated May 30, 2024.
43 FD Circular dated September 29, 2024, and 2024-2025 MBFs of Ministry of Science and Technology, Power Division, Energy and Mineral Resources Division, Local Government Division,
Rural Development and Co-operatives Division, and Health Services Division published on September 29, 2024.
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Prior Actions under DPC 1

Prior actions and Triggers
Prior Actions under DPC 2

Prior Action #2. To effectively implement
the Bangladesh Delta Plan (BDP) 2100 for
increased climate resilience, the Planning
Division (PD) of the MoP has adopted the
Delta Appraisal Framework, setting
appraisal criteria on adaptive delta
management and specific procedures for
the preparation, processing, approval and
revision of BDP-related projects, through
PD Circular®,

Triggers for DPC 3

(Indicative) Trigger #2. To provide
the long-term legal and
institutional arrangements for
implementing the BDP, the
Government has enacted the
Delta Ordinance vetted by the
President.

Policy Track 2. Enhancing local planning and financing of green and climate-resilient priorities

Prior Action #2. To incentivize
locally led actions for GCRD, the
Recipient, through the Local
Government Division of the
Ministry of Local Government,
Rural Development and Co-
operatives (MoLGRDC), has
introduced a Block Grant System
to ensure resources for GCRD
priority activities to Urban Local
Government Institutions (ULGIs),
as evidenced by Government
Circulars dated February 9, 2023.

Prior Action #3. To strengthen locally led
actions for GCRD, the MoLGRDC has
adopted new guidelines for ULGIs to apply
GCR criteria in local planning, financing,
and implementation of their investments
and services financed by discretionary
resources, through LGD Office Order®.

44 PD Circular No. 20.00.0000.404.14.061.2020 (Part-Il), 184 dated November 7, 2024.
45 LGD Office Order No. 46.00.0000.070.22.005.22-584 dated June 3, 2024.

(Indicative) Trigger #3. To
incentivize locally led actions for
GCRD, the MoLGRDC has adopted
performance criteria in the block
grant system to incentivize GCR
priority expenditures at ULGIs.

Results

Indicator Name Baseline

Results Indicator #2. 1
BDP projects with
Development Project
Proformas approved
by ECNEC, based on 5-
year re-prioritized
investment program
and ADM principles
(number)

2022)

0 (GoB
Results Indicator #3.  FY22)
Urban Local
Government
Institutions (City
Corporations and
Category A
Pourashavas)
spending more than
10 percent of block-
grant resources on
GCR projects
(number)

(December

Target

15
(December
2026)

107 (GoB
FY26)
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Prior Actions under DPC 1

Prior actions and Triggers

Prior Actions under DPC 2

Policy Track 3. Expanding access to carbon markets

Prior Action #4. To promote access to
international carbon markets, the Ministry
of Environment, Forest and Climate
Change (MoEFCC) has established the
Designated National Authority with the
mandate to approve, authorize and track
carbon credit transfers under the Article 6
of the Paris Agreement, through the
MOoEFCC Notification*®.

Triggers for DPC 3

(Indicative) Trigger #4. To promote
access to international carbon
markets, the MoEFCC has (a)
established the domestic core policy
and regulatory systems to register,
approve, authorize and transfer high
integrity carbon emission reductions,
and (b) regulated the ownership of
emissions reductions across
renewable energy project
participants and procedures to tap
the voluntary and compliance
markets.

Results
Indicator Name Baseline Target
Results Indicator #3.1 0 (GoB 7 (GoB
City Corporations FY22) FY26)
(number)
Eae::lt;.rlnzlcator #3.2 0 (GoB 100 (GoB
gory FY22) FY26)

Pourashavas (number)

Results Indicator #4.
Carbon emission
reduction credits
registered, approved,
authorized, and
transferred through the
domestic system (Text).

0 tons of CO; 1.1 million
(2023) tons of CO:
(2026)

Policy Track 4. Promoting social and environmentally sustainable procurement

46 MoEFCC Notification No. 22.00.0000.085.24.003.24-148 dated June 27, 2024.
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Prior Actions under DPC 1

Prior actions and Triggers
Prior Actions under DPC 2

Prior Action #5. To incentivize

environmentally and socially sustainable
businesses and public investments, the
MoP has adopted the Sustainable Public
Procurement (SPP) Guide, to gradually
incorporate environmental and social
sustainability principles in standard bidding
documents of targeted sectors, including
gender criteria for fostering participation
of women-owned businesses in public
procurement, through BPPA Order?’.

Policy Track 5. Strengthening environmental governance

Prior Action #3. To strengthen
environmental management for
cleaner and more resilient
investments, the Recipient,
through the Ministry of
Environment, Forest and Climate
Change (MoEFCC), has reformed
the environment clearance
process to ensure timely,
adequate assessment and

Prior Action #6. To enhance pollution
control, the MoEFCC has adopted
environmental enforcement guidelines,
with provisions for (i) applying the polluter
pays principle with rules-based,
progressive sanctions; (ii) using remote,
digital information tools, and (iii) fostering
cooperation among public agencies, and

47 BPPA Order No. 21.00.0000.363.22.141.23(01)-94 dated September 11, 2024.

Triggers for DPC 3

(Indicative) Trigger #5. To
consolidate the legal coverage of
SPP, the MoP has amended the
Public Procurement Rules to
incorporate relevant SPP
provisions, based on lessons
learned from the application of

the SPP Guide in targeted sectors.

(Indicative) Trigger #6. To
enhance enforcement of
environmental regulations, the
MoF has amended the
Environmental Protection
Surcharge Rules 2017 to (i)
strengthen the criteria for
including companies in the list of
non-compliance, (ii) set
procedures for regular update of

Results

Indicator Name Baseline
Results Indicator #5. 0 (GoB
Women-owned FY22)
businesses
submitting bids in
public procurement
per fiscal year
(percentage)
Results Indicator #6.
Procurement 0 (GoB

processes of selected = FY22)
Public-Sector

Organizations using

SPP rated criteria in

relevant contracts

per fiscal year

(Amount(USD))

Results Indicator #7.

Industry units, project
facilities and

individuals inspected 6,744
by DoE’s Enforcement  (5077)
Wing and mobile

courts for

environmental

compliance per

Target

7 percent
(GoB FY27)

USS$200
million
(GoB FY27)

9,000
(2026)
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Prior actions and Triggers Results
Prior Actions under DPC 1 Prior Actions under DPC 2 Triggers for DPC 3 Indicator Name Baseline Target
mitigation of environmental and citizen-driven accountability, through such list, and (iii) establish a calendar year
social impacts of industrial units MOoEFCC Circular?®, formula for applying the surcharge  (number)
and projects, as evidenced by the rate.
amendment to the Environmental
Conservation Rules, published in
the Official Gazette dated March
5, 2023.
Pillar B — Promoting key sector reforms for clean and resource efficient production and services
Policy Track 6. Improving air quality management across productive sectors
Prior Action #4. To improve air Prior Action #7. To improve air quality (Indicative) Trigger #7. To Results Indicator #8. 74 percent 69 percent
quality management and management and contribute to reducing improve compliance with Households using of of
contribute to reduce short-lived short-lived climate pollutants, the MoEFCC  emissions standards, the MoEFCC solid fuels as primary  households households
climate pollutants, the Recipient, has adopted, with endorsement from has established a continuous cooking fuels (2022) (2022)
through MoEFCC, has adopted (i) NCAPC, the National Air Quality emissions monitoring program (percentage)
air poI.Iutants standérds; (ii) Management PIar.m, ordering 'a set of (CE.IVII'D) to track alr.pollut.ant Results Indicator #8.1
established the National coordinated multi-sector actions to reach emissions from major point 89.5 percent 85 percent
. . . o . . . Rural households

Committee on Air Pollution World Health Organization Interim Target 1  sources (stacks), combined with usine solid fuels as of rural of rural
Control (NCAPC) as the main for annual PMz.s, through MoEFCC Circular  regular disclosure of preliminary rimgar cooking fuels households  households
decision-making body for air and NCAPC Minutes®. data and immediate enforcement P ¥ & (2022) (2022)

) o (percentage)
quality management; and (iii) set of emissions standards by DoE.

Results Indicator #8.2
forth mandates and key . (Indicative) Trigger #8. To reduce esults Indicator
management tools for controlling . Urban households 42 percent 37 percent
. . . emissions from the transport . .
outdoor and indoor air pollution - using solid fuels as of urban of urban
. sector, the Ministry of Road . .

across sectors, as evidenced by Transport and Bridges (MoRTB) primary cooking fuels households households
the Air Pollution Control Rules P & (percentage) (2022) (2022)

has adopted a scrappage and

48 MoEFCC Circular No. 22.00.0000.075.06.001.19.458 dated October 23, 2024.
49 MoEFCC Circular No. 22.00.0000.075.22.001.19 (Part-1).353 dated July 30, 2024, and Minutes of the Third Meeting of the NCAPC dated September 22, 2024.
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Prior Actions under DPC 1

(APCR) published in the Official
Gazette dated July 26, 2022.

Prior actions and Triggers

Prior Actions under DPC 2

Policy Track 7. Increasing energy efficiency

Prior Action #5. To systematically
assess energy saving potential and
improve the energy efficiency of
the largest consumers, the
Recipient, through the Power
Division of the Ministry of Power,
Energy and Mineral Resources
(MoPEMR), has adopted an
amendment to the Energy
Efficiency and Conservation Rules
(EECR), with provisions, inter alia,
on annual energy consumption
reports; periodic energy audits;
and capacity development, as
evidenced by the Official Gazette
dated February 1, 2023.

Prior Action #8. To increase energy
efficiency, the Power Division of the
MOoPEMR, has adopted (i) the Energy
Efficiency Labeling for Appliances
Regulations (EELAR), setting Minimum
Energy Performance Standards (MEPS) to
prevent commercialization of inefficient
appliances, through the Official Gazette®,
and (ii) the Building Energy Efficiency and
Environment Regulation (BEEER) to
benchmark and certify energy and
environmental performance of buildings,
through the Power Division Circular!.

Policy Track 8. Reducing the fiscal costs of the energy sector

50 SRO No. 248/Law/2023 published in Official Gazette dated November 13, 2023.
51 power Division Circular No. 27.00.0000.094.22.006.21-22 dated March 31, 2024.

Triggers for DPC 3

retrofitting policy, with time-
bound measures to phase out
highly polluting motor vehicles.

(Indicative) Trigger #9. To
increase energy efficiency, the
Recipient, the Power Division of
the MoPEMR has established
energy efficiency standards and a
labeling system for air
conditioners and other selected
appliances, to promote energy
efficient appliances and help
consumers in choosing higher
efficiency products.

Results
Indicator Name Baseline
Results Indicator #9. 0(2022)

Cumulative energy
savings from the new
provisions of EECR,
BEEER and EELAR
(Gigawatt-hour
(GWh))

Target

1,000 GWh
(2026)
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Prior Actions under DPC 1

Prior Action #6. To reduce supply
costs and enhance the financial
sustainability of the power sector,
the Recipient, through the Power
Division of the MoPEMR, has
issued a circular prohibiting
minimum capacity charge in the
contract renewal of any existing
rental power plant, as evidenced
by BPDB Circular dated January 8,
2023.

Prior actions and Triggers
Prior Actions under DPC 2

Prior Action #9. To ensure cost reflective
fuel prices and avoid subsidies, the Energy
and Mineral Resources Division of the
MOoPEMR has adopted a formula based and
market-linked periodic automatic price
adjustment system for diesel, heavy fuel oil
and octane, through the Official Gazette®?.

Prior Action #10. To improve the financial
sustainability of the energy sector, the
President has reinstated the mandate of
the Bangladesh Energy Regulatory
Commission (BERC) in end-user electricity
tariff setting, through the Ordinance®.

52 Official Gazette dated February 29, 2024.
53 Ordinance No. 07, 2024 published in the Official Gazette on August 27, 2024.

Triggers for DPC 3

(Indicative) Trigger #10. To
improve transparency and
financial sustainability in the
energy sector, the BERC has
regulated the criteria and
procedures for setting cost-
reflective tariffs across all
segments of the electricity supply
value chain, including a
methodology for periodic end-
user tariff review.

(Indicative) Trigger #11. To
increase the share of renewables
in the energy mix while ensuring
financial sustainability, the
MOoPEMR has (a) amended the
Renewable Energy Policy to
promote private sector
investments in renewables, and
allow direct supply of electricity
from renewable energy power
generators to large power
consumers, and (b) adopted
standard Power Purchase
Agreements for RE projects with

clauses to access green and carbon

credits.

Results

Indicator Name Baseline
Results Indicator #10. USS$150
Government million (GoB
expenditure in fuel FY22)
subsidies for diesel
(HSD), heavy fuel oil
(HSFO), and octane
(Amount(USD))
R.esglts Indicator #11. 4.92 million
Liquid fuel (HSD and

tons (GoB
HSFO) used annually
) FY22)

for power generation
(Text).
Results Indicator #12: 0 MW
Total capacity of (FY24)

renewable energy
projects that have
reached financial
close under the
auspices of the
amended RE policy
(Megawatt).

Target

USS$50
million
(GoB FY26)

3.25 millio
n tons
(GoB FY26)

150 MW
(FY27)
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Prior Actions under DPC 1

Policy Track 9. Improving efficiency of water supply and sanitation (WSS) services

Prior Action #7. To increase
access to quality, efficient and
climate resilient Water Supply and
Sanitation (WSS) services, the
Recipient, through the Local
Government Division of the
MoLGRDC, has established WSS
services principles for ULGIs,
setting service quality and
efficiency standards, cost-efficient
tariffs principles, and provision for
private sector participation in the
sector, as evidenced by WSS
Guidelines issued by the
Government Circular dated March
13, 2023.

Prior actions and Triggers

Prior Actions under DPC 2

Triggers for DPC 3

(Indicative) Trigger #12. To ensure
enhanced access to efficient and
climate resilient WSS services, the
LGD under the MoLGRD has
established a unit to advise on
tariff rationalization and establish
and monitor service standards and
performance of WSS providers,
including WASAs.

Indicator Name

Results Indicator #13.
New municipalities
with at least 80
percent cost recovery
on operations and
maintenance
(number)

Results

Baseline

0 (GoB
FY22)

Target

15 (GoB

FY26)
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ANNEX 2. Paris Alignment Assessment

This operation aligns with the goals of the Paris Agreement (see table below for detailed discussion). The DPC
reform program is consistent with the country's climate commitments (NDC and NAP) and is designed to
implement key recommendations of the Bangladesh CCDR. Regarding mitigation goals, none of the prior actions
(PAs) is likely to cause a significant increase in GHG emissions or any persistent barriers to transition to low-GHG
emissions. None of the PAs will likely introduce or reinforce significant and persistent barriers to transition to the
country's low-GHG emissions development pathways. Therefore, all prior actions align with the mitigation goals.
Regarding adaptation and resilience goals, risks from climate hazards are not likely to adversely affect the prior
action and its contribution to the PDO for PAs 1, 2, 3, 4, 5, 9 and 10. For PAs 6, 7 and 8, their contributions to the
PDO will likely be at risk from climate hazards. However, their design reduces these risks to an acceptable level in
the country's context.

Program Development Objective:

The PDO is to support the Government of Bangladesh to transition to green and climate resilient development by (a)
enhancing public planning, financing, and delivery of green and climate resilient interventions; and (b) promoting key
sector reforms for clean and resource efficient production and services.

Step 1: Taking into account our climate analysis | Answer: Yes

(for example, Country Climate and Development Explanation: The proposed DPC is consistent with Nationally
Reports or CCDRs), is the operation consistent | petermined Contributions (NDCs) and National Adaptation Plan (NAP).
with the country climate commitments, | Regarding NDCs, the DPC supports Bangladesh’s commitment by (a)
including for instance, the NDC, NAP, LTS, and | embedding climate resilience objectives directly into fiscal planning,
other relevant strategies? enhancing the strategic coherence of climate action across
governmental sectors; (b) enhancing environmental enforcement
guidelines, crucial for pollution control including GHG emissions; (c)
improving air quality, directly contributing to the NDC's goal of reducing
emissions and aligning with global health standards; (d) advancing
energy efficiency, which is critical for reducing greenhouse gas
emissions and improving the energy sector's sustainability; and (e)
ensuring that energy pricing reflects the true cost of energy production
and consumption, promoting more efficient energy use. And lastly,
Prior Action #4 establishes a governance structure for accessing
international carbon markets under Article 6 of the Paris Agreement.
This is a direct implementation of the NDC, aiming to leverage global
carbon market mechanisms to achieve emission reduction targets.

Further, it is consistent with Bangladesh’s NAP. Prior Action #2
advances the implementation of the Bangladesh Delta Plan 2100, a key
component for long-term climate adaptation and resilience.
Incorporating ADM criteria into project appraisals directly support the
NAP's focus on sustainable delta management. Prior Action #3
emphasizes locally led climate resilience, in line with NAP’s strategy to
empower local governments and communities. This ensures that
climate resilience criteria are embedded in local governance, enhancing
the granularity and effectiveness of climate adaptation measures.

MITIGATION GOALS: ASSESSING AND REDUCING THE RISKS

Pillar A — Enhancing public planning, financing, and delivery of green and climate resilient interventions
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Prior Action #1. To integrate GCR goals in planning and budgeting, (i) the Planning Commission (PC) of MoP has adopted
the Multi-Year Public Investment Programme (MYPIP) Guidelines for key sectors, integrated with the Medium-Term Budget
Framework through the PC Circulars, and (ii) key sectoral agencies have incorporated GCR objectives and results indicators
in MYPIPs and MBFs, through FD Circular and corresponding MBFs.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: PA #1 aligns governmental priorities with environmental sustainability goals by incentivizing ministries to
allocate resources to green and climate-related activities. Additionally, this prior action ensures that allocated resources
are utilized efficiently and effectively towards low-GHG emissions initiatives, thus minimizing wastage, and maximizing
impact.

Prior Action #2. To effectively implement the Bangladesh Delta Plan (BDP) 2100 for increased climate resilience, the
Planning Division (PD) of the MoP has adopted the Delta Appraisal Framework, setting appraisal criteria on adaptive delta
management and specific procedures for the preparation, processing, approval and revision of BDP-related projects,
through PD Circular.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: By facilitating effective governance structures and coordination mechanisms, PA #2 strengthens the country's
capacity and solidifies the intent to address climate change impacts while supporting the transition to low-GHG emissions
development pathways.

Prior Action #3. To strengthen locally led actions for GCRD, the MoLGRDC has adopted new guidelines for ULGIs to apply
GCR criteria in local planning, financing, and implementation of their investments and services financed by discretionary
resources, through LGD Office Order.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: By incentivizing locally led actions for GCRD, ensuring resources for GCRD priority activities leveraging
discretionary resources to support climate-resilient initiatives, PA #3 enables local governments to allocate funds
strategically towards low-GHG emissions development pathways, and thus complementing broader national efforts and
maximizing impact at the grassroots level.

Prior Action #4. To promote access to international carbon markets, the Ministry of Environment, Forest and Climate
Change (MoEFCC) has established the Designated National Authority with the mandate to approve, authorize and track
carbon credit transfers under the Article 6 of the Paris Agreement, through the MoEFCC Notification.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: This action is likely to decrease GHG emissions by facilitating the integration of the country into international
carbon markets. This access enables the country to trade carbon credits, incentivizing reductions in GHG emissions
domestically and supporting global emissions reduction goals.

Prior Action #5. To incentivize environmentally and socially sustainable businesses and public investments, the MoP has
adopted the Sustainable Public Procurement (SPP) Guide, to gradually incorporate environmental and social sustainability
principles in standard bidding documents of targeted sectors, including gender criteria for fostering participation of
women-owned businesses in public procurement, through BPPA Order.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?
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Explanation: By providing preferential treatment for acquiring high-quality goods and works that are resource-efficient,
low carbon, and environmentally friendly, this prior action creates a market demand for eco-friendly products and services,
driving investment in sustainable production methods and technologies. As a result, the transition to low-GHG emissions
development pathways is facilitated by the availability of more sustainable options in the marketplace.

Prior Action #6. To enhance pollution control, the MoEFCC has adopted environmental enforcement guidelines, with
provisions for (i) applying the polluter pays principle with rules-based, progressive sanctions; (ii) using remote, digital
information tools, and (iii) fostering cooperation among public agencies, and citizen-driven accountability, through
MOoEFCC Circular.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: PA #6 establishes a clear regulatory framework that incentivizes polluters to internalize the environmental
costs of their actions, thus promoting behavior change and encouraging investment in cleaner, climate inclusive, low-GHG
emissions technologies and practices. Additionally, this prior action reduces barriers to transitioning to low-GHG emissions
development pathways by fostering public trust and confidence in environmental governance through promoting citizen
engagement and cooperation among public agencies in this aspect.

Pillar B — Promoting key sector reforms for clean and resource efficient production and services

Prior Action #7. To improve air quality management and contribute to reducing short-lived climate pollutants, the MoEFCC
has adopted, with endorsement from NCAPC, the National Air Quality Management Plan, ordering a set of coordinated
multi-sector actions to reach World Health Organization Interim Target 1 for annual PMas, through MoEFCC Circular and
NCAPC Minutes.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: By focusing on reducing SLCPs, setting mandates and key management tools for controlling outdoor and
indoor air pollution across sectors, PA #7 addresses the potent contributors to climate change that have immediate and
significant impacts on both air quality and the climate. Moreover, this prior action capitalizes on existing momentum and
resources to accelerate progress towards low-GHG emissions development pathways by leveraging synergies with existing
climate actions and initiatives.

Prior Action #8. To increase energy efficiency, the Power Division of the MoPEMR, has adopted (i) the Energy Efficiency
Labeling for Appliances Regulations (EELAR), setting Minimum Energy Performance Standards (MEPS) to prevent
commercialization of inefficient appliances, through the Official Gazette, and (ii) the Building Energy Efficiency and
Environment Regulation (BEEER) to benchmark and certify energy and environmental performance of buildings, through
the Power Division Circular.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: By improving energy efficiency and reducing carbon intensity, PA #8 supports the transition to a low-GHG
emissions development pathway while maintaining or enhancing the country's competitiveness in a carbon-constrained
global economy.

Prior Action #9. To ensure cost reflective fuel prices and avoid subsidies, the Energy and Mineral Resources Division of
the MoPEMR has adopted a formula based and market-linked periodic automatic price adjustment system for diesel,
heavy fuel oil and octane, through the Official Gazette.

Step M2.1: Is the prior action likely to cause a | Answer: No
significant increase in GHG emissions?

Explanation: PA #9 removes economic incentives that favor high-carbon energy sources by reducing fiscal costs associated
with liquid fuel-based generation and fossil fuel subsidies, thereby leveling the playing field for low-GHG emissions
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alternatives such as renewable energy. This shift towards more economically viable and sustainable energy sources aligns
with the goals of transitioning to a low-GHG emissions development pathway.

Prior Action #10. To improve the financial sustainability of the energy sector, the President has reinstated the mandate of
the Bangladesh Energy Regulatory Commission (BERC) in end-user electricity tariff setting, through the Ordinance.

Step M2.1: Is the prior action likely to cause a [Answer: No.
significant increase in GHG emissions?

Explanation: Reinstating BERC's mandate in tariff determination could lead to a decrease in GHG emissions. As tariffs are
structured to increase energy efficiency through reduction of subsidy for high GHG-emitting energy forms, this action could
result in a reduction in GHG emissions.

Conclusion for PAs 1 to 10:

All prior actions are aligned with the mitigation goals of the Paris Agreement.

Mitigation goals: Conclusion of the Paris Alignment Assessment for the Program

All prior actions of the proposed program are aligned with the mitigation goals of the Paris Agreement. The prior actions
under Pillars A and B adopt a comprehensive approach that aligns incentives, improves planning, fosters cooperation, and
builds capacity towards green and climate resilient development.

ADAPTATION AND RESILIENCE GOALS: ASSESSING AND MANAGING THE RISKS

Pillar A — Enhancing public planning, financing, and delivery of green and climate resilient interventions

Prior Action #1. To integrate GCR goals in planning and budgeting, (i) the Planning Commission (PC) of MoP has adopted
the Multi-Year Public Investment Programme (MYPIP) Guidelines for key sectors, integrated with the Medium-Term Budget
Framework through the PC Circulars, and (ii) key sectoral agencies have incorporated GCR objectives and results indicators
in MYPIPs and MBFs, through FD Circular and corresponding MBFs.

Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s
contribution to the Development Objective(s)?

Explanation: By incentivizing ministries to allocate more resources to
green and climate-related activities, PA #1 encourages investment in
low-carbon technologies, renewable energy, and sustainable land use
practices that not only mitigate greenhouse gas emissions but also
contribute to climate resilience supporting climate inclusive
infrastructure design and safeguarding policies

Prior Action #2. To effectively implement the Bangladesh Delta Plan (BDP) 2100 for increased climate resilience, the
Planning Division (PD) of the MoP has adopted the Delta Appraisal Framework, setting appraisal criteria on adaptive delta
management and specific procedures for the preparation, processing, approval and revision of BDP-related projects,
through PD Circular.

Step A2: Are risks from climate hazards likely to | Answer: No.

have an adverse effect on the prior action’s | gxplanation: PA #2 deals with supporting the establishment of an
contribution to the Development Objective(s)? | enabling environment and promoting better interministerial
coordination for implementing adequate climate resilient principles.
Passive impacts created through PA # 2 can reduce the risk from climate
hazards to an acceptable level.

Prior Action #3. To strengthen locally led actions for GCRD, the MoLGRDC has adopted new guidelines for ULGIs to apply
GCR criteria in local planning, financing, and implementation of their investments and services financed by discretionary
resources, through LGD Office Order.
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Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s

Explanation: By strengthening locally led actions and adopting climate
contribution to the Development Objective(s)?

resilient criteria in local planning and implementation processes and
allocating fund for climate inclusive initiatives, this prior action can
contribute to reducing the risk from climate hazards to an acceptable
level while enhancing the adaptive capacity and resilience of local
communities in the face of climate change impacts.

Prior Action #4. To promote access to international carbon markets, the MoEFCC has established the Designated National
Authority with the mandate to approve, authorize and track carbon credit transfers under the Article 6 of the Paris
Agreement, through the MoEFCC Notification.

Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s

contribution to the Development Objective(s)?

Explanation: The risks from climate hazards do not directly impact the
functioning of the governance structure for accessing carbon markets.

Prior Action #5. To incentivize environmentally and socially sustainable businesses and public investments, the MoP has
adopted the Sustainable Public Procurement (SPP) Guide, to gradually incorporate environmental and social sustainability
principles in standard bidding documents of targeted sectors, including gender criteria for fostering participation of
women-owned businesses in public procurement, through BPPA Order.

Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s

Explanation: Risks from climate change are not likely to have any direct
contribution to the Development Objective(s)?

adverse effect on the prior action’s contribution to the Development
Objective. Indirect effects like impact on the availability and quality of
goods, disruption of supply chains, and increases in costs associated
with procurement may occur due to extreme weather events (for
example, floods, storms, and heatwaves). However, these can be
mitigated through incorporating climate-resilience measures like
developing supply-chain mapping to identify critical suppliers and
assess their exposure to climate risks.

By incorporating climate adaptation good practices applicable to the
country context, such as prioritizing resilient infrastructure
procurement, climate-resilient services, and support for climate-
resilient businesses, the prior action can enhance the resilience of
public assets and infrastructure, build community resilience, and
reduce vulnerability to climate risks.

Prior Action #6. To enhance pollution control, the MoEFCC has adopted environmental enforcement guidelines, with
provisions for (i) applying the polluter pays principle with rules-based, progressive sanctions; (ii) using remote, digital
information tools, and (iii) fostering cooperation among public agencies, and citizen-driven accountability, through
MOoEFCC Circular.

Step A2: Are risks from climate hazards likely to
have an adverse effect on the prior action’s
contribution to the Development Objective(s)?

Answer: No

Explanation: As part of the enforcement activities, DoE will check the
facilities’ compliance with all requirements of the environmental
clearance and the corresponding Environmental Management Plans,
including climate adaptation measures. Additionally, DoE will enforce
more effectively the restrictions on vegetation and hill cutting,
inadequate waste management, and other regulations that are
essential to reduce the impacts of flooding and other climate-related
disasters. Climate hazards are not expected to affect the
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implementation of the Enforcement Guidelines directly. Climate
hazards can affect projects and facilities — including damages to
chemical storage tanks and waste disposal sites - that are subject to the
inspections envisaged in the Guidelines. However, such infrastructure
is out of the scope of this DPC.

Pillar B — Promoting key sector reforms for greener and resource efficient production and services

Prior Action #7. To improve air quality management and contribute to reducing short-lived climate pollutants, the MoEFCC
has adopted, with endorsement from NCAPC, the National Air Quality Management Plan, ordering a set of coordinated
multi-sector actions to reach World Health Organization Interim Target 1 for annual PMas, through MoEFCC Circular and
NCAPC Minutes.

Step A2: Are risks from climate hazards likely to
have an adverse effect on the prior action’s
contribution to the Development Objective(s)?

Answer: Yes

Explanation: The NAQMP will require installation of monitoring
stations and other AQM infrastructure such as vehicle inspection
centers. For reducing emissions in key sectors, the GoB will require new
infrastructure and supply chains (such as charging stations for e-
vehicles, renewable energy projects, and clean cooking devices and
fuels). Climate hazards such as extreme weather events, changes in
precipitation patterns, and temperature extremes can disrupt energy
infrastructure, leading to power outages, supply chain disruptions, and
infrastructure damage.

Step A3: Does the design of the prior action
reduce the risk from climate hazards to an
acceptable level, considering climate adaptation
good practices applicable to the country
context?

Answer: Yes

Explanation: By implementing early warning systems for air quality and
climate-related hazards like dust storms and developing flexible
response strategies like adjusting emission reduction targets during
heatwaves to reduce air pollution, this prior action can reduce the risk
from climate hazards to an acceptable level. Other policies in this DPC
series (PAs #1, #2, #3 and #6) aim to ensure that climate risks and the
corresponding mitigation measures are considered in (a) public
planning by national and local governments, including for designing
public infrastructure projects, and (b) the environmental clearance and
enforcement activities for private and public projects and activities.

Prior Action #8. To increase energy efficiency, the Power Division of the MoPEMR, has adopted (i) the Energy Efficiency
Labeling for Appliances Regulations (EELAR), setting Minimum Energy Performance Standards (MEPS) to prevent
commercialization of inefficient appliances, through the Official Gazette, and (ii) the Building Energy Efficiency and
Environment Regulation (BEEER) to benchmark and certify energy and environmental performance of buildings, through
the Power Division Circular.

Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s

contribution to the Development Objective(s)?

Explanation: Climate hazards are not expected to affect the adoption
of the EELAR directly. Climate hazards affecting energy infrastructure
are out of the scope of this DPC.

Prior Action #9. To ensure cost reflective fuel prices and avoid subsidies, the Energy and Mineral Resources Division of
the MoPEMR has adopted a formula based and market-linked periodic automatic price adjustment system for diesel,
heavy fuel oil and octane, through the Official Gazette.

Step A2: Are risks from climate hazards likely to | Answer: No.
have an adverse effect on the prior action’s

contribution to the Development Objective(s)?

Explanation: Risks from climate change are not likely to have any direct
adverse effect on the prior action’s contribution to the Development
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Objective. Indirect effects like disruption in fuel supply chains and
impact on the transportation networks may happen due to extreme
weather events, leading to potential disruptions in fuel distribution and
availability. These disruptions can result in fluctuations in fuel prices,
affecting the effectiveness of the price adjustment system and
potentially leading to market instability.

Prior Action #10. To improve the financial sustainability of the energy sector, the President has reinstated the mandate of
the Bangladesh Energy Regulatory Commission (BERC) in end-user electricity tariff setting, through the Ordinance.

Step A2: Are risks from climate hazards likely to
have an adverse effect on the prior action’s
contribution to the Development Objective(s)?

Answer: No.

Explanation: The impact of climate hazards on the financial
sustainability of the energy sector, as influenced by tariff
determinations, is low.

Adaptation and Resilience: Conclusion of the Assessment of the Program

All prior actions of the proposed DPC program are aligned with the adaptation goals of the Paris Agreement.

Overall Conclusion of Paris Alignment Assessment: All prior actions of the proposed DPC program are aligned with the
adaptation and resilience goals of the Paris Agreement.
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ANNEX 3. Operation Specific Annex

Matrix of Key Changes to Original Policy Matrix

Original Pillars, Indicative Triggers,
and Indicators

Updated DPC Results Framework

Comments

PDO: to support the Government of
Bangladesh to transition to green and
climate resilient development by (a)
enhancing public planning, financing,
and delivery of green and climate
resilient interventions; and (b)
promoting key sector reforms for
climate-smart production and
services.

PDO: to support the Government of Bangladesh to
transition to green and climate resilient
development by (a) enhancing public planning,
financing, and delivery of green and climate resilient
interventions; and (b) promoting key sector reforms
for clean and resource efficient production and
services.

Pillar B — Promoting key sector reforms
for climate-smart production and
services

Pillar B — Promoting key sector reforms for clean and
resource efficient production and services

The team refined the second
part of the PDO to better
reflect the expected
outcomes of Pillar B.

DPC2 (Indicative) Trigger #1. To
integrate GCR goals in planning and
budgeting, the Recipient, through the
Ministry of Finance (MoF) and MoP,
(a) has adopted the Multi-Year Public
Investment Programmes for key
sectors, integrated with the Medium-
Term Budget Framework, and (b) has
incorporated GCR objectives and
results indicators in both instruments.

Prior Action #1. To integrate GCR goals in planning
and budgeting, (i) the Planning Commission (PC) of
MoP has adopted the Multi-Year Public Investment
Programme (MYPIP) Guidelines for key sectors,
integrated with the Medium-Term Budget
Framework through the PC Circulars, and (ii) key
sectoral agencies have incorporated GCR objectives
and results indicators in MYPIPs and MBFs, through
FD Circular and corresponding MBFs.

No substantial change in the
policy reform. The wording of
the PA has been refined to
clarify the different policy
actions and responsible
agencies.

DPC2 (Indicative) Trigger #2. To
effectively implement the Bangladesh
Delta Plan (BDP) 2100 for increased
climate resilience, the Recipient,
through the MoP, has (i) established
the Delta Wing at the General
Economics Division; and (ii) added
appraisal criteria on adaptive delta
management for BDP projects in the
Guidelines for the Preparation,
Processing, Approval and Revision of
Projects in the Public Sector.

Prior Action #2. To effectively implement the
Bangladesh Delta Plan (BDP) 2100 for increased
climate resilience, the Planning Division (PD) of the
MoP has adopted the Delta Appraisal Framework,
setting appraisal criteria on adaptive delta
management and specific procedures for the
preparation, processing, approval and revision of
BDP-related projects, through PD Circular.

The establishment of the
Delta Wing (DW) has been
removed from this PA. The
GoB created an interim DW
and assigned permanent to it.
The permanent status of such
unit will be ensured by the
upcoming Delta Ordinance,
planned for DPC3. The
wording of the PA related to
the DAF has been refined to
better reflect the reform.
Instead of an amendment,
PA#2 adopted a stand-alone
procedure that complements
the Green Book.

DPC2 (Indicative) Trigger #3. To
strengthen locally led actions for
GCRD, the Recipient has adopted,

Prior Action #3. To strengthen locally led actions for
GCRD, the MoLGRDC has adopted new guidelines
for ULGIs to apply GCR criteria in local planning,

Clarified that the guidelines
are applicable to investments
financed by all discretionary
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through the MoLGRDC, new
guidelines for ULGIs to apply GCR
criteria in local planning, financing,
and implementation of  their
investments and services.

financing, and implementation of their investments
and services financed by discretionary resources,
through LGD Office Order.

resources, not limited to the
mandatory  minimum 10
percent of ADP block grant
that ULGIs are required to tag
as GCR as per DPL 1.

Prior Action #4. To promote access to international
carbon markets, the Ministry of Environment,
Forest and Climate Change (MoEFCC) has
established the Designated National Authority with
the mandate to approve, authorize and track carbon
credit transfers under the Article 6 of the Paris
Agreement, through the MoEFCC Notification.

PA added to strengthen the
program.

DPC 2 (Indicative) Trigger #6. To
improve air quality management and
reduce GHG emissions, the Recipient,
through NCAPC, has ordered a set of
coordinated multi-sector actions to
reach World Health Organization
PM2.5 interim targets, as evidenced
by a Government Circular.

Prior Action #7. To improve air quality management
and contribute to reducing short-lived climate
pollutants, the MOoEFCC has adopted, with
endorsement from NCAPC, the National Air Quality
Management Plan, ordering a set of coordinated
multi-sector actions to reach World Health
Organization Interim Target 1 for annual PM2s,
through MoEFCC Circular and NCAPC Minutes.

The prior action is expected
to reduce GHG emissions.
However, its focus is on
controlling emissions of air
pollutants (especially PM2.5),
while contributing to
reducing SLCPs. The revised
wording reflects better the
scope and contents of the
prior action.

DPC2 (Indicative) Trigger #7. To

increase  energy efficiency, the
Recipient, through the Power Division
of the MoPEMR, has adopted
Minimum Energy Performance
Standards (MEPS) to prevent
commercialization  of  inefficient
appliances, and a Building Energy

Efficiency and Environment Regulation
(BEEER) to benchmark and certify
energy and environmental
performance of buildings.

Prior Action #8. To increase energy efficiency, the
Power Division of the MoPEMR, has adopted (i) the
Energy Efficiency Labeling for Appliances
Regulations (EELAR), setting Minimum Energy
Performance Standards (MEPS) to prevent
commercialization of inefficient appliances,
through the Official Gazette, and (ii) the Building
Energy Efficiency and Environment Regulation
(BEEER) to benchmark and certify energy and
environmental performance of buildings, through
the Power Division Circular.

There is no substantial
change in the PA. Its wording
was refined to specify the
EELAR as the policy
instrument.

Prior Action #10. To improve the financial
sustainability of the energy sector, the President has
reinstated the mandate of the Bangladesh Energy
Regulatory Commission (BERC) in end-user
electricity tariff setting, through the Ordinance.

PA added to strengthen the
program and reflect the
GoB'’s priorities in the energy
sector.

DPC2 (Indicative) Trigger #2. To
provide the long-term legal and
institutional arrangements for

implementing the BDP, the National
Parliament has enacted the Delta Act.

DPC3 (Indicative) Trigger #2. To provide the long-
term legal and institutional arrangements for
implementing the BDP, the Government has
enacted the Delta Ordinance vetted by the
President.

No substantial change in the
contents of the trigger.
Wording changed to reflect
the current governance
framework.

DPC3 (Indicative) Trigger #4. To promote access to
international carbon markets, the MoEFCC has (a)
established the domestic core policy and regulatory
systems to register, approve, authorize and transfer
high integrity carbon emission reductions, and (b)

Trigger added to strengthen
the program and reflect
GoB’s priorities in climate
finance to enable
investments in clean and
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regulated the ownership of emissions reductions
across renewable energy project participants and
procedures to tap the voluntary and compliance
markets.

resource efficient projects,
such as renewable energy.

DPC3 (Indicative) Trigger #5. To
enhance environmental enforcement
and accountability, the Recipient,
through the National Parliament, has
amended the Environment Court Act,
(i) allowing any citizen to directly file
lawsuits before environmental
courts, and (ii) expanding the courts’
mandate to all major environmental
policies and acts.

Dropped / Replaced with:

DPC3 (Indicative) Trigger #6. To enhance
enforcement of environmental regulations, the MoF
has amended the Environmental Protection
Surcharge Rules 2017 to (i) strengthen the criteria
for including companies in the list of non-
compliance, (ii) set procedures for regular update of
such list, and (iii) establish a formula for applying the
surcharge rate.

Although MoEFCC prepared a
draft, the act cannot be
approved on time for DPC3
because of the changes in the
GoB. This trigger is being

replaced with the
amendment of
Environmental Protection
Surcharge Rules, a fiscal
instrument with high
potential of changing
behavior and promoting

environmental compliance.

DPC3 (Indicative) Trigger #6. To
encourage investments for reducing
GHG emissions and air pollutants, the
Recipient has set the legal and
institutional framework for economy-

wide Monitoring, Reporting and
Verification (MRV) systems and
registry mechanisms to ensure

accuracy and transparency of GHG and
short-lived climate pollutant
emissions and emissions savings.

Dropped / Replaced with:

DPC3 (Indicative) Trigger #7. To improve
compliance with emissions standards, the MoEFCC
has established a continuous emissions monitoring
program (CEMP) to track air pollutant emissions
from major point sources (stacks), combined with
regular disclosure of preliminary data and
immediate enforcement of emissions standards by
DoE.

DPC3 (Indicative) Trigger #8. To reduce emissions
from the transport sector, the Ministry of Road
Transport and Bridges (MoRTB) has adopted a
scrappage and retrofitting policy, with time-bound
measures to phase out highly polluting motor
vehicles.

Based on the priority policies
of the NAQMP, MoEFCC and
DoE requested the Bank to
replace the original trigger #6
with more impactful policies.
As MRV systems and registry
for SLCPs are also relevant for
the GoB, the proposed
Bangladesh Clean Air Project
will support these activities.

DPC3 (Indicative) Trigger #8. To
reduce costs of and enhance power
generation services, the Recipient,
through the Power Division of the
MoPEMR, has established an
Independent System Operator (ISO) as
envisaged in the Electricity Act to
improve the dispatch and efficiency of
the power generation system.

Dropped / Replaced with:

DPC3 (Indicative) Trigger #10. To improve
transparency and financial sustainability in the
energy sector, the BERC has regulated the criteria
and procedures for setting cost-reflective tariffs
across all segments of the electricity supply value
chain, including a methodology for periodic end-
user tariff review.

DPC3 (Indicative) Trigger #11. To increase the share
of renewables in the energy mix while ensuring
financial sustainability, the MOoPEMR has (a)
amended the Renewable Energy Policy to promote
private sector investments in renewables, and allow
direct supply of electricity from renewable energy
power generators to large power consumers, and (b)
adopted standard Power Purchase Agreements for
RE projects with clauses to access green and carbon
credits.

The original trigger would not
be ready for DPC3.
Establishing an 1SO  will
require a phased approach,
with in-depth analytics and
continuous engagement with
relevant stakeholders — for
example, transmission
operators. Before setting up
the 1SO, the GoB needs to
establish sector structures to
facilitate competition and
non-discriminatory access to
the transmission grid.

The new triggers #10 and #11
are also essential to reduce
fiscal costs in the energy
sector, including through
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private  capital enabling

reforms.

DPC3 (Indicative) Trigger #9. To
enhance quality and efficiency in WSS
services, the Chattogram Water
Supply and Sewerage  Authority
(CWASA) has adopted and rolled out a
volume-based justified economic tariff
to water users.

Dropped

Although the original trigger
is still relevant, CWASA has
agreed to adopt it
independently of the DPC,
building on Bank-financed TA
and upcoming Chattogram
Water Supply Improvement
Project (P176249).

DPC3 (Indicative) Trigger #10. To
increase access to efficient and
climate resilient WSS services, the
Recipient, through the National
Parliament, has enacted the WSS
Regulatory Commission Act, creating
an authority to enforce tariff
regulations, facilitate dispute
resolution, and monitor the
performance and service standards of
WSS providers.

DPC 3 (Indicative) Trigger #12. To ensure enhanced
access to efficient and climate resilient WSS
services, the LGD under the MoLGRD has
established a unit to advise on tariff rationalization
and establish and monitor service standards and
performance of WSS providers, including WASAs.

Based on international good
practices, the Government
will take a phased approach
to build a sustainable and
effective WSS regulatory
system in the country. As
such, before creating a new
Water Regulatory Agency,
the GoB will initiate these
functions through a unit
within  LGD, which will
gradually evolve to take on
more complex functions with
a more independent and
legally robust set up.

Results Indicator #3. City
Corporations and Category A
Pourashavas publishing Annual
Reports on Green and Climate
Expenditures that reflect more
than 10 percent spending of block
grant resources in GCR projects
(number)

Results Indicator #3. City Corporations and
Category A Pourashavas publishing Annual
Reports on Green and Climate Expenditures that
reflect more than 10 percent spending of block
grant resources in GCR projects (number)

Results Indicator #3.1. City Corporations (number)

Results Indicator #3.2. Category A Pourashavas
(number)

No substantial change. The
indicator was adjusted to
highlight the disaggregated
targets.

Results Indicator #4. Carbon emission reduction
credits registered, approved, authorized, and
transferred through the domestic system (Text).
Baseline: 0 tons of CO2 (2023)

Target: 1.1 million tons of CO2 (2026).

Added to measure the results
of new policy reforms in
policy track #3 — Expanding
access to carbon markets.

Results Indicator #6. Industry units,
project facilities and individuals
inspected by DoE’s Enforcement Wing
and mobile courts for environmental
compliance  per calendar year
(number)

Target: 7,500 (2025)

Results Indicator #7. Industry units, project facilities
and individuals inspected by DoE’s Enforcement
Wing and mobile courts for environmental
compliance per calendar year (number)

Target: 9,000 (2026)

After hiring additional
personnel, DoE achieved the
original target in 2023, when
it inspected 7,609 industry
units, project facilities and
individuals. Therefore, a
more ambitious target was
agreed to reflect the impact
of the policy reforms.
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Results Indicator #7. Rural and
urban households using solid fuels as
primary cooking fuels (percent)

Results Indicator #8. Households using solid fuels
as primary cooking fuels (percentage)

Results Indicator #8.1 Rural households using
solid fuels as primary cooking fuels (percentage)

Results Indicator #8.2 Urban households using
solid fuels as primary cooking fuels (percentage)

No substantial change. The
indicator was adjusted to
highlight the disaggregated
targets.

Results Indicator #8. Cumulative
energy savings from the new
provisions of EECR, BEEER and MEPS
(GWh)

Results Indicator #11. Cumulative energy savings
from the new provisions of EECR, BEEER and EELAR
(Gigawatt-hour (GWh))

There is no substantial
change in the results
indicator. Its wording was
refined to specify the EELAR
as the policy instrument,
rather than MEPS.

Results Indicator #12. Total capacity of renewable
energy projects that have reached financial close
under the auspices of the amended RE policy
(Megawatt).

Added to measure the
results of new policy reforms
in policy track #8 - Reducing
fiscal costs of energy sector.

Results Indicator #12. New
municipalities with water tariff models
(number)

Results Indicator #13. New municipalities with at
least 80 percent cost recovery on operations and
maintenance (number)

The indicator was revised to
better measure the policy
outcomes.
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Subject: Letter of Development Policy for the Second Green and Climaie Resilient Development
Credit.

Dicar BAr. Ajay Banga.

Bangladesh confinues 1o make remarkable progress guided by comprehensive planning and the Sesiainable
Drevelapment Cioals (SDs)., Cur government has set out a pathway for accelerated growth and shared prosperily.
miming to elimimite extreme poverty and reach a higher growth trajeetory within a reasonable period of time. To
Tulfil thye target, we have committed 1o underiake necessary seform measures that will bolster our effiorts to improve
the living standards of our people, Our eoonomy recovered mpidly from the COVID-19 pandemic, supperied by an
elfeeiive vaceination campaign ond o substantial Nscal and monetary response program, Throughout the pandemic,
wee pratected Uhe vulnerable segment of the populasion by expanding safety nets, provided buffers 1o workers
impacied by job hosses, and greserved productive capacity in the manufacturing seclor through various finaneing
progeams, Consequently, the coonomy demonstrated notable resilience and strong growth in the post-pandemic era,
with real GOP expanding by 6.94 pereent in FY21 and 710 percent in FY 22

However, since 2032, rising global commedity prices, spillover effects of tight monetary policies in the USA and
ather advanced economics, geopolitical conflicts have pesed eonsiderable challenges 1o sur economy, Growth
maderated to 5.78 percent in FY23 and 3.82 {Provisional} pereent in FY24 influenced by persistent high inflation,
il substantial depreciation of the Bangladesh Taka (BDT). The persistent inflationary pressure has dampencd
domestic consumplien growih which is reflected in the lower-than-expected GDP growth during the last two fiscal
years, To lame inMalionary pressure, we have laken several contractionary measures wader The monetary and the
fiseal pedicies. For example, expor incentives lave been reduced, a market-based awlomatic pricing mechanisim
has been adopted 1o reimove subsidies peovided on [uel corsumption, and pelicy rate has been increpsed to 10
percent recently from 6 percent in June 2023, Additionally, o improve fiseal balance, the government is reducing
the development expenditures in the corrent fiscal year. Austerity measures in operating expenditures is also being
condugted by stopping new assets necumultion (fand sequisition, vehicle purchase ste.), barring foreign visil by
e govemment officials and reducing government vehicke usage 1o optimize fiel cost. On the ether hand, o
mohilize revenue the povemment is ondermaking various reforms 10 fmprove tax administration and sevenue
generation.

While Bangladesh is puiting up efforis 1o improve consistently despite various odds, maintaining a steady course
towards the development goals is becoming increasingly complicated as the adverse impacts of elimale change is
petiing severe overy year As one of the countries faging the highest risks of climate change, Bangladesh is facing a
daunting task in mitigating the risks of climate change as well s arranging financing required for the tasks, We
note with desp pratitade that the World Bank is continueusly supporing ewr endeavors. The Green and Climate
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Resilient Development (GCRDY Credit, under which green and climate related reform measures are being targeted
and implemented. has been particularly notewarihy in this regard, Under this policy credit, public planning is being
closely aligned wilh ¢limate velwied concerns as well as paths for green and resource efficient pradugtion and
agrvices are being paved.

With successfil implementation of the first par of the GCORD in 2023, we are now aiming o deepen reform
measures, For the second part of the GURD we are willing 1o iniroduce refonms in several critical areas including
pollution contral, strengthening regultory framework needed for Tighling the fmpacts of elimae change and
sustainable use of energy. ParGeularly, we intend 1o include some important reform measures in the power and
energy secior which require attention for broader maeroeconomic stabiliny, To strengihen energy security and 1o
reduce fseal burden, the Tollowing goals have been setup: i) improving sector govemance through transparency,
accountability, regulatory sutonomy and efficiency of sector institutions; i) developing conducive policy and
regulatory Tramewatk 1o best leverage the potential of low carbon energy transition keeping consideration af the
conmtry contaxt; i) impreving finaneial viabiliy and secior sustainability; iv) aftracting private seclor investments
and enhaneing operational and cost elficiencies by introducing competition; v) promaoting the use of distributed
cinergy resources 1o oplimize sector planning/development; vil formulating standardized procurement program
with documented procurement guidelines and power purchase agreements; vii) increasing focus on R&ED
investment, commissioning of technical studics and pilot projests for emerging technologies such as smart grid,
energy storage, demand response: viil) enhaneing independence, aceountability and transparency of the regulatar;
ix) developing institutional capability of the regulator in existing as well as emerging areas; X) augmenting cross
border electicity wade (CBET) through development of policy, regulatory and technical framework and
guidelines. While pursuing these goals, structural palicy reforms to promale green growdh will be af the core of our
coonomic model

In this context, we have embarked on a thee-part program of reforms under the GCRD series in partnership with
the World Bank. This program will support our governiment to priortize, finance, and deliver green and elimate-
resilient prowih interventions as well as promete ¢limate-sman production and energy uses, As outlined below, our
povenment has undertaken structural reforme to build climate resilionce across the econcny and promeote better
management of the envirenment and natural resources w support productivity and growth.

1. Enbancing public planning, financing, and delivery of green and climate-resilient interventions
1.1.1 Foundations of GCRD planning, monitoring, and {inancing

Our govermment aims for o robust sustsinable development agenda that focuses on sustainable development by
integrating economic progress, environment, ¢limate change, and disaster management concems into planning and
budgeting. As such, the Government has been active in establishing various policies and institutional initiatives 1o
integrate disaster and climate change inlo pational planning. The Finance Division introduced a climate dimengion
in its Medium-Term Budget Framework (MTBF) and issued strategic guidance through Budger Call Circular
(ICCY 1 the line ministries o meke their badget climate inclusive,
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The Ministry of Planning has developed new Public Invesiment Management {PIM) tools which include [rmats
for appraising the Development Project Proposal {DPF) for public investment, such as Ministry Appraisal Format
iMAFY Sector Appraisal Format (SAF), Sector Stralegy Papers (351P) on goals, perlonnance, opportunities, and
challenges under Five-year plans; and o Muli-Year Public nvestment Program (MYPIP) Lo improve the
effectivencss of the budpet alloeation among sectors. Our povermment is commitied to further accelerating PIM
reform, by improving project formulation, appraisal, and approval processes; incorporating GCR goals into those
processes; and strengihening strategic linkages between ADP, MTBF, and MYPIP to increase the efficiency of
pulblic investments. Project selection will reguire & full accounting of envirowmental costs for all investment
Pﬁutﬁlﬁ.

Under the firsi GCREY Credit, the Government has fssued a supplementary guideline to add GUR goals Lo the
Giuidelines for the Preparation, Processing, Approval, and Revision of Projects in the Public Secton, June 2022
[Green Book). The Planning Commission has started applying GCR eriteria in 2023-2024 ADP preparation process
focusing on the effective selection of new prospective imaestmenttechnical assistence projects.

Under the second GCRD credit, the govemment developed MYPIPs aligned with the MTBF, including GERD
indigators for three secions (Power & Energy, Healih, and Local Government & Rural Development) covering
eleven minisiries. In March 2024, the Ministry of Planning issved an Annual Development Program (ADF)
Cirevlar to provide guidance on the prictization of GCRD investiments and inclusion of GCRD indicators in the
planning processes. Furthermaore, the Ministry of Planning issued specific guidelines on the approach and
processes [or preparing and using MY PIPs at the sector and line ministry. MYPIPs seek 1o help sectors and line
ministries prepare realistic expenditure plans based on fiscal space and ensure strategic alignment with national
developiment and GURID objectives. The Govemment will expand the development of MYPIPs and GCRD
indicators bo the remaining sectors and line ministries.

Building on the MYPIPs, Power Division, Enermy wnd Mineral Resources Division, Local Government
Division, Rural Development and Co-operatives Division, Health Services Division, and Ministry of Science
and Technolopy revised their budget frameweork (MBF) for 2024-2023 10 incorporate the GCRD indicators,

Additionally, the Climate Fiscal Framework (CFF) scope will be expanded to cover other long-needed GCR
interventions, sueh as enhanced air pollution control, incentives for rencwable energy and energy efficiency,
noturc-hased climate resilience, water supply and sanitation, increased efficiency, and better jobs by using green
technalogy, among other. Specifically, the CFF will report progress on GCRDY investment spending and results
indicaiors across sectors and line minisiries, To this end, he Government will develop specific menitoring and
reporting mechanisms in iBAS+H to keep track of spending and performance indicators for GCRD invesiments and
setivities. For instinnionalization and implementation of these eritical reforms, the Government aims 1o issue
specific guidelines in the upcoming Budget Call Cirzular | to ensure the development ol (i) MYPIPs in sectors
and Tine ministries, (i) GCRD indicators, (i) menitoring and reporting of GCRD spending and resulis. Finally, as
part of GORD DRCT triggers. the Govermment is planning to develop GOR guidelines and performance monitoring
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framework for State-Owned-Enterprises (SOEs). Development Partners arg expected o provide adequate technical
nssislange to suppon the Government in fhese critical reforms,

1.1.2 Bungladesh Delta Plan {BDE2 1)

The BOP2100 is a long-term plan with the poal of achieving o safe, climate-resilient, and prosperous Delta,
covering wajor policies, investment programs, and institutional reforms to address long-term climate change
villnerability at its source. BDP2100 focuses on many areas where private financing can be strengthened and
accelerated. To efficiently implement the BDP2I0G,  high level of instinutional cooedination ard financing. as well
us enabling laws, policies, and regulations are required. Other necessary actions include investment prioritization;
stable Dudget allocations; adequate monitoring, evaluation, and sccountabilily, and cross-sectoral coordination
aeross relevant secior departments. The establishment of a Delta Wing will help better coordination for investments
and support the Project/Program Selection Committee (PPSC). As such, our government had established a Della
Wing in GED as well as the multi-scctor PPSC 1o validate the selection and prioritization of BDP projects in line
with mulii-sectoral and climate resilience perspectives from the maost relevant BDP-related secior ministries. The
PPSC is chaired by GED Member and comprised of representatives of ministries of Finance, Planning, Water,
Environment, Agriculture, Land, Livestock and Fisherics, and Shipping, As budget allocations increase under
BOP2100, we are commitied 1o strengthening PIM, including project identification, cost-benefit analysis, portfolio

management, operalions, and asset monitoring.

In this conlext, our govemment has (i) assigned permanent staff to the Delta Wing at GED 1o coordinate BIP
implementation with different sectors and (i) adopted appraisal criteria and specific procedures on adaptive delia
management (ADM) Tor processing BDF-related projecis, to increase climele resilience under the BOF2 100
Under DPCI, our Government is planning 1o enact the Delta Ordinance to ensure continuity and stability 1o
achieve BOP2 100 lang-term vision and gnals, including consalidation of the Delta Wing as permanent unit of the
GEL.

I parallel, the Govenment will approve, through the Planning Comm ission and with endersement from the PPSC,
a re-prioritized BOP2100 investment program for the next 5 years, will reflect it in ADF for F¥2024-25, and
expedite DPP approval al BDP projects based on the new ADM criteria added to the Green Beok

1.2 GOCRD planning, monitoring, and financing at the Jocal government level

Lescal gewernments play an imporant e in supporting eur transiiion io a green, resilient, and nclusive pathway
by incorporating GCRD solwions into essential services and national interventions, Mevertheless, our government
recognizes the need for improved governance in the local government administration and allocated the highest
priority to the development of Local Government Institutions (LGIs) under the ADP allocation, Thus, for the 8FYP
our government's nain objective is 1o ensure good gevernance at local levels by ensuring local-level participation
in planning and monitoring of the functions of the LGls; promating performance-based incentive system for the
LCils; providing a sustainable physical and social infrastricture; ensuring appropriate services ul grassroot level in
line with the “leave no ene behind” principle; reforming national transfers to the LGIs by miaking them eriteria-
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based, transparent and predictable; strengthening LG resource mobilization: and investing i institutional and
fiscal empowerment as well as lechnical capacity building of the 1.Gils.

In this context, under the first GORD Credit, the Government has incorporated GCR. targets in the bleck grant
system 1o urban LGls 1o prioritize GURD expenditures and to incenlivize efficient spending in GCRD. Under
DPC2, our government adopled new guidelines for urban LGls 1o apply GCR criteria to local planning, financing
and monitoring of infrastruetore projects. Under DPC3, Government will introduce performance criteria for the
block grant system 1o incentivize GCR priority expenditures at these urban L.Gls, building on technical support and
experience from the ongoing World Bank financed Local Government COVID-19 Response & Recovery Praject.

1.3 Expanding access to carbon markets

As prior setion of DPC2, the MoEFCC has esiablished the Designated Mational Authority for Article 6 of the Pariz
Agreement through the MoEFCC Matification dated June 27, 2024, 1o ensure access to the intemational carbon
markets. In DPC3, the MoEFCC aims to establish domestic core policy and regulatory systems 10 register,
approve, authorize and teansfer high integrity carbon emission reductions which are essential for accessing
international carbon markets. On the other hand, to promote investments in renewuble encryy (RE) projects
through the monetization of green and carbon eredits, (i) the MoEFCC plans 1o repulate the ewnership of
emissions reductions across RE project participants and the institutional processes 10 tap the voluntary and
compliance markets, and (if) the MoPEMR adopts standard Power Purchase Apreements for RE projects.

1.4 Promofing sustainable public procorement

[ fective Susiainable Public Procurement (8PP} is critical fo providing adequate services to the public as well as
creating Tair opportunities for disadvantaged groups and a relinble pathway for sustainable and climate-sman
products, Price support through public procurement is alse key in the poverly reduction strategy highlighted in the
BFYP. To strengthen public procurement, our government initially focused on e-procurcment 1o reduee cormuplion
and increase compelitiveness in government contracts, encouraging moere participation and transparency. In this
phase, our government is focusing on the legal framework for SPP 1o promote socially and enviroamentally
sustainahle production and consumption. Without a specific mandate in the public procusement legal framework.
such as preferential rated criteria for environmentally friendly products or solutions (¢.g.. green products) and to
women-owned enterprises, Procuring Entities are not able to priaritize them among other equally important
mandates in the government bidding process, i.e.. cost-reduction and efficiency (econemic aspect of sustainable
development). To address these gape, the Govemment has adopied an SPP Policy to integrate social wnd
environmentally sustainable principles in Bangladesh’s public procurement procedures.

In DPC2, vur povemment also adopred SPP guidelines and began applying environmental and social sustainability
principles in bidding documents of targeted sectors, Under DPCI, informed by the piloting experience of SPF
guidelines, we aim to amend the Public Procurement Rules (PPR} to specity the mandates, definitions, preferential
jates eriteria, and other provisions of the SPP, This will allow procuring entilies 1o prioritize, among other equally
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important aspeets, environmentally friendly products, and women-owned enterprises, The GoB is working with the
World Bank in (he design of ssetor specific strafegy to implement 5P

1.5 Environmental clearance and environmental quality management

Messures associated with envitonmental conservation may seem econamically burdensome in the shert-1erm, but
Fast-paced long-term growth in the absence of environmental conservation will lead 1o loss of capital stock from
ceosyslem degradation. As such, our govermment understands that wrowih can only be sustainable when he returm
an investment it resilient and environmentally susteinable development is adequate. However, we recognize the
currenl  povemance and  instiutional - armngements thal puide environmental management, such as the
environmental clearance (EC) process and enforcement; the polluter pays principle; and improved collaboration,
To address the gaps in envirommental governance, the government plans fo put together & balanced mix of
incentives and regulatory palicies including the application of the polluter pays principle and a bemer-coondinated
implementation of environmental policies and programs.

Under key reforms of DPCT, the Government has re formed the EC process to ensure Limely, adequute asscssmend
and mitization of environmental and social impacts. In DPC2, through the Ministry of Environment, Forest and
Climate Change (MoEFCC), our government has revised the environmental enforcement guidelines, with clear
provisions for the polluter pays principle; the use of remaie, digital information tools, especially for disclosing
relevant enforcement data; better planning and recognition of offices and staff who achieve the targets of
enforesment activities; and fostering cooperation among public agencies, and citizen-driven geeountability. In
DPCI, government aims to amend the Enviconmental Protection Surcharge Rules (2017} to ensure that suth
nstruments are effectively implemented, with clear criteria for imposing the charge and procedures for collecting
it The revised rules will aim 1o deter pollution and other non-compliance of environmental regulations. [n this
regard, it may be noded that technical assistance from the World Bank 1o revise the current rules will be scupht
when needed, Additionally, the DoE will receive support to implement the enforcement guiglelines through the
WE-financed Bangladesh Fnvironmental Sustainability and Transformation (BEST) Praject.

3. Promoting key sector reforms for climate-smart production and services
1.1 Alr quality management

Several Factors contribute to outdoor air pollution in Bangladesh, such as the use of fossil fuel for energy:
emissions from indusirial plants, especially brick kilns; emissions from transport velicles without adequate
emission control mechanisms, and gascous releases from the improper treatment and disposal of salid and lguid
wastes, To address air pollution effectively, under the SFYP our government aims to develop more policies 1o
contral emissions from  pelluting industries by developing a “polluter pays principle with appropriate
compensaiion”, including measunes W improve air quality standards and monitering mechanisms,

In line with the effons of the 8FYP, our government has adopted the Air Pollution Control Bules (APCR) for
DPCL. As envisaged i the APCR, for this DPC2, the Government hus adopted the Mational Air Quality
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Management Plan through MoEFCC and with endorsement from the National Commitice for Air Pollution Control
(MCAPC) The Plan sets priority of cost-effective, multi-sector imerventions to rench the WHO interim targsis.
Moaving forward, under DPC3, our government aims o focus on establishing the Continuous Emissions
Monitoring Program (CEMP), with regulations that set forth the objectives, mandates and responsi bilivies,
pracedures and timeline for ensuring real-time monitoring of air pollutant emissions in point sources (stacks) of
Wighly polluting facilitics, as well as disclosure of information and prompt enforcement of emissions limits by the
appropriate authorities. Additionally, o reduce emissions [rom an important source of air pollution, the
govemment will adopt a serappage and retrofitting pelicy for heavy duty wehicles.

The Measurcment, Reporting, and Verification {MRV) framewerk for shori-lived elimate pollutants, which was
originally planned for DPC3, will be developed and implemented a5 pan of the proposed Bangladesh Clean Air
Project (with support from World Bank). Additionally, with suppart frem that potential project, our governimen
will construct standards, methodologies, and procedures for (a) declaration and management of degraded air sheds;
ibh public disclosure and management of highly air-palluting setivities; and {c} air pollution prevention plans s se1
forth in the APCR.

2.2 Promoting energy cfficiency

Bangladesh is committed w promete Energy Efficiency and Conservation (EE&C) and adopted Energy Efficiency
and Conservation Master Plan (EECMP} up to 2030 in 2016, EECMP determined the ezseniial steps nesded 1o
meet the country’s energy efficiency targets with an overarching goal to reduce primary energy per GDP (ie.
national energy intensityy by 20% by 2030 {compared o the baseling abserved in FY 14).

Five pivotal actions essential for aehieving the mpets are owlined in the EECMP as {i1 Energy Management
Program, (i) EE&C Labelling Program, (i) EE&C Building Program. {iv) EE&C Finance Program, and {v)
Awareness-Raising Program. SREDA, serving as the responsible authority, spearheads the execution of these five
actions 1o vealize the national objectives delineated in the EECMP. Amang the identified programs, SREDA is
actively implementing the EE&C Promotion Financing Project (EECPFP), alongside conducting awareness-raising
initiatives and encrgy menagement programs for industries,

Diespite this progress and efforts made in erafiing regulations for energy labelling and building ”"iﬁ; programs, the
RBFYF acknowledged the need for new pelicy reforms o sccelerale the EECMP implementation, Under the DPCI,
pur povernment has amended the EECR 1o (i) vequire all industries to submil annual energy consumption reporls;
(i) enforce periodic energy audits: and (iii) increase capacity development. In DPC2, we have adopted
specifications for minimum energy performance standards (MEPS] fhat prevents the commercialization of
ineflicient upplionces a5 well as a Building Energy Efficiency and Environmental Rating to benchmark the energy
and enviranmental performanee of buildings. For DFC3, we aim o establish energy efficiency stundurds and a
labeling system 1o help consumers choose energy-cificient products.

W
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1.3 Fiscal sustoinnbility of the cnergy sector

Muximum power generation each year has been lower than the installed capucity. This gap has increased aver the
years, with implicetions on the long-term susiainability of the power sector, particularly For moving towards a
least-cost genertion scenaric and increasing renewable energy (RE) consumption. [n this context, we need ©
veplace high cost and less eflicient power plants with more efficient plants with increasing RE generation. The
SEYP will focus on achieving an efficient fuel mix as well as reducing the average cost of power generation, by
running more efficient larger plants while closing out the less efficient plants and small-sized independent power
preducers.

In parallel, Bangladesh still provides subsidies on fossil fue] uses, which discourages decarbonization and aftects
fiscal susiainability. The financial implications from the gap in supply tariffs and production costs continue Lo
create pressure on the national budget. Proper pricing of fossil el energy products is also essential to promote the
productian und use of clean firel options and to meet the environmental goals of Bangladesh, such as the MOCs.

In the DPCI, the Govemment issugd a circular prohibiting minimum capacity charge in contract renewal of
existing remal power plants or any future contract. This palicy has been adopted through APDBE Circular dated
Janueary 8. 2023, Going forward under DPC2, our government has adopted a formula-based dhd market-linked
perindic automatie price adjusiment sysiem for diesel, heavy fuel mil, and octane. To improve the financial
sustainability of the energy sector, the Government has reinstated the mandate of the Bangladesh Enerzy
Resulatory Commission (BERC) in end-user electricity triff seiting, through the Ordinance published in Official
Gazelle on August 27, 2024 For DPCY, BERC aims to establish erileria and procedures far setting eost-reflective
tarifis aeross all scpments of the elestricity supply vlue chain, including a methodology for periodic end-wser
Ll review. Additionally, 10 increase the share of renewables in the encrgy mix we aim o (i} prowmcte private
sector investments in renewables, and (i) allow direct supply of electricity from renewable energy power
enerafors 1o large power consumers.,

2.4 Water supply and sanitation {WSS) services

The WEE servics dalivery is inadequate compared to the demands of the households in municipalities. especially
in small towns and hard-to-reach climate hotspots {chars, haors, hilly areas, coastal regions, etc.). Operational and
finaneial efficiency and of water supply and sanitation providers in local gevernments are low with Jow farift rates
and non-revenue water (NRWY ranging from 20 10 45 percent among ulilities in major cities {Dhaka, Chattegram,
K hulia and Rajshabi}. As o result, most wiilities strupgle to recover the aperations and maintenance costs and cover
the required expenditure needs For the maintenance and upgrading of existing capital lock which leads o their
anderperfonance. The functicning of water service providers {Water Supply and Sewerage Authorities - WASAs,
City Corperations, and municipalities) needs neforms for inereasing efficiency, which is key to improving service
quality, performance standards and encouraging private seclor investment in the sector, In this context, the 8FYP
enwisages (he establishment of WASAs in all seven divisional cilies and the Water and Sanitation Regulatory
Authority 1o regulate WSS services and review tanit frameworks,
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Our government is commitled to improving the efficiency and resilience of water supply and sanitation (WSS)
services. In DPCI, our government has issued WSS Guidelines to regulate the planning and provision of WSS
servives by urban LGIs. Maving forward 1o DPC3, we also hope to implement a WSS Regulatory Framework
mandated to enforce 1arifl regulations, facilitate dispute resolution, and moniter the performance and service
standards of WSS service providers, We expect 1o establish this regulntory framework by: (i) establishing a
Repulatory Suppon Committes (RSC) headed by the Secretary, Local Government Division {LGD) and Regulatory
Council (RCY headed by the Honorable Mimister, Ministry of LGRD&C: and (6) amending Palicy Support
Branch's (PSB) legal mandate expanding this 1o be “Palicy and Regulutory Support Branch' (PRSE) and crealing #
dedigated ragulatery cell in PSE with full-time teelical staft and systems to carry oul the mandate equipping the
PSB 1o serve the regulutory support funclion within the overall regulatory framework. Overall, the policy reform
actions will improve the WSS planning, allocation of roles and responsibilities within the sector agencies, and
prodiote beiter standards of water and sewerage service provision for the people,

3, Conelusions

In cloging. allow me to reiterate our sincere appreciation (o the World Bank for its ongoing support to Bang/ladesh
as we comtinue o work in partsership, We requesi World Bank support for our reform agenda, which will
strengthen our efforts to sustain growth and enhance resilience 1o future shocks, including climate change, under
the Second Green and Climate Resiliem Development Credit,

Sincerely Yours,

¢ #Ll\f e s
(D, Salehuddin Ahmed)
Adviser
Ministry of Finance
and Ministry of Science and
Technology

Mr. Ajav Banga,
Iresidemnt

The World Bank Group
TH18 H Street NW
Washington [T, 20435
United States of Americn.
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Fund Relations Note

Bangladesh—Assessment Letter for the World Bank
November 7, 2024

This lefter provides the IMF staff's assessment of Bangladesh's recent economic developments, outlook,
and economic policies based on available information as of November 7, 2024, The assessment was
requested by the World Bank (WEB) in connection with a development policy loan as part of WB's Building
Economic and Institutional Resilience Program.

Recent Developments, Outlook, and Risks

1.

The Bangladesh economy continues to face multiple and persistent challenges.’

Real GDP growth slowed to 5.3 percent during the first three quarters of FY24, down from 5.7
percent in the same period last year. This deceleration is atiributed to weakened private demand
resulting from policy tightening and the slowdown in imports of intermediate and investment
goods, partly due to limited availability of FX. Meanwhile, headline inflation persisted at a high rate
of 9.9 percent year-on-year {y-o-y) as of September 2024 and was driven by supply-chain
disruptions amidst the popular uprising and major floods impacting agricultural production in July
and August.

The FyY24 overall fiscal deficit was lower than programmed at 3.8 percent of GDP, relative to 4.6
percent of GOP in FY23, on account of significant under-execution of spending despite
underperformance of tax revenues. In line with the commitments made under the ongoing IMF-
supported program, the authorities kept the level of domestic arrears in FY24 the same as in Fy23,
representing an initial step towards reducing domestic arrears.

The current account (CA) deficit narrowed from 2.6 percent of GDP in F¥23 to 1.4 percent of GDP
in FY24, due to the authorities’ efforts to contain imports. In contrast, the financial account's (FA's)
surplus declined from 1.5 percent of GDP in FY23 1o 1 percent of GDP in FY24, primarily due to a
significant reversal of trade credit from 0.6 percent of GDP inflows in FY23 to 0.4 percent outflows
in FY24, As a result, gross international reserves (GIR) declined to US$21.7 billion at end-June 2024
(about 3% months of import cover) from U$24.7 billion at end-June 2023 (about 4 months of
import cover). Following the exchange rate realignment in early May, Bangladesh Bank (BB) has
significantly reduced FX sale interventions and FX liquidity in the interbank market has increased.
However, disruptions in July and August, along with ongoing repayment of external payment
arrears — primarily from State-owned enterprises — led to a decling in GIR to US$19.8 billion at
end-September 2024,

Financial sector vulnerakilities have risen considerably as several Islamic banks and faced acute
liguidity problems last summer. Since the interim government took office, BB has disclosed that
these banks had significantly underreportad non-performing assets,

1 Fiscal year in Bangladesh starts in July and ends in June,
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2. Monetheless, performance under the ongoing IMF-supported program was overall
satisfactory through June 2024. All performance criteria (PC) and two out of four indicative targets
{IT) for end-June 2024 were met. The IT on tax revenuss was missed partly due to weaker-than-
expectad economic activity, and the IT on capital spending was missed, primarily due to a shortfall in
domestic financing. All structural benchmarks (SBs) under the Extended Credit Facility (ECF) and the
Extended Fund Facility (EFF), along with two reform measures under the Resilience Sustainability
Facility (RSF), due end-June 2024, were completed with one exception: the 5B on tax compliance
improvement plan was missed but achieved with delay in September 2024,

3. Since the public uprising in July and the government transition in August, the
macroeconomic outlook has significantly deteriorated.

s  Growth and inflation. Real GDP growth is expected to slow to 4%: percent in FY25, due to output
losses caused by disruptions during the popular uprising, major floods, and the impact of a tighter
policy mix to address inflation pressures. Annual average CPl inflation is projected to persist at
around 10z percent (y-o-y) in FY25 mainly due to supply side disruptions in the first quarter of
the year. Inflation is expected to start noticeably decelerating in the second half of Fy25, ultimately
reaching the target range of 5-6 percent in FY26.

= Fiscal Achieving the FY25 revenue targets appears challenging amid the negative impact of the
turbulence in July and August and lower FY24 outturn, while spending pressures have increased to
restore critical infrastructure damaged by public unrest and floods. In addition, the
implementation of planned fiscal reform measures, including increases in electricity prices to
reduce subsidies, will be challenging in the near term. Barring new fiscal measures, the FY25
primary fiscal deficit is thus projected to reach 2.4 percent of GDP, exceeding the authorities’
commitment of 2.2 percent of GDP during the 2™ review. Bangladesh was assessed at a low risk of
external and overall debt distress in the context of the joint World Bank—Fund Debt Sustainability
Analysis conducted in June 2024.°

= BOP. The CA deficit is projected at around 1.5 percent of GDP in FY25, which is only partially offset
by a FA surplus of 1 percent of GDP. As a result, GIR is expected to continue to fall in terms of
import cover in the near term but is projected to steadily rise to cover around 4 months of
prospective imports in the medium term, supported by greater exchange rate flexibility.

4, Uncertainties around the outlook remain high and risks are tilted to the downside. Main
external risks include geopolitical conflicts, gececonomic fragmentation and disruptions in the supply
of commodities. Domestically, the emerging weakneassas in the banking system and failure to address
them in a timely manner could dampen growth prospects. Further bouts of sodal unrest following the

? Under a standard stress test, the present value of the debt-to-export ratio breaches the threshold of the
external debt sustainability indicator, but only temporarily and marginally. On this basis, staff applies judgment to
assess it as a low risk of external debt distress.
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recent popular uprising and uncertainties around the continuing political transition further add to
economic uncertainty.

Policy Framework and Settings
Fiscal Policy

5. Fiscal policy should support monetary policy while creating fiscal space to sustainably
increase social spending and investment. In the near term, fiscal policy should support monetary
policy to help curb inflation and BOP pressures, while keeping priority social spending and capital
investment and avoiding crowding out private investment amid tighter financing conditions. To
achieve this objective, the authorities should aim to reduce the FY25 fiscal deficit relative to its
baseline by cutting non-priority spending and mobilizing additional revenue. Given Bangladesh's very
low tax-to-GDP ratio, revenue mobilization remains a priorty. Major tax policy reform and revenue
administration measures are needed to create a fairer, simpler, and more transparent tax system and
sustainably raise revenues. The authorities’ medium- and long-term revenue strategy is currently
under preparation and is expected to anchor these reforms, including rationalization of tax
exemptions, better compliance risk management, and automation of tax collection. On the
expenditure side, a clear and publicly communicated plan is needed to bring down subsidy spending
and pay off accumulated arrears in the electricity and fertilizer sectors. Gradual increases in electricity
prices to better reflect provision costs should constitute a core part of this plan.

Monetary and Exchange Rate Policy

6. Monetary policy should remain tight to tame inflation and restore external stability.
Elevated inflation and remaining external imbalances and FX market pressures call for further
monetary tightening and a higher degree of exchange rate flexibility. Although the recent shocks to
inflation were primarily on the supply side, maintaining a tighter monetary stance is appropriate to
address the risks associated with second-round effects, and to alleviate pressures in the FX market and
diminish the likelihood of deprecation-inflation spirals. It will remain critical that the retail interest
rates are set by banks freely, based on risk-return considerations, to enhance the effectiveness of
monetary policy transmission as was envisaged by an earlier reform to abolish the SMART (six-month
moving average rate of T-bills) benchmark rate. At the same time, greater exchange rate flexibility and
safeguarding FX reserve buffers would help cushion the economy against external shocks. To this end,
full implementation of the new exchange rate regime remains critical in the near term. The degrees of
flexibility built into the new regime will allow for market-based adjustment of the exchange rate to
address external imbalances, while reducing the risk of a disorderly FX market. Continued progress to
modernize the monetary policy framework remains critical to transitioning to a forward-locking
monetary policy.

Financial Sector Policy

7. Reducing banking sector vulnerabilities remains a priority. Structural weaknesses in
supervision, regulation, and governance, coupled with high NPLs, could be a drag on medium-term
growth prospects. Immediate priorities should focus on accurately estimating NPLs and formulating
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effective resolution plans for such loans. Key steps to address these challenges include conducting an
asset quality review and establishing a banking recovery and resclution framework aligned with
international best practices, At the same time, BB should continue the transition to risk-based
supervision to enhance financial sector resilience, while continuing legal reform efforts to improve
corporate governance and regulatory frameworks. Going forward, the development of the domestic
capital market will help mobilize long-term financing to support growth objectives. Absent reforms to
stem the flow of MNPLs, establishing a public asset management corporation (AMC) poses significant
fiscal risks.

Climate Change Policy

3. Building resilience to climate change and natural disasters will help mitigate
macroeconomic and fiscal risks. Bangladesh is among the most vulnerable countries to climate
change and natural disasters. Since mid-2010s, Bangladash has made progress toward its national
climate mitigation and adaptation objectives and has put in place a range of policy tools. Building on
these efforts, additional reforms to strengthen climate-sensitive fiscal management and enhance
climate-spending efficiency would help the country meet climate objectives, better prepare for
disaster shocks by strengthening the social safety net, support crop diversification for farmers, and
mobilize climate finance, particularly from private sources. At the same time, policies should prioritize
the integration of climate considerations into public investment management. This includes
strengthening zoning laws and building codes to ensure that infrastructure investment is both green
and resilient. Better management of climate-related financial risks will enhance financial sector
resilience, while green financing initiatives are key to scaling up climate finance as well.

Macro-Structural Policy

9. Enhancing the investment climate and strengthened governance are key requirements to
achieving the authorities’ goal of reaching upper middle-income country status. Creating an
enabling environment will help attract foreign direct investment and diversify exports beyond the
ready-made garment sector, Enhancing fiscal and financial governance as well as improving
transparency remain pivotal for attracting investment. Governance and anti-corruption efforts could
be enhanced by further improving the AML/CFT framework. At the same time, improving the quality
and accessibility of data is essential for more effective policy making.

IMF Relations

10. The second review of the IMF-supported program, approved by the IMF Executive Board
in January 2023, was completed in June 2024. The Fund-supported program under the ECF/EFF and
the concurrent RSF, aims at preserving macroeconomic stability and preventing disruptive adjustments
to protect the vulnerable, while accelerating the authorities’ economic reforms and delivering on the
climate agenda. Following the transition of the intenm government in August 2024, a fact-finding staff
visit to Dhaka was conducted in September 2024 fo assess recent developments and update the
macro framework. IMF staff are working with the authorities fo set a time for the mission for the third
review.
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11. Bangladesh is one of the largest recipients of IMF capacity development (CD) amongst
lower-middle-income countries in Asia. &4 comprehensive CD program to Bangladesh aims to assist
the authorties’ efforts to address capacity gaps and to ensure timely delivery of reforms under the
IMF-supported program. The current CD focuses on revenue mobilization, forward-looking monetary
policy formulation, public financial management (PFM) and public investrment management (PIM),
banking supervision, and macro statistics,
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Bangladesh: Selected Economic Indicators'/

Powerty rate (2019, percent; national poverty fine): 205

Infant mortality rate (2022, per thousand e births): 22.9

Literacy rate {adult, 2022, percent): 74.7

Labor force participation rate (2022, percent, national measure): 61.0

Population dependency ratio (2022, percent]: 47.1

Main exports: Readymade garments; bextiles; jule and jule products; and leather and leather produces
Key export markets (2022, percent of exports): Europe (59) and U (19

Fr22 Fr23 P24 Fr25 P26 P27 Pz
Est Praj
Output
Real GOP growth (2005-06 base; peroent) 71 5.8 5.4 45 7 73 BT
Prices
Consumer price inflation (2005-06 base; annual awerage) E1 g0 9.7 107 56 S50 5.5
Central government finances (percent of GOF)
Total revenue and grants B9 B2 B3 BR 95 SE o
Total expenditure 130 127 12.1 135 117 14.0 14.4
Fizcal balance (including grants) -4.1 -4.5 -38 -4 -42 -43 -45
Central governmenit total debt n3 a04 ans a08 410 214 als
Money and oedit (end of fiscal year; percent change)
Broad maoney (M2) BAE i4 6.3 174 150 167 164
Credit to private sector by the banking system 14.0 9.0 64 101 209 13.6 14.6
Reserve money -03 105 TR 188 198 144 133
Balance of payments
Current account baknce {percent of GOFY) -4.0 -6 -14 -1.5 -1 =210 -1.5
FOI (percent of GDF 0.4 04 0.4 i rl 1.1 13 13
Gross offical reserves (months of imports of goods and services) 50 4.1 32 2.5 2.5 25 3B
Exiernal debt (percent of GDP) 175 18.4 177 173 169 168 169

Sources: Data provided by Bangladesh authorities; WDE and IMF staff esimates and projections.
1/ Fiscal year begins July 1.
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