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CHIEF ADVISOR
GOVERNMENT OF THE PEOPLE’S
REPUBLIC OF BANGLADESH

Message

I am pleased to learn that the Economic Relations Division is now releasing the approved Smooth
Transition Strategy (STS) in printed form. As we approach graduation from the Least Developed
Countries (LDC) category, the STS stands as a crucial national document that will help facilitate a
smoother path forward.

LDC graduation brings new challenges, particularly the loss of LDC- specific international support
measures (ISMs), including trade preferences. These changes demand a strategic and proactive
response to ensure that our hard-earned progress is not only sustained but also accelerated.

The STS is a comprehensive roadmap to navigate this critical transition. It is designed to address
both the immediate challenges and the long-term opportunities that come with graduation. The STS
focuses on five strategic pillars: ensuring macroeconomic stability, securing trade preferences and
favourable transition measures, promoting export diversification and competitiveness, building
productive capacity, and fostering partnerships and international cooperation. These pillars are
underpinned by actionable measures that aim to transform our economy from a reliance on
low-wage, preference-driven exports to one driven by innovation, quality, productivity, and
sustainability.

As we embark on this challenging journey toward graduation, I urge all stakeholders particularly my
colleagues in ministries and relevant agencies, private sector leaders, development partners, and
civil society to work together with unwavering commitment and a shared sense of responsibility.

The success of this transition depends on our collective ability to implement the STS effectively,
adapt to new challenges, and seize emerging opportunities. Together, we can ensure that
Bangladesh's graduation becomes a shining example of sustainable development and economic
transformation.
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Professor Muhammad Yunus
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Dr. Salehuddin Ahmed
Adviser
Ministry of Finance
Government of the People’s
Republic of Bangladesh

Message

I am very pleased to learn that the Support to Sustainable Graduation Project (SSGP) of the
Economic Relations Division (ERD) is going to publish the “Bangladesh Graduation from the
Group of Least Developed Countries: Smooth Transition Strategy”, which will serve as a crucial
roadmap for ensuring a smooth and sustainable transition from the LDC category.

It is a matter of great pride that Bangladesh is on track to graduate from the Least Developed
Country (LDC) category. This remarkable achievement reflects the country's sustained economic
growth, social progress, and development resilience. Bangladesh's graduation will enhance its
image on the global stage and open new avenues for economic and trade opportunities, reinforcing
its status as a dynamic and emerging economy.

While LDC graduation brings immense opportunities, it also presents certain challenges. As an
LDC, Bangladesh has long benefited from various International Support Measures (ISMs),
including duty-free and quota-free (DFQF) market access, waivers under the TRIPS Agreement of
the WTO, and other preferential treatments in global trade and development cooperation. To ensure
that the graduation does not disrupt our growth trajectory, the Government of Bangladesh has been
taking proactive measures to enhance the overall competitiveness of trade and the economy.

In this context, the Smooth Transition Strategy (STS) has been formulated, following the guidelines
of the United Nations, to address the potential challenges and maximize the benefits of LDC
graduation. The formulation of the STS has been a comprehensive and inclusive process, involving
stakeholders from the public sector, private sector, trade bodies, and development partners. The STS
lays out a time-bound action plan with clearly identified responsibilities for various organizations
and entities. The strategic directions and actions outlined in the STS are highly relevant and timely,
making their diligent implementation essential to mitigating economic challenges, regardless of
graduation status.

It is expected that the successful and timely implementation of the STS action plan will not only
facilitate a smooth and sustainable transition from the LDC category but also play pivotal role in
achieving other national and international development goals.

Dr. Salehuddin Ahmed
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SK. Bashiruddin
Adviser
Ministry of Commerce
Government of the People’s
Republic of Bangladesh

Message

It is commendable that the Economic relation Division is going to release the Smooth Transition
Strategy (STS). I believe the release of the STS in printed form, which has been developed in
consultation with all stakeholders- government officials, private sector, civil society, and
development partners will benefit all by enabling them to learn about the steps to be taken to
continue our development journey.

The remarkable socio-economic progress we have achieved over the past decades has enabled our
country to upgrade from a low-income to a lower-middle-income country in 2015. In its 76th
Session in 2021, the United Nations General Assembly finally recommended Bangladesh for
graduation from Least Developed Country (LDC) status. These achievements stem from the
arduous work of our people, entrepreneurs in all sectors of our economy, and the support provided
by our development and trading partners. There is no doubt that the robust performance of our
export sector, especially of the readymade garment industry, is one of the pillars of our success,
made largely possible by the support we have been receiving from our trading partners,

We must be mindful of the fact that graduation from the LDC status is only a milestone in our
development journey and to continue this journey, we must prepare ourselves to make
transformative changes in our economy, for which the STS serves as a blueprint. It contains the
actions we must make for structural economic reforms through enhancing productivity, creating
quality jobs, investing in skills development, fostering innovation, improving product standards,
adopting sustainable business practices, and achieving inclusive growth. These endeavours also
require a shift from the thought process we have been practicing since our independence.

The Ministry of Commerce bears the greatest responsibility for guiding the country through its
transition from LDC status. I call upon all stakeholders to collaborate with commitment and a
refreshed sense of responsibility. Let us seize this opportunity to ensure a successful transition by
transforming the challenges of graduation into new opportunities. This requires shifting from a
reliance on low wages and cost-cutting strategies to building an economy that prioritizes quality,
ethical standards, and sustainability.

e

SK. Bashiruddin
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Secretary
Economic Relations Division
Ministry of Finance
Government of the People’s
Republic of Bangladesh

Message

The Smooth Transition Strategy (STS) represents a critical roadmap for ensuring Bangladesh's
successful and sustainable graduation from Least Developed Country (LDC) status. Over the past
five decades, Bangladesh has demonstrated remarkable socio-economic progress, including
sustained economic growth, significant poverty reduction, advancements in education and
healthcare, and improvements in overall human development. As we are preparing for this historic
milestone, the STS would provide a well-structured framework to address the challenges and
opportunities associated with LDC graduation.

The STS, developed in consultation with a wide range of stakeholders and guided by the
recommendations of the United Nations, outlines a comprehensive strategy for overcoming the
potential challenges stemming from the phasing out of LDC-specific International Support
Measures (ISMs). It emphasizes the importance of macroeconomic stability, trade preference
retention, productive capacity building, and fostering partnerships for sustainable development. The
proposed time-bound action plan includes priority actions to tackle inflation, secure trade
preferences, enhance competitiveness, and align with global standards, among others.

LDC graduation is not just a transition - it is an opportunity to transform our economic structure,
strengthen resilience, and establish Bangladesh as a competitive and robust economy. The
successful implementation of the STS will not only ensure a smooth transition but also contribute
significantly to achieving the Sustainable Development Goals (SDGs) and realizing our national
development aspirations.

The Economic Relations Division (ERD) will serve as a facilitator in implementing the STS, while
the active participation and accountability of all stakeholders will be pivotal to its success. I urge all
Ministries, government agencies, private sector, development and trade partners, and civil society
organizations to collaborate and work closely in this critical endeavor. With guidance from the
highest levels of government, we can ensure that Bangladesh's graduation from LDC status becomes
a transformative milestone in our journey toward sustainable and inclusive development.

Let us work together to turn the vision of a resilient, prosperous, and inclusive Bangladesh into

reality.

Md. Shahriar Kader Siddiky






Preface

Bangladesh is sct to graduate from the group of Least Developed Countries (LDCs) on 24 November 2026.
UN General Assembly resolution 59/209 stipulates that graduation from LDC status should not disrupt a
graduating country’s development progress. More specifically, the notion of a smooth transition implies
that the loss of LDC-specific international support measures (LDC-ISMs) should not adversely impact a
graduating country’s development trajectory. The General Assembly recommends that a national Smooth
Transition Strategy (STS) be prepared by a graduating LDC in collaboration with development and trading
partners, with targeted assistance from the UN system. Accordingly, Bangladesh has prepared a STS in
consultation with all stakeholders.

The scope of this STS is to analyse the potential adverse implications arising from LDC graduation based
on existing impact assessments and to suggest key measures to mitigate those possible negative
implications. The mitigating measures include, among others, the effective use of existing national or
sectoral strategies: emphasising fast-tracking of ongoing reforms that would better prepare the country to
mitigate adverse graduation impacts and take advantage of emerging opportunities; making full use of
existing ISMs, seeking extensions, deferments, and/or changes in the terms, conditions, and/or modalities
of existing ISMs through bilateral negotiations with trading and development partners; and developing
country capacities to utilise new and improved support measures that may be offered by the international
community.

It is notable that the STS has been developed through a whole-of-society approach. A series of formal and
informal consultations were held during its preparation process involving all the relevant stakeholders
including the government agencies, CSOs, think tanks as well as trade and development partners. ERD,
with support from its Support to Sustainable Graduation Project (SSGP), has also carried out and produced
a series of in-depth sectoral studies, research works and technical papers to assess the impact of LDC
graduation on RMG and other export-oriented sectors, investment, revenue, logistics, pharmaceuticals ete.
SSGP has also organized various sector specific seminars, workshops, focus group discussions and local
level consultation at national and local level. Feedback and recommendations coming from those research
works and stakeholder consultations have provided valuable inputs in this strategy document.

The government is now committed to ensure effective and timebound implementation of this strategy. The
STS action plan had outlined a range of specific actions as well as responsible ministries or agencies for
rolling out those actions. As a next step, the government would develop a monitoring and evaluation
framework for effective implementation of the STS. All the relevant ministries, agencies, private sector
bodies and CSOs will be brought onboard in this process. ERD would act as the coordinator and facilitator
of the whole process.

As Bangladesh stands at the threshold of a new era, the successful implementation of this strategy will
require strong political commitment, policy coherence, and coordinated efforts across all sectors. We hope
that this document will serve as a guiding framework for policymakers, development partners, and
stakeholders to ensure a smooth and sustainable transition from LDC status.

I extend my deepest gratitude to all those from government agencies, CSOs, think tanks as well as trading
and development partners who contributed to the formulation of this strategy. Let me also thank UN DESA
for teaming up with us in the entire process of the formulation of the STS. With collective resolve and
strategic vision, Bangladesh is well-positioned to turn this transition into an opportunity for deeper

cconomic transformation and long-term prosperity.
v raneszdls

A. H. M. Jahangir
Additional Secretary & Wing Chief
Development Effectiveness Wing
Economic Relations Division
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Bangladesh Graduation from the Group of Least
Developed Countries: Smooth Transition Strategy

Executive Summary

l Background and Context

Bangladesh is set to graduate from the Least Developed Countries (LDCs) group on 24 November
2026, attaining a remarkable milestone in its development journey. Emerging from a challenging
socio-economic state at independence, it has achieved sustained economic growth complemented
by significant reductions in poverty, advancements in health, education, and gender equality, and
a notable increase in life expectancy. For the period 1990 to 2021, Bangladesh was recognised as
one of the countries with the fastest Human Development Index (HDI) progress in the world.

The socio-economic development of Bangladesh has been aided by the performance of its export
sector, as merchandise exports expanded from less than $2 billion in 1990 to $43.5 billion in 2022-
23, thanks to the rapid growth of the export-oriented readymade garment (RMG) industry.? A
structural transformation of Bangladesh's economy is also evident, with the share of agriculture in
GDP declining from nearly 60 per cent in the early 1970s to just 11 per cent in 2022-23 as against
the rising relative significance of both industrial and services sectors. The expansion of apparel
(RMG) exports has also been pivotal in generating employment, especially for women. Bangladesh
is currently the world’s second-largest apparel exporter, capturing more than 10 per cent of the
global market.

In 2015, Bangladesh transitioned from low-income to lower-middle-income status, according to
the World Bank classification of global economies. This was soon followed by meeting the criteria
for LDC graduation in 2018 and again in 2021, fulfilling all three criteria for graduation: per capita
GNI, the human assets index (HAI), and the economic and environmental vulnerability index (EVI).
The United Nations General Assembly decided that Bangladesh'’s graduation will take effect on 24
November 2026, following a five-year preparatory period to ensure a smooth transition.

Graduation from the LDC category signifies Bangladesh's substantial socio-economic progress,
recognised globally and achieved despite formidable challenges. However, it also comes with
certain challenges, as graduated LDCs lose access to international support measures associated
with their LDC status. The global community has provided various international support measures
for LDCs, including trade preferences, special treatment under World Trade Organization (WTO)
agreements, and concessional financing. Graduation from LDC status implies achieving greater
self-reliance and resilience to economic shocks without special concessionary treatment.

Furthermore, in recent times, Bangladesh's macroeconomy has come under significant strain,
marked by falling reserves and persistently high inflation, exacerbated by policy mismanagement
and severely dysfunctional governance under an authoritarian regime. The political transition since

1 This is based on export receipts data, published by Bangladesh Bank.

Bangladesh Smooth Transition Strategy I XV



early August 2024 now seeks to stabilise the economy and initiate critical reforms aimed at, among
other priorities, improving economic functioning and enhancing external competitiveness. These
efforts coincide with the country’s preparations for LDC graduation.

LDC graduation necessitates adjustments but also offers an opportunity to transition from a trade
preference-dependent and low-wage-based export-competitiveness model. By shifting the focus
towards innovation and quality rather than solely relying on price competitiveness, the post-
graduation transformation of the country should prioritise quality, standards, compliance, and
environmental sustainability. This approach will ensure sustainable growth, a modern economy,
and a knowledge-based society aligned with international benchmarks. It also opens opportunities
for economic reforms, export diversification, and enhanced trade negotiation capacities, as well as
addressing infrastructural bottlenecks and administrative inefficiencies to reduce business costs
and improve competitiveness, potentially offsetting the loss of trade preferences.

This Smooth Transition Strategy (STS) has been meticulously crafted to address the unique
challenges faced by Bangladesh. The preparation of the STS and its implementation can be seen as
an integral part of the process towards achieving the Sustainable Development Goals (SDGs).
Valuable feedback from key stakeholders, including government ministries and departments,
development partners, academia, the private sector, and civil society organisations, has played a
crucial role in shaping the STS. The drafting process entailed extensive reviews of Bangladesh’s
plan documents and strategies, as well as relevant studies conducted by various government
ministries, departments, development partners, and think tanks. Additionally, multiple rounds of
consultations and workshops with all relevant stakeholders were conducted to ensure broad-based
participation and alignment. The overall process of formulating the STS also took into
consideration the Smooth Transition Strategy Guidance Note (2021) developed by the United
Nations Department of Economic and Social Affairs.

Il. Potential Implications arising from the Withdrawal of LDC-specific
International Support Measures

Given Bangladesh's significant reliance on LDC-specific international support measures (ISMs)—
particularly duty-free market access, with 73 per cent of its exports benefiting from LDC-specific
preferences, and the special and differential treatment under WTO provisions, including the
provision for export subsidies—graduation from LDC status could adversely impact export
competitiveness due to the loss of these benefits.

Impact assessment studies have shown adverse implications of graduation with significant export
loss. Notable among these is a study by the World Trade Organization (WTO), estimating that
Bangladesh's exports could decline by more than 14 per cent due to the loss of preferential market
access. However, these studies have inherent limitations. For instance, despite the absence of tariff
preferences in the US market, Bangladesh has successfully increased its market share. Over the
past decades, Bangladesh's garment industry has developed substantial supply-side capacity,
achieved economies of scale, and established a robust global supply chain network—factors that
contribute to its competitive strengths and are not solely reliant on trade preferences. Moreover,
the evolving nature of trade policies in partner countries means that not all preferences will be lost
simultaneously, and some may be extended. For example, the EU and the UK offer an additional
three-year transition period for graduating LDCs. The prospect of continued preferential market
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access after LDC graduation in the EU, is not settled yet and could determine the overall impact of
LDC graduation. Therefore, rather than focusing on specific estimates of export loss, it would be
prudent to recognise that LDC graduation will generate substantial competitive pressures and to
prioritise measures aimed at strengthening Bangladesh's resilience.

Bangladesh has benefited from special and differential treatment (S&DT) provisions under the
Agreement onTrade-Related Aspects of Intellectual Property Rights (TRIPS), including a general transition
period and a pharmaceutical waiver, allowing it to exempt medicines from patent protection..
Compliance with TRIPS provisions will be required upon graduation. Since only a relatively small
proportion of the drugs locally manufactured are on patent held elsewhere, the introduction of
patent protection may not cause major disruptions. The recently enacted Bangladesh Patent Act
2023 has incorporated the existing flexibilities under the TRIPS agreement into the national legal
framework, supporting domestic manufacturers. However, enhancing the supply-side capacity of
the domestic industry, along with strengthening the capacity of the policy regime to manage an
updated patent system, will remain critical challenges.

WTOQO provisions prohibit subsidies based on export performance and local content but exempt
LDCs and countries with GNP per capita below $1,000 at 1990 prices. Bangladesh currently offers
various export subsidies that may need to be withdrawn after graduation unless it remains on
Annex VII of the WTO Agreement on Subsidies and Countervailing Measures (ASCM). A proposal
has been submitted to allow graduated LDCs with GNP per capita below $1,000 to continue
benefiting from export subsidies, with specific conditions for maintaining this status. However, the
scope for providing support to agriculture will remain unaffected. The estimated aggregate
measurement of support (AMS) provided by Bangladesh to its agricultural sector—just above 1 per
cent of agricultural outputs—is much less than the de minimis level (10 per cent of agricultural
output) for developing countries. LDCs and net food importing development countries (NFIDCs)
can provide agricultural marketing-related subsidies until 2030 and enjoy extended repayment
terms for export financing. After graduation, being classified as an NFIDC would grant Bangladesh
greater policy flexibility in supporting agricultural export activities.

LDC graduation itself should not necessarily reduce concessional development finance. The largest
aid recipients in the world are not necessarily LDCs, as aid allocation is typically influenced by a
variety of factors, including historical and bilateral relationships, specific recipient country
circumstances such as conflicts, natural disasters, and health crises, as well as the development
priorities of donor countries. Bilateral cooperation programmes are generally tailored to meet the
policies and priorities of both development partners and recipients. These programmes are
influenced more by income levels, national needs, development plans, and strategic interests rather
than LDC status alone. Consequently, while the LDCs designation may inform some aspects of
development cooperation policies, it does not play a central role in shaping the nature and extent
of bilateral aid.

Similarly, international financial institutions and multilateral organisations do not primarily base
their resource allocation on LDC status. Instead, their funding decisions are driven by factors such
as a country's income level and creditworthiness. Nevertheless, a gradual shift in financing terms
is expected as Bangladesh's per capita income rises, reflecting its improved economic status. Many
UN agencies also allocate resources based on the specific needs of countries rather than their LDC
status. The focus is increasingly on capacity building and technical training, driven by Bangladesh's
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developmental progress and the broader strategic policies of these agencies. Thus, the overall
impact on financial development assistance post-graduation is expected to be minimal, with aid
continuing to flow albeit under slightly modified terms.

Upon LDC graduation, some LDC-specific assistance may be discontinued, but these have not
been major sources of development financing for Bangladesh. While new funding from the Least
Developed Countries Fund (LDCF) will be lost, ongoing projects will continue to receive support.
The United Nations Technology Bank will assist for five years post-graduation, and the Enhanced
Integrated Framework (EIF) will offer support during that period, subject to the availability of funds.
Also, the United Nations Capital Development Fund (UNCDF) and the Investment Support
Programme for LDCs (ISP/LDCs) will extend assistance.

Apart from the loss of ISMs, Bangladesh'’s several vulnerabilities need to be recognised. Significant
reliance on LDC-specific trade preferences, particularly in the apparel sector, makes its exporters
susceptible to changes in export market access post-graduation, underscoring the need for
diversification into non-cotton apparel and other sectors to mitigate market risks despite its major
exporter status. Environmental vulnerabilities remain a critical issue; Bangladesh's high exposure
to natural disasters and climate change impacts poses severe threats that demand urgent attention.
Additionally, challenges in sustainable development finance, stemming from a low tax-GDP ratio
and limited fiscal space, constrain public spending on essential services and infrastructure, thereby
hindering sustainable development efforts. Recent unfavourable macroeconomic developments
add to longstanding economic challenges and vulnerabilities for Bangladesh. These include a
weakening balance of payments situation, reflected in a decline in foreign reserves, and persistent
domestic inflationary pressures that further strain the economy.

Apart from the above, external shocks occur with greater frequency, complicating development
efforts. Geo-political tensions such as the US-China trade war, COVID-19 pandemic, and the
Russia-Ukraine conflict have previously disrupted global trade, leading to price hikes in food and
fuel, affecting a developing region like Bangladesh. Furthermore, with the rise in protectionist
policies among major economies and weakened multilateralism, global trade and economic
prospects look increasingly uncertain. As Bangladesh transitions from LDC status, it must also
navigate the challenges posed by the Fourth Industrial Revolution. While rapid technological
advancements and automation are essential for enhancing efficiency and driving growth, they pose
significant risks to employment generation. Despite substantial growth in apparel exports,
employment in the sector has remained stagnant, as technological deepening and automation have
reduced job opportunities and led to a decline in women's share of total employment. These factors
collectively highlight the uncertainties and complexities Bangladesh faces on its graduation
journey.

Despite the adverse employment effects of automation, avoiding technological adaptation is not
an option for Bangladesh. Embracing technology is essential for developing new industries,
enhancing productivity, and breaking into new export markets. Automation and advanced
manufacturing can improve the quality and competitiveness of Bangladeshi products, thereby
boosting export revenues. However, taking full advantage of these technological advancements
will require a skilled workforce. Investing in education and training is crucial to equip workers with
the skills needed to thrive in a rapidly evolving, technology-driven global economy. As Bangladesh
graduates from LDC status, it must prioritise building this workforce to leverage technology for
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sustainable development, economic resilience, and expanded employment opportunities across
various sectors.

lll.  Smooth Transition Strategy Vision: Bangladesh Transitioning from LDC
Status towards a Structurally Transformed Inclusive, Resilient and
Competitive Economy

Bangladesh has undergone its initial phase of structural transformation, characterised by a rapid
expansion of manufacturing exports, primarily led by the ready-made garment (RMG) sector, which
has significantly elevated the contribution of industrial outputs to the economy. Despite this
progress, the share of exports in GDP has declined over the past decade, reflecting the growth of
a thriving import-competing sector. However, this success has not translated into diversification,
as the export basket remains overwhelmingly dominated by garments.

Bangladesh's current economic model—dominated by a trade preference-dependent, export-
oriented garment sector and a tariff protection-dependent import-competing sector, both relying
on low wages and weak compliance—has reached its limits, necessitating a shift towards “high-
road” economic development. This involves enhancing productivity, creating quality jobs, investing
in skills development, fostering innovation, improving product standards, adopting sustainable
business practices, and achieving inclusive growth. This approach is crucial for transitioning to
higher-value sectors and establishing Bangladesh as a credible participant in the global supply
chain. Although standard growth theory suggests low-income countries should grow faster and
catch up to high-income countries, this is challenging, with many countries experiencing growth
slowdowns. To sustain growth and ensure economic success beyond LDC graduation, Bangladesh
must now prioritise a key transformation of its economy that should promote competitiveness
driven by productivity, innovation, improved labour standards, and enhanced environmental
compliance.

Bangladesh’s production structure has evolved into a dichotomous state, with distinct policy
regimes for exports and the domestic market. The global trade policy regime, particularly the Multi-
Fiber Arrangement (MFA) quota system until 2005, shaped Bangladesh’s export structure. Despite
the dismantling of the quota system, high tariffs on apparel imports persist in key markets, giving
Bangladesh a competitive edge through LDC-specific duty-free preferences. Domestic policy
incentives have supported the export-oriented RMG industry with measures like bonded
warehouses, duty drawbacks, and cash assistance.

On the other hand, Bangladesh’s trade policy framework has provided high protection to import-
competing industries through customs duties and para-tariffs, resulting in an average nominal
protection rate of 14.8 per cent, which increases to 28 per cent when para-tariffs like
supplementary and regulatory duties are included. This high level of protection has created a
significant anti-export bias, making the domestic market more attractive than exports and
hindering export sector growth. Excessive tariff protection has raised consumer costs and created
disparities in product quality and standards between export-oriented and import-competing
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sectors. Exporters face stringent international standards for products, labour, and environmental
practices. Compliance with such standards is increasingly necessary due to evolving consumer
expectations and regulatory requirements in the international markets. Ensuring compliance
across sectors is thus crucial for broader economic transformation and global competitiveness.

Achieving further economic transformation and transitioning to a high-road approach to
development will require substantial investment in education, skills development, and technology
to build a highly skilled workforce. This, in turn, will support greater women's labour force
participation, improve labour standards, strengthen environmental protection, and promote social
equity. Such a strategy shifts the focus from low wages and cost-cutting to quality, ethical
standards, and sustainability. With global firms increasingly prioritising Environmental, Social, and
Governance (ESG) standards to mitigate risks and safeguard reputations, this structural
transformation of Bangladesh's economy will enable local firms to integrate more effectively into
the global supply chain.

A transformed economy should focus on strategic support rather than broad-based high tariffs,
providing time-bound protection to specific industries and sectors and supporting research,
adoption of green technologies, and workforce training. This strategy nurtures high-growth
potential sectors and encourages industries to compete on quality and sustainability, aligning with
global market demands.

As Bangladesh approaches graduation from LDC status, strategic policy reforms are essential for
transitioning towards a structurally transformed and competitive economy. Key policy approaches
include rationalising tariffs to reduce the anti-export bias and create a level playing field for all
exporters, as outlined in the National Tariff Policy (NTP). Effective implementation of the NTP will
also provide the necessary flexibility to negotiate market access opportunities through free trade
agreements (FTAs) with major export markets like China, India, and Japan. Diversifying revenue
sources by reducing reliance on import-based taxes, enhancing direct taxation, and strengthening
the value added tax (VAT) system is crucial to increasing the fiscal space necessary for stimulating
inclusive economic growth. Mobilising investments, both domestic and external, is essential, with
a focus on enhancing domestic revenue mobilisation efforts, which are vital for inclusive growth
and reducing dependence on external financing.

To facilitate a smooth transition, several core enablers must be strengthened. Enhancing
productive capacities through investments in human capital, fostering innovation, digitalisation,
and improving infrastructure is critical. Promoting both foreign and local investment is crucial, and
this can be achieved by creating an investment-friendly ecosystem, enhancing institutional
capacities, and ensuring the functionality of special economic zones (SEZs), amongst others. For
driving innovation and integrating into global markets, foreign direct investment (FDI) can play a
critical role. Prioritising quality enhancement and compliance with international standards to
maintain export competitiveness involves rigorous quality control, as well as investing in advanced
laboratories and skilled personnel.
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Leveraging digital technologies to enhance productivity across all sectors is essential for
Bangladesh's economic transformation. Investing in education and skill development is essential
to create a highly skilled workforce capable of adapting advanced technologies and processes. The
National Skills Development Policy 2020, along with its action plan, that aims to address the
existing skills gap, must be implemented meticulously. Integrating sustainable business practices
and improving compliance with environmental and labour standards are crucial for ensuring long-
term competitiveness and enhancing the country's reputation in the global market. By focusing on
these policy approaches and key enablers, Bangladesh can achieve sustainable and inclusive
economic transformation, positioning itself as a competitive player in the global market after LDC
graduation.

Following LDC graduation, Bangladesh faces the challenge of losing export competitiveness due
to the cessation of LDC-specific trade preferences. However, transformative changes can help
outweigh the preference-driven competitiveness, as evident from various studies and analyses
available in the context of the global economy as well as Bangladesh. Research and evidence
indicate that Bangladesh can enhance its export competitiveness in the post-LDC period by
focusing on several key areas. These include improving trade logistics, streamlining customs and
border procedures, and strengthening the overall business environment. Additionally, boosting
product quality and standards, attracting more foreign direct investment (FDI), and pursuing tariff
rationalisation are essential steps. Advancing regional integration, upgrading technology, fostering
innovation, and investing in human capital and skills development will also play a critical role in
promoting competitiveness.

IV. Prioritised Smooth Transition Measures: Strategic Pillars and Required
Actions

Graduating from the LDC group presents an opportunity to tackle both emerging and longstanding
challenges and shift from a reliance on preference-dependent exports, tariff-protected industries,
low wages, and cost-cutting measures. Instead, Bangladesh can focus on achieving structural
economic competitiveness driven by quality, innovation, productivity, and export diversification.
The Smooth Transition Strategy aims to provide a comprehensive framework to address both
immediate and long-term economic challenges, ensuring a smooth and sustainable transition from
LDC status. It focuses on five interrelated strategic pillars: 1) ensuring macroeconomic stability, 2)
securing trade preferences and favourable transition measures, 3) promoting export diversification
and competitiveness, 4) building productive capacity, and 5) fostering partnerships and
international cooperation.

Strategic pillar 1: Ensuring macroeconomic stability: The strategic objective of this pillar is to
ensure sustained macroeconomic stability during the transition from LDC status and beyond.

Tackling inflation, developing effective exchange rate management, and boosting foreign reserves
will be critical to maintaining macroeconomic stability and improving export competitiveness.
Smooth transition measures will include implementing market-oriented interest rates, sustaining a
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uniform and market-oriented exchange rate system, monitoring prices of essentials, securing
concessional financing, fast-tracking the implementation of projects with favourable loan
conditions, and ensuring the effective utilisation of development assistance and LDC-specific
funds. For prudent fiscal and sustainable debt management, the focus should be on improving
domestic resource mobilisation, ensuring sustainable and responsible domestic borrowing, and
exploring alternative financing mechanisms. This also involves continuing to reform the structure
of national savings certificates, developing the capital market, and reviewing non-essential
spending, among others. Priority actions for strengthening the financial sector and capital market
will include enhancing financial sector governance, reducing non-performing loans, ensuring the
central bank's regulatory autonomy, improving bank governance, and developing the capital market
through strategic reforms.

Strategic Pillar 2: Exploring and securing trade preferences and favourable transition measures
beyond LDC graduation: The strategic objective of this pillar is to mitigate adverse impacts on
export competitiveness due to LDC graduation.

A critical component of the smooth transition measures will involve engaging with the EU to secure
the most favourable preferential market access, such as GSP+, once LDC-specific preferences
expire. This should also include securing relaxed rules of origin requirements and obtaining
technical assistance to support the implementation of international conventions. Additionally,
efforts will be made to engage with other key trading partners for an extended transition period
for LDC-specific preferential access for exports, negotiate trade and investment agreements with
several partners such as China, India, and Japan and join trade blocs such as the Regional
Comprehensive Economic Partnership (RCEP). Furthermore, initiatives will be undertaken to
address WTO-related issues, including seeking a waiver extension under the TRIPS agreement,
inclusion in the list of NFIDCs to retain certain extended policy space, and inclusion in Annex VIi(b)
under the ASCM to continue benefiting from the exemption under the WTO Agreement on
Subsidies and Countervailing Measures. Trade policymaking and negotiation capacity-building
should also be a priority, given the demand for proactive engagements and negotiations with
various trade partners.

Strategic Pillar 3: Promoting export diversification and competitiveness: The strategic objective
of this pillar is to enhance competitiveness through comprehensive reforms aimed at revitalising
the economic environment, facilitating transformation, and fostering new sources of
competitiveness.

To achieve this, key actions include reducing anti-export bias and promoting export diversification,
improving product quality and standards, enhancing trade logistics and trade facilitation measures,
and ensuring labour standards and ESG compliance. Additionally, creating an enabling environment
for businesses and trade, enforcing intellectual property protection, and developing WTO-
compatible support measures in domestic and export sectors are essential. Furthermore,
strengthening the implementation of sector-specific action plans in the Diagnostic Trade
Integration Study Update (DTISU) will enhance supply-side capacity and strengthen export
competitiveness.
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Strategic Pillar 4: Building productive capacity: The strategic objective of this pillar is to promote
structural transformation by strengthening supply-side capabilities, improving human capital, and
strengthening institutions.

The priority policy actions include, amongst others, improving productivity through technological
upgrading and innovation, leveraging information and communication technology (ICT) to increase
productivity, building supply-side capacity by strengthening backward and forward linkages,
fostering private sector development through enhanced government support, strengthening the
supply-side capacity of micro, small, and medium enterprises (MSMEs) and enabling them to enter
the export market, skilling, re-skilling, and up-skilling the workforce to reduce skills gaps in priority
sectors, enhancing human capital development, revitalising domestic investment, attracting foreign
direct investment, advancing green transformation for improved competitiveness and future-
readiness, and strengthening institutional capacity.

Strategic Pillar 5: Fostering partnerships and international cooperation for promoting sustainable
development and improving resilience against global uncertainty: The strategic objective of this
pillar is to sustain and build upon the socio-economic progress achieved over the past decades
through strengthened partnerships and international cooperation for promoting sustainable
development and enhancing resilience for a successful and smooth transition post-graduation.

The smooth transition strategy of Bangladesh calls for enhanced collaboration and cooperation
between the government, development partners, and stakeholders to implement the proposed
actions. Bangladesh's graduation process will facilitate partnerships for targeted technical and
financial assistance, revitalising coordination among development partners, and forming new trade
and economic partnerships. Priority areas requiring financial and technical assistance include
ensuring compliance with international conventions, fostering ESG compliance, facilitating
productive capacity development, supporting SDGs and climate change resilience, fostering South-
South partnerships, and reinforcing the multilateral global trading system for fair and development-
friendly trade for facilitating effective participation of LDCs, graduating and graduated LDCs.
Development and trade partners should ensure that graduating and graduated LDCs, including
Bangladesh, are protected from the adverse impacts of geopolitical competition and conflicts, and
refrain from implementing measures that could disadvantage these countries as a result of
geopolitical rivalries.

V. STS Implementation Mechanisms

The STS delineates specific implementation strategies and institutional arrangements. It
incorporates a time-bound action plan designed to ensure a smooth transition, prioritising and
expediting the implementation of necessary reforms to achieve sustainable graduation. The
principles of implementation mechanisms include the following:

e Under the leadership of the Chief Adviser's Office, with strong support from relevant
ministries and departments, the implementation of STS action plans and necessary reforms
will be prioritised and fast-tracked across all government plans, policies, and strategies.
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e Collaborative partnerships among stakeholders are essential for the successful
implementation of the STS. The implementation framework clearly defines the roles and
responsibilities of key stakeholders, including the government, private sector, public-
private partnerships, civil society, and development and trade partners. The strategic pillars
in the STS and corresponding actions will be integrated into all the forthcoming national
development plans, as well as sectoral policies.

e Financing STS implementation will depend on public resources channelled from the annual
budget, private investment, and technical and financial assistance from development and
trade partners.

An appropriate M&E framework will be prepared, based on the action matrix of the STS, to track
the progress of the strategy, evaluate the effectiveness of the actions, and suggest appropriate
measures to achieve the desired outcomes. The following measures will be implemented to
facilitate implementation:

e A high-level LDC Graduation Steering Committee, chaired by the Chief Adviser/Head of
the Government and including relevant ministers/advisers, will be established to offer
strategic policy direction for the effective implementation of the STS. This committee will
meet biannually to review progress and provide policy directives.

e The National Committee on LDC Graduation (NCG) will act as the central monitoring and
evaluation committee for STS implementation, developing a robust M&E framework,
conducting annual assessments, and coordinating with stakeholders to ensure efficient
implementation.

e The Support to Sustainable Graduation Project (SSGP) of the Economic Relations Division
(ERD) will regularly undertake tasks to support the NCG in implementing the STS,
leveraging its established knowledge base and consultation experience.

¢ Relevant ministries, divisions, and agencies will prepare and undertake specific measures to
implement the STS and report progress against each indicator as part of the M&E exercise.

e MG&E reports will identify areas of limited or no progress and make specific
recommendations for improved implementation, which will be shared in public
consultations.

Roles of stakeholders in STS implementation

Role of government ministries and departments: The major roles and responsibilities of
government ministries, departments, and agencies include, among others, conducting thorough
assessments of specific actions, undertaking reforms in accordance with the action plan, following
up on activities to ensure steady progress, ensuring timely implementation and impactful results,
assessing the scope of coordination with other agencies, the private sector, civil society, and
development partners, adjusting existing policy measures to meet immediate graduation needs,
optimising budget management, facilitating coordination with the private sector, development
partners, and civil society to mobilise technical expertise, conducting reviews and commissioning
studies to obtain practical recommendations for progress on implementation, and integrating the
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specific targets and milestones of the STS into the Annual Performance Agreement (APA) of each
relevant ministry and department.

Role of the private sector: Bangladesh's graduation from the LDC group is largely attributed to its
dynamic private sector, which has propelled economic development, created employment
opportunities, generated export earnings, and sustained business operations despite various
challenges. Recognising this, engagement with industry stakeholders has led to the development
of policies and strategies centred on the private sector. The private sector's preparedness and
resilience will be crucial in addressing issues related to LDC graduation, such as the loss of trade
preferences. The private sector is, therefore, a key player in implementing the STS, with business
organisations and associations actively involved in its preparation. Key roles of the private sector
include:
* Improving firm-level competitiveness to absorb any competitiveness pressure
e Enhancing labour standards and compliance irrespective of government regulations
e Adhering to ESG standards to participate in global value chains.
» Supporting STS policy actions to improve long-term competitiveness, attract foreign
investment, and link with global supply chains.
e Prioritising product standards in local sales to boost export success.
e Investing in research and development (R&D) to drive innovation and productivity.
e Assisting the government in trade negotiations to balance defensive and offensive
interests, recognising necessary trade-offs. Collaborating with the government, think tanks
and development partners to act as knowledge hubs for LDC graduation-related issues.

Role of public-private partnerships: PPP authorities should review their PPP framework and adapt
it where necessary to make it effective in undertaking projects in the areas of transport and
logistics, energy, water and sanitation, social infrastructure, and Information and Communication
Technology (ICT). Given its track record in implementing past projects, the PPP initiative could
expedite the expansion of ICT services, improve connectivity, and make digital services more
accessible and affordable for citizens and businesses in a timely manner.

Role of civil society organisations: The active involvement of civil society is crucial for the inclusive
and transparent implementation of the STS, ensuring sustainable development beyond the
transition process. Their roles include:

e Monitoring and accountability: CSOs can act as watchdogs, ensuring transparency and
holding stakeholders accountable, thereby aligning the transition process with sustainable
development goals.

e Expertise and best practices: They offer specialised knowledge and can identify global best
practices that are beneficial for Bangladesh's implementation programme.

e Government-public bridge: CSOs serve as intermediaries between the government and the
public, identifying ground-level issues and providing constructive solutions.

e Private sector competitiveness: By building awareness of evolving international regulations
and providing context, CSOs can enhance perceptions and secure technical assistance for
firms.
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e Global advocacy: CSOs advocate for Bangladesh on the international stage, pushing for
reforms and championing fair pricing and shared responsibility for decent work and wages.

e Community empowerment: They empower local governments and communities through
town hall meetings and expert commentary, ensuring no one is left behind.

e Resource mobilisation: By collaborating with development partners, CSOs can mobilise
resources and expertise to support key local initiatives for the STS implementation.

Role of development and trading partners: Development and trade partners play a crucial role in
supporting Bangladesh's transition from LDC status. The STS provides a unique opportunity for
these partners to align their support with Bangladesh's needs across various strategic pillars,
highlighted explicitly in Pillar 5. This involves:

e Extended transition period: Providing an extended transition period to help Bangladesh
adjust smoothly post-graduation amidst global economic uncertainties.

e Enhanced technical assistance: Providing technical assistance for implementing
international conventions on human rights, labour rights, environmental protection, climate
change, and good governance, as well as improving product standards and quality.

e Capacity-building for trade policy and negotiations: Offering support to government
officials and think tanks to enhance trade negotiation skills and establish FTAs and PTAs
effectively.

e Financial support for SDGs: Expanding financial assistance to help Bangladesh achieve its
Sustainable Development Goals, focusing on health, education, food security, gender
empowerment, and other key areas.

e Support for productive capacity development: Investing in infrastructure development,
state-of-the-art technologies, improved business environments, ICT adoption, and human
capital enhancement through education and health investments.

e Skill development initiatives: Fostering skill development programmes to boost workforce
capabilities and support research and development to enhance firm-level supply-side
capabilities and product quality standards.

e Climate resilience and adaptation: Investing in climate resilience projects and providing
technical assistance for adopting advanced technologies and clean energy solutions.

The detailed STS Action Plan, outlining specific actions under the five strategic pillars, is provided
at the conclusion of this Strategy. A selection of the highest-priority actions identified for
immediate implementation is listed here.
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